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1. Introduction

A central theme of current debates on economicldpueent and poverty reduction is the
need to generate new resources to support thesprovaf public goods — otherwise known
as “innovative development finance” (Atkinson, 2R0Phis paper argues that to tap new
resources on a significant scale requires the gtinening of international tax structures,
which currently allow citizens and firms of (or id¢veloping countries to avoid, evade and
defraud national tax systems. Cooperative arrangesianong sovereign jurisdictions could
offer the possibility of increasing public revenuwesnany countries. This could potentially
allow some countries to exit from the internatioaia system altogether, so that funding
could be shifted towards the poorest countries.

This paper is thus about taroperationrather than takoordination— in other words, it is
about the collection of tax presently evaded aedalfocation of the resulting funds, and not
about the results of international tax differerstiab such. Tax competition is a serious issue
for developing countries (UNCTAD, 1995; OECD, 198&zGerald, 2002). Many
developing country governments have been competitigeach other to offer lower rates of
taxation on multinational corporations operatinghwi their borders. The objective of
attracting more foreign direct investment flowsstoomes at the expense of losing taxable
income generated by the foreign firms—often refae a “race to the bottom”.

However current international taxation arrangemente an even greater threat to
development finance for two reasons: first, thédifties in acquiring the potential fiscal
resources generated by both foreign and domeatis4border firms; and second, the
consequences for both capital flight and socialtgaepd the inability to tax residents’
overseas assets. To put this point another wayrtitdem is not only one of the taate
applied, but also — and more importantly — of #eeliaseto which these rates are applied.

Globalization involves increasing freedom of capit@vement: both for firms from
industrialized countries investing in developingictiies, and for financial asset owners in
developing countries themselves. Standard pringipfenternational taxation suggest that
the tax burden should fall most heavily on thosediss of production which are least mobile,
in order to maximise government income and minirthsedisincentives to economic
growth. There has been a corresponding shift inritidence of taxation from capital to
labour as governments have tried to maintain leseb®th fiscal revenue and private
investment.

From the developing countries’ point of view therén addition to revenue needs a severe
income distribution problem that requires redisttibn of wealth (and thus capital taxes) in
order to reduce poverty and increase social conebiaaddition, much of the most

productive assets in the economy belong to nomeess, while much of residents’ wealth is
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held abroad. So capital income taxation cannogbered as a central development policy
issue (FitzGerald, 2012).

The effective taxation of illicit capital flows @his the transactions of both residents and
non-residents that are not reported to or recobyetie national authorities) would provide
not only a major resource to support effective ubtovision of the type outlined above. It
would also increase the incentives for the priggtetor to invest locally, and reduce
enormously the “protection” afforded to internatboriminal transactions by the “cloud” of
tax evasion transactions going through offshorarfamal centres (Barrett, 1997; FitzGerald,
2004; Slemrod & Wilson, 2009). However, while deyedd countries in general (and the
OECD in particular) have made considerable progretackling this problem of tax
cooperation between themselves over the last dedateloping countries have achieved
little — even though they stand to gain more (astén proportion to their own resources)
from such an initiative.

The paper is structured as follows. Section 2 eramthe scale of the resources potentially
available from the taxation of illicit capital fl@wout of developing countries. The issues
around implementing automatic information exchasyggems are discussed in Section 3.
Section 4 then addresses the governance implicatibtax cooperation on this scale
between rich and poor countries. The drivers f@ange in international tax cooperation are
discussed in Section 5. Section 6 concludes.

2. Estimating the scale of tax revenue lost to developing countries

The OECD sums up the current state of knowledge as:
20. Offshore financial centres, broadly definediuee revenue available to
developing countries where they act as a destmé&bioincome streams and wealth
protected by a lack of transparency and show aatfr inability to exchange
information with revenue authorities who may haaerg rights in respect of that
income or those assets. Data on revenues lostugjapeng countries from offshore
non compliance is unreliable. Most estimates, h@nsexceed by some distance the
level of aid received by developing countries—adusD 100 billion annually.
(OECD 2010, p. 6)

It is worth noting in this context that the larg®portion of assets held in these OFCs is not
only a tax issue but a regulatory one as well btk and securities regulators cannot
oversee the activities of financial intermediabe®king their transactions through them. It is
widely agreed that this (large) gap in the inteiored! regulatory framework contributes to
global financial instability.



Despite the evident value policy value of a plaleséstimate of the sums involved in
international tax evasion, and thus an idea of haxeh might be gained from improved
intergovernmental coordination, none of the rel¢waternational agencies — such as the IMF
or the OECD — with analytical resources and dategsion capacity, have not so far
undertaken the task. The reasons for this lackuahtitative policy research are unclear. It is
of course true that the macro-level data from badasf payments statistics is far from
reliable, while micro-level data from corporate @aats is by definition lacking in this field.

The only published estimate of the revenue lossega offshore holdings of financial assets
is TIN (2005, 2009). TIN combines estimates ofaglakealth published by banks and major
consultancy firms with data on financial assetsl ledfshore from the Bank for International
Settlements to reach an estimate of $11.5 trilivassets held offshore in 2005. Assuming
an average return on these assets of 7.5 perceat t@x rate of 30% yields an estimate of
global tax revenue loss of $ 255 billion in 2005 (TINO2D

A number of studies examine profit shifting by aangtions (both foreign and domestic) in
developing countries through transfer pricing, legdo tax losses for the government.
Global Financial Integrity (funded by the Ford Fdation) estimates illicit financial flows of
the order of $350bn a year on this basis for aletgping countries for 2002-6 (GFI, 2009).
The method only uses trade mispricing, on the gieuhat other unrecorded capital outflows
would not be taxed anyway; and applyies statisfittals to eliminate anomalous data. Pak
(2007) takes a slightly narrower approach by usiSgmport data only, with the advantage
that this allows transfer pricing to be disting@difrom quality differentials in import unit
value data, and estimates that $202bn of profite whkifted out of developing countries in
this way in 2005. GFI (2010) then goes on to egtntiae implied tax loss from these implicit
flows by applying the relevant country corporateraes to this data and finds that the
average tax revenue loss in developing countries$8&bn annually 2002-2006.

