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Editorial

Alvin Mosioma

Welcome to the Inaugural Issue of
the TJN-A newsletter. From now
on, you will receive on a quarterly
basis information about the tax
justice campaign and related
events from the African continent.

Who are we?

The Tax Justice Network - Africa
was launched at the World Social
Forum in Nairobi in January 2007
and is part of the international Tax
Justice Network. TJIN-A aims to
promote socially just, democratic
and progressive taxation systems in
Africa. We advocate for tax sys-
tems which are favourable to the
poor and finance public goods.
The purpose of our initiative is to
mainstream tax justice in the eco-
nomic discourse in Africa. We pro-
vide a platform dedicated to ena-
bling African researchers, cam-
paigners and policy makers to co-
operate in the struggle against il-
licit capital flight, tax evasion, tax
competition and other harmful
trends in tax policy and practice.

Why is taxation so important to
Africa?

Taxation has long been neglected
in the discourse on development
and poverty eradication in Africa.
Many perceive it to be a complex
issue that should rather be left to
experts. However, taxation plays
an important role in providing the
necessary resources to finance de-
velopment. Aid and other external

forms of funding have often proved
to be unreliable and many rich
countries fail to honor their fund-
ing commitments. There is need to
explore alternatives and more re-
liable sources of financing develop-
ment. Following this trend, taxa-
tion is becoming a central issue in
development discourse. Domestic
resource mobilization, and tax spe-
cifically, have been recognized as
an effective instrument to gener-
ate resources to invest in much
needed infrastructure and enable
government provide essential ser-
vices such as healthcare, education
and water.
Financing government programmes
through local resources provides
African governments with the pol-
icy space to develop their own de-
velopment priorities. Reliance on
local resources as opposed to de-
pendency on Aid and other exter-
nal financing sources can increase
government responsiveness to the
needs of citizens and enhance gov-
ernment accountability. Therefore
taxation also contributes to
strengthening democratic institu-
tions and structures by establishing
a relationship between the state
and its citizens.

What are the issues?

TJIN-A’s efforts are aimed at high-
lighting the link between taxation
and development. In the domestic
sphere, we strive to ensure that
tax policies are geared towards
addressing  poverty challenges.
Considering the huge inequalities
that characterises some African
countries, taxation is an effective
tool to ensure that there is equita-
ble distribution of resources.

This demands that tax policies are
progressive and that the tax bur-
den is fairly shared among the dif-
ferent income groups. A tax policy
framework in which the wealthy do
not pay their share of taxation
means that the poor carry the lar-
ger burden and this encourages
further inequality. It is also com-
mon knowledge that several Afri-
can countries are endowed with
many resources which, if well
taxed would generate the neces-
sary funds to finance development.
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However less known is that a num-
ber of multinational corporations
(MNCs) operating in Africa - and
particularly those involved in ex-
tractive sectors- use creative tax
planning to minimise their tax obli-
gations. Through mechanisms like
transfer pricing, they are able to
shift their profits to lower tax re-
quirement jurisdictions including
tax havens and therefore deny
those countries their rightful share
of benefits.

Additionally, efforts to attract for-
eign direct investments have lead
to many countries offering a wide
range of tax incentives including
tax holidays. This practice has set
off what can be termed as a race
to the bottom where countries are
competing for FDI at the cost of
immense revenue losses.
Furthermore, many institutions
responsible for domestic resource
mobilisations in Africa are faced
with severe capacity constraints.
Many revenue authorities do not
have the necessary instruments,
resources and capacity to deal ef-
fectively with the operations of
globally active multinational cor-
porations that operate in their
countries.

Beside, the existing global finan-
cial architecture has played a sig-
nificant role in hampering domes-
tic resource mobilisation efforts in
Africa.

Particularly significant is the role
played by secretive tax jurisdic-
tions including tax havens. Because
of the opaque nature of their op-
erations, they encourage irrespon-
sible MNCs and wealthy individuals
to hide taxable incomes from con-
cerned revenue authorities. Previ-
ous research indicates that Africa
has lost up to 604 billion USS in the
last 35 years due to capital flight.
For every dollar that flows into
Africa through external borrowing,
80 cents flow out in the same pe-
riod. It is this phenomenon that
leads to the characterization of
Africa as a net Creditor to the
world.

What is our campaigh agenda?

To address the challenges men-
tioned above will require policy
changes at national, regional and
global levels. At global level, TJN-
A supports the campaign to make it
a requirement for MNCs to present
their financial accounting opera-
tions on a country by country basis.
Country by Country Reporting
would increase transparency and
strengthen the ability of different
stakeholder including revenue au-
thorities, parliaments, civil society
organisations to identify tax abuse.
At regional level, TJN-A calls for
tax harmonisation policies aimed
at discouraging harmful tax compe-
tition practices.

Lastly, at the domestic level, ef-
forts should be made to set pro
poor tax policies. While efforts to
widen the tax bracket should be
lauded, there is need to ensure
that the burden of taxation is
shared equitably.

What about our Inaugural Issue?

The TJN-A newsletter aims at in-
troducing the reader to different
subjects related to taxation. To
give an insight into the wide field
of topics this issue presents arti-
cles which highlight different as-
pects: corruption in Africa and how
to tackle it, asset recovery, tax
justice in the extractive sector and
domesticating the global tax
agenda. We further provide you
with some news from the TJN
global community and announce
some important upcoming events.
We take this opportunity to thank
all the contributors to this issue.

We welcome articles for our next
newsletter which can be sent via
email to TIN-A until the 10th of
March 2010. Furthermore we ap-
preciate any suggestions on issues
you would like to hear more about
in the next edition.

