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Introduction

The purpose of this note is to provide a frame-
work for improving tax policy design in fragile and
conflict-affected states,! which face political and
institutional constraints. It is based on the IMF Fiscal
Affairs Department’s research and experience in provid-
ing these states with technical support on tax policy. It
addresses the following questions:

e What objectives and principles can tax policy follow
in a fragile and conflict-affected state?
e How should taxes be designed in an emer-

gency situation?

e How can tax policy evolve as a fragile state recov-
ers from an emergency and, eventually, leaves its
fragile situation?

Overcoming fragility is a long and difficult process.
It involves all branches of government and a combina-
tion of policy actions which raise distinct implementa-
tion challenges. Tax policy plays an important part and
is never easy to integrate due to difficulties in weighing
its various objectives during the fragility phases. These
objectives include the following:
® Revenue mobilization: Sufficient revenue is needed to
finance the proper functioning of the government,
including tax administration, which constrains tax
policy design.
o Efficiency: In a fragile state’s unstable environment,
a transparent, non-distortive tax system provides the
visibility private agents need to invest and help the
country regain economic momentum.
o Equity: A tax system that is perceived as just and
inclusive contributes to the reestablishment of the
state’s legitimacy, which is key to its stability and

efficiency in the long term.?

This note begins with an overview of experiences in

revenue mobilization in fragile states, including relative

Mario Mansour is the Coordinator of the IMF Middle East
Regional Technical Assistance Center. Jean-Luc Schneider is with
France’s Ministry of Economy and Finance, Directorate General of
the Treasury.

2See Everest-Phillips (2010).

to other country groups—in particular, nonfragile
states and formerly fragile states; that is, countries
that exited fragility during the period under study. A
discussion follows of how the principles of tax policy
design should be applied in fragile states, particu-
larly the relative importance of the revenue objective
vis-3-vis other objectives, such as equity and efficiency.
The two sections that follow provide guidance on tax
policy design in the emergency and consolidation
phases, respectively, and discuss how governments can
use tax policy to transition from one phase to another,
eventually overcoming fragility. The note concludes
with key lessons and a set of guiding principles for tax
reform in fragile states.

Level and Composition of Tax Revenue in
Fragile States

It can take a country several decades to exit fragility,
from the emergency or conflict phase to the consolida-
tion phase. This section examines how fragility and the
journey toward normalcy affect the level and revenue
structures of fragile and conflict-affected states. The
lessons learned from this analysis are used later in the
note to help provide a framework for tax policymaking
in fragile states.?

What Are Fragile States’ Experiences with Revenue
Mobilization?

Fragile states display low tax ratios (on average,
14 percent, as opposed to 18 percent in non-fragile
states). These ratios are frequently extremely low, espe-
cially after a conflict (the tax-to-GDP ratios of Afghan-
istan, Chad, the Democratic Republic of the Congo,
Guinea-Bissau, Iraq, Libya, Myanmar, and Timor-Leste
have been less than 3 percent for several years).

Several fragile states with low tax ratios have been
able to compensate for this difference in tax revenue,

3Annex 1 provides a brief analysis of the economic differences
between fragile and non-fragile states, which complements the taxa-
tion discussion in this note.
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Figure 1. Revenue Structure of Fragile and Nonfragile States

(Simple average for 2013-2016)
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Source: IMF, World Revenue Longitudinal Database (WoRLD).

Note: Figures are simple averages for each category of country. Figures may not add up because not all series are available every year for all
countries. Resource revenue as a percentage of tax revenue is shown for countries that derive 20 percent or more of their net exports from

nonrenewable natural resources.

thanks to nontax revenues from extractive industries.

Natural resources accounted for 3.4 percent of GDP in
the median resource-rich fragile state in recent years.
Half of the resource-rich fragile states that later exited
fragility collected more than 20 percent of their GDP
from natural resources in the early 2000s. However,
natural resources have been a mixed blessing for
countries lacking strong institutions, given the decline
in commodity prices in recent years. Several countries
that were not fragile in 2008 but relied heavily on
natural resource revenues (in addition to sharing some
other characteristics observed in fragile states, such as
low GDP per capita, low growth in GDP per capita,
and weak tax revenue) became fragile in the subse-
quent decade.

The general weakness of tax revenue in fragile states
reflects lower domestic tax receipts to GDP for all tax
revenue sources, except international trade (Figure 1;
Annex 2, Table 2.1), which accounts for 19 percent of
total taxes, on average, compared with 15 percent in
nonfragile states. A few fragile states also made greater

“See Crivelli and Gupta (2014); and Brun, Chambas, and Man-
sour (2015). Governments may collect nontax revenue from natural
resources through sharing in the equity of the extractive firms or
receiving licensing fees.
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use of unorthodox, and therefore unclassified, taxes.
Another, more surprising feature of fragile states is how
litcle most of them rely on the taxation of goods and
services and sales tax (for example, value-added tax
[VATY). This contrasts with their reliance on direct tax-
ation, especially personal income tax, and differs from
the usual negative relationship between the share of
indirect taxes in total tax receipts and income levels.

Another feature fragile states have in common is the
large variety in their tax-to-GDP ratios and tax revenue
composition. This is a characteristic of fragility, which,
in addition to economic factors, reflects security and
political features. Consequently, tax development and
design, and how they interact with capacity building,
depend even more on country-specific issues in fragile
states than elsewhere.

Are Tax Levels and Composition Different in Formerly
Fragile States?

Fragile states that became nonfragile in the decade
following 2008 were able to mobilize more revenue—
about 5 percentage points of GDP—than those that

5See Acosta-Ormaechea and Yoo (2012).
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Figure 2. Revenue Structure of Permanently versus Formerly Fragile States

(Simple average for 2013-2016)
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Source: IMF, World Revenue Longitudinal Database (WoRLD).

Note: Figures are simple averages for each category of country. Figures may not add up to the total tax revenue because not all series are available
every year for all countries. Resource revenue as a percentage of tax revenue is shown for countries that derive 20 percent or more of their net

exports from nonrenewable natural resources.

remained fragile, and revenue from natural resources
played an important role in several countries (Figure 2;
Annex 2, Table 2.2).° In the early 2000s, Angola and
Niger raised more than 20 percent of GDP from
commodities, a share that has fallen significantly since
then. Other countries, such as Cambodia and Rwanda,
were able to increase the contribution of natural
resources to their budgets from initially insignificant
levels, which helped them overcome fragility.

More generally, formerly fragile states’ budgets relied
on relatively robust tax revenues (19 percent of GDP
around 2006, compared with 11 percent, on average,
in states that remained fragile). For the most part,
they were able to preserve their revenue performance
throughout the decade that followed, despite decreased
receipts from natural resources in some countries. All
formerly fragile states were able to collect more than
15 percent of their GDP through taxation, and half
collected more than 20 percent in some years of the

OStates that exited fragility during the study period are referred to
as formerly fragile states, and those that remained fragile are referred
to as permanently fragile states. It is important to note that this
characterization says nothing about the probability of a formerly
fragile state sliding back into fragility or a permanently fragile state
exiting fragility in the years following the study period.

past decade (for example, Angola and Nigeria, where

tax revenues collapsed with oil prices in 2014). This is

consistent with the empirical finding of an apparent
tipping point of about 13 to 15 percent tax revenue

to GDP, below which countries have great difficulty

rebuilding institutions to overcome fragility.”

Tax composition in formerly fragile states (compared
with permanently fragile states) displays the following
characteristics (Figure 2):

o The share of goods and services taxes in total taxes is
predominant and increases as the country’s situation
improves, eventually reaching a level comparable to
that of nonfragile states.

¢ The contribution of trade taxes is relatively small
and diminishes over time.

e Some countries rely more on “other taxes”—namely,
taxes not classified as “income, payroll, and property
taxes,” “goods and services taxes,” or “trade taxes.”

’See Gaspar, Jaramillo, and Wingender (2016).
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Principles and Objectives for Tax Policy in
Fragile States

Tax Policy Priorities

Revenue mobilization is tax policy’s overarch-
ing priority in most fragile states; it allows them to
finance the reconstruction of their capacity to deliver
basic services and infrastructure. To cross the 13 to
15 percent tax-to-GDP tipping point, a prerequi-
site for overcoming fragility, some fragile states must
increase tax revenue by more than 30 percent. This is a
challenge for any country, and a particularly daunting
one in a fragile situation, where severe institutional
capacity constraints limit what tax policy can achieve.
That said, the relationship between tax policy and state
building goes deeper than just revenue mobilization.
Revenue mobilization depends critically on the govern-
ment’s power and legitimacy; the equity and efficiency
impacts of tax reform also determine their robustness
to economic and political shocks in the medium term.®

In addition to revenue mobilization, the simplic-
ity, inclusiveness, transparency, and equity of the tax
system all play important roles in restoring the state’s
capacity and legitimacy. Relative to economic effi-
ciency, these elements must sometimes be given more
weight than they would in nonfragile states,? since
their benefits in helping overcome fragility may out-
weigh the cost of distortive taxes.

This is not to say that efficient taxes have no role in
fragile states. When such taxes are feasible and com-
patible with other objectives, they should have priority.
Since they are less likely to require further reform than
other taxes as countries exit fragility, efficient taxes
also serve as useful anchors for investors’ and other
economic agents’ long-term expectations.

More generally, the stability of taxes and visibility of
their evolution are desirable for attracting investment
and motivating the government, tax administrations,
and the public to commit to the tax system. In this
way, the costs of administering and complying with
taxes are kept low. Once the government is less fragile,
setting a medium-term revenue strategy—including
coordinating international support to build the state’s
revenue capacity—could be the key to achieving these
desired objectives.