Faust & Reidel (2009) provide an interesting cugghose that try to identify profit shifting
by analysing international trade prices, for néitrig into account quality differences within a
product group. There is some merit in this critifureearly work in the field; but Pak (2007)
overcomes these problems by using micro-level itngata and GFI (2009) by checking
trade against balance of payments data on a cebptcpuntry basis. But the authors are
correct to argue that simply multiplying results fimcome shifted out of developing countries
by statutory corporate tax rates neglects the &xist of investment incentives which mean
that part of this income, even if declared, wouddtdéixable at lower rates. A corollary of this
point is that income shifting takes place for mattyer reasons than tax evasion — such as
political instability and regulatory arbitrage.

In order to gauge the correct order of magnitudihese losses, and to help construct a rather
more robust methodology for analysing the aggrefiates, it is necessary to take into
account both dimensions of the probldirst, the tax lost on the illicit outflow of profits
(whether by foreign companies or domestic residentany one year; angecondthe tax



lost due to the income arising abroad from the eudated assets owned by residents only.
For consistency we thus need estimates of bothsféowd stock®n the same basis.

In principle, to the extent that tax has been fraither jurisdictions on these flows, there
may be claims by other governments on the revdmutethis we shall ignore for the purposes
of estimation at this stage on the grounds thatéijare interested in revenues to developing
countries; and (ii) the sum is unlikely to be larijene the less, this would be an issue once
the flows are ‘legalised’ and thus should be cosr®d as a future cooperation issue (see
Section 4 below).

Ideally we would also want to allow for effect agher effective tax rate on activity levels
(i.e. investment and growth) in developing coustrieeding back into modified tax income
on both domestic and international activities. Bhisrno reason to assume that this effect
would be negative, because the reduced overalit@bdity of capital would be balanced by
the increased incentive to invest domesticallytiarn it would be desirable to include the
impact of the additional government expenditurgva on not only growth (e.g. through
infrastructure provision) but also social objecsiwich as poverty reduction. This would of
course require a CGE modelling exercise whichfhedeyond the scope of this paper.

We thus define the potential tax reventigfor a year in the following way:
The tax baseY) is composed of two components

» The unregistered (‘illicit’) outflows of profits ¢apital flight’) in any
one yearf)
* The undeclared annual incont®) from overseas assets)(held by
residents
Flows F) and stocksX) are clearly related, but stocks are not a sirapha of past
flows because

* Only a fraction §) of the flows F) are attributable to residents and
thus enter into the stock)
* The accumulated asset valu@ should also take into account the
reinvested portiond) of earningsk), net of tax, inflation etc
The potential tax revenu@)(from this tax baseY]) depends therefore on the rate of
return ¢) on overseas asseR® € rX) and the effective corporate or income tax rgte (
applicable after incentives, deductions etc.

T=t¥Y=1t(F+rX)
AX =aF + brX

The best approach would be to use the global n&tefdnank regulators and tax officials to
make informed estimates (the UN/CTED being a kegg@dent). None the less,
comprehensive mobilisation of the data and skilldeveloping country tax authorities,
combined with sound estimates of internationalrfoial stocks and flows, would allow a



good estimate to be made. There are establishdtbdwogies for estimating capital flight
(that is, unregistered and thus untaxed flows) Whie accepted by international financial
institutions (Ajayi, 1997; Beja, 2005). Computagkneral equilibrium modelling would also
allow second-order effects of higher effective tates on capital flows (and, ideally,
investment and growth) to be made; as is donetimasng trade gains (and losses) to
developing countries from recent global trade raufizevarajan & Robinson, 2005).

Absent the above, loss of tax base can be estinbgtddawing on estimates of ‘illicit capital
flows’ (F) from developing countries trade and balance gfmants data and then calculating
the accumulated stock. IMF’s Direction of TradetiStees-based Trade Mispricing model,
which compares partner country trade data, is si@luisource. The World Bank Residual
model, which estimates the gap between a courgntisces and uses of funds as the sum of
the change in the stock of external debt and metdo investment, minus the current account
deficit and the change in net stock of foreign rese, is also used. Schneider (2003) contains
a useful discussion of these methods.

In the absence of a data base specifically cortstitfor this purpose which covers all
developing countries, we use the best one avaikhpeesent, which is GFI (2009). This
gives the flows k) by geographical region for 2002-6 but not theks$o The stocks are
imputed by extending the linear trend values baclaffurther decade; which is clearly a
very conservative estimate as it excludes eailevs and accumulated earnings. We assume
that one halfg = 0.5) of this stock is owned by residents in dep®g countries; again
probably an underestimate; and that it earned T&coofareturn £) in 2006. The GFI estimate
for tax losses (GFI, 2010) does not take into antouerseas assets, but just current flows
(F). It also assumes that the official ‘headline’mmate tax rate in each country (averaging
around 30 per cent) is in fact the effective ratieich is unrealistic. So for this estimate This
we callModel A

A rather different, yet potentially complementappeoach is to approach the issue of
financial assets held overseas by developing cpuesidents. These unofficial estimates of
the scale of asset holdings in tax havens havenitigdeeen confirmed by comprehensive
IMF data set on these ‘small international finahcentres’ (Lane & Milesi, 2010) which
indicates that their external assets (and liabgjtin 2008 totalled some $15 trillion. We use
these estimates of asset stocks in OFCs (IMF, 28lidhated to source country by GDP
share. This gives us the stock figux¢ (ith which to generate implicit untaxed revenue
flows (Xr) and an estimate of capital flow&X). As in Model A, we have used a value faf

20 %. This we calModel B

The results of these calculations for Model A dreven in Table 1 below. Modifications in
the assumptions would clearly change these resultshey can be taken as a conservative
estimate of the orders of magnitude involved. Therall potential yield to developing
countries is of the order of $200bn a year; but dithis is attributable to Asia (and half of
this in turn to China) and relatively little to Ada. This in fact is what would be expected in
view of the relative regional contribution to wotldde and production, but the GFI estimate
for Africa does seem too low — a point we corresibty.
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Table 1 Estimated potential tax yield to developigjons: Model A (US$ billions in 2006)

Flow (F) | Stock K) | Tax baseY) | Potential Yield T)
Developing Countries 859 3060 1073 215
SSAfrica 11 80 17 3
Asia 399 1532 507 101
Europe 186 529 223 45
MENA 165 453 197 39
LAC 97 466 129 26

Sources: author’'s own calculations (see text) on Gdta

The total tax loss as a proportion of developingntdes’ GDP is of the order of 2.5 %,

which is considerable and of a similar order of magle to total private capital inflows. In
terms of tax revenue, the loss represents abopedfent of revenue in developing countries;
but a much larger proportion — probably one thicd eorporate and income taxation revenue.