Alvin Mosioma, Coordinator TJN-A
infoafrica@taxjustice.net

The Ghana Report

Taxation and Development in Ghana: Finance, Equity and

Accountability

What is the relation between taxa-
tion and development? Is revenue
collected equally from all resi-
dents? Why should companies be
given tax concessions? These and
other questions are raised by this
Tax Justice Ghana report, which
focuses on the ways in which the
tax system and revenue collection
can be linked to ongoing poverty
reduction efforts. The report

demonstrates that domestic re-
sources, not loans nor aid, is the
largest missing piece in reaching
developmental goals.

Revenue mobilisation is at the top
of government agenda, with
budget deficit to reach 11% in
2008. There are areas where reve-
nue collection could be improved,
for instance, taxing property and
rental income could raise an

additional 1-2% of GDP in taxes,
while also increasing the transpar-
ency in land tenure.

Ghana’s investment policy relies
heavily on tax holidays, while seri-
ous efforts to monitor and evaluate
their benefits are lacking. Compa-
nies often receive a 10-year tax
holiday when establishing in the
Free Zones. The whole regime of
Free Zones needs urgent review in
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Ghana, as for instance, it has been
found that 72% of forestry turnover
is subject to Free Zone status.

Extractive industries account for
4.6% of Ghana’s GDP, while con-
tributing approximately 3% of gov-
ernment revenues. Utilising exist-
ing provisions, royalties could be
set at a higher rate, and income
taxes could be collected from ex-
patriate workers. In the forestry
sector, one sample indicated that
firms paid income tax equal to
0.2% of turnover, due to under

reporting of profits and Free Zone
status. Tax losses in the forestry
sector are estimated at 0.5% of
GDP.

The establishment of an Interna-
tional Financial Services Centre
(IFSC) in Accra presents major
risks: tax concessions may be en-
joyed by Ghanaian residents as
well as foreign nationals, secrecy
provisions may hamper Ghana’s
efforts in fighting corruption and
illicit drug trade. Benefits need to
be weighted with costs and risks.

While there is much talk about fu-
ture oil revenues, they cannot be a
basis for current expenditure as
recent oil price fluctuations dem-
onstrate. Oil will not solve the
revenue raising problems of the
nation - rather a broad-based and
well-enforced tax system will
tackle the budget short falls.

Click here for full report:

http://www.taxjustice.net/cms/

upload/pdf/
Ghana_0906 Report_printer_friend

ly.pdf

Breaking the Curse

How Transparent Taxation and Fair Taxes Can Turn Africa’s
Mineral Wealth into Development

December 2008 saw a ‘perfect
storm’ hit international metal
prices, bringing the five-year inter-
national metal price boom to an
abrupt end. The combined collapse
in demand for metals and sharp
drop in the demand of institutional
investors for commodity-based as-
sets have slashed copper prices by
up to two thirds, and gold prices
by up to a third from their peaks in
July 2008.

The metal price bust has dealt a
blow to the mining tax reforms
undertaken in a few mineral-rich
African countries in the past two
years. Emboldened by the metals
price boom, governments in Zam-
bia, Tanzania, South Africa and the
Democratic Republic of Congo have
amended their mining tax legisla-
tion or contracts with mining com-
panies to increase the revenue
they collect from mining rents.
They did so partly under public
pressure - African citizens have
been all too aware that while the
good times were rolling’ for the
global mining industry, they saw no
increase in mining tax revenue to
governments or spending on their
basic development needs.

The poor balance sheet of mining
tax revenue in times of record high
metals and minerals prices has
motivated African and

and international nongovernmental
organizations to collaborate in
commissioning a study on mining
taxation and transparency in seven
African countries. The countries
are Ghana, Tanzania, Sierra Leone,
Zambia, Malawi, South Africa, and
the Democratic e

Republic of
Congo (DRC).
Each country
study examined
past and present
mining tax laws,
tax rates, and
the forces driv-
ing tax changes,
and compared .
the tax terms of mining
contracts with national
tax laws.

The central argument made by the
report is that African governments
have not been able to optimize the
mining tax revenue due to them
before the 2003 to 2008 price
boom; neither have they been able
to capture the anticipated wind-
falls during the price boom. This
argument is grounded on two main
reasons: (i) Mining companies oper-
ating in Africa are granted too
many tax subsidies and concessions
(ii) There is high incidence of tax
avoidance by mining companies
conditioned by such measures as

secret mining contracts, corporate
mergers and acquisitions, and vari-
ous ‘creative’ accounting mecha-
nisms. These two factors coupled
with inadequate institutional ca-
pacity to ensure tax compliance
contribute in a large measure to
.. diminish the

| tax revenue
l due to African
governments.
In turn, they
« diminish the
contribution of
mineral re-
source rents to
national devel-
opment. This

Diamond miner, Sierra Leone explains the high

preponderance of
income poverty indicators in min-
eral endowed African countries and
communities in mining areas. To
reverse this trend and ensure the
maximization of mining tax reve-
nue for national development the
report recommends reforms of
policies, laws, and institutions that
govern the financial payments
made by mining corporations to
national governments.

Click here for full report:

http://www.taxjustice.net/cms/
upload/pdf/TJN4Africa_0903
breaking the curse_final text.pdf




first quarter 2010 volume 1

TJIN-A newsletter

Recovering African Wealth: Deterring
Corruption and Financing Development

Corruption “is like drinking or
sucking your brother's
blood” (Armando Guebuza, Presi-
dent of Mozambique).