8See Besley and Persson (2014); and IMF (2018).
9See Brautigam, Odd-Helge, and Moore (2008); and
Everest-Phillips (2010).
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Certain objectives assigned to the tax system in
nonfragile states could also be pursued in fragile states.
For example, discouraging behavior that harms oneself,
others, or the environment can sometimes be achieved
through simple efficient taxes, such as excises on
imports of alcohol or luxury cars. However, progres-
sive comprehensive income taxation, or comprehen-
sive wealth taxation, can distract governments from
rebuilding basic institutional capacity. Such objectives
can be addressed more effectively in the medium term

as countries become less fragile.

Desirable Characteristics of the Tax System

Given the objective of revenue mobilization and

the diversity of fragile states, pragmatism must prevail

when it comes to which tax system is desirable in

each country (given the nature of fragility and other

country-specific factors). Against a general backdrop of

weak institutional capacity, policymaking should follow
some general principles, including simplicity, transpar-
ency, and operability, which translate into a tax system
characterized by the following:

o A small number of taxes: The limited adminis-
trative capability should focus on levying a few
effective taxes.

o Euasy-to-assess tax bases: Sophisticated tax bases may
help reduce economic distortion, but they are costly
to assess and audit and may end up opening the way
to tax bargaining and avoidance.

o Few exemptions: Exemptions create loopholes
through which parallel markets develop, which is
especially costly in a country where an informal
economy may already be prevalent, undermining
both the government’s revenue and its legitimacy.

o A focus on large taxpayers and easy collection points:
Borders, large companies (especially in extractive
industries), and workers in the civil service and
formal sector are easier for the tax administra-
tion to monitor.

o A single or very few rates for each rax: This eliminates
the bargaining and avoidance that often accompany
tax base requalification—to exploit the tax arbitrage
that low rates offer.

o Wide recourse to the presumptive taxation of small
taxpayers: For the tax administration to monitor
taxpayers effectively under the standard regime, and
for the system to be sufficiently inclusive, smaller
taxpayers should be taxed on a presumptive or
lump-sum basis.



o Preparation for the future: Even if a fragile state’s tax
system cannot comply with the canons of taxation
theory, it is preferable that it allows for gradual
refinement as the situation improves rather than

require a complete overhaul.

The Trade-off between Stability and Reform

As in all countries, reforming tax policy in a fragile
state has a cost. Most fragile states’ tax systems were

established under assumptions that are overly optimis-

tic about institutional capacity. The government faces a

trade-off between keeping the existing tax laws, which
the taxpayers and administration are accustomed to,
and engaging in reforms that would improve the tax
system’s functioning and revenue. The latter might
involve significant short-term legislative, administra-
tive, and political costs, even if they can be alleviated
by donor resources and technical support.

National authorities should carefully consider the
decision to reform the tax legislation. Although there
is no one-size-fits-all recommendation, the following
points may be considered: !0
¢ FEach country should balance the short-term costs
and the short- and long-term benefits of reforming
its tax policy. Given fragile states’ vulnerability and
possible instability, the short-term consequences
should be given more weight than they would in a
nonfragile state.

Not all taxes need to be reformed simultaneously.
Although a broad, up-front reform could yield
earlier and more consistent benefits than grad-

ual changes, it also runs the risk of stretching the
administration beyond its current capacity and
disrupting its effective elements.

With a gradual approach, the more dysfunctional or
harder-to-administer taxes should be reformed first.
For example, if, during a crisis or period of fragility,
the customs administration functions better than
the internal tax administration, and if tariff policy is
adequate, reforming domestic taxes may take prior-
ity over changing taxes at the border.

Dysfunctional or not, there is no point in main-
taining small taxes during a time of scarce admin-
istrative capacity. Individual taxes that garner less
than 0.05 percent of GDP can be safely suspended,
eliminated, or replaced by synthetic taxes to redirect

10See IMF (2017b).
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existing administrative capacity toward monitoring
taxes that bring more resources to the budget.

In fragile states, simple regulations that can be
passed directly by the government may be initially
preferable to complex legislative changes, which may
involve political disputes and economic uncertainty.
However, these powers must be kept in check to
prevent the government (or ministers) from unbri-
dled discretion over key aspects of tax laws, such as
tax rates, and preferential treatment, such as deduc-
tions, exceptions, and exemptions.

If much of the tax system has already collapsed, after
a war for example, the political cost of drafting new
tax legislation is relatively low, and is an option that
should be seriously considered. This would be better
than returning to a prewar system, which is often
intrinsically imperfect. Thus, extreme fragility can
present an opportunity for much-needed in-depth
reform. Rwanda, for example, benefited from the
early adoption of a tax system redesigned accord-
ing to the above principles. The redesigned system
subsequently contributed to the stability of the
economy, the attraction of foreign investors, and,

eventually, the end of fragility.

The rest of this note elaborates on desirable features
of the main groups of taxes in fragile states. It follows
a stylized chronology according to which, after having
reached very low institutional capacity during a crisis,
fragile states experience a first stage of rapid economic
and political improvement (the emergency phase of
fragility) for a few years. During the second stage, they
reach a plateau, which may last one or more decades
(the consolidation phase), until they have recovered
sufficiently to be reclassified as nonfragile. Passing from
the emergency to the consolidation phase may be char-
acterized by varying revenue levels and composition,
reflecting not only economic structure but policy and
institutional choices as well.

Most tax policy recommendations are designed to
assist countries during the emergency phase, when
progress is needed to boost resource mobilization
beyond the tipping point. During the subsequent con-
solidation phase, efforts can be focused on improving
the transparency, equity, and inclusiveness of the tax
system, parallel to the tax revenue objectives.

The depth of a country’s crisis when it reaches the
nadir of its government’s capacity depends on its
specific path toward fragility. An extreme case would
be a country that enters fragility as a result of a war,

International Monetary Fund | August 2019 5
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after which budget revenue is so low that resource
mobilization is the single objective of tax policy. Such
conditions warrant short-term emergency tax measures,
which are discussed in the next section. Fragile states
may benefit from adopting some of these measures
even during less stressful times, given their focus on

revenue mobilization.

How to Design Taxes in an Emergency Situation

The Case for an Approach by Collection Point

Tax administration capacity and other factors
affecting the collection of taxes, such as education level
and business organization, weigh more heavily on tax
design in the presence of fragility. During an emer-
gency, when revenue mobilization is the overwhelming
concern, the priority should be to assess the available
administrative capacity and focus it on effective collec-
tion points—namely, the actual locations or chargeable
events that are easiest to monitor. Depending on the
geography and security of the fragile state, effective
collection points may include the following:

o The border or checkpoints where goods enter the
territory under government control (for exam-
ple, Afghanistan, Central African Republic)

o The largest companies in the capital city and other
cities under the government’s control (for exam-
ple, Somalia)

e Mining and extraction sites under government
control (for example, Democratic Republic
of the Congo)

e Wages in the civil service and formal sectors (for
example, Iraq)

e Land, if a cadaster is available

During the emergency phase, reorganizing the
tax system around these collection points can help
optimize receipts when there is administrative scarcity.
The system would, however, have to evolve toward
a more economically efficient design as soon as the
situation improves.

How to Tax at the Border

In an emergency, and especially if a fragile state
must begin taxation without a full-fledged administra-
tion or tax law to refer to, a single synthetic border tax

allows the customs administration to collect revenue

6 International Monetary Fund | August 2019

at the lowest administrative cost. The gross value

of imports is the preferred base for a single tax, but

administrative prices may also be applied to goods

whose quantities are easier to assess than their value.

The rate schedule of a single border tax should reflect,

among other factors, the capacity of the customs

administration. A moderate flat rate (for example,

20 percent) on all imports would be viable briefly

during a state of high emergency and limited admin-

istrative capability, but a simple three-rate schedule
would enable further development of the tariff system
and domestic taxes. To illustrate, a single border tax
could be designed with the following elements (similar

to the schedule Cambodia adopted in 1994):

o Low rate—for example about 10 percent, applica-
ble to unprocessed food, medications, agricultural
inputs, and equipment goods

o Standard rate—for example, about 30 percent,
applicable to most other consumption goods, raw
materials, and intermediate consumption

o High rate—for example, about 50 percent, appli-
cable to a short list of luxury consumption goods,
petroleum products, passenger vehicles, alcohol,
and cigarettes

A synthetic border tax would approximate and pre-
pare for a more standard tax system, in which imports
are subject to customs duties and fees, as well as VAT
and excises. This subsequent tariff and consumption
tax system comprises the following elements:

e A tax rate of 10 to 15 percent on final consumption;
low tariffs, with little or no rate differentiation; and
excise rates to replace high tariff rates on luxury
goods and other selected items (cars, petroleum
products, alcohol, cigarettes)

o Lower tariff (relative to the single border tax) and
consumption tax rates (perhaps some exemptions)
on staple foods and medications, justified for equity
reasons, if social transfers cannot be established

o Exemption of the agricultural sector, for administra-
tive reasons, given its wide informality in low- and
middle-income countries; alternatively, the con-
sumption tax can be designed to exclude, through
its registration threshold, most firms in the sector

e No domestic taxation (or tax deductibility) of
capital equipment, with the expectation that the
administration will promptly be able to handle the
deductibility of the taxes paid on raw and interme-
diate inputs of formal firms



Under both the synthetic and subsequent sys-
tems, exemptions should be kept to a minimum.
Some importers, such as the United Nations, Red
Cross, and Red Crescent, are exempt from import
duties, and sometimes from other taxes, as part of the
international obligation to facilitate their operations,
principally related to natural disasters and humani-
tarian relief. These privileges should also be granted
under a synthetic border tax. Although other donors
often request the same privileges to operate in fragile
states, efforts should be made to persuade them that
it is counterproductive: it deprives the government of
revenue, often as necessary as in-kind assistance itself.
More critically, imports under donor privilege may leak
into a parallel market, thereby undermining the tax
base. Similarly, the imports of state-owned enterprises
should be fully taxed, although this does not in itself
increase the government’s revenue.

