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Tax Structure and Policy Framework
in Developing Countries

Madan K. Dahal *

GENERAL SETTING

The subject of taxation has undergone an cxiensive metamorphosis in recent
years. With the advent of supply side cconomics and changing functions of taxtion in
developing countries where subsistence agriculture still predominates the composition
of GDP with insignilicant industrial development taxation has a critical role 1o play in
the acceleration of economic development. The role of taxation in the process ol
cconomic development is of considerable signilicance in both industrially advanced and
backward nations.

Since the carly fifties the high growth rate achieved by Japan and many other
European countries is attributed (o differences in the tax system. The high level of
capital formation in Japan during 1950-60s, Germany's "miraculous" recovery from its
state of economic collapse during the Second Wrold War, a high growth rate in ltaly
during the fifties, and a high level of savings and investment in the Netherlands. France
and Sweden during the same period could be considedred classic and representative
examples of tax dynamism. The current disparity in growth ratcs in many devceloping
and developed countries is also attributable to differences in the tax sytem.

Taxation has many facets. Il cconomic development is recognised as a function
ol the tax system it is necessary (0 make a fresh Inquiry into the tax system especially
with reference to the movement of macro-economic variables. This gives rise to several
questions. For example: how is the tax structure of developing countries composed of 7
How are macro-cconomic variables like savings and investment behaving with respect
to Tax Elfort Ratio (TER) 7 Whal is happening to the magnitute of resource gap which
is increasingly becoming acute in the developing countries in the context of
unwarranted growth of public expenditure ? Unless these aspects are critically examined
a comprehensive understanding of 'tax dynamics’ would otherwise be difficult. These are
(he real issucs in taxation on whose basis a pragmatic tax policy could cmerge to deal
cllectively with the problems of growth, equity and stability. However, it would be a
sheer accident to ascertain simultaneously all the objectives of a tax policy set forth in
the developing economies. 1t is in this perspective that this papcer sceks 1o analyse the
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tax structure., examine the refationship between tax changes and cconomic developinent
and design a suitable lax policy 10 be recommended for developing countries.

TAX STRUCTURE: TAX EFFORT RATIO AND PRODUCTIVITY OF
TAX YIELDS

The tax structure of devcloping countries constitutes of three significant
components: forcign trade taxes, meome and property taxes, and domestic taxes on
. In the tax structure of developing countres with Iess than $300 pes
capita income direct (income and property) and indirect (foreign trade and domestix taxes
on goods and services) taxes have ntributed 23.2 percent and 70.9 percent of the total
Lk revenue respectively. The contribution of direcet taxes has been higher with (he rise
in per capita income. In the Counines with per capita income between $300 and $650
the share of direct taxes increased 1o 28.2 percent and that of indirect taxes declined 10
60.4 percent of total revenue. With per capita income between $560 and $1.550 the
contribution of direet taxes ncreased to 33.0 percent and (hat ol indirect taxcs came
down 1o 54,1 percent ol (olal revenuc (Table 1). Table 1 shows that with rise in per
capita income the share of mcome [xes has increased considerably while contribution
of sales taxes and excise dutics has fallen gradually and the sharc ol import duties
declined substantially.

soods and service

The contribution ol foreign trade taxes was found (o be 5.6 percent of GDP in
e tax structures of developing countries whercis i developed countries it was 0.2
percent of GDP i trance. 0.3 percent in the United States and Japan and (.4 percent in
Germany and the Unied Kingdom. In the foreign trade tax structure of developing
countrics the share of naport duties alone contributed more than 80 pereent Next o
forcign trade taxes, the contnbution ol income taxes appearcd (0 be important in the tas
structure of developing countrics, ls contiibution wis 5.5 percent of GDP while the
share of domestic taxes on goods and services was found to be 4.4 percent of GDP in
the tax structure of developing conntries. On (he other hand, in a sample of five
cconomically advanced countries the ratio ol income [axes (0 GDP was 7.9 percent in
France, 12.3 percent in the United States, 12.5 percent in Japan, 12.6 percent in
Germany and 14.7 percent the United Kingdom. Similarly in these countries the
range of contribution of domestic faxes on goods and services averaged belween 3.6
percent of GDP in Japan and 12.7 percent of GDP in France (Table 2),