Corruption is an umbrella term
used to refer to the abuse of public
office for personal gain. The main
direct effect of cor-

The mainstream literature on cor-
ruption has focused on one aspect
of the problem known as the de-
mand side of corruption. This side
involves corrupt officials taking
bribes in order to provide services
or misusing public funds for per-
sonal gain. This focus has created a
situation whereby, ac-

ruption is an in-
crease in poverty

levels because cor- Corruption “is like
robs the drinking or sucking your

ruption

country from reve- brother's blood”
nue which could

have been

neled to social and Mozambique
development  pro-

chan- Armando Guebuza, President of

tions both from na-
tional governments and
international organiza-
tions have designed
preventive and correc-
tive measures to curb
mainly that side.
However, the supply

jects and makes

citizens pay for services which they
were supposed to get free of
charge. Corruption has also indi-
rect effects on the social and po-
litical fabric of the affected coun-
tries such as undermining eco-
nomic growth and weakening the
governance structure of the coun-
try. Corruption in Africa has been
presented by some analysts as be-
ing part of the culture and there-
fore very hard, if not impossible to
eradicate. However, if it is the
African culture which is the cause
of corrupt practices in Africa, then
that culture is shared by western
societies where financial secrecy
jurisdictions are found.

Although it is not easy to measure
the effects of corruption, some
figures can help understanding the
level of the problem. According to
estimates from the World Bank and
the United Nations Office on Drugs
and Crime, 25 percent of the GDP
of African states is lost to corrup-
tion each year, amounting to $148
billion. The amounts of money lost
through corruption sound enormous
but they become astonishing when
they are compared to what for ex-
ample Africa receives in foreign aid
(estimated at $25 billion per year
in 2005).

side of corruption is
equally guilty as it provides corrupt
officials with means of storing
their illegally accumulated wealth
without being apprehended by
their national judicial systems.
There is need for an integrated
approach to tackle the two sides
concurrently.

“The Stolen Asset Recovery Initia-
tive can foster greater cooperation
between developed and developing
countries -
and between
the public and
private sec- =
tors - to en-
sure that
looted assets
are returned
to their right-
ful owners. It
is, of course,
also essential
that the re-
covered assets
be utilized
wisely.” (Ban
Ki Moon, UN Secretary General).

Asset recovery also known as sto-
len asset recovery refers to efforts
made by governments to try and
repatriate assets acquired through
corruption and hidden in foreign
jurisdictions. It is a fairly new ini-

25 percent of the GDP of African states is lost to
corruption each year, amounting to US$ 148 bn

tiative. The campaign to recover
assets stolen from the Jews by the
Nazi Regime (which started in
1997) is the first commonly known
success story.

A ‘success story’ of asset recovery
for Africa is the case of former Ni-
gerian President Sani Abacha. Dur-
ing the five years he spent in office
(1993-98), considerable amount of
public wealth was sent to foreign
bank accounts and mainly Swiss
banks. After his death, during the
term of Olusegun Obasanjo, the
government of Nigeria undertook a
campaign to recover the wealth
stolen by Sani Abacha. The govern-
ment of Nigeria ultimately entered
into a deal with the Abacha family
allowing them to retain US $100
million as the latter allowed US
$500 million to be sent back to the
government of Nigeria. Beyond the
African continent, one famous case
is the one where US$624 million
were recovered by the Philippines
from Ferdinand Marcos’ Swiss bank
accounts in 2004.

recovery involves several
N steps mainly
tracing the
assets, freez-

Asset

challenges

f encountered
7 in the proc-
ess are: the
. lack of politi-
cal will from
the requested
governments;
the concern that the recovered
funds could be embezzled again
(this has been dealt with in the
past by channeling the recovered
assets to development project,
with the supervision of a neutral
body such as the World Bank); the
issue of separating stolen from
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legally acquired assets (this can be
solved by checking the sources of
revenue of the person being inves-
tigated and assessing what is the
reasonable amount of assets he or
she could have accumulated within
a specific period of time); and fi-
nally, structural issues such as dif-
ferences in legal systems and the
lack of legal expertise to under-
stand the judicial process accom-
panying the initiatives.

Asset recovery can be a strong de-
terrence to corruption. Recent in-
stitutional frameworks such as the
Stolen Asset Recovery Initiative
and legal ones such as the United

Nations Convention against Corrup-
tion and the African Union Conven-
tion on Preventing and Combating
Corruption will give a strong backing
to the initiative.

Corrupt practices undermining de-
velopment in Africa involve actors
both from Africa and beyond.
Therefore, the global structures
which offer banking secrecy to ille-
gal funds from corruption should be
fought with the same energy used to
fight corrupt African officials. Asset
recovery can indeed tackle both
sides of corruption concurrently.
However, for the initiative to be
successful there is need for a global

action that will include: a strong
political will and legal reform not
only in developed but also develop-
ing countries; a prompt and posi-
tive response from countries where
stolen assets are hidden; a global
cooperation to ensure that new
financial havens do not replace the
existing ones and developing coun-
tries receive the legal support they
need.

Sandra Kidwingira, Assistant Coordina-
tor TIN-A

Tax justice in the extractive sector in Tanzania

Policy Forum, a network of over 90
civil society organisations in Tanza-
nia, is currently doing advocacy for
tax justice in the extractive indus-
try sector as part of playing its role

quantities of oil have yet to be
brought on-line.

Despite this well-recognised poten-
tial for the mineral sector to play a

in the country’s review
of the mining sector

policy and legal frame- Gold has a potential
fortune of USS 39
billion for Tanzania

work.

Recognising that Tan-

huge part in the rapid
economic growth of the
country, there have
been concerns that it
has not contributed
enough to the improve-

zania is endowed with
a number of minerals which in-
clude diamonds, gold and the
unique gemstone, Tanzanite all
which have great potential to in-
crease tax revenues, the network
is collaborating with other like-
minded groups to mobilise civil
society in the country to demand
greater accountability of govern-
ment and parliament as they make
their policy choices on the matter.

Mining accounts for about 3.2% of
Tanzania's GDP and 3.6% of its to-
tal tax revenues. Gold represents
about 90% of these mineral ex-
ports. The petroleum sector is
dominated by natural gas, of which
there are currently two producing
fields. Interest in Tanzania’s oil-
production potential is high, and
Tanzania has licensed out explora-
tion rights to various on- and off-
shore blocks, but commercial

ment of lives of the
poor, particularly those in local
communities where the mines ex-
ist. At current prices, for instance,
gold has a potential fortune of US
$39 billion for Tanzania.