How to Tax Companies

In many developing economies, fragile or not, the
largest 1 percent of businesses account for more than
half of total tax payments, including those imposed at
the border.!! Focusing the scarce administrative capac-
ity of a fragile state on these taxpayers is warranted,
especially in the emergency phase, when revenue
concerns take precedence over other policy objectives.
A single synthetic tax can be designed to proxy or
prepare for the adoption of the main taxes large firms
would generally have to pay under a more complex
tax system; namely, VAT and corporate income tax.
VAT would be based on value added and income
tax on profit.

Which Base Should Be Used?

A convenient base for such a tax—and by far the
most widely used—is a firm’s turnover. It is a broad
base, defined as the value of a firm’s annual gross sales
(possibly including sales of ancillary services, perhaps
with adjustments for returns and irrecoverable receiv-
ables). It is easy for the firm to assess and for the tax
administration to audit, using invoices, and therefore
limits compliance and litigation costs. In addition, it
anticipates a more granular future tax system, since
turnover broadly coincides with the gross base of a
consumption tax on goods in the retail sector. Turn-

over taxes are also used in most countries as the base

11See Baer, Benon, and Toro (2002).
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for the presumptive taxation of small businesses, for

both VAT and income tax.

Determining which firms must pay the synthetic
tax depends on the country’s administrative capacity
and economic fabric. The largest formal firms in the
economic capital and other cities under the govern-
ment’s control should certainly be included. Smaller
firms, whose tax liabilities would not cover the costs
of credibly monitoring their tax bases, or the cost of
diverting auditing resources from the largest firms,
could be excluded. Moreover, to reduce both tax avoid-
ance and economic distortion, the line between firms
that are liable and those that are not should be drawn
in a manner that does not allow taxpayers to shift the
tax base away from the synthetic tax.

In practice, a firm can be considered taxable if its
turnover exceeds a particular threshold, it belongs to a
particular sector, or it has some distinct legal form:

e The turnover threshold should be set high enough
to enable the tax administration to monitor the
tax base effectively. While the optimal threshold
depends on each country’s particular features,
experience suggests that it is often set too low in
fragile states. Governments tend to assign excessive
value to catching as many firms as possible in the
tax net and to overestimate their tax administrations’
capacity. This may result in the dilution of adminis-
trative efforts, inadequate monitoring of the largest
enterprises, and, eventually, lower tax receipts and
tax law credibility. Therefore, it is usually prefera-
ble to err on the high side when setting the initial
threshold, with a view to reducing it gradually as
the tax administration’s capacity improves. Without
being overly prescriptive, setting an initial turnover
threshold that is 50 times above the national GDP
per capita should not be considered outlandish in
the emergency phase, and significantly higher figures
can be envisaged in some cases.!?

o A few sectors, such as banking and telecommunica-
tions, may account for a large share of value added
and profits of nonresource private firms. Firms in
these sectors are formal by nature, as they must
register and are subject to specific regulatory require-
ments for running their businesses. Therefore, they
can be taxed regardless of their turnover levels.
However, specific aspects of their activities (for

example, the banking sector’s relationship between

12In Haiti, the IMF recommended setting the VAT liability
threshold at 450 times the GDP per capita.
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turnover and value added and profits, which is dif-
ferent from that of other sectors) justify their being
taxed differently from other firms. Another justi-
fication for such taxation stems from their ability
to extract some rents (for example, through bank
licenses and spectrums and infrastructures for tele-
communications, which give operators the benefits
of limited competition).

e Finally, based on the country’s legal business
framework, corporations and other forms of limited
liability companies (and some types of partnerships)
should be taxed without regard to turnover and
sector classification. Such legal forms of business
organization presuppose adequate levels of account-
ing and financial reporting capacity, and these
firms are likely to be captured under the first two
dimensions above. However, it may be necessary to
include them explicitly if the turnover threshold is
set too high.

Which Rate Should Apply?

A single-rate tax on turnover must balance several
concerns. To yield revenue, the rate should not be set
too low. To deter evasion, reduce distortion from dif-
ferences in profit margins, and limit distortion between
liable and nonliable firms, it cannot be too high.
Moreover, the rate should reflect the revenue expected
from the more granular future tax system targeted after
the emergency. Finally, the rate should account for the
deductibility (or nondeductibility) of the tax paid on
imported or domestic purchases:

e The synthetic tax rate should be kept relatively
low if deductibility is not allowed—say, because of
compliance costs. A rate of about 7 to 14 percent,
for example, would mimic (1) a future consumption
tax, initially set at a low level (5-10 percent); (2) a
future presumptive enterprise income tax, calculated
to be equivalent to 2—4 percent of turnover; and (3)
a rough provision for taxes already embedded in the
price of inputs or paid at the border.

o The rate can be set at a higher level if the tax paid
on certain inputs—for instance, capital—can be
deducted. In most cases, keeping it under 15 per-
cent would be justified by the initially low con-

sumption tax and its role in discouraging avoidance.
Although the turnover tax rate differentiates between

the retail and other sectors (or between manufac-
turing and services) to account for different shares

8 International Monetary Fund | August 2019

of intermediary inputs in many fragile and nonfrag-
ile states, a synthetic tax need not be differentiated
during an emergency. Retailers (or service providers)
are unlikely to be among the largest firms and would
have already been taxed on imported goods they resell
in the domestic market. In rare cases, large retailers
(or service providers) may be taxed at higher rates on
their turnover if they have some monopoly powers.!?
Alternatively, they could break themselves up into
parts, each below the threshold, without significantly
damaging the economy.

Taxing the Banking Sector

Special provisions should be made for the banking
sector. Banks’ turnover is driven by loans and deposits
and does not reflect the value of the services they sell
(nor their value added or profits). In addition, given
banks” accounting and reporting obligations, their
activities and possible tax bases can be controlled at
lower additional costs than in other sectors. Rather
than subjecting banks to synthetic tax, taxation could
consist of the following:
¢ An income tax, which, when taxable profits are

not readily defined or available, can be calculated
as a cash flow tax. The calculation would be based
on the difference between the interest received on
loans plus fees for services, on the one hand, and the
interest paid on deposits plus capital investments, on
the other, at a rate approximating a future corporate
income tax rate (for example, 20-25 percent).

o A tax based on banks’ value added, which may be
defined either as the sum of the wage bill and cash
profits or as the difference between the interest
the bank receives on loans and the interest it pays
to depositors, at a rate approximating the nor-
mal rate of a possible future VAT (for example,
10-15 percent).'4

Taxing Natural Resources

A resource-rich fragile state in the emergency phase
might be inclined to tap extractive industries for more
revenue. Besides their revenue potential, there are good
reasons to use natural resources to help fund the bud-
get over and above their contributions through general
taxes.!> One reason is that the resource does not reflect

14See Zee (2004); and IMF (2010).
1In developing economies, taxes generally applicable to the
resource sector are often found in mining sector licenses or



any private agent’s economic efforts and can there-
fore be considered the property of the public at large.
Furthermore, resource-rich countries usually need
private investors to extract and exploit natural wealth
efficiently. However, property rights for the resources,
once allocated, often generate rent that is above the
normal return on invested capital. A tax on this rent
is one of the least detrimental to the economy.!¢
However, overreliance on resources and the volatility
of commodity prices make resource-rich countries as
prone to fragility as other countries, if not more.
Maintaining the existing tax and fee arrangements
between the government and extractive firms could be
the best route in the emergency phase, provided they
generate reasonable revenue shares for the government
and can be (easily) managed by the administration.
This does not mean there is no scope for improving
natural resource taxation in fragile states. In fact, given
its importance to recovery, prioritizing reform of the
taxation of the sector has been the recommended strat-
egy in many cases. However, unless there is obvious
leeway to enforce improvements realistically, these
reforms are often better left to the future, after the
emergency pressure has subsided somewhat.

Taxing the Telecommunications Sector

Firms in the telecommunications sector benefit from
limited competition arising naturally from economies
of scale attached to a network industry. These bene-
fits also come from a licensing process that allocates
spectrum or access to the existing physical infrastruc-
ture. There is a rationale for taxing the rent generated
through the government’s license sales or through
specific taxes.

A recurrent tax on telecommunications activity may
be preferable to a one-time licensing fee, as some tele-
communications operators are usually already licensed,
and new entrants may be in a strong bargaining posi-
tion vis-a-vis the government when negotiating access.
This is because they have more information regarding
future rents and because the government is fragile.

Different methods are used to tax telecommu-
nications firms. In a very fragile country, the most
convenient, though not the least distortive, method
would involve additional taxes on turnover, to be paid

production-sharing agreements in oil and gas, with long tax stability
clauses. Changing these agreements involves a very complex process
of renegotiation, with highly uncertain outcomes.