The overseas asset stoe§) éstimate in Table 1 is equivalent to about onegtbf financial
market capitalisation in developing economies; Wwigeems to be about the right order of
magnitude. In this context it is worth noting thiz¢ IMF estimate of offshore assets in Table
2 below would be equivalent to about 10 per cemflatbal market capitalisation (IMElobal
Financial Stability Report 2005- suggesting that tax havens are even more adldgm for
developing countries than for industrialised ones.

Table 2 below shows the result of applying ModebBhe IMF estimates of assets held in
small island financial centres (SIFCs) in 2006 @&nMilesi, 2010). The allocation of these
across regions is, as explained above, estimatedldnating these in proportion to GDP.
Although this allocation method is highly arbitraitydoes produce results that are similar to
those in Model B and thus acts as a form of cordtrom that the estimates are not grossly
inaccurate.

Table 2 Estimated potential tax yield to developigjons: Model B (US$ billions in 2006)

Asset Stock (X) Potential Tax Yield (T
World 18454 692
Developing Countries 5788 217
Africa 285 11
Asia 2531 95
Europe 1035 39
MENA 660 25
LAC 1277 48

Sources: author’s own calculations (see text) on Gdta

We have seen that our estimates on the basis ofi@&¥Hata give very low figures for
Africa in view of other evidence (e.g. Ajayi, 199Fprtunately there is an excellent recent
study by Ndikumana and Boyce (2008) who calculategistered outflows (‘capital flight’)



on the World Bank method but add in trade misinmgcand also estimate the resulting
asset stock. Their method thus come closest to Modethis paper.

It is widely believed that sub-Saharan Africa Haes thighest ratio of private capital held
abroad in the form of capital flight of any devalogpregion: Collier, Hoeffler & Pattillo
(2004) claim that about 40 per cent of African ptescapital was held abroad at the turn of
the century, that capital flight increased in tl99Qs compared to the 1980s and that Africa
leads other regions in capital flight. Indeed F&fand Ndikumana (2010) argue that the
potential gains from capital repatriation are sgésthat if only a quarter of the stock of
capital flight was repatriated to SSA ‘the sub-ooent would go from trailing to leading
other developing regions in terms of domestic itvesit’.

However, although Ndikumana & Boyce calculate disga reinvestment rate to convert
flows into stocks, they do not seem to distinguiarly between domestic and foreign (i.e.
MNC) owners of the assets. In consequence, we &yapied the same sha® @s in the
previous calculation in order to estimate the matls Table 3 shows the results of this
calculation, applying the same values of the ofa@ametersr( t) as in Table 1.

Table 3 Estimated potential tax yield to Sub-Sahak&ica from Model A (US$ billions in

2004)

Flow (F) | Stock K) | Tax baseY) | Potential Yield T)

Total 8.8 303.4 30.0 6.0
of which

Nigeria 5.8 120.4 14.2 2.8
S. Africa 11.7 8.8 12.3 2.5
Ethiopia 1.8 11.2 2.6 0.5
Cote d'lvoire 0.5 27.0 2.4 0.5

Sources: authors own calculations (see text) anulera

The difference between the estimates in Tables113aa mainly due to the revision of the
overseas asset figurk)(to a more realistic level. The main gainers fi@wovering the lost
tax revenue would be, as expected, Nigeria andhSiica. None the less, in absolute terms
the gains to countries such as Ethiopia, or Cdteute would still be considerable. In

relation to output, the $6bn yield in 2004 was gglént to about 2 per cent of regional GDP;
but considering that corporate and income taxeg geerate 4 per cent of SSA GDP (Keen
& Mansour, 2009), this would represent a propodtety large increase.

In conclusion, the tax loss for developing coustieas probably of the order of $200-250bn
a year in the mid-2000s — double the OECD estinbi®likely that the figure has increased
since that date due to growth in the world econamy increased financial integration. While
the current crisis may have slowed these two dsidervn, it has also increased the level of
investor risk aversion and thus attraction of “dadgens” for mobile wealth.



3. Institutional Dimensions of I nternational Tax Cooper ation

International capital mobility has transformed oatil tax policy. Present national tax
systems were designed in a post-WW!II environmemtawofe protection, capital and labour
immobility when very different rates of direct amdlirect tax were feasible — but this is no
longer the case (Tanzi 1996a). Free movement afat@md opportunities for the
geographical dispersion of firms create fundamesttallenges for tax authorities. Different
national taxation norms and interstices betweerathwinistrations create conflicts of
interest. Lack of administrative co-ordination beém tax jurisdictions supports capital flight
and loss of vital tax revenue.

Moreover, a number of developing countries plagw kffshore’ role in the international
investment process where tax avoidance is of pgaticmportance. The object here is not so
much to attract foreign investment as such, binerathe administration of assets and tax
revenue a “process that has been described adéggadation’, whereby some countries
change their tax systems to raid the world tax laskexport their tax burden.” (Tanzi
1996h: 3). Effective income taxation thus becomemegernational rather than a national
development issue.

Information exchange is central to tax cooperatialthough the scope and usefulness of
exchanges of information are limited by politidagal, technical and administrative
obstacles (Tanzi and Zee, 1999; Bacchetta & Espir2300; Huizinga & Nielsen, 2003).
Tax avoidance on a large scale worldwide is alsdem@asier by a lack of transparency in the
way multi-national companies (MNCs) report and mlbtheir accounts. Poorer and smaller
developing countries are most vulnerable: theylydrave the necessary resources and
capacity to challenge MNCs trading in their cowgriThe public accounts provided by
MNCs represent the transactions of all the compawithin the MNC group. However, the
intra-group transactions, which are the basis focimtax avoidance, are not reported in the
published accounts. Removing intra-group transastfoom public view can make it
impossible for tax authorities or anyone else togbete the accounts. This facilitates tax
avoidance.

However, despite publishing their accounts aséaftare unified entities, MNCs anet taxed

in this way. Instead, each member company of tbamis taxed individually. Given that

over half of world trade is now intra-group trade.(between companies under common
control) and thus extremely susceptible to transfspricing, or routing through tax havens,
the risk of tax loss is enormous. Country-by-couméporting, in contrast, means that an
MNC would report in its accounts which countriespierates in; what name it trades under in
each country; its financial performance in the ¢des where it operates; and this
information must reconcile with the company's nmauiblished accounts.