In the overall tax structure of developing countries loreign trade and more
specilically import duties have occupied a predominant position. In countries having
less than $300 per capita income ($206 per capila income in average) the share of
foreign trade was 42.5 percent of the (otal tax revenue. Its contribution decreased with
rise in per capita income and reached 39 percent of total revenue in countries having per
capita income between $300 and $600. The contribution of foreign trade tax declined to
20 percent of total tax revenue in middle income countries with per capila income
around $1.500. A similar trend has been observed in the contribution of domestic taxes
on goods and scrvices in the tax structure of developing countries. The contribution of
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domestic taxes on goods and services steadily declined with the pise m per cagntit meone
in (he 1ax structure of developing countries. s ranged varied between 295 percent and
24.1 percent of the total revenue. However the decline was nol renrkable as i the case
ol foreign trade ax which varied between 42.5 percent and 2004 percent (Table 1y

fFrom Table 1and 2 the inference could be drawn that the share of come taxes
has considerably increased in the tax structure of developing countries with fise m pel
capita income. The contribution of domestic taxes on goods and services showed &
tendency 1o gradually decline with rise in per capita income whereas the decline wa
more pronounced with respect to foreign trade tax. These taxes have had an inverse
relationship with per capita income. In other words, with the change in the level ol
economic development more often towards an upward direction the tax strucior has o
tendency to be inclined toward income and profit taxes. Taxes on consumption and
production have often been circumsicribed by various exemplions and deductions that
contribute insignificantly compared to income taxes. The contribution of property tax
las remained more or less constant in the tax structure of developing countries in spite
of variations in per capita income. This is also true that neither taxable capacity nor tax
structure could easily be aliered in the developing countries. It depends primarily on the
cconomic transformation often described as the transfer of disguisedly unemployed
population from agriculture to more productive sector of industry. This process is morc
desirable in the context of mobilising concealed savings in the rural hands.

The Tax Effort Ratio (TER) in developing countries is very poor and 80 1s
taxable capacity. Taxable capacity depends on the ability of people to pay and ability of
the government to collect taxes. Tax effort is the degree to which taxable capacity 15
used. ! Taxable capacity is positively related to (he per capita income. In a study ol
thirty developing and developed countries the tax ratios were found to be increasing
with rise in per capita income. In other words, tax effort ratio and per capita income
have shown a strong positive relationship, But in some specific cases, tax effort ratios
have extremely been low on the contrary to significant rise in per capita income (Table
3). With $23.810 per capita income Japan's tax effort ratio was found to be only 14,1
percent while with $340 per capita income tax effort ratio in India marked 15.4 percent
of GDP. Egypt with $640 per capita income has higher tax effort ratio (35.9 percent of
GDP) than that of United States (20.1 percent of GDP) which has one of the highest
per capita incomes ($20.910) in the world. But a general trend shows that increasing per
capita income has a fair chance o increase (he tax effort ratio. Table 3 indicates a clear
picture of how tax effort ratio increase with rise in per capita.

The primary concern is not of a lower or higher tax effort ratio but more
pertinently the problem is of incidence of taxation. A subsisience economy which is
circumscribed by a low level equilibrium trap. income-expenditure, export-import and
savings-investment gaps, poor resource base, and geo-physical constraints, has no
choice but to accept a marginal increase in tax effort ratio with rise in per capita income
which might economically be undesirable. For cxample. Bangladesh's (8.8 percent) and
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Nepal's (9.5 percent) tax effort ratios are lowest in the world and every atlempt (o
increase tax effort ratio (TER) without distorting the pattern of tax structure in these
countries would virtually be a difficult exercisc.