16See Boadway and Flatters (1993); and Boadway and
Keen (2010).
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in addition to the common synthetic taxes applied

to enterprises in general, and equivalent to excises on
calls.!” Given the importance of telecommunications
in the production process, especially for foreign inves-
tors, and the relatively high price elasticity of calls, the
additional telecommunications turnover levy should
be kept at a moderate level (about 10 percent) until
more growth-friendly taxation of operators’ rent can be
established.!8

Should Exceptions Be Made for Specific Sectors?

Fragile states may allow sectoral taxes to prolifer-
ate, in addition to general consumption and income
taxes. This sometimes happens under the authority of
line ministries or government agencies, which find it
convenient to finance themselves directly, especially
if the Treasury’s single account is not functioning to
their satisfaction. Such taxes can be presented as fees
for services, compensation for negative externalities, or
taxation of sectoral rents. Similarly, and often simulta-
neously, fragile states are tempted to offer tax advan-
tages to firms investing in sectors considered important
to structuring the economy or kick-starting a recovery.
This fragmentation in the approach to tax policy is
undesirable on many levels:

e It results in an inefficient fragmentation or duplica-
tion of tax responsibilities between the Ministry of
Finance and other sectoral ministries, or the min-
istry responsible for investment—hence hindering
coherent policymaking.

e [t leads to distortion (sometimes intended, but in
most cases, not fully acknowledged) and opens up
room for tax shifting (for example, through transfer
prices) among firms facing a weak administration.
The budget loses revenue as a result.

e It creates opportunities for firms to bargain with the
government over their tax obligations, which may
be more profitable than developing their produc-
tion, and which may easily absorb too much of the
government’s limited capacity.

o Because sectoral provisions will (inevitably) prove
inefficient at certain points, they will be reversed.!?
Therefore, special provisions tend to attract selective

17See Matheson and Petit (2017).

18Tn 2015, the volume of calls in Guinea fell by 15 percent
following the introduction of tax representing about 15 percent of
call prices.

9Experience suggests that this may take a long time, as
vested interests tend to be well organized to lobby for keeping
such provisions.
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investors intending to make quick profits in the
short term, rather than stable investors who contrib-
ute to long-term recovery.

Fragile states should limit sectoral provisions to
those that are efficient. Such provisions include excises
on petroleum products, tobacco, alcohol, and selected
luxury goods, which can, in most cases, be collected
efficiently at the border, as well as special taxes for the
banking and telecommunications sectors. By default,
other sectors should be taxed under the general tax
law. Justified exceptions, if any, would depend on
each country’s specific situation and would likely be
very limited. The following are examples of justi-
fied exceptions:

o Sectors characterized by economic rent, such as
high-end hotels and restaurants in a country where
the fragile situation dissuades new openings, can be
subject to a sectoral levy, in addition to general taxes
on income and consumption or the synthetic taxes
replacing them. This may be of particular rele-
vance in a crisis country where peacekeeping forces,
NGOs, and technical assistance spur high demand
for such services. At the same time, it is in the
country’s interest to keep the additional levies low
enough to avoid discouraging aid providers.

o Investment incentives in some sectors can be granted
under special conditions—for example, construction
of essential infrastructure, such as ports, roads, and
pipelines, which would become economic assets for
agents other than the investing firm. After a conflict
or long period of fragility, lack of infrastructure is
often a bottleneck, and economic recovery is delayed
when the government cannot finance its construc-
tion. In such cases, absent external public funding,
the private sector is necessary, but an open-ended
uncontested monopoly over essential infrastructure
should be avoided. Maintaining this balance may
require tax concessions, which entail only limited

risks in cases of long-term immovable investments.

A reasonable policymaking approach in these cases
might look like this:
e The proposal of sectoral tax provisions should
remain under the responsibility of the Minis-
try of Finance in consultation with the relevant
line ministry.
o The receipts from sectoral taxes should be collected
centrally and accrue to the Treasury.
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e Sectoral tax provision should be codified as soon
as possible in the tax law. Fragile states (and all
others) should try to avoid enacting tax provisions
in nontax laws.

Should Personal Income Be Taxed?

Taxing income at the individual level promotes the
perception that the tax system is inclusive and that all
citizens contribute to financing the government. In an
emergency phase, however, a tax on personal income
is costly to administer and may be outside the tax
administration’s reach. Nevertheless, even if initially
embryonic, some sort of income tax must be estab-
lished. It can be a simplified dual income tax, taking
the following form:

o A withholding tax at a progressive rate on wages,
which can be collected at low administrative cost.
The top rate should not exceed 25 percent, and the
tax-free personal allowance should be sufficiently
large (for example, approximately the GDP per
capita). This tax would serve as a proxy for a more
comprehensive future personal income tax and;
as such, it is a signal of tax inclusiveness. To be
administratively feasible as a final withholding tax, it
must be limited to civil servants and large enter-
prises (including state-owned enterprises). The net
revenue potential of such a tax remains low, given
the narrowness of its base and the fact that civil
servants may be able to preserve their net incomes
by an offsetting increase in public wages.

o Refraining from taxation of nonwage income
sources under the personal income tax: This may be
best during the emergency phase so as not to divert

administrative resources from higher-return taxes.

Should Real Property Be Taxed?
Although property taxation offers only limited

scope for revenue in a very fragile country, it has other
merits that may make it worth considering, if and
where a cadastre is available, which is more likely in
middle-income fragile states. Among 42 fragile states,
only Lebanon collected more than 0.5 percent of GDP
through property taxes in 2017, and 34 collected no
revenue at all.

Property taxation may be simple to administer and
is one of the least distortive taxes. Introducing it at a
low initial rate early after a crisis will pave the way for
an efficient future tax system. The tax can be focused



on larger property owners by providing tax-free surface
allowances. This introduces an element of equity in
the emergency tax system, which may facilitate public
acceptance, especially if a progressive tax on wages in
the private sector is not possible.

Property taxes can be earmarked for local govern-
ments, providing them with some leeway to implement
policies tailored to their jurisdictions. They can thus
be used to calm political tension in fragile situations
and pave the way, in the longer term, for tax sharing
between the central and local governments.

How to Deal with Precrisis Legacies

One question that arises during or immediately after
an emergency situation is how to treat the precrisis
legacy. It may be extremely costly or even impossible
to audit or document taxpayer claims concerning
liabilities, allowances, and time-dependent tax provi-
sions predating the crisis, even if the claims are made
in good faith. Failing to resolve these issues hinders the
return to normality—and possibly the implementa-
tion of an effective emergency tax system—since large
taxpayers can be tempted to net their alleged positions
vis-3-vis the tax administration before making postcri-
sis tax payments.2’

In such circumstances, it is best to address the
problem immediately. Depending on the tax admin-
istration’s conditions—particularly when determining
the feasibility, cost, and duration of an audit—the
following options may be viable:

o Total tax amnesty: A radical solution, which should
not be dismissed up-front, is the immediate zeroing
out of all tax liabilities and allowances for all tax-
payers. It may be the best course of action after a
conflict, especially one that lasted over a year.

o Partial tax amnesty: The cancellation of tax liabili-
ties and allowances may be the preferred option for
small taxpayers, individuals or firms, regardless of
the source of the emergency situation. This allows
for auditing only taxpayers whose liabilities (and
economic activities) matter most. The amnesty
threshold should reflect the administration’s capacity
and priorities, but for consistency’s sake, should

20Countries that have slipped into fragility without a crisis may
experience low-intensity versions of this problem if VAT credits
accumulate while the tax administration’s capacity to audit them
deteriorates. This creates a liability for the government, often left off
budget, and a loophole in the tax system.

HOW TO DESIGN TAX POLICY IN FRAGILE STATES

be equal to the tax threshold for large enterprises.
Similarly, sectors subject to specific taxation (bank-
ing or telecommunications) need not benefit from
partial amnesty.

o Depreciation allowances: Amnesty may not benefit
taxpayers if they had recently invested in, and were
still entitled to, depreciation allowances running
for several years. Despite its immediate cost to the
budget, it may be in the government’s long-term
interest to demonstrate its commitment to investors
rights by permitting companies to keep deducting
allowances related to ongoing investments made
before the crisis (provided there is a profit tax).

o Changes in legislation: Articulating the treatment
of the precrisis legacy by installing an emergency
tax system may prove especially challenging if the
emergency follows a slow descent into institutional
fragility (during which time the accumulation of
unpaid taxes and unresolved credit claims blur
the budget situation and clog the administration).
Because the administration is unable to keep pace
with the accruals of tax obligations, there is good
reason to consider changing the tax legislation.
Doing so would extend the use of final charges,
thereby releasing taxpayers from other obligations.

How to Reform Tax Policy in the
Consolidation Phase

In the second stage, after a country has exited
extreme fragility and sufficiently restored its budget
and institutional capacity, more weight can go to non-
revenue objectives, such as tax efficiency and equity.
Although this is a time when there is more room for
diversity in national approaches, the persistence of
institutional fragility remains a constraint and calls for
prudence. This section focuses on the key elements
of a good transitional tax system while recognizing
that both the shape and speed of the transition are
country-specific.

What Policy and Governance Process Should be Used?

Strengthening fiscal institutions is a priority for
carrying out tax system reform during the consolida-
tion phase. The process is facilitated by the following
two steps:2!

