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The COVID-19 pandemic has had a significant impact 
on fiscal balances. Tax revenues fell during the first year 
of the pandemic, particularly in the poorest countries, while 
expenditure needs increased. In many countries with sufficient 
resources, efforts were made to respond countercyclically to the 
large exogenous shock. Lessons learned include the importance 
of long-term planning to facilitate countercyclical fiscal policy, 
particularly in a world characterized by fast-paced technologi-
cal change and increasing variability of climatic patterns.

Countries benefit greatly from strong fiscal systems, 
including diversification of revenue sources, as this can 
give more space for Governments to implement effec-
tive countercyclical fiscal policies. Countries with weak 
fiscal policies and low buffers are likely to become more fragile 
during a crisis. Governments can prepare contingency plans in 
advance of shocks and in the context of medium-term revenue 
strategies (MTRS) and broader integrated national financing 
frameworks (INFF). Building longer-term forecasts into policy-
making, such as for tax reforms and public investment, allows 
Governments to respond better to short-term or sectoral shocks 
and align plans with wider sustainable development objectives.

Robust fiscal systems, including both tax and expendi-
ture, can contribute to poverty alleviation and reduced 
inequalities while supporting economic growth, 
industrial transformation and environmental sustain-
ability. Given the ambition of the 2030 Agenda for Sustainable 
Development and the challenges posed by COVID-19 recovery, 
improving the structure of the tax system so that it is aligned 
with Sustainable Development Goal (SDG) financing strategies 
is an increasing priority for many countries. Wider tax bases can 
help countries to withstand shocks and contribute to effective 
countercyclical policy. Country-owned MTRS should guide 
revenue reforms to widen the base and reduce tax avoidance 
and tax evasion, especially by the wealthy. They can also 
steer tax administration reforms, which can yield significant 

revenue increases. Strong public financial management (PFM) 
can improve spending efficiency, including better procure-
ment systems to prevent corruption, even in emergency 
spending programmes. These efforts should be reflected in 
country-owned INFFs.

Fiscal policy creates incentives that influence economic 
activity and social and environmental outcomes; Gov-
ernments should align all aspects of public finance with 
sustainable development.

First, countries should effectively use the fiscal system 
to reduce inequality, in line with their commitments in the 
2030 Agenda for Sustainable Development. A number of fiscal 
policies can help to address inequalities:

 � The creation or strengthening of progressive income taxes on a 
broad tax base, with appropriate allowances for the poor, is a 
key tool in addressing income inequality;

 � Policies that raise capital income tax rates closer to the tax 
rates on labour income can help to ensure that wealthy 
people, who usually have high levels of capital income, pay 
appropriate taxes. Wealth or inheritance taxes can strengthen 
these efforts;

 � Universal social protection systems, which directly impact 
inequality, also create an infrastructure that can be used for 
emergency and crisis response and can be designed to provide 
incentives for business formalization and a reduction in tax 
avoidance and evasion.

Second, countries should more effectively use the 
fiscal system to achieve gender equality and women’s 
empowerment:

 � Countries should design policies based on systematic analysis 
of the gender implications of their tax system and budgets;

 � Public spending should respond to identified needs, including 
greater investment in the care economy, which will produce a 
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“triple dividend” of women’s labour force participation, enhanced human 
capabilities and decent jobs in the paid care sector.

Third, all countries have space to better align their fiscal systems 
with climate change mitigation and adaptation as well as other 
environmental goals. Climate change action may need a combination of 
instruments (including taxes, carbon markets, regulations and subsidies) 
to be politically feasible, administratively practical and effective. Specific 
policies that can be explored include:

 � Eliminating explicit fossil fuel subsidies and pricing carbon emissions 
through taxes and/or emissions trading schemes; and

 � Public investment in clean alternatives as well as increased social transfers 
to mitigate any regressive effects of an end to fossil fuel subsidies or taxes 
on energy.