The net result of the

The fact that the mining contracts,
or development agreements have
been kept out of the public arena
has only exacerbated matters.

In recent years, the extractive in-
dustries have taken centre stage in
public fora and in response to the
latest round of mounting public
and parliamentary pressure, the
Tanzania Government has directed
a commission headed by Justice
Mark Bomani, (commonly referred
to as ‘the Bomani Commission’), to
review the subsisting mining devel-
opment agreements. The report
pinpointed areas of weakness,
conflicts of responsibilities in the
regulatory

tensions between the
significant financial
success of the mining
companies on the
one hand and the
questionable socio-
economic impact of
mining activities on
the other, has made
the sector unsurpris-
ingly controversial.

; troversial.
Many Tanzanians be-

The net result of the tensions
between the significant finan-
cial success of the mining com-
panies on the one hand and
the questionable socio-
economic impact of mining ac-
tivities on the other, has made
the sector unsurprisingly con-

framework,
lack of back-
ward and for-
ward linkages,
generous tax
exemptions,
instances of
tax evasions,
transfer pric-
ing, as well as
secrecy around
negotiated

lieve the current
mining sector envi-
ronment provides a disproportional
share of the benefits of exploita-
tion to international companies.

contracts. By
means of illus-
tration, tax exemptions on fuel
import implied a loss of revenues
of 32 million USD, which is far
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greater than the 23 million USD
earned by the government in royal-
ties.

The Bomani process and the ap-
proval of the final report carried
with it a series of encouraging de-
velopments and opportunities that
might go a long
way in helping
Tanzania truly o
benefit from its = C
extractive in-

dustries. These -
include moves -
to establish a ;
new mining law .:— “*kf
and Policy; Tan- |
zania being ac-
cepted as an

EITI candidate
country; and a renewed assertive-
ness of Parliament whereby key
committees have proactively inves-
tigated the limited financial bene-
fits stemming from signed con-
tracts.

Civil society has hence decided to
take advantage of these

i

Mining accounts for about 3.2% of Tanzania's
GDP and 3.6% of its total tax revenues

developments to pressure for bet-
ter tax justice in the extractive
sector.
In recent years, faith-based groups
have become the most outspoken
civil society voices on extractives.
A platform comprising of the Is-
lamic Bakwata
(Istamic Council of
Tanzania), the
Catholic Episcopal
- Conference and
the Council of
’ Protestant
— Churches has been
particularly active
on issues of extrac-
tive industry gov-
ernance. They have
funded a series of
activities ranging from visits to
mining communities, media ap-
pearances, the production of a re-
port and a documentary, both enti-
tled “A Golden opportunity”, to
denounce the meagre revenues
earned from the mining sector and
the negative socio-economic and

environmental repercussions en-
dured by communities in mining
districts. Within the Council of
Churches a standing committee on
economic justice has been created
to work on extractives.

On its part, Policy Forum is col-
laborating with the Revenue Watch
Institute (RWI) to assist Members
of Parliament to enhance their
oversight role in the extractive
sector. This initiative also includes
building the capacity of civil soci-
ety and the media on the issue. It
is hoped that with the baseline
knowledge, intellectual resources,
the beneficiaries of the interven-
tion will be able to effectively
oversee the executive’s manage-
ment of the extractive sectors.

Semkae Kilonzo, Coordinator Policy
Forum, Tanzania

Gingerbread Havens - Cannibalized Economies

It could be said that the Brothers
Grimm wrote both fairy tales and
nightmares at one and the same
time. In such tales, Hansel and
Gretel, innocent children aban-
doned in the woods at the behest
of their stepmother, stumble on a
delicious, edible cottage inhabited
by a cannibalistic witch. Though
they eventually outwit the witch,
finding their way home, the moral
of the story, as it relates to
"toddler” or developing economies
is clear: gingerbread cottages and
idyllic countries-cum-tax havens
such as Switzerland, serve as bases
where the young are cannibalized,
deposited by "fathers” of the na-
tion and "parent” corporations.

According to Global Financial In-
tegrity, $900 billion is "secreted"
each year from underdeveloped
economies, with an estimated

$11,5-trillion currently stashed in
havens. More than one quarter of
these hubs belong to the UK, while
Switzerland "washes" one-third of
global capital flight. "The idea that
Switzerland has a clean economy is
a joke; it is a dirt-driven econ-
omy," stated Richard Murphy, di-
rector of Tax Research LLP. The
Swiss Bankers Association claims
that four-fifths of the

the UK as the least corrupt nations
in the world. Despite this, the de-
velopment model justified on the
basis of outstanding debt continues
to impose structural injustice via
the "debt cancellation” trap of the
Heavily Indebted Poor Countries
initiative, where cancellation is-
more or less postponed until the
satisfaction of completion points,
instituting secrets

nation supports bank-
ing secrecy, revealing
a society deeply em-

bedded in a culture of

tion, where the licit
acts as a shield pro-

tecting the illicit in a ments,

“Corporations prefer
weak governments
that are anxious to
impunity and exploita- secyre investments,
and despotic govern-

memorandums of agree-
ment, subsidies to for-
eign corporations and
massive tax concessions
(such as income tax,
usage fees, property
tax) the primary source
of revenue for "export-

terribly respectable
manner.

Transparency International's cor-
ruption perception index limits
corruption to the "abuse of en-
trusted power” by Third World gov-
ernments, rating Switzerland and

oriented" developing
countries. "Corporations prefer
weak governments that are anxious
to secure investments, and des-
potic governments,"” said John
Christensen, founder of the Tax
Justice Network and former eco-
nomic advisor to Jersey, one
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of the UK's leading "crown depend-
ency” havens. "Although multina-
tionals influence the shape of
global trade and investment by
structuring trade in corrupt and
secretive ways, these issues are
generally marginalised during trade
negotiations.”