Both factors are recognised explicitly by the UKv@mment in its current international
development policy:
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2.48 There is increasing concern that tax systendgveloping countries are
undermined by international banking secrecy, inicigdn tax havens. The London
Summit made real progress on this issue, and thavllKvork to ensure that the
commitments on standards and sanctions are meglhas the decision to develop
proposals by the end of 2009 to make it easiedéveloping countries to benefit
from the new co-operative tax environment.

2.49 The UK believes it is important for all juristions to implement their
commitments to the international standard for tkehange of tax information and
will work in particular with its own Crown Dependgas and overseas territories to
ensure that they can meet or exceed the agreedatitsmal standards.

2.50 Along with other members of the G20, the UKeiady to take action against
jurisdictions that do not meet these internatiatahdards. ....

2.51 In addition the Government is discussing \tghnternational partners whether
other initiatives, including country by- countrypating of tax payments, could offer
an effective and suitable means of advancing thérémsparency agenda. (DFID
2009 p 32)

The U.N. Code of Conduct on Cooperation in Comlgghitternational Tax Evasion has
recently made a step in the suggested above bgiagrthat

“Governments commit to.... Ensure that the reliabferimation is available, in
particular, bank account, ownership, identity aglévant accounting information,
with powers in place to obtain and provide suchbrimfation in response to a specific
request” (UN, 2009a, Section llid)

However “exchange of information upon request”as effective exchange of information
because in effect it requires the requesting gawent already to know the information that it
is requesting. This is evidenced by the very smathber of requests for information that are
made, and the smaller number of requests thatlpctua implemented. Moreover,

Automatic reporting [by financial institutions afformation to the tax authorities]
also can serve to increase voluntary compliandexiayers know that their banks
are required to report income information to thedathorities, taxpayers will be
more likely to file accurate returns regarding thisome. In addition, automatic
reporting enables tax administrations to implenpgagrams that may benefit tax
payers by reducing their compliance burden. (OEQDO2 para 109)

Mclintyre (2009) has drafted a Model Effective Tatokrmation Exchange Agreement, which
provides for exchange of information upon requasti¢le 5), Automatic Exchange of
Information (Article 6), and Spontaneous Exchangfmrmation (Article 7); and thus
represents a considerable advance on the 2002 Q&CIBI.

There does exist of course a network of internatitexx cooperation in the form of bilateral
treaties which are now very widespread. Specifjcalbuble taxation treaties are designed in

effect to provide a direct transfer between fisnsthorities and thus not affect investment
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decisions (Frenkadt al,1991). In practice there are two models used irddsign of taxes

on non-residents’ assets and residents’ assetagbsich are similar in their general
provisions but have very different implications @t@veloping countries. The OECD Draft
Taxation Convention/ Model Tax Conventions (OECB91) is based on residence taxation;
while the United Nations Model Double Taxation Cention between Developed and
Developing Countries (UN 1980, 2000) which is basedource (or ‘territorial’) taxation.

The effect of tax treaties depends on the creditisexemptions included in them in order to
eliminate or reduce double taxation. When countiesat a similar level of development
(and there is roughly balanced two-way investm#rg)implicit redistribution is not a serious
problem, but for host (developing) countries thegiral revenue is of greater value than to
the home (developed) country. As the flow of incamgenerally from developing to
developed countries, the tax credit method is tbetrattractive to developing countries.
From the point of view of developing country reverauthorities, such treaties are the only
way to cover intra-firm transactions and thus owere the problem of transfer pricing
(OECD, 1997). These treaties, however, becomedoti¥k if offshore centres are used as
transfer pricing points as well as for tax avoidanc

It is thus necessary to ensure far more comprebensiormation exchange within existing
treaties than is currently the case — particularkelation to assets in the US and the EU.
Such measures, however, become ineffective if offskeentres are used as transfer pricing
points as well as for tax avoidance. In consequeheeapplication of the US ‘pass-through’
principle to tax havens would also be essentialin®y-by-country reporting could be
introduced immediately by the International AccongtStandards BoardASB), which sets
accounting rules for the vast majority of MNCs.

Automatic exchange of information is more prevalban is commonly recognized,
providing ample evidence that it can be implemewidely. Some notable examples of
automatic exchange of information include:

a. The European Union Directive on the Taxation ofiBgs (‘EU Savings Tax
Directive”) provides for automatic exchange of imf@tion on interest income paid
within the EU to individuals resident in the EU.€TBU is trying to expand the scope
of the EU Savings Tax Directive to other typesrafame and to other types of
recipients, and also to other jurisdictions. Ofesdictions in Europe (Andorra,
Liechtenstein, Monaco, San Marino and Switzerlaad}l also offshore EU
dependent and associated jurisdictions have dgréidhered to the EU Savings Tax
Directive.

b. A number of developed countries (Australia, Can&dmmark, Finland, France,
Japan, Korea, New Zealand, Norway, Sweden, Uniiaddom) automatically
exchange bank information with their treaty parsném some cases, the automatic
exchange of information is limited to certain tyepairtners based on an agreement
(Denmark, France, Korea, Sweden). The automaticange of bank information also
may depend on reciprocity (Australia, Canada, Deknfaance, Norway, Sweden).
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Since the 2000 OECD Bank Information Report waseds at least several other
countries are exchanging information automaticailysuant to applicable income tax
treaties.

c. The Convention between the Nordic Countries (Dekirfaaroe Islands, Finland,
Iceland, Norway and Sweden) on Mutual Administratissistance in Tax Matters
(effective 1991) requires automatic exchange afrmfation with regard to dividends,
interest, ownership of real property, royaltiesges, salaries, fees, pensions, and
insurance (Articles 11 and 20). Australia and NexalZnd exchange automatically
tax information. (Robin Oliver, New Zealand, UN T@ommittee October 21, 2009)

d. The U.S. Internal Revenue provides for the autarreatchange of information by the
United States with Canada with regard to interedbank deposits in the United
States by individuals resident in Canada. The Bnf.Canada exchange
automatically certain bulk information (such asnest payments between
corporations, dividends and royalties) as do Mesicd Canada. But they do not
exchange information on interest paid by banks foora country to residents of the
other country, except on request on a case-bylwasie, in accordance with bilateral
tax treaties.

e. The United States qualified intermediary (Ql) psions (U.S. Internal Revenue Code
section 1441 and Revenue Procedure 2000-12) reeadte foreign financial
institution that is a QI to provide information antatically to the U.S. Government
about U.S. persons investing in the United Stdtesugh that QI. This is in effect
automatic exchange of information, not betweenreifm government and the U.S.
Government, but between the latter and foreigmitrel institutions. However, this
could clearly be extended to other OECD and G20is, at least.