In developing economies indircct taxes (import duties, sales taxes and excise
duties) are the kingpin of the tax structure. The attempts to move toward direct taxes
(income taxes and prolit and wealth taxes) have always been thwarted by ruling classes
and the pressure groups in societies. Direct taxes have one fundamental attraction that
vertical equity is best served. In this context, progressive taxes on income and wealth
could be potentially very important both for mitigating the growing economic
inequalities between different strata and for reducing the share of national resources
devoted (o socially unnecessary luxury consumption. But developing countries are faced

with scvere administrative ditficulties to implement it.2 Since the tax structure in the
developing countries is heavily dominated by indirect taxes it is necessary to change
present direct-indirect taxes ratio through devising a meaningful mechanism to make the
tax structure more cquilable and clastic.

The importance of elasticity or productivity of the tax yields in a particular tax
system is of prime concern. When a country passes through a level of comparative
backwardness in cconomic development to one of scelf-sustained growth and economic
maturity, the tax systein will have to rely, in spite of scvere political and
administrative limitations, largely on its built-in flexibility. The significance of
clestacity in the tax system is that it is a crucial determinant to syphon-off
automatically an increasing portion of national income into the public exchequer
without additional tax effort.3 In general, the elasticity or built-in flexibility of the tax
system is expected to be lower in developing countrics because of the increasing
domination of excise duties, sales taxes and customs dutics and Iesser contribution from
taxcs on income and profit. Empirical studics prove that very few particular taxes have
been fairly clastic in the tax structure of developing countries.

In Colombia, the base of sales tax was estimated to have an clasticity of 1.3
with respect o GDP during the period 1952-65. In Paraguay and Peru the clasticity of
important excise dutics was found to be fairly high in 1960s. In Honduras, Nicaragua
and Costa Rica the elasticitics of tax yiclds ., especially of excise, consumption and
sales taxes, ranged between 1.4 and 1.5 during the period 1955-74. But the overall
clasticity of indirect taxes was found to be below unity. In Paraguay and Peru income
taxes were found (o be not significantly elastic. In Malaysia and Zambia. however, the
clasticity of income taxcs has been higher. Studies of the Indian (ax system suggest a
low clasticity for income tax. In Peru the clasticity ol overall taxes was found 1o be
cqual to unity for the period 1960-71 while in United Kingdom the claticity of overall
taxcs was just 0.88 for the period 1950/51 - 1970771. In Nepal the clasticity of premicr
indirect taxes (export and import duties, excise dutics and sales taxes) found 1o be equal
1o unity (1.0) while that of premier dircct taxes was found to be 0.88 for the period




>

Dahal: Tax Structure & Policy/5

1964/65-1980/81. In another estimation elasticity of tax revenue in Nepal was
estimated to be 1.3 for the period 1974/75-1984/85.4

An efficient 1ax system should always possess elasticity greater than unity and it
is desirable for developing countries to step up the level of incremental saving ratio for
a given level of investment.

TAX STRUCTURE CHANGE AND ECONOMIC DEVELOPMENT

A number of studies that examined tax structure of developing countries have
found a significant positive relationship between tax structure change and economic
Llcvclupmcm.ﬁ As per the theory of 'tax structure change during economic development’
propounded by Hinrich and supported by the ‘tax handle' theory of Musgrave the share
of direct taxes is bound to increase as compared to that of indirect taxes. To what extent
there would be rise and fall in the share of direct and indirect taxes depends on the degree
of economic development which is conventionally measured by the per capita income
in an economy. Both Hinrich (1966) and Musgrave (1969) and others (Lotz and Morss
(1970):; Chelliah (1971), Bird (1978); Mann (1980) found that higher the level of
economic development, the higher the ratio of tax revenuc 10 national income. Hinrich
argued that during economic development developing countries are bound to face
expenditure-revenue gap.