To align with the commitments in the Addis Agenda, countries 
should strengthen international tax cooperation to ensure 
that no countries are left behind, particularly on information 
exchange and usage. Digitalization, combined with progress on the 
sharing of tax information between countries and with new international 
standards on beneficial ownership registration for legal vehicles, is increas-
ing the size and depth of the information ecosystem available for tax and 
financial integrity enforcement. Yet, many are not able to see or benefit 
from this information. Authorities can:

 � Put more information in the public domain to better inform policymak-
ing across government, including publishing information on potential 
impacts of new international tax norms and opening beneficial ownership 
registries to public use;

 � Make better use of information at the national level, including sharing 
and verifying information across government; and

 � Improve international sharing of tax information, especially for least de-
veloped countries (LDCs), so that more countries are able to receive needed 
information, with assistance for improving systems and the capacity to 
utilize the information.

Finally, digitalization of money brings both new risks of tax 
avoidance, tax evasion and illicit financial flows (IFFs) as well as 
new enforcement possibilities. Further research and guidance are 
needed on how tax policies and administration, especially in developing 
countries, can adapt to and influence the development and usage of digital 
assets, including cryptoassets, stablecoins and central bank digital curren-
cies (CBDCs).

2. Domestic resource mobilization in 
the COVID-19 era

2.1 Revenue trends and the ongoing impact of 
COVID-19

Tax revenues fell during the first year of the COVID-19 pandemic, 
particularly in the poorest countries. The combination of severe 
contractions in economic activity in the first half of 2020 and tax relief 
measures enacted in response to COVID-19 had led many to expect a sharp 
deterioration in tax mobilization in 2020. Yet, while estimated median tax 

revenue to gross domestic product (GDP) ratios fell in all country groups 
and regions in 2020 (see figure III.A.1),1 in about half of the countries 
the difference between 2020 and 2019 tax-to-GDP ratios was less than 1 
percentage point of GDP (see figure III.A.2) while it increased in 28 per cent 
of countries. The median tax-to-GDP ratio in developed regions declined 
by only 0.08 percentage points. Nevertheless, in most countries nominal 
tax revenues declined along with a decrease in GDP while spending needs 
increased—with negative implications for fiscal balances.

The pandemic hit tax revenues the most in the countries with the 
greatest needs, particularly island economies. The decline in the 
median tax revenue was most severe in small island developing States 
(SIDS). Regionally, Oceania, home to many SIDS, saw the highest median 
year-on-year revenue declines, of over 3.8 points of tax-to-GDP. Asia’s 
median tax-to-GDP ratio also dropped dramatically, by 2.3 points, to below 
13 per cent. Africa remained the region with the lowest median tax-to-
GDP ratios, with 2020 median tax revenue remaining below 13 per cent, 
although it saw a decline of only 0.13 points of tax-to-GDP in 2020 (see 
figure III.A.1).

2.2 Lessons from COVID-19 experiences
Given the potential for an increase in non-economic shocks, 
Governments need to be prepared for increased volatility in both 
revenue and expenditure. The COVID-19 pandemic shows that fiscal 
policy needs to remain nimble and adapt to rapidly changing conditions. 
In any kind of shock, flexible fiscal policy, such as a discretionary fiscal 
stimulus, can reduce the amount of short-term damage and medium-term 
scarring from a crisis. Countercyclical fiscal policies that are well-adapted 
to country circumstances can be put in place in advance of crises, for 
example, automatic stabilizers. Strengthening fiscal frameworks, including 
MTRS, can help to reassure creditors that countercyclical fiscal support 
will support economic growth, a future increase in revenue in the medium 
term and, ultimately, long-term development prospects.2

COVID-19 has shown that long-term planning would benefit from 
accurate revenue forecasting and scenario analysis. Forecasting 
tax revenues during the COVID-19 pandemic has been a challenging task.3 
Traditional approaches to forecasting, based on simple tax buoyancy or 
macro elasticities, could likely lead to underestimation of revenue declines. 
As COVID-19 shows, shocks can be highly asymmetric across sectors and by 
size of business. The most appropriate revenue forecasting strategy will 
depend on the country—and in practice on data availability. Forecasts can 
make use of new high-frequency data sources. Preparing scenarios and 
models in advance can help finance and other ministries understand risks 
and potential impacts, as recommended in the guidance for INFFs. The 
development and implementation of MTRS and INFFs will also benefit from 
improved forecasting ability.