Automatic exchange of information is not diffictdtimplement, step-by-step: most
developing countries already handle automatic m#dion very effectively at their border
controls, using swipe technology and passport ifieation numbers to automatically
retrieve Interpol records. The automatic excharfgeoinformation would be similarly
based on the use of taxpayer identification numbers

4. International Tax Cooperation and I nternational Development
Cooperation

The collection and allocation of the tax resoumissussed so far raise considerable
problems of equity between countries, and are bloséated to the other form of fiscal
transfer — official development assistance (ODAjede are highlighted by comparison with

fiscal institutions in federations: assignment@fenueraising authority, intergovernmental
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transfers, and the behaviour of subnational govenison the one hand; and revenaising

in federations with no central government on theent

“a ... main source of finance for development usehmige global taxation of
taxbases that nations are liable to compete aweguse of international mobility, or
that they underutilize because of monitoring protdeln principle, international
agreement should be possible for a harmonizedasera taxes of these types, given
that non-cooperative tax competition is responditseheir low equilibrium tax rates.
However, there are significant problems with refyon such taxes for financing new
development assistance. The incidence of thess tai¥enot bear a close relationship
with fiscal equity considerations, so they may In@tegarded as ‘fair’ taxes. In the
absence of a need for development assistance, rativeeagreements on taxing
mobile taxbases would likely lead to the taxesemtétd being returned to the nation
of origin. ... There will be significant administre¢i and compliance problems
associated with taxing these transactions unlegst@mational tax administration is
instituted with significant powers of audit andanhation gathering. .... Their
incidence among nations would bear little resentd®an a fair allocation based on
fiscal equity. .... Crowding-out of national volungacontributions will be an issue.
Boadway (2004: 236-7)

A reasonably reliable estimate of the tax inconrgdae by developing countries due to the
lack of tax cooperation in the mid-2000s is of dinder of $200-250bn. This figure is rather
more than double the level of official developmassistance (ODA) from DAC members. At
an aggregate (i.e. global) level if the tax autiiesiin developing countries — with the
assistance of their counterparts in developed c@sraind comprehensive action on tax
evasion through offshore financial centres — weneceipt of these sums, either of two
outcomes might be achievable. On the one handptakamount of international fiscal
transfers (aid plus tax) available for developnfer@nce could be tripled. On the other,
development assistance could be entirely replagddxcooperation while doubling the net
fiscal transfer. Either outcome would presumablkee attainment of the Millennium
Development Goals more likely (or at least, ledikaty).

Logically, the main gainers from tax recovery wobklthe larger and richer developing
countries, and specifically in per capita termsrthiddle-income countries or regions —
because these are those that are most integrateithénworld economy and generate the
profits which underpin tax evasion. As Table 5 shpthie potential tax revenue gains (under
either of the estimation methods) to Asia and LAEfar greater than ODA flows, as would
be expected due to their larger economies - altholwg difference in per capita gains would
be less. Logically, aid allocation works in theeatklirection because — geostrategic
considerations (which account for the ODA to MEN#d@&urope) apart — ODA is focussed
on poorer countries and regions, particularly Adric

Table 4. Tax Potential and Development Assistagdedgion (US$ bn)

14



Potential Tax Yield ODA
Model 1 Model 2
Developing Countries 215 217 105
of which:
Africa 3 11 40
Asia 101 95 19
LA&C 26 95 7

Source: Potential tax yield from Table 1; ODA fromww.oecd.org/dac/stats/data

Clearly there are poor, small and/or fragile costwithin the two regions that stand to gain
most from tax recovery, but reallocation of betw&6fbo (LAC) and 20% (Asia) of this
recovery within the two regions could compensatedmoval of ODA. If this were then
reallocated to Africa, ODA to that region wouldeigy 65% and when combined with tax
recovery would imply a resource increase of son%.80his hypothetical reallocation
exercise is shown in Table 6. Despite the tentataterre of these estimates, they do make
clear that the development gains from recoveryraatlocation are very substantial.

Table 5. Hypothetical reallocation of Tax Gains a@BDA by Region, (US$ bn)

Tax Gain | Initial ODA Reallocated ODA | Net Flow
Developing Countries 216 105 321
of which:
Africa 7 40 26 73
Asia 98 19 0 98
Lat Amer & Caribb 60 7 0 60

Even within Africa, although the aid flow is muctegter than the potential tax yield,
individual countries such as Nigeria and South@snvould gain far more than from aid, and
even less prosperous ones such as Ethiopia andd@atée would do relatively well as
Table 6 demonstrates. The heavily aid dependemttdes — particularly those with current
or recent civil wars, would not of course be mdjeneficiaries of tax recovery. To the
extent that a case could be made for reallocaéingdsources within the region towards
poorer countries, this could be done through regjiorstitutions such as the African
Development Bank. The hypothetical result of aloeation of ODA as in Table 6, between
these four countries, is also shown in Table 7 f@lr countries gain considerably, even
without reallocation of the tax gain itself.

Table 6. Tax Potential and Development Assistaeteden four SSA countries (US$ bn)

Tax Gain| Initial ODA | Reallocated Net Flow
ODA
Total 6.3 3.2 3.2 9.5
of which
Nigeria 2.8 0.6 0 2.8
S. Africa 2.5 0.6 0 2.5
Ethiopia 0.5 1.8 2.8 3.3
Cote d'lvoire 0.5 0.2 0.4 0.9
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Source:Potential tax gain from Table 4; ODA from OECBww.oecd.org/dac/stats/data

In most of the lower-income developing countriggilinational tax cooperation could not be
a substitute for ODA, but could become a compleargrgource of development finance.
This is logical because although the funds wouldHhmnnelled through different institutions
(typically ministries of finance and ministriesioternational development in ‘donor’
countries) they are both fiscal transfers from goreent to government, and they both have
their origins in taxation. It would be logical, tleéore, that the two flows should be
administered in parallel, particularly because thpractice’ ODA increasingly takes the form
of budgetary support in cases of regular developmegrammes as opposed to
humanitarian emergencies (DFID, 2004).