It is also important {0 note that developing economies are circumscribed by three
major gaps, viz., expenditure-revenue gap, import-export gap and savings-investment
gap. This has led to an increasing magnitude of critical resource gap and budgelary
deficits subsequently exerting a pressure on the external as well as internal
mobilization of resources. While analysing tax structure changes and ¢conomic
development it is also imperative to identify actually what kind of economic
development we foresee for developing countries. Although the international
structuralist model has added a new dimension to the fronticrs of economic development
the savings-investment-incremental capital output ratio (S-1-ICOR) paradigm of
Rostow, Harrod and Domar still dominates the theory of economic development which
says that more saving would lead 1o higher investment, consequently, raising higher
cconomic growth and thereby higher per capita income leading to higher taxable
capacity. "All important assumption underlying the widespread call for increased taxes
in developing countries in the early post war period (e.g. Kaldor, 1964; Lewis, 1966)
was that increased taxation would result in the increased savings needed to finance the
investment that was in turn needed to produce the desired rate of economic growth.
Such calculation of the so called required rate of taxation were at one time almost
mandatory in developing countries and are still by no means uncommon.

"Nevertheless, even the first link in this chain of reasoning is highly
qucs:lionable as was first pointed out by Stanely Please (1967). As Please observed. and
as since has been evident in many countries, increases in tax revenues in developing
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countrics have often been matched or more than matched, by increases in current
cxpenditures, with the result that there has been no corresponding increasc in public
sector saving. Emperical studies of this so called "Please effect”, like that of
displacement effect are by no means conclusive.” John F. Due (19 70)0 in this context.
also suggested a development model appropriate for developing countries. The analysis
of tax structure change and economic development assimilates significant components
of the tax system like tax efforl ratio, taxable capacity, and productivity and
responsiveness of lax yields. Therefore, in this study economic development has becn
considered a function of savings-invesiment-incremental capital-output ratio which is
further a function of tax structure or the tax system as a whole.

However, it is difficull to raise incremental saving ratio unless luxury
consumplion is restrained and increased income is diveried (0 productive investment for
economic growth. According to many development economists taxation may be used to
accomplish following five major objcctives7. These are; (a) restraining consumption
and thus transferring resources [rom consumption to investment; (b) increasing the
incentive to save and investment; (c) transferring resources from private to
government  sector to make possible investment; (d) modifying the pattern of
investment; and (¢) mitigating cconomic inequalities. From the objectives specified
above capital accumulation in devcloping countries is a major constraint primarily
because government expenditure is considerably higher than that of revenue as a percent
of GNP. Protagonists of the proposed development model believe that the level of
government revenue is determined by the level of expenditure required which in tum is
determined by the model of development [ollowed by the economies. So it is not the
estimated revenue that determines the level of government expenditure, it is rather (he
estimated magnitude of expenditure that determines the level of government revenue.
This, somewhat, resembles the voluntary exchange model of Erik Lindahl that provides
an attraction of simullancous determination of the tax level and of the level of

expenditure required in the benefit approach to taxation.8

How could the tax level be determined in isolation unless expenditure is
determined on the basis of a given model of economic development? The present trend
of expenditure and revenue in the developing countries has given rise to the scope for
increasing budget deficits as a result of saving and foreign exchange gaps. Budgetary
deficits in developing countrics have increased the demand for foreign capital inflow on
the one hand and effective mobilisation of domestic resources on the other. The
revolution of rising e¢xpectations has led to a faster growth of government expenditure
in developing countrics which is higher to that of government revenue (Table 4).

Government expenditures are the outcome of political decisions in developing
as well as developed countries. Sometimes, it has nothing to do with economic factors
or cost-benefit analysis of given public expenditure. The views and perceptions of
political leaders and policymakers are often influenced by vested interest groups which
originates the demand for higher govenment spending. In addition, the demand for
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higher public expenditure depends on several factors such as demographic , sociological.

geographic and technological lac tors.? The reaction of political leaders, is, of course,
conditioned by the climate of opinion and the economic capacity of the country. While
allocating, resources 1o different sectors, therefore. it is not always economic but also

political factors (hat influence the magnitude of public spending. In making an
eftficient allocation of resources wheather top priority should be given to agriculture or
industry or infrastructure is a purely economic-cum-political issue with a given
devclopment framework. What would happen to our choices with no development
model 7 Whether developing countries allempt to design a shape and size of government
revenue and expenditure with or without development model the problem of budgetary
deficits as a result of expenditure-revenuc gap, import-export gap and savings-
invesement gap, the problem of inflation and unemployment and the problem ol
external and internal resources mobilization would be more challenging in developing
countries.