"Hydrocarbon con-

competition is the only agent of
productivity for governments it is
the only competition they have".
Yet it is impossible to ascertain the
origin and destination of capital
flight as the international financial
community successfully lobbied to
have automatic exchange of tax
information scrapped

tracts in particular
are very secretive,
especially with re-
gards to taxation,
and it is difficult to
get evidence of pay-
ment, with many po-
litical parties and
politicians receiving

When it comes to tax
receipts and tax deals,
the powers that be are
only too happy to be-
come Sicilian and go
the path of Omerta.

from the IMF's Article
of Agreements, immu-
nizing corporate and
Third World corrup-
tion. Though Africa has
been labeled as the
world's most corrupt
region, generally 3% to
5% of total outflow

payment on the

side,” he said. When it comes to
tax receipts and tax deals, the
powers that be are only too happy
to become Sicilian and go the path
of Omerta. It's simply not in their
interest to repudiate odious debt,
the midnight piggy bank of the Big
Shiny Men (with fat wallets, fatter
armies and the fattest of heads).
In 2006, developing regions owed
$3,7 trillion in "odious" debt, ser-
vicing more than $570 billion per
annum. An analysis by economist
James Henry revealed that more
than $1 trillion worth of loans
"disappeared into corruption-
ridden projects or was simply sto-
len outright”.

Tax havens, of course, are all in
favour of it. According to Swiss
banker Jacques de Saussure, "tax

emanates from the
political elite, with 30% composed
of criminal flight. Multinational
internal mispricing makes up 60%
of capital outflow, with corpora-
tions declaring profits in tax ha-
vens, as opposed to the country of
performance.

Corporations and the capital ex-
porting governments of the Organi-
zation for Economic Co-operation
and Development also known as
the "rich man’s club” have trum-
peted self-serving "solutions” by
backing frameworks such as the
Extractive Industries Transparency
Initiative (EITI). Yet, despite its
solid framework, EITI is easily cir-
cumvented by reducing taxable
revenues to cash payments. Ga-
bon, mentioned above, passed EITI

with semi-flying colours, even as
the country was mired in the Elf
affair. Nicholas Shaxson, author of
Poisoned Wells, wrote of the sub-
ject: "Magistrates discovered the
money from Elf's African operations
financed French political parties
and officials, and supplied bribes
to support French commercial,
military and diplomatic goals
around the world. In exchange,
French troops protected compliant
African dictators.”

The solution/s to this conundrum is
distinctly American. According to
Murphy, the profits of the whole
corporation must be taken into
account, and taxed on the basis of
"the formula of apportionment”.

"It already works in the US where
states all have different corporate
taxes,"” he said.

The definition of corruption must
also broaden to include tax havens
as well as make mandatory the
automatic exchange of tax infor-
mation. It's a move that will cer-
tainly ruffle a few feathers, but in
doing so, the lifeline sustaining
tyrannical regimes from Burma to
Angola will be cut, effectively
weeding out the real roots of ter-
ror.

Khadija Sharife, Center for Civil Soci-
ety, South Africa

Tax Expenditure: Why we must watch

Citizens’ demand for accountabil-
ity from the government should
ideally be linked to the amount of
stake they have in government.
This is universally defined from the
perspective of taxation. There is
an increasing agreement that de-
pending on non-tax based sources
of revenue for government such as
foreign aid significantly reduces
the level of accountability as the
state lessen focus on local revenue
generation through taxation.

Ideally, “democracies are built not
only on periodic elections but also
on a social contract based on bar-
gaining over the collection and
spending of public revenue.” Taxa-
tion in this context provides a pow-
erful tool for building a responsive
state especially if the citizenry is
adequately informed and conscious
of their responsibility to demand
accountability from the govern-
ment to provide value for money -
taxes they pay. Without doubt,

taxation has the potential of
stimulating calls for more repre-
sentative and accountable govern-
ments, while the need to increase
revenues can stimulate institution-
building. Both have the potential
to bolster the legitimacy of the
government and enhance democ-
racy and service delivery.

However, as Anne Marie Goetz &
Rob Jenkins point out, “a central
problem of accountability in public




first quarter 2010 volume 1

TJIN-A newsletter

institutions is how to structure citi-
zen participation so that it is
meaningful, rather than tokenistic,
and so that it extends beyond the
exercise of ‘voice’ and towards
concrete influences over decision
making and enforcement” . This
has to do with the need for people
to have more influ-

“no taxation without representa-
tion”. Contemporarily, representa-
tion must go beyond the traditional
conception to include the more
important aspect of watching over
government expenditures. No gov-
ernment would lay claim to the
slightest of moral authority to be
in power if public

ence in setting de-
velopment agenda
and priorities. The
key challenge is
how to operational-
ize participation in
order to achieve
real accountability.

In many developing
countries, the pub-

resent them.

In many developing coun-
tries, the public sector is
perceived as distant, corrupt
and unaccountable, leading
to a widespread crisis of le-
gitimacy between citizens
and the institutions that rep-

expenditures are
in no way of pub-
lic nature. In fact,
governments are
only as good as
where they spend
public resources.
When a govern-
ment gets out of
tune with the in-
terests of the

lic sector is per-

ceived as distant,

corrupt and unaccountable, lead-
ing to a widespread crisis of legiti-
macy between citizens and the
institutions that represent them.
The link between citizens’ voice,
transparency and accountability
has been recognized in this context
as the core of good governance and
improved public sector perform-
ance. It is becoming an accepted
fact that governance reform re-
quires citizen demand for account-
ability. This recognition has
opened new opportunities for citi-
zen involvement in recent years,
with the proliferation of a wide
range of accountability mecha-
nisms aimed at increasing citizen
voice and influence over public
policies and the use of public re-
sources. Such interventions share
the common goal of empowering
citizens to play a more active role
in decisions that affect them, with
the view to reducing the account-
ability gap between citizens and
policy makers and improving the
provision of public services. The
moral responsibility to hold public
officers to account has been
closely linked to increase in taxa-
tion as a source of revenue for fi-
nancing public expenditures. The
link between taxation and account-
ability is typically illustrated by
the battle cry from the American
colonies’ fight for independence -

public/taxpayers

then it inherently
becomes a government by itself,
for itself and of itself which defi-
nitely leads to its dysfunctional
forms; autocracies, authoritarian-
ism, kleptocracy etc. The reversal
or avoidance of this is an inalien-
able right and responsibility of the
citizens.