21See Gupta and others (2005); and Gelbard and others (2015).
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o FEstablishing a sound legal framework for fiscal man-
agement: During a crisis, a fragile state may resort to
emergency fiscal measures. For example, spending
ministries or local entities may determine or directly
collect taxes, or a multiplicity of agencies may grant
tax advantages. This results in a fragmented legal
framework across several laws, sectoral codes (for
example, mining, forestry, petroleum, environment,
health, tourism, commerce), and investment codes.
Diluted, overlapping responsibilities for operating
the tax system hamper changes and foster politi-
cal dissension. Consolidating all tax receipts into
the Treasury’s single account (even if some remain
earmarked), and entrusting their management to the
Ministry of Finance, are prerequisites for postemer-
gency reform.

o Establishing a central authority responsible for tax
reform: Even within the Ministry of Finance, which
is typically responsible for tax policy as well as tax
and customs administration, certain sources of
inefficiency may complicate the reform process.
Establishing a central authority privy to all relevant
information and with the final say in reform propos-
als would help overcome this hurdle. This authority
could take the form of a high-level committee with
a direct reporting line to the highest authority,
often Parliament.

Once these two steps have been taken, policymak-
ers will be expected to make a clear outline of their
proposed tax system’s characteristics. However, a
balance ought to be found between their commitment
to a medium-term target tax system and the necessary
flexibility in timing. The adoption and publication of a
medium-term revenue strategy may be instrumental in
this regard. Desirable characteristics of such a strategy
include the following:??

o Clarity of objectives and means: Reducing uncertainty
is the main benefit of adopting a medium-term
revenue strategy; it stabilizes the expectations of
taxpayers, investors, and the tax administration
itself. Government should not announce changes
to the tax system too vaguely, and should assure the
public of the administration’s capacity to manage
them adequately.

22For a more detailed discussion of core medium-term revenue
strategy elements, see IMF and others (2016).
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o Joint treatment of tax policy and tax administration
issues:?3 By timing reforms in legislation and admin-
istration consistently, the medium-term revenue
strategy would signal how each step of the plan
depends on the successful completion of previous
steps. This would clarify the feasibility of each
change and provide flexibility if improvements are
faster or slower than expected.

o [olitical commitment: A medium-term revenue
strategy—adopted with as large a consensus as
possible across the political spectrum—reduces
the probability of tax objective upheavals after a
political change during the transition period. A fair
discussion of the fiscal, economic, and distributional
implications of the Parliament’s tax reforms would
help the public and politicians understand the ratio-
nale behind them. Early feedback on reform projects
would also reduce the risk of sudden, unexpected
consequences.

o Good data and information: To gather political
support, the medium-term revenue strategy should
include projections of its effects on the budget and,
ideally, on growth and income distribution. This
may be unlikely in many fragile states, even with
external technical assistance, but data collection and
forecasting capacity should be developed as early as
possible to improve decision making and build trust

in the process.

Adapting Taxation Principles to the Transition

A fragile country’s transition from a state of emer-
gency to normality is often protracted (more than a
decade) and bumpy (with temporary exits from, and
relapses into, fragility). Tax policy during this period
can contribute to the acceleration and stabilization
of the transition’s path in several ways. This may be
accomplished while accounting more thoroughly for
equity and other objectives hampered by priority on
continuity or simplicity in revenue collection, and by

recourse to single-stage taxes during the emergency.

Addpressing Efficiency Concerns

As fragile states recover, most adopt slightly more
sophisticated systems, reorganizing them more sys-

ZMore broadly, governments are advised to link tax policy and
administration to the budget’s expenditure side through clear state-
ments. These statements should be backed by spending allocation
and execution, illustrating the general benefits taxpayers may enjoy.



tematically into the usual categories: international
trade, sales and consumption, personal and corporate
income, property, natural resources, and so on. This
unbundling allows authorities to determine how each
revenue source affects agents, behavior, and, ultimately,
economic growth (see below).

Many taxpayers’ liabilities, as well as the actual
economic incidence of the tax system, would be
modified during the unbundling process. Careful
planning and gradualism can help prevent political
deadlock and unnecessary economic shocks. Experi-
ence in fragile states suggests that, although there is
no lack of gradualism in tax legislation reform, such
reform may still be too ambitious regarding adminis-
trative capacity. Although the other objectives can be
assigned increasing levels of importance, authorities
must not lose sight of parsimony as the reform process
progresses. This points to the advantages of simple
taxes with moderate rates applied to broad bases with

few exemptions.

Addressing Equity Concerns

Enhancing equity through progressive taxation,
particularly personal income tax, poses challenges to
fragile states, which cannot easily assess individuals’
total income if it is derived from different sources.
However, implementing a progressive, comprehensive
personal income tax is not the only way to strengthen
a tax system’s equity:>4
o An easy-to-tax legitimate tax base is perceived as

more equitable than one that is difficult to tax. Tax

evasion or even (legal) avoidance is a more blatant
source of inequity than the persistence of numerous
little-taxed informal activities. Keeping taxes for
formal businesses simple reduces tax evasion and,
therefore, makes the system more equitable. It is
important to pay particular attention to how taxes
apply to the self-employed and high-income indi-
viduals in order to balance the need for equity with
taxation that discourages entrepreneurship.

o A general consumption tax with a high threshold
lowers the tax burden on the poor, who purchase
more from smaller retailers. Conversely, exemptions
from consumption tax or lower rates for some prod-
ucts benefit the rich, who, in most cases, consume
more of those products.

o Excise taxes on luxury goods are an effective way to

compel the rich to contribute more to the budget, as

24See IMF (2011).
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long as these taxes are easy to collect (for example,
at the border).

o A property tax is progressive (even at a flat rate),
especially if the rate applies above an adequate
threshold. Moreover, it is easier to manage a
multiple-rate property tax than a comprehensive
personal income tax, since property taxes are based
on predetermined values, unlike comprehensive
personal income taxes, whose bases are very diffi-
cult to verify.

Taking Country Characteristics into Account

The following are country characteristics that should
be considered when defining the target tax system:

o Development level: In lower-income countries, agri-
culture usually involves a large portion of the total
population, and informal and low-productivity jobs
engage significant shares of the urban population.
Aiming for broad personal income tax coverage or
a value-added tax that encompasses the small retail
sector would be premature in such conditions. More
generally, a lower-income country may wish to
keep tax design and tax collection focused on larger
taxpayers for longer, given the high cost of covering
a large share of all potential taxpayers.?

o Administrative capacity: Fragile states are often over-
confident regarding tax administration and compli-
ance. This can lead to tax policy mistakes, such as
setting thresholds too low too early, defining taxes
using too many rates, or letting the tax base shrink
through hard-to-monitor exemptions. Policy options
that help minimize the cost of compliance and col-
lection should be favored in fragile states.

o [nternational commitment: A fragile state that is
party to a regional agreement (for example, West
African Economic and Monetary Union [WAEMU],
Central African Economic and Monetary Commu-
nity [CEMAC]) that has implications for tax policy
can take advantage of such an arrangement.?® While
honoring these agreements is not always possible,
nor advisable, during a crisis, they do provide
anchors for future tax policies. They also help with
implementation of shared objectives through peer

25See Keen and Slemrod (2017).

26Regional agreements usually cover the taxation of trade between
participating countries, thereby providing guidelines for tariff policy
more generally. In addition, the WAEMU has directives constraining
the rates, exemptions, and excisable products for consumption taxes
(VAT and excise), as well as for corporate income tax. See Mansour
and Rota-Graziosi (2013).
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pressure from, and experiences of, neighboring
countries.?’

® Natural resources: Natural resources can finance
large shares of public spending during the con-
solidation phase in some countries (for example,
Iraq, Libya, Timor-Leste, Yemen), but diversifying
budget revenue sources brings stability and secu-
rity in the longer term. This may be challenging
during commodity boom periods when there is little
pressure to increase taxes from other sources (for
example, Angola). A medium-term revenue strategy
geared toward increasing taxes on nonresource bases
would strengthen the commitment to medium-term
diversification, regardless of commodity price
fluctuations.

o Peacckeeping forces and international aid: The
presence of aid or NGO workers in fragile states
may affect the level and composition of tax revenue
positively through the consumption of domestic ser-
vices and goods, and sometimes negatively through
imports of untaxed goods that leak into parallel
markets. Tax policy reforms can limit such leakage
in the short term (by persuading donors to pay
taxes) and prepare for withdrawal in the medium
term (by anticipating decreased consumption of
excised items, such as alcoholic beverages, cigarettes,
and hotel stays).?8

How to Reform Taxes

The variety of fragile states means diverse approaches
to tax policy, but the paths to their objectives are often
similar. They also frequently learn the same lessons
during their different experiences.

Unbundling the Tax System

Fragile states often have bundled tax systems in
which taxes pursue several objectives at the same
time, and the same objective is pursued by several
taxes. Common examples abound: consumption taxes
(instead of tariffs) are used to protect domestic pro-
duction, corporate income taxes are differentiated to
capture sectoral rents (instead of sectoral surcharges),

27Niger, for example, has benefited from its WAEMU mem-
bership, which accelerated the adoption of a VAT in the 1990s.
Focusing on administrative improvements, without having to change
the law, allowed the country to more than double VAT revenue in
the past decade.

28For further discussion, refer to International Tax Dia-

logue (2006).
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presumptive levies are imposed on extractive industries

(instead of disaggregated taxes), and several taxes are

imposed on the same base. While most presumptive

taxes are unwound as soon as the country overcomes
the emergency situation, other forms of bundling often
survive for extended periods.