Well-designed policies to diversify and broaden the tax base can 
raise growth, improve equity, help to manage revenue volatil-
ity and finance an appropriate policy response. Revenue-raising 
measures can be more equitable and less volatile if they are applied on a 
tax base that includes more types of income or sectors. Governments can 
also focus on policies that will have fewer effects on investment and future 
growth and lower volatility, such as increasing excises on harmful goods 
such as alcohol, tobacco, sugary drinks and polluting energy sources4 (see 
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sections 3 and 4 below). Countries can institute solidarity taxes or other 
measures aimed at appropriately taxing high-net-worth individuals, who 
have a lower propensity for spending marginal income, either as tempo-
rary crisis response measures or more permanent policies, with appropriate 
measures to counter tax evasion. Strengthening property and capital gains 
taxation can also generate new revenue.

The pandemic has also highlighted the need for digitalizing rev-
enue administrations to ensure business continuity and improve 
the efficiency of revenue collection. At the outset of the pandemic, 
many tax administrations closed their offices and moved to partial or 
almost full remote working. Digitalization of tax administration was a 
significant advantage in this environment. At the same time, the rapid 
shift to new digital services was challenging, as many administrations 
experienced information technology (IT) system outages due to systems 
that were not capable of meeting rising demand.5 Revenue administra-
tions can learn from the pandemic and move to smarter, IT-enabled, digital 
administration, which will help to improve compliance, detect evasion, 
support business efficiency, ensure objectivity and fairness and support 
transparency, exchange of information and international tax cooperation.

Strengthening PFM and budget execution can help to maximize 
the effectiveness of government expenditure, including in 
the health sector. While numerical budgetary rules are helpful in 
some contexts to achieve debt and deficit objectives, the pandemic has 
demonstrated that such rules need to provide enough flexibility to respond 
to unexpected events. Sometimes, recalibration of deficit rules should be 
considered, with additional spending flexibility directed at sectors needed 
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Source: International Monetary Fund (IMF) World Economic Outlook.
Note: General government tax revenue as a percentage of GDP, M49 geographic groupings.
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Change in tax-to-GDP ratios, 2019-2020
(Number of countries)

Source: IMF World Economic Outlook.
Note: General government tax revenue as a percentage of GDP.
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to respond to the shock, such as increased health systems expenditure 
during the pandemic. Drill-down improvements in PFM, for example, 
enhancing budget execution, can help to free up resources, especially in 
resource-constrained contexts, and contribute to the broader 2030 Agenda.

In light of COVID-19 experiences, countries might re-consider the 
financing and delivery mechanisms for their plans to achieve 
universal health coverage and universal social protection. Social 
protection system finance should pay due attention to the need for the 
system to operate countercyclically. Putting in place the infrastructure 
for social protection floors with universal coverage, as committed to in 
the 2030 Agenda, will prove beneficial in times of crisis. As was seen in 
previous crises, social health insurance schemes that link health coverage 
exclusively to employment can be procyclical and are not adequately de-
signed to extend protections to the informal sector. The changing nature of 
work also importantly impacts the link between health coverage and social 
protection to employment, as the Inter-agency Task Force on Financing for 
Development highlighted in 2020.6 Whenever household members lose 
formal sector jobs and income, the loss of health coverage both worsens 
health outcomes and undermines the rights-based approach to universal 
health coverage.7 In contrast, countries with universal social protec-
tion systems are able to use these as mechanisms for quick and efficient 
delivery of emergency assistance. In their absence, some Governments 
cobbled together responses through the tax system and other government 
programmes, incurring large administrative costs and risking targeting 
errors and exclusion. As countries without universal health coverage look 
to extend their systems, they should consider financing options that can 
align efficiency, effectiveness and equity.

