1  Session objective

Governments in Asia and Pacific require more public revenue in order to provide
more and better educational and public-health services, better security and justice,
improved infrastructure and other public goods. The need for these public goods
generally increases with economic growth and greater urbanization. The Governments
of economies of the region that have low tax-to-GDP ratios, face difficulties in
meeting these needs. Furthermore, taxes are currently not used to reduce public
bads (negative externalities) nor to increase adequately socioeconomic equality. In
this context, governments need to rationalize granting subsidies to ensure greater
fiscal resources for social spending, such as on a universal education and health
care or to protect the environment. For that purpose, member States are discussing
a proposal to set up an Asia-Pacific tax forum for sustainable development. The
objective of this session is to discuss how such a forum could best help countries
in the region improve the fairness, transparency, efficiency and effectiveness of their
tax systems, including through learning from each other and collaboration, which,
in turn, would help enable them to set up establish mechanisms for knowledge
and technology transfer to support the implementation of the 2030 Agenda for
Sustainable Development.

2 Background

Significant potential for increasing tax revenues in the Asia and the Pacific exists.
Tax revenue collection among the developing countries of the region is low, not only
when compared with developed regions or countries, such as the European Union
or the United States of America, but also compared with other developing regions.
In 2012, the average tax-to-GDP ratio in Asia and the Pacific was only 14.8 per cent
of GDP for central Government revenues, compared with 17.1 per cent of GDP in
Latin America and the Caribbean and 16.3 per cent in sub-Saharan Africa. In the
same year, the average tax revenue of the general Government was 16.9 per cent of
the GDP for the region’s developing economies, compared with 24.2 per cent for its
developed economies.

The number of registered taxpayers as a percentage of the population in the
developing countries of the region is low. Lack of registered taxpayers is particularly
pronounced in South Asia, where less than 3 per cent of the population pays taxes
in India, Bangladesh and Pakistan. The number of registered taxpayers in the
Philippines nearly doubled between 2007 and 2014, from 13.47 million to 24.87
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million, however, this only represents 25 per cent of the population. Similarly in Indonesia, even though
the number of registered taxpayers nearly tripled between 2008 and 2013, from 10.68 million in 2008 to
28 million in 2013, it represents only 11 per cent of the population. In Malaysia, the number of registered
taxpayer in 2012 was 6.96 million, representing 23 per cent of the population.

The region’s rapid urbanization has also resulted in the need to strengthen municipal financing. In general,
subnational governments are increasingly expected to deliver important and costly public services and have
some discretion in deciding how and to what extent they will do so.

Tax revenues can be low for a number of reasons. While low capacities of tax administrations play an
important role, a major concern in the Asia-Pacific region is low tax bases. In many countries, large parts
of the economy, such as the agriculture sector, are exempt from taxation. In addition, widespread tax
avoidance and tax evasion are eroding tax revenues. It is, therefore, not surprising that the Asia-Pacific
region accounted for more than 60 per cent of all illicit financial outflows globally, including tax evasion, from
the developing world between 2001 and 2010.

There is a significant potential to boost tax collection in the Asia-Pacific region. Several countries in the
region could increase their tax revenues by 5 per cent of GDP or more. ESCAP has estimated that tapping
the tax potential of 17 Asia-Pacific economies would increase tax revenues by more than $440 billion.

3 Policy issues for discussion

To increase their tax revenue collection, developing countries need to improve the effectiveness of their tax
administrations, rationalize tax rates, scale down tax expenditures and introduce mechanisms for curbing
tax evasion. The proposed Asia Pacific tax forum on sustainable development could serve as a platform
for tax administrators, officials and experts to share best practices in tax policies, tax administration and
tax reforms, and must be supported by regional cooperative mechanisms, through innovative financing,
knowledge and technology, and capacity building, including through “financial assistance”.

To promote tax policies and practices that support inclusive growth and sustainable development, countries
in the region need to develop progressive tax systems and apply environmental taxes, such as those levied
on fuel. Additionally, other ongoing tax reforms, such as base-broadening and unification of the value-
added taxes, can be further used to support entrepreneurship and employment generation.

To discuss and coordinate positions in new international tax standards and practices, an open and
transparent regional forum would be important for helping developing countries, including least developed
countries, to better engage in matters of international tax cooperation. The region tends to not be active
enough in international tax discussions, such as those pertaining to Base Erosion and Profit Shifting (BEPS),
which require global consensus to be effective. In particular, small developing countries in the region have
generally been very passive in global negotiations on the tax reform agenda and the development of
new international tax standards, even though the outcomes from those discussions may have profound
implications on their tax practices.

To ensure adequate and sustainable municipal financing to support urbanization, a serious rethinking of the
existing systems and policies related to expenditure assignment and management, municipal government
revenue generation and intergovernmental transfers is needed. There is substantial scope for sharing
experiences and best practices with respect to intergovernmental transfers, tax decentralization and
issuance of municipal bonds. The new forum could serve as a key capacity-building and peer-learning
platform for policymakers in these areas, with support from a network of renowned external experts.

To address harmful tax competition, there is scope for countries to enter into voluntary discussions to
avoid harmful tax competition and maintain the integrity of the tax base. Corporate income taxes are more
important for developing countries than developed countries; however, the effectiveness of tax incentives is
unclear, as empirical studies suggest that these incentives cannot serve as a substitute for a good business
environment. While certain incentives to attract investment to priority sectors or locations may be necessary,
offering investment incentives can also be costly and counterproductive if the fundamentals of the potential
investment fail to meet the requirements of serious investors.



Possible Questions

* How can the proposed Asia-Pacific tax forum for sustainable development support countries in
the region most effectively for implementing the 2030 Agenda for Sustainable Development?

* What policy reforms are needed to mobilize additional public resources and promote the
integration of the economic, social and environmental pillars of sustainable development?

e What actions should countries undertake, especially those that have single digit tax-to-GDP
ratios, to enhance their collection of revenues?

* Has your country recently instituted reforms aimed at directly supporting sustainable
development?

¢ With the growing spending needs of municipal governments to support the region’s rapid
urbanization, what do you think would be the best policy tools to strengthen their fiscal
positions to provide essential urban infrastructure and public services?

e What is your view on the five selected areas of focus of the Asia-Pacific tax forum?

e What additional areas should the forum cover?
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objectives of the session and moderate the discussions. The speakers in
the panel discussions will be kindly requested to limit their interventions
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