The argument above thus provides
credence for citizen demand for
accountability because they have a
stake in government by virtue of
paying tax as a matter of right.
However, this right has to be tem-
pered with some amount of moral
authority in itself on derivable
from patriotic compliance to fi-
nance government - pay tax. The
unfortunate thing is that govern-
ments particularly in developing
countries have not come to terms
with this reality that citizens have
a right not just to quality services,
and apt management of public re-
sources but also to proactively de-
mand for it. Indeed, in an environ-
ment where grand and official cor-
ruption is the norm rather than the
exception, citizens must not only
demand accountability but also
whip those in power that are not
accountable.

Three important issues thus under-
score the significance of citizen
demand for accountability in

public expenditure; these are
transparency by power holders,
obligation on the part of power
holders to provide reasons for pub-
lic decisions, and finally, the exis-
tence of state and citizen based
institutional checks or control
mechanisms that detest and pre-
vents ineptitude, impunity and
abuse of power.

Michael Otieno, National Tax Payers
Association, Kenya

Domesticating
the Global Tax

Agenda

Tax as we all know is the most sus-
tainable form of development fi-
nance, and cutting down on tax
evasion will bring more revenues
for the government than debt re-
lief or additional aid combined.
However, knowing that developing
countries lose USS 160 billion in
foregone tax revenues every year
due to trade mispricing doesn’t tell
you yet anything about where
these losses occurred.

This is partly the problem of the
approach, as the data is obtained
from the customs declarations of
goods and services entering into US
and European ports, based on de-
viations from global mean prices.
In the case of Kenya for the year
2007 the category of ‘Apparel arti-
cles, accessories, not knit’ saw an
underpricing of USS 5 million to
the US market, while for the EU
countries we observe that ‘Electric
machinery, sound equipment, TV
equipment, parts’ exports from
Europe were overpriced worth USS
7.02 million . It is these types of
streams that this much publicised
USS 160 billion figure is composed
of.
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Let’s look at the data on illicit fi-
nancial flows then, which says that
developing countries lose an esti-
mated USS 900 billion of capital
every year, out of which only 3 per
cent (or USS 27 bil-

targets in this case have to do with
getting the necessary revenues
together to have a budget in the
first place. Effectively, the target
of a domestic resource mobilisa-
tion campaign starts

lion) is attributed to
sub-Saharan African
countries. The study
puts together the
Middle-Eastern and

North African (MENA) "Elief:

Domestic resource mo-
bilisation can yield
more results than debt

from injustices at
home.

Let’s take a few ex-
amples. In Ghana,
the range of royalties

countries as a sepa-
rate group. A large
part of the global figure is found
from the trade mispricing data (60
per cent), while the rest is attrib-
utable to what is called the Hot
Money Method but as GFI (Global
Financial Integrity) state them-
selves: “countries in Africa with
missing data have a cumulative
GDP accounting for nearly 37 per-
cent of total African GDP”. Fur-
thermore, they add that given
“extensive data gaps in reporting,
the volume of illicit financial
flows—particularly from Africa and
the Middle East—is likely to be sig-
nificantly understated.” So the
figure could easily be double,
given better customs data and cen-
tral bank data on capital accounts.

In both cases of measuring key is-
sues in the Tax Agenda, we find
that the way the problem is meas-
ured in Africa doesn’t lead to a
very good understanding of the
issues on the ground, and more
importantly it’s hard to match lo-
cal experience with the interna-
tional data. This is what calls for a
domestication of the Tax Agenda.

So what can be done on the na-
tional level to understand tax
losses? Surprisingly, the answer is
that the campaign requires a com-
bination of domestic and interna-
tional advocacy efforts, while in
debt, trade and aid you often end
up targeting the International Fi-
nancial Institutions, the World
Trade Organisation or donor agen-
cies. The Tax Agenda, is therefore
also a shift in the culture of advo-
cacy work in Africa, while closely
following a path already estab-
lished by budget advocacy, the

paid by mining com-
panies should vary
between 3% and 6%, “yet, in prac-
tice, all firms appear to have con-
tinued to pay 3%, even during the
recent minerals boom, owing al-
most certainly to manipulation of
profit figures by the firms and the
lack of effective monitoring capac-
ity at IRS .” Supposing that mining
royalties were levied at 6%, you
could raise a further US$ 55 million
with the production levels in 2007,
with a cumulative revenue loss of
USS 388 million for the period 1990
-2007. This is more than the funds
received in the Heav-
ily Indebted Poor

So Tax Justice should also start
from our own backyard as uncol-
lected corporate taxes, unregis-
tered workers, unpaid VATSs, unac-
counted for imports of goods from
anything ranging from mobile
phones to mining equipment create
a culture of avoidance not only on
the corporate, but also at the indi-
vidual level. Also as a recent ba-
rometer of public sector corruption
in Ghana placed the tax authorities
among the most corrupt in the
public eye, the issue of reforming
and staffing the tax authorities
across the continent remains a key
priority. If the Nigerian Federal
Inland Revenue Services (FIRS) has
5000 in staff, there is no way they
can collect taxes in an efficient
and accountable way from the
country’s 140 million citizens.