Indeed the current focus on ‘good governance’ asbgective of, and even condition for, aid
can be seen in this light as well. In this contextreased tax revenue can be seen not only as
a financial resource but also as a factor in strergng state legitimacy:

2.46 Effective tax systems are central to effecsitages. Raised in ways that
encourage economic growth and promote politicabactability, taxes provide the
resources to fund public services, leading to @nwal exit from aid dependence.
(DFID 2009, p. 31)

To the extent that lower-income or small develogingntries do not at present have the
technical capacity, the UN, IMF and OECD shoulduifoon helping developing countries
acquire that capacity. Cooperation between devetppduntries would also be very
effective: for instance Chile has a highly develbpéectronic tax compliance system, and is
providing technical advice about that to certainrdaes in Latin America and Africa.
Therefore, it would be possible to focus automexichange of information initially on those
developing countries which already have the necgssahnical expertise.

The use of these funds would be a matter for gewents to decide rather than aid donors:
indeed this would be one of the gains from the gsscHowever, there would probably be a
case for using increased resources to supportggbtids such as production infrastructure
for at least three reasons. First, this would hellegitimise the process of tax recovery itself
among the affected wealth holders. Second, by ptiogngrowth it would help generate
further revenue from corporate and income taxattord third, by in effect hypothecating
these receipts to infrastructure projects, it wdaddpossible to leverage further private
investment in sectors such as power, transporteladommunications.

The literature on the economic effects of aid do@saddress the relationship with
international taxation. Domestic taxation is regards part of the process of fiscal response
to aid to the extent that if affects governmentsieas on expenditure and borrowing
(McGillivray and Morrissey 2001). Empirical resuitsow that the effects are complex and
varied, but that aid tends to be associated witlegonent spending increases in excess of
the value of the aid, and can also have the effieicicreasing borrowing and reducing tax
effort. From the literature on open economy maopaemics it is reasonable to expect that
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apart from raising the rate of growth (through eeased demand and import availability) the
real exchange rate would tend to rise and thusrexpmfall in the short run. However, the
long run effect would depend upon the use of thve r@sources, and in particular whether
they are employed to increase output and prodtgiivithe export sector. Thus the
importance of the infrastructure allocation mengidmbove.

Note also that a major macroeconomic effect wowoldamly be through increased tax
receipts through such identification of overseaets(and possible legal action) but rather
from the disincentive to capital flight in the fifslace. Retention and recovery of such assets
would raise domestic investment rates and thusatt@eof economic growth.

To those countries in receipt of substantial amhrticularly budgetary support — it is
essential that the new income not be simply dedutten aid flows as then there is no
incentive effect. Table 7 assumes that poorer tt@msn(such as Ethiopia) would receive
increased ODA as well as increased tax revenugadepaid agencies are providing budget
support B) equal to a proportiorgf of the difference between minimum welfare spamj (
and tax incomeT). Wis determined by: an agreed definition of basedseprovision per
capita, adjusted for poverty profile; and the pmipa (w) of the total budget spent on this
welfare. So

B = z(lW —wTl)

a8

7 = —Zw = —1

For (say)z = 0.5 andwv = 0.6, then aid would only be reduced by 30p farteextra £
collected in tax.

Even if increased international tax income did lemdome reduction in other sources of
taxation, as the fiscal response literature suggagiht happen, this could also be beneficial.
Low income countries — and Africa in particularavik tended to rely on indirect taxation to
a great extent, which tends to be regressiveiagénerally focussed on manufactured mass
consumption items. Corporate income tax for Afasaa share of GDP (4 %) is low by
international standards, despite comparableatesdue to the small size of the tax base
despite large resource rents(Keen & Mansour, 2008 .switch from trade taxes to VAT has
made the regressive effect even greater, becaesmport duties on imports tended to bear
more heavily on non-essential consumer goods. Atgubon of VAT by international
taxation would thus make the tax system more pesive and thus contribute to reducing
income inequality.

Moreover, the implications of such a concept goobelythe volume of funds involved: it
would imply that aid be reconceptualised as a fofriiscal decentralisation not unlike the
notion of ‘fiscal federalism’ in terms of adminiative practice — although not of course in
terms of constitutional principle. There is arabished literature on and growing practice of
budgetary decentralisation in developing countfigéed & Vaillancourt, 1998). However
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there little written or discussed about applyinig trinciple to international transfers —
beyond the brief discussion by Boadway (2004) citiedve.

Fiscal federalism theory does suggest principlesmuphich tax and aid (i.e. transfers) can be
related in order to overcome the familiar principent problem (Bird, 1993).

Accountability requires that services should bealgar by residents in the form of taxation
(or charges) on which they can vote. To the extemitcentral government provides extra
transfers, these should be for clearly defined psep and accountable by local to central
government. To avoid disincentives to local reveraising (or expenditure efficiency) these
transfers cannot simply cover deficits (even iizeih entitlements are defined) so some
estimate of fiscal capacity has to be made befooalculating transfers. This ‘capacity
equalisation’ aims to provide each local governnvétti the funds (own revenue plus
transfers) required to provide a (centrally) pred®eined level of services. Because such
capacity is based guotentialrather than actual revenue, there is no disinecend local tax
collection (or indeed expenditure economies).

In sum the point here is that both tax recoveryaiddshould be combined in a single system
of fiscal cooperation; which is what aid ministrmsuld eventually become. However, both
the incorporation of an appropriate measure ottgpacity in any general transfer formula
and the implementation of an acceptable internatioronitoring system would thus be
essential for such a framework.

While it is true that all developing countries wabdde in receipt of more resources, a key
exception would be those developing countries wharehthemselves tax havens. The scale of
this loss is impossible to estimate precisely bseaf the opacity with OFC authorities
create about financial assets and transactionsnhir jurisdictions. However, given that
these are all closely connected with advanced en@s) it would be quite straightforward to
reallocate a portion of the increase tax incommamtaining the incomes of their inhabitants
and providing an alternative economic future farth Where they are US or EU
dependencies, this could be done by the respedetkvauthorities, who would of course
themselves be major beneficiaries of tax recovempich would undoubtedly be at least
equal to the benefits to developing countries estiith above. Of course expatriate lawyers
and tax consultants might lose their employment tihese latter are not as many as the
volume of financial services might imply, becausestrif not all these services are in fact e-
supplied from major onshore financial centres.

The main beneficiaries of these arrangements teeptehe exchange of information on
income and wealth not however the inhabitants eée¢ldeveloping OFCs, but rather the
elites of both developed and developing countraasavoid their legal tax obligations
thereby. It would still be true that wealthy foneegs wishing tsettlein OFCs would
continue to benefit from low tax rates.
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5. Driversof Change

A decade ago, the Zedillo Commission proposed tivesd the tax cooperation problem from
the point of view of developing countries by creatbdf an International Tax Organization
(ITO) to:

0 “Atthe least, compile statistics, identify treratsd problems, present reports,
provide technical assistance, and develop intevnatinorms for tax policy and
administration.

