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Taxation and Mobilizing domestic financial resources 

1. Background 
Domestic resource mobilisation is a trending topic in the financing for development discussions, as it 

should be, because it represents the most sustainable and predictable way for developing countries 

to finance their own development. However there are  significant barriers that developing countries 

face to sustainable domestic resource mobilisation and they have a global dimension in nature.  

Developing countries have a lower tax per GDP ratio, meaning they are farthest from meeting their 

revenue potential (between 15% to 20% compared to 34% for OECD countries on average). 

It is now widely admitted that every nation’s duty to respect human rights requires them to refrain 

from practices that can have an adverse effect in terms of the enjoyment of human rights by persons 

beyond their borders.1 In terms of taxation and human rights, the UN special rapporteur on human 

rights and extreme poverty published a report in May 2014 stating that tax abuses should be seen as 

human rights violations as they deprive other states of development financing.2   

Therefore, states must not undermine other governments’ efforts to mobilize the maximum of 

available resources for financing essential public expenditures and guarantee sustainable 

development3. The IMF is following a similar track when it looks at the ‘spillover’ effects of tax 

policies of certain countries that negatively impact collection of tax revenues especially in 

developing countries4. To ensure governments do not breach international human rights obligations, 

they should therefore conduct impact assessments of the extraterritorial effect of their fiscal 

legislations.   

This is not only an issue between states. The special rapporteur’s report also highlights that 

governments need to align their tax policies with human rights obligations at the national level5.  

Governments should be duty-bound to seek out and exhaust all possible alternatives to budget cuts 

and should refrain from adopting regressive or harmful tax policies, which often fall most on the 

poorest people and prevent the realisation of basic human rights for all and perpetuate poverty and 

inequality.  Equitable and progressive tax systems are critical to the mobilisation of adequate 

domestic resources to finance the delivery of public services.   This is why we believe a rights based 

approach is the appropriate framework to conceive domestic revenue mobilisation policies. 

Developing countries have been unsuccessful to build adequate tax policies and mobilise as much 

resources as advanced economies because of a number of international and domestic factors. 

Among national obstacles, we can list the issue of the informal economy, irrational tax incentives 

granted to large foreign companies to attract investments or weak tax administrations having a low 

collection potential because of lack of resources. However, this chapter will focus more on the 

international obstacles identified that prevent developing countries to raise up to their potential. We 

believe the financing for development discussions will need to address these issues and agree on key 

next steps to seriously bring the DRM agenda forward.  
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2. Profit shifting by transnational corporations, eroding governments’ tax base  
One of the fundamental obstacles to the mobilisation of domestic resources in developing countries 

is the amount of finance leaving these countries untaxed and therefore not contributing to 

government budgets to finance essential public services such as health care and education. 

Globalisation, as well as the outdated global tax rules, has made it possible for transnational 

corporations to avoid and evade taxation on a very large scale, and evidence suggests that 

developing countries are losing more resources due to corporate tax dodging that they receive as 

official development assistance6.  The cost  of corporate tax abuse is probably underestimated 

because of tax secrecy;  recent academic evidence have showed that the share of tax havens in US 

corporate profits made abroad was over 50%.7  This share has increased three-fold since the 1980s.   

In 2012, G20 leaders mandated the OECD to provide guidelines for new rules to tax transnational 

companies and better exchange tax information automatically between countries. At the St 

Petersburg G20 Summit in September 2013, G20 leaders endorsed the OECD action plan on ‘Base 

Erosion and Profit Shifting’ (BEPS) to put an end to practices used by large companies to avoid 

taxation and make profits ‘disappear’.  Leaders affirmed that “profits should be taxed where 

economic activities deriving the profits are performed and where value is created”. Most 

importantly, they insisted on the inclusiveness of the future reform: “Developing countries should be 

able to reap the benefits of a more transparent international tax system, and to enhance their 

revenue capacity, as mobilizing domestic resources is critical to financing development.”  

Reforms on BEPS and automatic information exchange have included “consultations” with some 

developing countries that are not part of the G20, but the actual intergovernmental negotiations 

and decision-making have been taking place within the OECD committee for fiscal affairs and 

without explaining how developing countries’ inputs were taken (or not taken) into account.. Even 

the OECD itself has admitted that its BEPS work does not address some of developing countries’ 

biggest concerns8. 