POLICY OPTIONS: A CASE OF IMPROVING THREE GAPS

Looking at the present structure of taxation in developing countries an approach
toward a combination of lower public spending and higher public revenuc would be
most pragmatic stralegy required to sustain the process of economic development on
the one hand and improving the saving-investment and import-export gaps on the other.
This needs a call for periodic tax reforms in developing countries.

In developing countries taxes and user charges (or public prices) are two
important means of financing government expenditure. In an economy where (ax
potential is limited to its narrow base user charges can provide substantial revenue.
This is perhaps an efficient source to finance public expenditure. Periodical tax reforms
are, therefore, necessary to deal with the increasingly important aspect of structural
adjustment and stabilisation. However, the case is not as easy as it looks at first. If
taxes on international trade and transaction are lowered in pursuit of structural
adjustment in a developing economy like Nepal, imports would not only rise but also
create a serious pressure on foreign exchange reserves worscning further the adverse
balance of payments situation. Alternatively, if taxes are raised aiming to reduce
budgetary deficits they can hinder the efficient allocation of resources making the poor
more worse off. The case of Nepal is more vulnerable in this context due to its open
border with India.

Though tax-GDP ratio appears to rise with per capita income it is only a partial
explanation for identifying the level and performance of economic development in the
developing countries. Surprisingly, countries like Zambia, Egypt, Nicaragua, Tunisia
have a very high tax-GDP ratio but these countries still fall under low income and
lower middle income, category. The GDP-tax ratios in some of the developing
countries have already surpassed the ratio of developed countries and perhaps this is a
critical limit of taxation beyond which every attempt to increase the level of tax ratios
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in developing countrics might distort the choice between income and leisure and
between savings and investment. This would also affect significantly the efficient
allocation of resources. In low income cconomies there exists, therefore, not only the
problem of raising the tax-GDP ratio but also of restructuring the pattern of tax
structure which is more sensitive and possible only through the introduction of new
imposts of direct taxes (income, property and wealth) more effectively and prudently.

The low income countries collect almost three-fourths of their tax revenue, and
the middle income countries almost one-half, through indirect taxation (commodity
taxes). Excises and import taxes account for approximately two-thirds of this. On the
contraty, in the developed countries income and other direct taxes account for 69 percent
of total tax revenue. The problem with direct taxes in developing countries lies with the
administrative difficulty in implementing that is inherent in it. In these countries less
than one percent of the population falls under the purview of income taxation. The
major components of income (ax like personal laxes are hard to collect in the
predominantly rural and agricultural economies and even in the urban areas the fringe
and indirect benefits are not properly taxed which accruc n the form of irregular
income. Corporate taxes are, therefore. relatively more important in the revenue
structure of developing countries. This makes it necessary 10 strengthen state-owned
enterprises in these countries through rationalizing pricing policies, limiting subsidics.
controlling borrowing and improving the allocation of spending.

Unfortunately, most of the public enterprises in developing countries have been
a source of corruption, wastage and political preassure that virtually made many
enterprises sick compelling them 1o go for liquidation. This also commands a total
restructuring of public enterprises in developing countries with duc priority to be given
to private sector. The choice between the public and the private sector, of course. isa
critical issue to deal with efficient allocation of resources. However, income taxes arc
subject to conditions that developing countrics arc required (0 meet for its successful
implementation for resource mobilization.