The issue of domesticating the tax
agenda is actually the challenge of
taming a footloose agenda, where
not only justice campaigners, but
also international agencies, big
companies, and
bankers’ associa-

Country (HIPC) pro-
gramme. Domestic
resource mobilisation
can therefore yield
more results than
debt relief.

In countries that are

It’s hard to match local
experience with the in-
ternational data. This is
what calls for a domesti- :
cation of the Tax Agenda. Set involved and

tions attempt to
have their slice of
tax policy. The
challenge for
CSOs s to study,

change how taxes

not dominated by

mining, collecting or-

dinary taxes is the main target.
The Kenya Institute for Public Pol-
icy Research (KIPPRA) in a 2004
publication estimated that the
country loses over half of the tax
potential in uncollected taxes, and
especially in corporate taxes
(which had a 35% collection rate).
Extrapolating for the year
2007/2008 we find that the Kenyan
government had foregone tax reve-
nues worth Ksh 264 billion or USS
3.7 billion in foregone tax revenue,
while the studied categories of
trade mispricing to EU and the USA
show a combined loss of USS 53
million. Needless to say, that the
corporations not paying corporate
tax are the ones most likely to mis-
price their trade as well.

are administered to
get those billions
working for the public good.

Matti Kohonen, Consultant TJN/ Inter-
national Secretariat
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TJN Across the Globe

Civil society launches ranking of secretive tax ha-

vens

The Tax Justice Network (TJN) has
published a league table of coun-
tries and microstates which har-
bour secretive financial centers
and actively shun international
cooperation in tackling cross-
border financial crimes. The rank-
ing is topped by the USA, followed
by Luxembourg, Switzerland, the
Cayman Islands and the UK in the
top five.

The Financial Secrecy Index uses a
range of indicators to assess the
transparency of financial centres
and evaluate their willingness to
cooperate with other countries in
combating corrupt practices, in-
cluding tax evasion and avoidance.
The new index, which is based on

18 months research into national
legal arrangements and engage-
ment with international treaties,
aims to highlight how financial
market opacity encourages corrupt
activities. Using data extracted
from sources including the Organi-
sation for Economic Coooperation
and Development (OECD), the Fi-
nancial Action Task Force and the
International Narcotics Strategy
Report, TIN’s researchers have
compiled an online database of
bank secrecy rules, corporate own-
ership and accounting disclosure
requirements, and participation in
international information exchange
treaties for every territory ranked
on the index.

The Financial Secrecy Index, which
was co-published with Christian Aid
and Misereor, contrasts starkly
with the OECD black, grey and
white lists of tax havens published
immediately after the G-20 London
summit in April 2009. Critics of the
OECD lists argue that it is too leni-
ent in its assessment of these
places, and that internal politics
within the OECD have biased the
outcomes, leading to the inclusion
of both the USA and the UK on the
white list, while Switzerland and
Luxembourg were both placed to
the grey list.

Further details:
www.financialsecrecyindex.com

Initiatives récentes conduites par la plateforme
«Paradis Fiscaux et Judiciaires»

Campagne Stop Paradis Fis-
caux

Début octobre, une nouvelle cam-
pagne a été lancée qui s'intitule

« Stop PFJ » et est destinée a sen-
sibiliser les différents acteurs pu-
blics francais sur la nocivité des
Paradis Fiscaux et Judiciaires. Qua-
tre cibles prioritaires ont été défi-
nies: territoires et collectivités
locales, citoyens, syndicats et en-
treprises. Ces acteurs ont été invi-
tés a signer la pétition en ligne sur
le site: www.stopparadisfiscaux.fr.
Le 8 décembre, 11564 signatures
avaient déja recueillies . D'autres
formes d'actions sont aussi envis-
agées.

Nouvelle brochure sur les Pa-
radis Fiscaux et Judiciaires

La plateforme s'est fixée comme
objectif dactualiser la brochure
« Paradis Fiscaux et Judiciaires,
cessons le scandale! » publiée en
avril 2007. L'idée est d’en faire un
document plus cohérent dans sa
logique et dans sa présentation
pour répondre aux besoins des mi-
litants mais aussi du grand public
toujours plus nombreux. La paru-
tion de cette nouvelle brochure est
imminente. Elle sera en ligne sur le
site de la plateforme.

Contacts avec les représen-
tants du gouvernement fran-
cais

Le 2 octobre, la plateforme a par-
ticipé a un rendez vous au Min-
istére des Affaires étrangeres et
européennes pour souligner les
insuffisances des critéres retenus
par 'OCDE pour l'établissement des
listes pour les PFJ, le

« multilatéralisme » pour l'échange
d'information, l'information sur les
trusts et la transparence des multi-
nationales en mettant en place un
« reporting » pays par pays.

See for more information
www.argentsale.org
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News & Events

TJN-A Tax Conference

Mobilizing Resources to Finance Development in Africa, March 2010,

Nairobi

The conference will feature aca-
demic and professional experts,
policy makers and civil society
campaigners to discuss challenges
facing African countries in their
efforts to mobilise domestic re-
sources. The conference further
aims at presenting proposals of
what civil society, nations and in-
ternational bodies can do to com-
bat illicit resource outflows from
Africa.

The TJN-A conference will take
place from the 24th to the 26th of
March 2010. It is part of a wider
programme - Towards Tax Justice -
which is supported by the Euro-
pean Union.

The speakers and participants will
be interested political leaders as
well as development and finance
professionals, academics and pol-
icy makers from civil society or-
ganisations, developing and devel-
oped countries, governments and
multilateral institutions.

The objectives of the conference
will be :To raise awareness about
the centrality of taxation issues to
the discussion on poverty, social
inequality, employment and devel-
opment. To discuss trends in taxa-
tion policy issues which have a

particular effect on inequality,
poverty and employment, and to
provide rigorous information on the
issues.