Therefore, it is very unlikely that the final BEPS outcomes will deliver for developing countries. Either 

because already proposed solutions will not make a big difference to them – e.g. automatic 

exchange of tax information will be conditioned to reciprocity which most developing countries 

cannot commit to – or simply because issues that are of particular relevance for these countries are 

not even being addressed – e.g. like taxation of the extractive sector, tax incentives granted to 

transnational companies or the issue of taxation of profits at source or in the residence country of 

the multinational.  

In margin of the IMF and World Bank Annuals meeting in October 2014, the Ministers of Finance 

from DRC and Cameroon, speaking on behalf of African francophone countries, highlighted that: 

The global tax system is stacked in favour of paying taxes in the headquarters countries of 

transnational companies, rather than in the countries where raw materials are produced. 

International tax and investment treaties need to be revised to give preference to paying tax 

in “source” countries. [Low-income countries] need help to revise their tax codes to eliminate 

exemptions; renegotiate bilateral tax and investment treaties; and resist a “race to the 

bottom” through harmful competition to reduce direct taxes.  
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Having only received limited information on the process and having barely been ‘consulted’, 

developing countries have not been granted a voice to participate on an equal footing in a tax 

reform that will affect us all.  The promise made at Monterrey to “Strengthen international tax 

cooperation … giving special attention to the needs of developing countries and countries with 

economies in transition” has not been met. 

3. The lack of a truly global framework to reform international tax rules 
As described above, the OECD’s BEPS process may include all G20 countries that represent 85% of 

the global GDP but it still excludes more than a third of the world’s population, whose governments 

barely had a say on how they believe multinationals should be taxed. And this has been the case for 

as far as we can remember, as recently highlighted by the UN Conference on Trade and 

Development: 

 “Because these initiatives are mostly led by the developed economies – some of which 

themselves harbour secrecy jurisdictions and powerful TNCs – there are risks that the debate 

will not fully take into account the needs and views of most developing and transition 

economies. It will therefore be important to give a more prominent role to institutions like the 

United Nations Committee of Experts on International Cooperation in Tax Matters, and 

consider the adoption of an international convention against tax avoidance and evasion. A 

multilateral approach is essential because, if only some jurisdictions agree to prevent illicit 

flows and tax leakages, those practices will simply shift to other, non-cooperative locations.”9 

The UN’s work on tax related issues has been handled by the UN Committee of Experts on 

International Cooperation in Tax Matters (UNTC). While the committee provides valuable advice and 

recommendations, it is by nature an expert committee – not an intergovernmental committee – and 

therefore not able to lead intergovernmental negotiations. Moreover, the committee’s work is 

severely constrained by its lack of resources and its lack of recognition by many countries as the 

standard-settler on international tax rules.   

In her 2014 report10, the UN special rapporteur on human rights and extreme poverty recommended 

that states should upgrade the committee “to intergovernmental status”. The recognition of the 

need to involve developing countries in the development of global tax standards dates much further 

back. For example, the 2001 “Zedillo-panel”11 recommended the establishment of an “International 

Tax Organization”.  The G77 has also repeatedly proposed12 that the UN expert committee be 

upgraded to an intergovernmental body, most recently at ECOSOC’s special event13 on tax matters in 

June 2014. In a press statement in October 2014, finance ministers from DR Congo and Cameroon 

pointed out that: “Consultation by the IMF and OECD cannot be sufficient: [low-income countries] 

need an equal seat at the table, which would best be provided by a high-level meeting under UN 

auspices, as part of the Financing for Development conference in July 2015”. Developing country 

interests need to be included when setting global tax standards and this can only be done if an inter-

governmental body is set up during the FFD Conference in July 2015. 
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4. Fighting the proliferation of tax havens and regressive tax advises by international 

institutions 
The lack of a common agenda for international cooperation in tax matters is costing all governments 

vast amounts of resources, which could have been allocated to sustainable development. The fact 

that certain countries become tax havens or adopt ‘tax-haven’ like practices, guarantying anonymity 

to tax dodgers or very low or zero tax rates on their incomes or wealth creates huge incentive for 

wealthy people or large companies to use existing loopholes and hide their money offshore.  