0 Maintain surveillance of tax developments in thesavay that the IMF
maintains surveillance of macroeconomic policies.

o Take alead role in restraining tax competitioniglesd to attract multinationals
with excessive and unwise incentives.

o Slightly more ambitiously, develop procedures fidoiteation when frictions
develop between countries on tax questions.

0 Sponsor a mechanism for multilateral sharing ofitdarmation, like that already
in place within the OECD, so as to curb the scape&vasion of taxes on
investment income earned abroad.” (UN, 2001, ipp)ii

Although the creation of an ITO of this kind, ewiough it would not have any power over
the tax schedules for any participating countrys wat taken up by the ‘Monterrey
Consensus’. However, tax cooperation has been tgkémrecent G20 meetings, even if
there is no proposal to establish a dedicated ggdrar instance, the Final Statement of the
Cannes Summit (2011) states:

“Tackling tax havens and non-cooperative jurisccis

35. We are committed to protect our public finanaed the global financial system
from the risks posed by tax havens and non codperatisdictions. The damage
caused is particularly important for the least deped countries. Today we reviewed
progress made in the three following areas:

- In the tax area, the Global Forum has now 105 mesnbéore than 700
information exchange agreements have been sigrietharGlobal Forum is
leading an extensive peer review process of thel fegmework (phase 1)
and implementation of standards (phase 2). .... Wierine in particular
the importance of comprehensive tax informatiorhexge and encourage
competent authorities to continue their work in @lebal Forum to assess
and better define the means to improve it. We wekethe commitment
made by all of us to sign the Multilateral Conventon Mutual
Administrative Assistance in Tax Matters and stigregcourage other
jurisdictions to join this Convention. In this cent, we will consider
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exchanging information automatically on a voluntbagis as appropriate
and as provided for in the convention;

« In the prudential area, the FSB has led a proae$pablished a statement to
evaluate adherence to internationally agreed indtion exchange and
cooperation standards. ...

« In the anti-money laundering and combating therfaag of terrorism area,
the FATF has recently published an updated ligariddictions with
strategic deficiencies. We urge all jurisdictiomslan particular those
identified as not complying or making sufficienbgress to strengthen their
AML/CFT systems in cooperation with the FATF.

36. We urge all jurisdictions to adhere to therinégional standards in the tax,
prudential and AML/CFT areas. We stand ready, @dwsel, to use our existing
countermeasures to deal with jurisdictions whightéemeet these standards. The
FATF, the Global Forum and other international oigations should work closely
together to enhance transparency and facilitatperation between tax and law
enforcement agencies in the implementation of tkemedards. We also call on FATF
and OECD to do further work to prevent misuse gpoacate vehicles.” (G20, 2011)

Meanwhile, some progress has been made towardiv¢h&ms set out by the Zedillo
Commission (see above):

o On statistics, the IMF has started to improve téy weak data in th&€FS Article
IV reports now contain more information on natioteed receipts; while steady
progress has been made in the estimation of asas®fsCs, and off countries’
external asset positions.

o On surveillance, the IMF has introduced the newedidonitor publication; the
OECD has established the Tax Forum; and the FABFektended its reach to tax
evasion.

0 A potential lead role on tax competition is now egieg among regional bodies such
as the African Development Bank; while UNCTAD i®piding more evidence of the
lack of effect of corporation tax on FDI (compae=pecially to infrastructure, skills,
and legal systems)

o On tax arbitration, there has not been much if@llyfrom developing countries for
this, beyond the existing provisions in the growmmgmber of bilateral tax treaties; but
would clearly be an ideal role for the UN throupke tax committee

o Finally, on information exchange, progress has lmegiined above but a central
clearing house faces data security problems. Neméetss, the success of the
UN/CED is a hopeful precedent.

It is unfortunate therefore, that the G20 haveseein fit to utilise the considerable expertise
and legitimacy of the UN system — a central theimib® Zedillo Report — in their proposals
for greater tax cooperation.
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A body of scholarship has examined the OECD Praadtiarmful Tax Practices, in attempt
to explain why the initially tough conditions where Project was established in 1996 —
particularly on information exchange — were subsety weakened. However, there is
disagreement amongst scholars over the factorhévat driven this change in regulatory
approach, especially with regard to the role of-atate actors such as multinational firms,
the transnational tax service industry, trade mdiad pressure groups. Webb (2004) claims
that offshore jurisdictions found a sympatheticiande among multinational corporations
and the tax-service industry, who persuaded the @&CGcknowledge the legitimacy of
international tax planning and legal tax avoidar@ensequently, the regulatory norms of the
OECD tax regime - its shared rules of approprialees, beliefs, and behaviour - were
transformed, which resulted in a change of reguyaapproach.

In contrast Sharman (2006) finds that multinatisrditl not influence OECD policymakers;
rather that corporate interests were excludeddrfdhmative stages of the initiative, when
they otherwise might have had most influence. Haens in effect sought to split the
coalition of OECD member governments, and attemfutestb so with the support of third-
party pressure groups such as the Centre for Freetial Prosperity and the Commonwealth
Secretariat. Sharman concludes that a change uhetegy approach, eventually, occurred as
a result of the OECD suffering a loss of institnabstanding.

However, a third factor was undoubtedly the witlkebof support for the Project on

Harmful Tax Practices by the United States in 2&8fddr the change in presidency. In
addition, ten of the tax havens that were targbtethe Project on Harmful Tax Practices are
British overseas territories or dependencies, wtteréJK Foreign and Commonwealth
Office is responsible for their defence and intéoral relations. Despite energetic FCO
action on issues of corruption and governanceUtdas not been prepared to use similar
leverage over its dependencies in relation torforination disclosure.

As noted above, tax transparency then featuredipemtly at G20 summits in Washington
(November 2008), London (April 2009), Pittsburgleg&mber 2009), and Toronto (June
2010). In Washington, tax authorities were taskefidraw] upon the work of... the OECD to
enhance regulatory cooperation between jurisdistiand to address vigorously the ‘lack of
transparency and failure to exchange tax informmatibhe summit in London declared the
era of banking secrecy to be over and agreed ke @ation against non-cooperative
jurisdictions, including tax havens, [and] to dgpganctions to protect public finances and
financial systems.” In Pittsburgh, G20 leaderdfieaed the need for quick progress, stating
that G20 governments ‘...stand ready to use comn&@sures against [uncooperative] tax
havens from March 2010'.