The Nepalese case is morce serious that incquity exists in favour of the
agriculture sector with negative clasticity of land tax. In the past the government
completely failed o mobilise resources from the agriculture sector in Nepal. The fate ol
agricultural income tax, compulsory savings scheme, and Panchayat Development and
Land Tax (PDLT) are the most notable examples 1o ¢ile a some typical failures. In
spite of stiff opposition the interim government introduced Wealth tax with the hope ol
obtaining substantial revenue in a situation where personal and business imcome faxes
and urban propertly (axes were contributing insignificantly to the treasury. The concept
of wealth tax has a sound theoretical foundation but in an cconomy where tax payers are
reluctant to contribute taxes they are liable to pay and povernment has no elfective
administrative machinery 1o deal with personal and business income laxes, corporate
and property taxes, the introduction of wealth tax was merely a political fiasco
overstressed by the interim government of Nepal. In my opinion if the government is
determined 10 mobilise resources through direct taxes, improvement in administrative
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efficiency could yield substantial revenue without making a change in tax rates and
legal bases.

The Nepalese tax system is characterized by four formidable difficulties. These
are: (a) a relatively narrow tax base; (b) low elasticity with respect to GDP; (c)
multiplicity of objectives resulting in trade-off and complicate policy decisions; (d)
substantial revenue losses. These problems are not intractable but need an appropriate
policy to increase revenue collection, maintain both horizontal and vertical equity and
deal with the problem of stabilization.

Nepal's tax policy is 'revenue biased.' The policy of maximizing revenue from
each tax with a view to mobilize additional resources for financing development may be
an appropriate strategy but it often violates the principles of equity and neutrality of
taxation. For example, import duties are often designed to facilitate protection to
domestic industries that have a comparative advantage and/or whose local value added is
substantial. But in Nepal import duties have been imposed to simultaneously
encourage growth, influence the magnitude and direction of trade, raise revenue and
achieve equity objectives. It is better that import duties be directed toward the protection
and exemption of raw materials and machinery from taxes be reviewed to determine
taxes as per the effective level of protection. The objectives of sales taxes are
inconsistent and its problem is how to expand the base of the sales tax to make it more
revenue oriented. Surprisingly, the source of sales tax on imported goods in Nepal has
been the same as in the case of import duties. No attempt has so far been successful to
implement the sales tax at turnover. Sales tax should be directed primarily toward
raising revenue exempting basic goods for equity reasons. Excise duties are meant to
discourage socially undersirable consumption. However, it contributes significantly in
the tax structure of developing countries. The higher the level of industrialization the
higher the prospects for excise duties. This has been true in developing countries.

So far Nepal's tax policy is concerned it is based on import tariffs, revenue bias
with weak administrative management which has increased effective tax rates to a
danger point from where nothing but more distortions are to be seen in the economic
front. The alterative to foreign trade taxes and domestic taxes on goods and services in
the developing countries is to concentrate on income and property taxes side by side
with user charges. To quote George E. Lent, it is also necessary to consolidate the
traditional land taxes in Nepal. Finally, there is a need to make a fresh inquiry into the
tax structure of developing countries for restructuring the overall tax system on the
basis of the principles of growth, equity and stablisation. In this context Kalder
questions: Will the underdeveloped countries learn to tax ? 10

In recent years tax authorities and experts have given emphasis on user charges
in developing countries. They argue that the benefits from it have been either
underestimated or their costs exaggerated. The great attraction of user charges is that it
serves simultaneously the productivity, equity and efficiency aspects of taxation. The
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value added tax (VAT) is getting prominence in developing countrics. In 1967 a
comprehensive value added tax (VAT) was introduced in Brazil primarily 10 ensurce
grealer tax coordination among the states and overcome the defects of the lurnover tax.
The Brazilian VAT is a tax on consumption or linal sales. Now VAT has become a
important source of revenuc yields more than 20 percent of tax revenue in thirty
developed and developing countries. The success of VAT depends on whether the
country has had a previous expericnce with multislage taxes or peneral sales taxes. In
1985 Malawi attempted (o integrate trade and domesic taxes o broaden the tax base and
simplify tax procedures. Accordingly. they climinated export taxes and reduced taxes on
intermediate goods. Revenue losses were offset by an increased sur Gix. Agricullural
exports taxes have also been recommended wherever feasible because the traditional
taxes on income and profit are hard to administer and export tax provide incentive to
shift production to specific crops.