Unbundling the tax system does not, by itself,
address new efficiency or equity concerns, but it lays
the groundwork for doing so. Once properly unbun-
dled, the tax system can be gradually improved, tax by
tax, with clear objectives and fewer unintended con-
sequences. This reform process is efficient if the initial
unbundling incorporates a few simple principles:

e Taxable enterprises should be subjected to the
same income tax, regardless of sector. If sectoral
differentiation is made, it should be done through
specific sectoral taxes that supplement the regular
income tax. This principle is also recommended
for extractive industries, even though the bilateral
nature of many rent-sharing agreements may make
it difficult to apply immediately.

o If there is a VAT or a sales tax, it should be applied
at the same rate both for goods that are imported
and for those produced domestically. Protect-
ing domestic producers is the main rationale
behind customs duties and should be left to the
external tariff.

e Similarly, excises should not depend on whether the
goods are imported.

e Once customs duties, the personal income tax, the
corporate income tax, VAT (or the sales tax), and
possibly property tax have been clearly identified,
the authorities should consider consolidating the
remaining taxes (such as excises) if they are levied on

identical bases.

General Enterprise Taxation

After initially focusing on larger firms, fragile states
should concentrate on including smaller firms in the
tax system. Inclusiveness reduces some economic
distortions, increases the perceived fairness of the sys-
tem, and improves revenue. This can be accomplished
through simple levies on the turnover of small and
medium enterprises and possibly through lump-sum
taxation of microenterprises. Simultaneously, an
increasing number of larger enterprises can be taxed
on their actual incomes by lowering the thresholds for
presumptive taxes.



Simultaneous, somewhat contradictory efforts often
attempt to attract investment through special tax
regimes for particular firm categories (for example,
exporting firms, firms in lagging areas, and firms in
sectors seen as key to economic development). In frag-
ile states, such special provisions typically exceed the
tax administration’s control capacity, which allows for
tax avoidance and abuse. While not always unappeal-
ing to investors, tax incentives oppose the corporate
income tax’s inclusiveness objective and distract the
administration from collection of actual taxes. Further-
more, in the long term, countries known to be more
neutral in their taxes (for example, Rwanda) receive
more revenue and are more attractive than countries

known for particular tax advantages.

Sectoral Taxes

Taxes specific to firms in sectors that benefit from
rents (for example, telecommunications and natural
resources) should have higher revenue, efficiency,
and distributional objectives. Ideally, only rent above
the normal remuneration of invested capital should
be taxed. In practice, defining the base is tricky, and
simpler, more manageable sectoral taxes are used, such
as surcharges on the general corporate income tax,
ad valorem excises (taxing the value of sales), specific
excises (based on quantities sold), and tariff surcharges
(taxing imported inputs).

An ad valorem excise is probably the most
cost-effective way to capture sectoral rents in fragile
states, but it generates distortions. A corporate income
tax surcharge is preferable, because its base is closer
to the rent’s value. However, a corporate income
tax surcharge makes manipulating the taxable profit
even more lucrative than under the general corporate
income tax, and such manipulation may be difficult to
prevent. Avoiding specific excises would be advisable,
since they do react to the rent per unit sold. Tariffs and
other input surcharges are also unnecessarily distortive
because they tax investment.?’

For high-rent sectors, an overall legal framework is
advisable, not only for taxation but also for regulation
(for example, new mining, forestry, telecommunica-
tions, and hydrocarbon codes). From an investor’s per-
spective, the legal frameworkK’s stability is as desirable as
that of the tax system. To capture revenue in the early
stages of extraction, the resource sector should be sub-
ject to a general tax on profits (or production-sharing

29See Matheson and Petit (2017).
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agreements in oil and gas), a royalty, and a rent tax.

In many cases, this regime may not differ greatly from
previous ones (in terms of the policy tools used to
extract revenue for the government). However, it could
be significantly improved in terms of tax parame-

ters (for example, bonuses or the balance between
profit-sensitive and profit-insensitive taxes), including
the parameters’ broader relationship with the sector’s
legal framework.

As governments undergo these very complex and
difficult reform exercises, the implications for revenue
and the economy should be carefully assessed. Rush-
ing to reform simply to encourage investors is not
always desirable. Fragile states, even in the consoli-
dation phase, are frequently at a disadvantage when
negotiating long-term investment projects with large

multinationals.

Personal Income Tax

Governments willing to make their tax systems more
equitable and inclusive are keen on enhancing personal
income tax. Although the distributional effects of a
comprehensive personal income tax may be somewhat
overstated compared with those of well-targeted trans-
fers or robust property taxes,? bringing more citizens
into the tax net does help reconstruct the state through
a shared sense of belonging. But a comprehensive,
progressive personal income tax is one of the costliest
to administer, and fragile states risk devoting too much
administrative capacity to it.

This constraint can be eased through a dual income
tax system, which is used in many developing and
developed economies, and which be considered in frag-
ile states. Dual income tax can be defined in a variety
of ways. It is a tax withheld from wages at a progressive
rate and applied to other sources of income at a flat
rate, often also through withholding. Therefore, it does
not require the actual monitoring of each individual’s
comprehensive income. As such, it can build directly
on a withholding tax on wages set up during an emer-
gency by supplementing it with other levies during the
consolidation phase.3!

The push to relax bank secrecy and exchange data
across tax jurisdictions gives fragile states opportunities
to use dual income tax more effectively. This is because
high incomes, mostly from capital sources, are often
reinvested abroad to avoid the hazards of fragility and

30See Bird and Zolt (2005).
31See Bird and Zolt (2010).
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can therefore be identified through international infor-

mation sharing.

General Consumption Tax

Domestic taxes on consumption (that is, after
proper unbundling of the general consumption tax and
excises) are the main sources of tax revenue in nonre-
source fragile economies, but they are still untapped,
especially VAT. In the past few decades, VAT has been
adopted in most countries, including those that are
fragile, sometimes significantly boosting tax revenue
(for example, Bosnia and Herzegovina, Rwanda). More
generally, the revenue effects of adopting VAT have
been positive in low- and middle-income countries and
are associated not only with increased taxes from con-
sumption but also with more efficient administration.

However, VAT receipts fall when a country is sud-
denly hit with fragility (from 4.8 percent to 4.3 per-
cent of GDP in the median newly fragile state) and
remain low in permanently fragile states. This raises
the question of whether VAT may be too difficult to
administer in a fragile state. Experiences in recently
fragile states, and the accumulation of nonrefunded
credits, which accompanies the descent into fragility,
suggest that countries threatened by or suffering from
fragility should design VAT to be more robust to
institutional shocks. The following guidance can be
applied: (1) fragile states that already have VAT may
wish to amend it in order to increase its robustness to
shocks during the consolidation phase (see below); (2)
fragile states without VAT may consider adopting it,
but not before their administrative capacity has recov-
ered sufficiently.

VAT design that limits the risk of faltering in the
face of shocks includes the following:

o Limiting the number of taxpayers liable for the full
VAT regime without changing the rest of the VAT
legislation: The turnover threshold, below which a
presumptive regime (or mere exemption) applies,
can be adapted to the country’s weaker capacity,
then lowered again as it recovers. This reduces the
number of taxpayers whose VAT credit claims must
be monitored.>?

o Simplifying VAT legislation: The VAT design may

have to deviate from what is recommended for a

32As the threshold is lowered, some of the distributional benefits
mentioned earlier are likely to become negligible or disappear, and
may need to be replaced by other mechanisms to cushion the impact
on the poor.

16 International Monetary Fund | August 2019

higher-income country. The general recommenda-
tion is to adopt a single VAT rate on a large base
with few, if any, exemptions (beyond the one based
on size). This reduces compliance and administrative
costs, limits the scope for refunds, and preserves

or improves VAT revenue. In addition, reducing
the need for coordination between customs and
the inland tax administration can alleviate com-
pliance and administrative burdens. This can be
accomplished by exempting imported capital goods
from VAT at the border, which would significantly
limit the scope for VAT refunds other than those
related to exports.

Excise Taxes

It is surprising how infrequently excises are used
in fragile states, given the simplicity of their adminis-
tration and their revenue potential. Their underutili-
zation may reflect the perceived distributional effects
and potential political difficulties of introducing or
increasing excises on products consumed directly or
indirectly by the poor (for example, petroleum prod-
ucts) in countries where direct targeted transfers may
not be feasible.

Still, excises are low-hanging fruits among
revenue-enhancing tax reforms in fragile states. While
the list of excisable products does not change during
an emergency period, petroleum products, cigarettes,
alcohol, and cars are likely to have higher revenue
potential. Therefore, policymakers could consider
higher rates during the consolidation phase as the
capacity to battle the development of parallel mar-
kets increases.

Property Taxes

Establishing a cadastre is an important step in
assessing property rights, securing them for real estate
transactions, and facilitating their use as collateral for
credit and investment. A cadastre is therefore an objec-
tive to be pursued for its own sake in a fragile state,
where these rights may be contested more than they
would be elsewhere.

A property tax can be considered wherever, and as
soon as, a cadastre is available, since it outperforms
most other taxes in terms of efficiency and equity. Its
desirable characteristics need not differ from those

recommended for emergency situations.



Key Lessons and Guiding Principles for Tax Reform

The experiences of fragile states reveal a few key
lessons for tax policy, one of many components that
contribute to overcoming fragility. Some of these
lessons may appear trivial, yet they have proved elusive
and challenging in many fragile states.

First, stability-oriented policies have played key roles
in luring private investors to fragile states. During the
past two decades, political and tax policy stability have
endowed some fragile states with comparative advan-
tages in the competition for the relocation of global
value chains. For example, Cambodia, Lao PD.R.,
Rwanda, and, more recently, Niger have benefited
from relatively stable tax systems established after
the onset of fragility. This enabled tax administration
reforms and revenue mobilization to progress without
further legislative changes.