To highlight the need to address
the problems posed by offshore tax
havens and the increased preva-
lence of tax evasion, tax avoidance
and capital flight.

Further information will be pub-
lished in time on our website
www.taxjusticedafrica.net

OECD Global Forum on Development

Domestic Resource Mobilisation (DRM) for Development: The Taxa-
tion Challenge, 28th January 2010, OECD, Paris

The OECD Global Forum on Devel-
opment invites governments, pri-
vate sector and civil society actors
to explore options for a more ef-
fective development finance sys-
tem. The meeting is jointly organ-
ised by the Centre for Tax Policy
and Administration, the Develop-
ment Co-operation Directorate and
the OECD Development Centre.

This second round of the Forum
(2009-2010) is focused on Domestic
Resource Mobilisation (DRM) for
development. This time, the
themes of interest are:

1. International aspects of taxation
(tax heavens, tax avoidance and
evasion)

2. Success stories and challenges in
DRM with emphasis on taxation.

This event will explore how the
current political momentum gener-
ated by the G20 and elsewhere in
the struggle against tax evasion
provides a platform for improving
revenue mobilization in developing
countries - enabling them to
strengthen their tax systems, to
improve governance, human and
institutional capacity, and to pro-
mote accountability and adminis-
trative effectiveness.

The meeting on 28th January will
take place the day after the first
ever joint meeting of the OECD
Committee for Fiscal Affairs and

the OECD Development Assistance
Committee which will discuss a
series of proposals to support de-
veloping countries to take advan-
tage of the more transparent inter-
national tax environment, and im-
prove their tax systems.

For more information see
www.oecd.org/development/

globalforum
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Profile: Dereje Alemayehu

What is your background? What
are your areas of interest to
which you are most dedicated?

| hold an MA degree in Develop-
ment Studies and PhD in Economics
from the Free University Berlin.
From 1987 to 1998 | was engaged
in teaching and research

You neglect domestic resource mo-
bilization; you let net resource
transfer to the North happen either
by complicity or through ineffec-
tiveness and you go begging in the
north! Economically, because
wealth extraction in enclaves with-
out any value addition and linkages
within the wider na-

at this same university.
After two years as an
independent develop-
ment consultant, |
joined the NGO sector.
| have dedicated my
passion, knowledge and
experience to the fight

,Challenging and
changing systems and
structures that keep
countries and people
poor“ remains my
life long slogan

tional and regional
economy has been,
and will remain a rec-
ipe for the
“development of un-
derdevelopment”.
Only an economic pol-
icy that is focused on

against poverty in Af-
rica. There are many manifesta-
tions of poverty but its root causes
are to be sought and fought in eco-
nomic and political power struc-
tures globally and nationally.
“Challenging and changing systems
and structures that keep countries
and people poor” remains my life
long slogan.

What does your current job en-
tail and what are the main focus
areas?

Since 2002 | am with Christian Aid,
a UK/Ireland based charity, as
Country Manager for East Africa. |
am responsible for programs in
Kenya, Uganda and Tanzania. We
are currently in the process of de-
veloping our strategy for the next
five years with four priorities. 1.
Profitable, resilient and sustain-
able agriculture, 2. empowering
citizens to build capable states; 3.
Africa financing its own develop-
ment; and 4. HIV and Malaria.

Why are you particularly inter-
ested on issues of Tax Justice in
Africa?

| am interested in Tax Justice work
in Africa for political and economic
reasons. As an African who grew up
under the post-independence “self
-reliance” approach in leading Afri-
can countries to overcome pov-
erty, | am disgusted by the pre-
vailing dependency syndrome.

wealth creation can
enable an integrated economic and
social development. Taxation pol-
icy plays a key role in this.

In your opinion, what role should
civil society organizations play
in achieving tax justice in Africa?

1.Understand and make citizens
understand the role of taxation in
development - its role as a reliable
and sustainable source of develop-
ment finance; its role in enhancing
accountability and responsiveness
of governments 2. Expose and chal-
lenge the predatory

nines, regard
r faith

=

Dereje Alemayehu: Serving as Chair of Tax
Justice Network—Africa since January 2007

development for the continent?

In terms global economic and po-
litical systems and structures and
the negative impacts of Africa’s
asymmetric integration in the MNC
driven globalization that perpetu-
ate poverty in the continent, not
much has changed and has been
achieved. Africa is still subjected
to policy dictates from IFl and do-
nors which promote the short and
long term interests of the wealthy
North. In terms of raising aware-
ness of Africans to understand the
domestic and global causes of per-
ennial poverty in the continent and
mobilizing them to challenge the
status quo, an encouraging process
is underway spearheaded by Afri-
can Civil Society.

What are the most urgent steps
that must be undertaken to en-
sure that African coun-

practice of MNC’s
and wealthy elites
which enables them
to evade and abu-
sively avoid taxa-
tion. Advocate for
tax policy which
ensures horizontal

Africa is still subjected
to policy dictates from
IFI and donors which
promote the short and
long term interests of
the wealthy North.

tries can finance their
own development?

The challenge to enable
African countries to fi-
nance their own develop-
ment is the responsibility
of all stake holders - Af-

and vertical equity
and at the same time maximizes
domestic resource mobilization for
poverty eradication and develop-
ment. 3. Ensure a transparent and
efficient use of public resources
not only to minimize corruption
but also as the best incentive to
broaden the tax base and minimize
coercive tax collection.

How would you describe and
evaluate the progress in recent
African public policies towards
more justice, democracy and

rican Governments, Afri-
can CSO’s, African citizens and
African Private Sector. It involves
doing our “homework” at the na-
tional level and to join hands to
promote and safeguard Africa’s
interests on the international
arena. At the national level, this
means e.g. having an effective and
transparent tax administration. At
the international level this means
e.g. collaborating with/challenging
African governments to engage for
tax cooperation to minimize tax
competition.
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