One study showed that tax treaty abuse in the Netherlands resulting from abusive bilateral tax 

treaties has led to foregone corporate tax revenue of €770 million for developing countries in 

201114.  Similarly IMF calculations suggest that US tax treaties cost their non-OECD country 

counterparts as much as $1.6 billion in 2010.  And treaty abuse is only one item in a long list of 

abusive tax practices countries can develop.  

In a recent study on spillovers in international corporate taxation – meaning the impact of corporate 

tax policy by a government on other countries - the IMF highlighted that: “The spillover base effect is 

largest for developing countries. Compared to OECD countries, the base spillovers from others’ tax 

rates are two to three times larger, and statistically more significant. The apparent revenue loss from 

spillovers, relative to a benchmark akin to source taxation, is also largest for developing countries.”15  

In other words, developing countries are the biggest losers from tax havens’ behaviours.  

The international community should urgently think of remedy measures to counter the negative 

impact tax havens have on the mobilisation of domestic resources in developing countries. Only 

global and strong political pressure, as opposed to today’s technical or fragmented approaches, will 

have a real impact on tax havens. It is time for each country to conduct assessments – with  a human 

right based approach – on the domestic and extraterritorial effects of their tax policies, in order to 

reduce abusive legislations, policies and practices.   

Similarly, it will be important for the IMF and the World Bank to conduct independent assessments 

of their policy advices to developing countries, to ensure they promote the mobilisation of domestic 

resources in a progressive way and in line with the fulfilment of human rights for all.  Despite a 

growing body of evidence that fair tax policies are key to tackling poverty and inequality16, 

international agencies such as the IMF and the World Bank have only started to recognise that fair 

and equitable tax policies are critical to poverty reduction,17 but have been criticized for not walking 

the walk in terms of actual policy advice18.   This is evident, for instance, in the case of Bangladesh 

where the IMF is holding back its loans until the government passes a VAT law which is at risk of 

deepening poverty and inequality in the country19. 
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5. Recommendations 
Truly global cooperation is the only way to solve the problem of illicit financial flows and effectively 

combat international tax avoidance and evasion, to stem out abusive tax laws, policies and practices, 

which prevent developing countries to mobilise sufficient domestic resources to finance their own 

development. Our key recommendations are:  

 Recognise that the current international tax reforms will most likely not deliver promising 

changes for developing countries and therefore a complementary and more inclusive 

approach is necessary to reform the broken international tax system.  

 To this end, establish a new intergovernmental body on international cooperation in tax 

matters under the UN auspices and provide the resources necessary to allow the body to 

operate effectively. The existing UNTC can be maintained as a subsidiary body of experts 

providing technical advice to the political process of intergovernmental negotiations. The 

mandate for a new intergovernmental tax body must include work around abusive tax laws, 

policies and practices that prevent other countries from collecting revenues towards 

meeting their human rights commitments.  This includes work concerning base erosion and 

profit shifting, tax and investment treaties, tax incentives, taxation of extractive industries, 

beneficial ownership transparency, country by country reporting, automatic exchange of 

information for tax purposes, alternatives to the “arm’s length approach”. 

 Encourage developing countries to adopt short-term and collective measures against tax 

havens’ practices, as an alternative to the currently broken tax system, as they are most 

affected by tax dodging generally. 

 Call on the IMF and the World Bank to conduct independent assessments of their tax advices 

to developing countries, to ensure they promote the mobilisation of domestic resources in a 

progressive way and in line with the fulfilment of human rights for all. 

 Integrate national human rights frameworks in assessing abusive tax practices both on the 

national and international level in order to constantly monitor the revenue constraints 

concerning the progressive realisation of human rights.  Investigate and report on the 

enforcement of economic and social rights at the international level including women’s 

rights (such as through the Optional protocol to the Covenant on Economic, Social and 

Cultural Rights) and at the regional and domestic level through the courts, and national 

human rights institutions. 