Second, drafting tax policy from scratch has not
been a disadvantage for countries hit by particularly
deep crises. In Cambodia and Rwanda, promptly
adopting tax systems that were viewed as manageable,
investment-friendly, and reasonably inclusive has
provided protracted periods of tax stability, which has
been favorable to economic development.

Third, natural resource revenue can provide the time
and means needed for institutional reconstruction but
cannot delay tax reform indefinitely. Having taken
advantage of their natural resource revenue for a long
time, Angola and Lao PD.R. are now engaging in tax
system reforms to respond to the pressures of lower
commodity prices and competition for foreign invest-
ment from their neighbors.

Fourth, political stability, which is often needed
for improving tax policy, may require compromises
with tax purism for some time. For example, for many
years, Bosnia and Herzegovina had maintained an
agreement for sharing revenue between their separate
entities using a far-from-perfect consumption tax
system. However, once the political ground matured,
the country was able to introduce a modern and highly
efficient unified VAT.

Fifth, externally anchoring tax policy has helped in
several cases. The WAEMU constraints on customs and
domestic tax legislation, though not always binding
in emergency situations, have served as a rebalancing
and stabilizing force in Niger. Similarly, the prospect
of accession to the European Union has been a useful
anchor for tax reform in Albania, Bosnia and Herze-
govina, and Serbia.
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Sixth, several countries that exited fragility have
benefited from intensive technical support in tax policy
and administration from various providers. Aside from
the level of technical support, the coordination among
providers has also played an important role in success-
ful tax reforms, such as in the design of Bosnia and
Herzegovina’s VAT.

From these lessons, and the analysis provided in
this how-to note, it is possible to derive a set of broad
guidelines for tax policymaking in fragile states—
recognizing that success in overcoming fragility is to a
large extent determined by how countries adapt guide-
lines and experiences to their own situations, and how
the links between taxation and other factors affecting
fragility are integrated in policymaking.

The following guidelines are appropriate during the
emergency phase:

o Identify and define taxes to raise revenue according
to collection points, favoring points with a high
concentration of collection—for example, imports
and very large taxpayers.

o Use simple tax bases, such as the gross value of
imports or turnover.

e Exempt enterprises from turnover taxation if their
turnover is below a high threshold, but do not pro-
vide other forms of exemptions.

e Apply additional levies on natural resources, banks,
and telecommunications enterprises.

o Keep the level and number of tax rates low—say,
below 20 percent for taxes on imports and well
below 10 percent for taxes on turnover.

o Tax formal wages (for example, public sector wages
and wages paid by enterprises subject to turnover

taxation) but not other sources of personal income.

During the consolidation stage, adapt the guide-
lines of the emergency stage to raise more revenue (if
needed) and to account for nonrevenue objectives,
such as improving efficiency and equity in taxation:

o Consolidate all taxation responsibilities (both policy
analysis and collection of revenue) under the Min-
istry of Finance. (This is in addition to the central
authority overseeing tax reform proposed earlier,
which plays a distinct but complementary role.)

e Design a medium-term reform strategy with
implementation conditional on progress in revenue
administration.

¢ Unbundle the tax system to differentiate (1) taxes
on imports into tariffs, general taxes on goods and

services, and excise taxes; and (2) taxes on turnover
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into general taxes on goods and services and corpo-
rate and personal income taxes.

Gradually move the income tax system toward a
form of dual income taxation, with personal income
taxes largely based on final withholding.

Gradually lower the exemption thresholds (for gen-
eral taxes on goods and services and income taxes)
to bring more taxpayers into the tax net.
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Annex 1. Definition and Characteristics of
Fragile States

A fragile state is a state whose government is unable
to provide its population with basic services and secu-
rity. Whatever the initial cause(s), institutional failures
tend to snowball and impact different areas of activity,
undermining the state’s credibility, legitimacy, and
stability. This, in turn, affects economic activity. Fragil-
ity in one country can also spread to other countries,
through emigration, civil unrest, or war.

Despite the variety of its manifestations, a clear-cut
definition of fragility is helpful in studying these
countries. Such criteria cannot be grounded in hard
science. In particular, there are different ways of assess-
ing security issues, and the choice of criteria and of a
threshold for assessing institutional capacity is some-
what arbitrary. The World Bank’s Country Policy and
Institutional Assessment (CPIA) is used, as it measures
the extent to which a country’s policy and institutional
framework supports sustainable growth and poverty
reduction, and consequently the effective use of devel-
opment assistance. The CPIA was developed and first
employed in the mid-1970s. Over the years, the World
Bank has periodically updated it to reflect the lessons
of experience and the evolution of thinking about
development. Whatever the definition of the fragility
boundary, some countries cross back and forth before
reaching safer territory.

This problem can be attenuated, but not fully elim-
inated, by adopting the IMF approach,! according to
which a country is fragile in a given year if:

e it is a low-income country with little adminis-trative
capacity, in the sense that the three-year average
CPIA (for the most recent years available) is below
3.2, or

e international peacekeeping or peacebuilding forces
have been operating in the country, whatever its
income level, during the previous three years.

In 2017, there were 42 fragile states, among which
sub-Saharan Africa and the Pacific islands were
overrepresented (respectively 24 and 8 countries).
Among low- and middle-income countries, one in
three was fragile. No high-income country was fragile.
More than 530 million people (7.3 percent of the
world population) lived in fragile states in 2017, but
they accounted for only 1.7 percent of global GDP,

ISee IMF (2017a).
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although a significant proportion of them (18 out of
42) were resource-rich countries (Annex Table 1.1).
The number of fragile states declined by only one
between 2008 and 2017, but fragility decreased in
Europe and Asia and increased in the Middle East,
while Latin America remained untouched by fragility.
More than 40 percent of fragile states had security
problems, and new conflicts were the immediate cause

of one-third of fragility cases.

What Characterizes Fragile States?

As noted above, a state may be fragile for differ-
ent reasons. Some young countries are still building
their institutions (for example, Eritrea, Kosovo, South
Sudan, Timor-Leste). Others have been affected by
war (for example, Afghanistan, Iraq, Mali, Syria),
natural disasters (for example, Haiti), or epidemics (for
example, Liberia, Sierra Leone). Others have slipped
into fragility as a result of economic shocks, such as
declines in natural resource prices (for example, Cam-
eroon, Democratic Republic of the Congo, Papua New
Guinea), or because of protracted weak policies (for
example, Madagascar, Maldives, Myanmar).

How Different Are Fragile States?

Fragility is associated with weak institutions, unsta-
ble political regimes, low state legitimacy, and war,
any of which may be amplified by natural disasters or
epidemics. These features often constrain the shaping
of tax policy more than economic factors do.?

Fragile states share some characteristics with
low-income countries, but they differ in certain
key factors. Unlike the 82 nonfragile lower- or
middle-income states in 2017, fragile states exhibited
several characteristics (Annex Table 1.2):

e GDP per capita is about one-third lower than

that of nonfragile states, with a high prevalence of

informality.?

The growth of GDP per capita is also lower, on

average, and even negative in some countries.

e The current account balance is often more negative,
but not always.

o Fragile states depend much more on official

development aid.

2See IMF (2017a, b).
3See Porter-Peschka (2011); and Schneider and Enste (2013).
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Annex Table 1.1. Fragile States, 2008 and 2017

Fragile States, 2017

RecentlFragile States

Permanent Fragile States

Former Fragile States*

Sub-Saharan Africa
Madagascar
Malawi
Mali*

Pacific
Maldives
Marshall Islands
Micronesia
Tuvalu

North Africa, Middle East, and Central Asia
Lebanon*

Libya*
Syria*
Yemen

Sub-Saharan Africa

Burundi*®

Cameroon

Central African Republic*®
Chad®

Comoros

Dem. Rep. of the Congo*°
Rep. Of Congo

Cote d’lvoire*®

Djibouti

Eritrea®

The Gambia

Guinea

Guinea-Bissau*

Liberia*®

Sao Tomé and Principe
Sierra Leone*°

Sub-Saharan Africa
Angola
Niger
Nigeria
Rwanda
Pacific
Tonga
Vanuatu
North Africa, Middle East, and Central Asia
Uzbekistan
Asia
Cambodia
Lao PD.R.
Europe
Albania
Bosnia and Herzegovina
Serbia

Somalia*°?
South Sudan*°?
Sudan*°
Togo
Zimbabwe
Pacific
Kiribati
Papua New Guinea
Solomon Islands
Timor-Leste®
North Africa, Middle East, and Central Asia
Afghanistan*®
Irag*®
Tajikistan
Asia
Myanmar
Europe
Kosovo*°3
Western Hemisphere
Haiti*°

Recently Fragile States Permanently Fragile States Former Fragile States?

Fragile States, 2008

Source: Authors, based on World Bank’s Country Policy and Institutional Assessment index.
Notes: *denotes countries where peacekeeping or peacebuilding forces were present in 2013, 2014, or 2015 or countries where a conflict
prevented computation of the World Bank Country Policy and Institutional Assessment (CPIA) index.
°denotes countries where peacekeeping or peacebuilding forces were present in 2006, 2007, or 2008 or countries where a conflict prevented
computation of the CPIA index. Countries in italics derive 20 percent or more of their net exports from natural resources.
TStatistical data on Somalia are not available.
2South Sudan became independent from Sudan in 2011.
3Kosovo became independent in 2008.
4These are countries that were fragile in 2008 but were no longer fragile in 2017.
Fragile states do not look much different from non- current account deficit is often more than covered by
4

fragile states in terms of inflation or budget balance.
However, some economic weaknesses may not be

apparent from simple indicators. For example, GDP
is boosted where peacekeeping forces spark economic

activity, but fades out once security is restored. The

4Government gross debt has become lower in fragile than in
nonfragile states recently, in contrast to the situation 10 years ago,
mainly as a consequence of the Heavily Indebted Poor Countries
debrt relief initiative.
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official development assistance, while private capital
flows out of the country. Net private investment is
generally low or negative during fragility periods,
and drawing foreign direct investment back is a
challenge. All these imbalances must be addressed to
overcome fragility and restore economic growth and
independence.’