In late 1983, adopting a major tax reform Indonesia eliminated tax incentives for
investment like tax holidays, investment allowances and accelerated depreciation etc.
The government of Jamaica followed a unique tax reform on personal income Lax m
1985. The complicated, narrowly based personal income tax was replaced by a broadly
based single rate tax in 1986. Since the beginning of the twentieth century Colombia
has had major tax reforms in 1953, 1960, 1974 and 1986. These periodic reforms have
produced better results. The present tax structure of Colombia strongly relies on the
full-fledged tax income tax, wealth and inheritence taxes. Of course tax reforms in
Colombia were motivated to neutralise economic crisis caused by external shocks.
Colombia's fiscal system reflects the built-in quality of what is known as "fiscal
inertia’. "Colombia's relative success in maintaining government revenue, and cven i
moderatc degree of progressivity, in the face of considerable adversity also suggests that
tax reform is not beyond the reach of developing counlry."l 1

CONCLUSION

An efficient and successful tax administration can improve the tax -structure
raising the productivity of tax yiclds. Administrative constraints lead to fauity tax
structure and too much reliance on casy to administer taxcs is costly for developing
countries. 12 Tax administration is not possible (o change in the same manner that onc
can change the exchange rate. Morcover. the state of corruption in all (ax offices is a
sensitive issue that is beyond calculation and can not be improved easily. Perhaps this
is the central issue that developing countrics have neglected while reforming the tax
system. Nepal is no exception to it. While proposing a tax reform in a develping
cconomy like Nepal, the focus should be on raising the produclivily or responsivencss
of taxes 10 GDP without change in the rate and the legal base. However, an effort
should be made to increase the contribution of progressive direct taxes in order to
maintain cquity in the tax structure. This needs efficient, dynamic and honcst people in
the tax administration.
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Table 3
5 Tax Structure of Selected and Developing Countries
(as percent of total revenue)
(as of 1989)
: GNP GNP
Per Capita Taxes Effort Ratio Per Capita Tax Effort Ratio
Country  Income (Y) in (TER) Income (Y) in (TER)
US dollars R/Y Country US dollars R/Y
Bangladesh 180 8.80 Chile 1,770 30.80
Nepal 180 9.50 Malaysia 2,160 26.30
Uganda 250 5.30 S.Korea 4,400 18.10
India 340 15.40 Greece 5,350 N.A.
¥ Pakistan 370 17.80 Ireland 8,710 46.80
Sri Lanka 430 21.60 Singapore 10,450 27.50
Egypt 640 35.90 United Kingdom 14,610 35.60
Philippines 710 12.80 Netherlands 15,920 49.00
Morocco 880 22.10 France 17,820 40.90
El Salvador 1,070 8.50 Germany 20,440 29.00
Thailand 1,220 17.90 United States 20,910 20.10
Turkey 1,370 19.00 Japan 23,810 14.10

. Source: World Development Report, 1991.
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Table 5
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Fax Structure of Selected Developing Countries
(as percent of total revenue)
(as of 1989)

Taxes on Domestic  Taxes on

[ncome, Taxcs on  International
Country Prolit,and  goodsand  Trade and Non-Tax

Capital Gains  scrvices  Transactions  Other Taxes Revenue  Total

Bangladesh 11.70 33.20 31.50 7.10 16.50  100.00
Nepal 11.70 36.10 30.50 5.60 16.20 100.00
India 13.50 35.50 26.70 0.40 23.90 100.00
Pakistan 10.80 33.40 3290 0.20 22.70  100.00
Kenya 2840 43.60 18.20 1.10 8.70  100.00
Sri Lanka 11.00 48.10 28.50 4.10 830 100.00
Indonesia 55.90 24.50 5.60 5.70 8.30 100.00
Philippines 26.10 33.20 22.70 4.00 14.00 100.00
Thailand 20.60 45.40 22.20 3.20 8.60 100.00
Peru 16.80 54.50 18.30 6.00 4.50 100.00

Source: World Development Report, 1991
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