Backed by this political determination, the OECRrrent Tax Agenda, published in June
2010, reports that:
Prior to the London summit in April 2009, the stardk on transparency and
exchange of information published by the OECD i62®ere endorsed by all OECD
member governments, and tax haven jurisdictiongiqusly opposed to exchanging
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information. Since then, the implementation of thiernational tax standard has
progressed rapidly, with almost five hundred infatimn exchange agreements
negotiated between jurisdictions.

In October 2010, a restructured Global Forum metHe first time in Singapore with
representation from all G20 and OECD member statdsall forty-six tax haven

jurisdictions that were identified prior to publita of the 2000 reportThe FATF standards
have also been revised to strengthen global safeégaad further protect the integrity of the
financial system by providing governments with sger tools to take action against financial
crime while. At the same time, these new standartisddress new priority areas such as
corruption and tax crimes (FATF 201ZJax crimes in this context are a “designated
category of offence” and related to both direct antlirect taxes.

The global financial crisis itself has also playgdimportant part. Developed country
treasuries are faced with pressing revenue neeafslar to pay down sovereign debt and to
avoid politically costly welfare cuts. Electoratesve become increasingly critical of the use
of OFCs by corporate executives and their companies

Another driver of change has been the focus bynatenal non-governmental organisations
(INGOs) on “tax justice” as a fundamental issuel@felopment and equity. The first of the
NGO advocacy studies to estimate tax losses waan®¥000) which estimated a loss of
fiscal revenue to developing countries of $38bt988 on the basis of UNCTAD data on
FDI stocks and rates of return. This was update@diyham (2005) to $50bn a year for the
early 2000s. Further work by Christian Aid focussadrade mispricing rather than foreign
investment returns as the source of profit shiftigjng published estimates of mispricing
margins and corporate tax rates and initially estéd a tax loss of $160bn in 2005 to
developing countries (Christian Aid, 2008). A sulpsent study (Christian Aid, 2009) was
more robust technically as it used US and EU tdata to measure profit shifting, to which
the application of a generic corporate tax rat8@per cent generated an estimated
developing country tax revenue loss of some $122p@ar for 2005-7. These estimates have
been widely quoted in government as well as adwocacles — for instance by Norway
(2009).

Last but far from least, the growing institutiolapacity of tax authorities in developing
countries themselves has increased their intaresipturing their full tax base as a feasible
project. This has been helped by OECD and IMF tieaghtraining but two further factors
have been important. On the one hand, during tB@'8@&merging market governments have
become more confident about constructing their eaanomic policies — and less convinced
of the virtues of fiscal austerity — a confidencdycstrengthened by the current global
financial crisis. On the other hand, the deepepindemocratic politics in developing
countries has generated greater voter pressurter-ioformed by civil society organisations
— against tax concessions to both wealthy citizenksforeign investors.

There is, therefore, probably enough internatiagaéement now for the establishment of an
agency to carry out the Zedillo aim of establishiagnechanism for multilateral sharing of
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tax information, like that already in place withire OECD, so as to curb the scope for

evasion of taxes on investment income earned ahrohs would need to be led by the
G20, and build on existing OECD and UN bodies, w&ithnical support from the IMF. It
could start with the construction of normative syss$, followed by monitoring of these

norms. Investigation of cases would only be neegsshere requested by governments
(most likely from the least developed countriesjvbiere disputes between jurisdictions
required arbitration. A suitable title would be théernational Tax Cooperation Agency.
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6. Conclusions

Effective income taxation by developing countrié$ooeign companies operating in their
territory and of their own residents’ overseas t&sse steadily becoming an issue of
international development cooperation rather thas af domestic economic policy alone.
This paper has attempted to establish the siZeegbdtential gains to developing countries
from such coordination, how they might be distrézijtand the nature of the institutional
changes required to make this happen.

The specific findings of the paper are four:

» First, the aggregate scale of the resources potengiadlifable from the taxation of
capital or income hitherto untaxed, based on twudrastable estimates from different
databases, is clearly large in both absolute tamdsn relation to ODA

» Secondthe major requirement for such recovery to bsifda — automatic exchange
of information between tax jurisdictions — is altgan place between OECD
countries; while the negative economic consequefoecesnall island OFCs can be
overcome.

» Third, although the regional and country distributioriha# potential tax resources
corresponds to levels of economic activity (as righexpected), regional
distribution mechanisms through existing institoiavould allow the poorest and
smallest countries to benefit;

» Fourth, the governance implications of tax cooperatiorius scale between rich and
poor countries are considerable and could underpiew model of development
cooperation derived distinct from the discretionsygtem of ODA (itself a fiscal
transfer).

The paper proposes no new tax and no change nates — just the effective collection of
what is already legally established; and can baidened due to developing countries as of
right rather than a donation. None the less, itlmdefined as “innovative finance” for at
least five reasons:

» First, because the sources to be tapped (untaxed falassets held outside the
relevant tax jurisdiction) have hitherto been exeaml in effect unavailable to
developinganddeveloped countries;

» Secondbecause this source of fiscal income would nuelihe negative effect of
other forms of resource transfer to developing teesy because it would form part of
the democratic process of budgetary legislation;

» Third, because it would have a clear redistributivectfiem wealth holders towards
the beneficiaries of social services and publicdgoas do other forms of progressive
income taxation;
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» Fourth, because the resources generated could be usegport global public goods
provision at the regional level, as part of a glat&work of actions such as disease
control or re-forestation.

» Fifth, because the stronger fiscal position resultingifgreater tax revenue, allows
developing countries to create more ‘policy spdgereducing debt and increasing
reserves, and thus manage exogenous shocks froohfimancial markets.

Above all, effective international tax cooperatisauld not require a new, large multilateral
institution because the International Tax CoordaraAgency (ITCA) would not need to
collect tax, but rather regulate the flows betwtenjurisdictions. Any redistribution towards
poorer or smaller countries, would be done throexjkting regional institutions — although
these would not have to channel funds either —gostre agreement on the allocation of
fiscal recovery between member countries. The IT@in could be built on the existing UN
and OECD frameworks.

In sum, international tax cooperation should bensesea vital dimension of international
economic development policy, just as investmentteantk rules have become. The ITCA
would represent a much more sustainable and edpiggibtem of support to economic
development than other potential forms of “innovatilevelopment finance” based on the
traditional donor-recipient relationship of “aidf the construction of new market-based debt
instruments.
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