5See Acemoglu and Robinson (2012); and OECD (2014).



HOW TO DESIGN TAX POLICY IN FRAGILE STATES

Annex Table 1.2. Fragile and Nonfragile States: Selected Indicators

NFS FS
GDP per Capita (US$, PPP) 11,046 4,186
(10,387) (2,978)
Real GDP per Capita Growth (percent) 2.4 0.9
(2.4) (2.0)
Real GDP Growth (percent) 3.6 31
3.7) (4.1)
Inflation (percent) 5.5 5.3
(3.9 (2.9)
Current Account Balance (percent of GDP) =53 —5.8
(—4.6) (=72
Official Development Assistance (percent of gross national 2.7 11.3
income) (1.4) (6.9)
General Government Gross Debt (percent of GDP) 47.9 43.9
(42.3) (35.5)
General Government Net Lending (percent of GDP) -3.6 -35
(—3.4) (-3.2)
Number of Countries 82 4

Source: IMF.

Note: The list of FSs and NFSs is for 2017. Figures represent simple 2013-15 averages in
each category, with median in parentheses. FS = fragile state; NFS = nonfragile state;

PPP = purchasing power parity.

How Long Do Countries Remain Fragile?

It takes a long time to overcome fragility. According
to several studies, 15 to 30 years may be needed to
rebuild the institutional capacity of a country after a
sharp deterioration, and not all fragile states succeed
within that time frame.® Once it reaches the lowest
level of fragility (hereafter the “crisis”), a fragile state
typically makes rapid progress for about five years,
during which time the World Bank’s CPIA indicators,
tax revenue, and the security situation improve steadily
(a period called hereafter the “emergency phase”).
Progress then slows, and it takes another 10 years or
more to graduate from fragility status (a period hereaf-
ter called the “consolidation phase”).

About 30 percent of the states that were fragile in
2008 have succeeded in their efforts to exit fragility,
in the sense that they were no longer (technically) so
by 2017. None of these countries had security prob-
lems immediately before 2008, but half had some in
the previous decade. This indicates that security is a
prerequisite for consolidation, and that once security is
reestablished (as it was in 2017 in Chad, Eritrea, and
Timor-Leste) several additional consolidation years are
needed to conquer fragility.

Before 2008, besides security, formerly fragile states
exhibited higher GDP per capita, more GDP per

6See Cilliers and Sisk (2013); Gelbard and others (2015); and
World Bank (2011).

capita growth, less dependence on official development
assistance, and lower government debt than states that
remained fragile (Annex Table 1.3). Formerly fragile
states’ governments were also able to increase their
gross debt during the decade, which may indicate
restoration of investor confidence.
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Annex Table 1.3. Economic Trends in Formerly and Permanently Fragile States

PFS FFS
2005-07 2013-15 2005-07 2013-15
GDP per Capita (US$, PPP) 2,112 3,024 4,043 6,172
(1,480) (2,036) (3,419) (5,658)
Real GDP per Capita Growth (percent) 2.8 1.4 6.0 3.0
(1.6) (1.9) (5.9) (2.6)
Real GDP Growth (percent) 4.4 4.2 7.6 45
(3.9 (4.4) (7.0) (4.3)
Inflation (percent) 327.3 5.8 7.2 3.2
(7.3) (4.5) (6.4) (2.1)
Current Account Balance (percent of GDP) —-1.7 —4.5 =18 -7.8
(—5.5) (=7.0) (—6.9) (—8.6)
Official Development Assistance (percent of gross national 17.9 11.2 7.8 5.7
income) (10.3) (7.5) (7.4) (3.4)
General Government Gross Debt (percent of GDP) 102.5 42.7 34.3 39.2
(74.0) (34.9) (27.1) (35.4)
General Government Net Lending (percent of GDP) 2.0 —24 241 -29
(—1.3) (—3.1) (0.4) (—2.7)
Number of Countries 30 12

Source: IMF staff calculations.
Note: Figures are simple averages for each category, with medians in parentheses. FFS = formerly fragile state; PFS = permanently fragile
state; PPP = purchasing power parity.
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Annex 2. Comparative Statistics on Fragile and
Nonfragile States

Annex Table 2.1. Revenue Structure
(Simple averages for 2013-15 based on 2017 list of fragile states’; median in

parenthesis)
NFS FS NFS FS
(Percent of GDP) (Percent of Tax Revenue)
Total Revenue 25.1 28.1
(24.2) (20.6)
Tax Revenue 18.2 14.2 100 100
(17.7) (14.3) (100) (100)
Income Tax Revenue 5.8 4.1 31.9 28.7
(5.5 (3.6) (31.3) (25.3)
Personal Income Tax 25 2.1 13.7 14.5
(2.1) (1.4) (12.0) 9.7)
Corporate Income Tax 2.9 1.9 16.0 13.2
(2.9 (1.5) (13.8) (10.3)
Payroll Taxes 0.4 0.1 2.3 0.5
0.3 (0.0) (1.6) 0.2)
Property Taxes 0.5 0.3 29 2.2
0.3 0.2) (1.7) (1.5)
Goods and Services 8.4 5.4 459 38.1
Taxes 8.3 (5.1) (46.6) (35.4)
Value-Added Tax 5.9 4.3 32.7 30.6
6.1) (4.0) (34.7) (27.6)
Excises 1.7 1.3 9.6 9.4
(1.5) (1.1) (8.4) (7.4)
Trade Taxes 2.7 2.7 14.6 19.1
(1.3 (1.9 (7.3) (13.5)
Other Taxes 0.9 1.9 4.8 131
(0.4) 0.2) (2.3) (1.2)
Total Resource Revenue? 5.7 11.7 22.5 41.6
(3.4) (3.4) (14.2) (16.5)
Number of Countries 82 4 82 4

Source: IMF, World Revenue Longitudinal Database.

Note: FS = fragile state; NFS = nonfragile state.

1The figures for the various taxes may not add up because not all series are available every
year for all countries.

2The average in percent of tax revenue is for countries that derive 20 percent or more of their
net exports from nonrenewable natural resources.
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Annex Table 2.2. Revenue Trends in Formerly and Permanently Fragile States
(Simple average of each category of country,” median in parentheses)

(Percent of GDP) (Percent of Tax Revenue)
PFSs FFSs PFSs FFSs
2005-07 2013-15 2005-07 2013-15 2005-07 2013-15 2005-07 2013-15
Total Revenue 21.3 24.6 26.7 26.0
(16.1) (18.2) (26.0) (23.7)
Tax Revenue 11.0 13.0 18.8 18.1 100 100 100 100
(11.1) (13.1) (19.0) (17.5) (100) (100) (100) (100)
Income Tax Revenue 2.8 42 2.7 3.7 25.1 32.2 14.6 20.4
(2.5) (3.7) (2.3 (3.4) (22.2) (28.1) (12.3) (19.5)
PIT 1.3 21 1.1 1.6 115 16.3 6.1 8.7
(1.1) (1.6) (0.8) (1.4) (10.1) (12.2) 4.1) (8.0
CIT 1.3 1.8 1.4 1.8 11.7 13.5 7.4 9.8
(1.3) (1.5) (1.3 (1.5) (11.7) (11.1) 6.7) (8.6)
Payroll Taxes 0.1 0.1 0.7 0.0 1.2 0.6 3.9 0.2
0.1) 0.1) 0.0 0.0 (0.9) (0.6) 0.2) 0.2)
Property Taxes 0.1 0.2 0.2 0.2 0.6 1.3 11 11
(0.0) 0.2) 0.1) 0.2) (0.4) (1.2) 0.7) (1.2)
Goods and Services Taxes 3.2 4.3 7.3 8.2 29.1 32.8 39 45.4
(3.1) (3.7) (5.5) (7.7) (28.3) (28.4) (28.7) (43.8)
VAT 2.5 29 44 6.5 231 22.2 23.7 35.7
(2.2) (2.6) (3.1) 4.7) (19.5) (20.1) (16.1) (27.1)
Excises 0.6 1.2 1.6 1.7 8.3 9.2 10.6 9.2
(0.5) (1.0) (1.4) (2.0 (4.6) (7.5) (7.6) (11.4)
Trade Taxes 3.0 3.7 2.0 1.5 27.6 28.2 10.6 8.2
(2.9 (2.2) (1.7) (1.2) (26.6) (17.0) 9.0 (7.1)
Other Taxes 0.7 1.1 5.7 4.1 6.3 8.1 30.3 22.7
0.3) (0.1) (0.5) (0.3) (2.5) 0.7) (2.7) (2.0)
Total Resource Revenue? 11.8 9.3 18.3 10.9 55.1 37.8 68.6 419
(5.9 (2.1) (20.3) (7.1) (36.5) (11.5) (78.0) (30.0)
Number of Countries 30 12 30 12

Source: IMF, World Revenue Longitudinal Database.
Note: FFS = formerly fragile state; PFS = permanently fragile state.
1The figures for the various taxes may not add up to the total tax revenue because not all series are available every year for all countries.
ZThe average in percent of total tax revenue is for countries that derive 20 percent or more of their net exports from nonrenewable natural

resources.
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