3. Addressing inequalities through the 
fiscal system

The economic and social repercussions of the COVID-19 pandemic 
have exacerbated pre-existing inequalities. The pandemic has 
disproportionately affected marginalized or vulnerable groups, including 
low-skilled and informal workers. Also, large numbers of women in some 
countries have dropped out of the labour force altogether –meaning that 
they are no longer actively looking for jobs—with lack of childcare often a 
major factor.8

Fiscal policy can reduce (or worsen) inequalities, depending on 
the design of the policy framework. The Inter-agency Task Force 
on Financing for Development has repeatedly emphasized that tax and 
spending should not be considered in isolation from each other. A holistic 
assessment of the aggregate effects of policy changes is particularly 
important in considering policies to address inequalities. For example, 
depending on the context, even use of less progressive taxes can still ef-
fectively reduce inequality if the revenue is used to fund progressive social 
spending and inclusive public goods and service provision. Countries need 
to appropriately balance equity considerations with efficiency, including 
ease of enforcement, potential consequences for wider economic activity 
and the political economy.

Growing availability of data on the impact of taxes and trans-
fers should help policy makers to design fiscal frameworks that 
reduce both poverty and inequality. In March 2020, the United 

Nations Statistical Commission adopted a methodology for measuring the 
redistributive impact of fiscal policy as SDG indicator 10.4.2.9 The indicator 
assesses how inequality changes once fiscal policies are taken into account 
by comparing pre-fiscal and post-fiscal income, as measured by the Gini 
coefficient, a common metric for inequality. Rich countries have strongly 
redistributive systems with the median country reducing the Gini index 
by 10 points, while fiscal policy is less effective at redistribution in middle- 
and low-income countries, with median reductions of only 2.5 points and 
1.0 point, respectively (see figure III.A.3).

3.1 Progressivity and inequality

3.1.1 Revenue progressivity
Countries have heterogenous revenue structures with different 
levels of progressivity based on their economic characteristics, 
historical trends and national or political preferences. Taxes on 
income and profits are generally considered to be more progressive, with 
graduated rates and their incidence falling on those in the formal sector. 
Goods and services taxes, which generally are levied at the same rate 
regardless of the consumer, are often considered regressive because the 
poor pay a higher share of their income in such taxes, although these can 
be implemented alongside additional measures to compensate the poor or 
exempt basic consumption goods. Social security contributions, which are 
usually not graduated, can be designed to reduce regressivity, while also 
funding progressive social protection programmes (see section 3.1.3).

Developing countries rely more on both corporate income tax and 
goods and services taxes, while personal income taxes and social 
security contributions are more important in developed countries. 

Figure III.A.3
Redistributive impact of direct taxes and cash and 
near-cash transfers, by country income, most recent year
(Change in Gini index)

Source: SDG Indicator 10.4.2, World Bank.
Note: The box chart shows the 75th percentile, median, and 25th percentile, as 
well as whisker lines for maximum and minimum excluding outliers; data for 37 
high-income countries, 34 middle-income countries, and 7 low-income countries.
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Source: UN/DESA calculations based on IMF World Revenue Longitudinal Database (WoRLD).
Note: Calculated as a share of total revenue, including social contributions. Due to gaps in data availability country sample is not fully consistent across years.

Figure III.A.4
Median revenue by type as a share of total revenue, by country grouping, 2013-2019
(Percentage)

0

2

4

6

8

10

12

14

MICSIDSLLDCLDCEuropeAsiaAmericasAfrica
0

5

10

15

20

25

30

35

MICSIDSLLDCLDCEuropeAsiaAmericasAfrica

(a) Median coporate income tax revenue 

(c) Median individual income tax revenue (d) Median social contributions

(b) Median general goods and services tax revenue

0

5

10

15

20

MICSIDSLLDCLDCEuropeAsiaAmericasAfrica
0

5

10

15

20

25

30

MICSIDSLLDCLDCEuropeAsiaAmericasAfrica

2013 2018 2019



2022 FINANCING FOR SUSTAINABLE DEVELOPMENT REPORT

34

Source: UN/DESA calculations based on IMF WoRLD.
Note: Calculated as a share of GDP. Due to gaps in data availability country sample is not fully consistent across years.

Figure III.A.5
Median revenue by type as a share of GDP, by country grouping, 2013-2019 
(Percentage of GDP)
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10 per cent of households by income earning less than 40 per cent of their 
income from labour (see figure III.A.7). A trend toward “dual income tax” 
systems, in which labour income and capital income are taxed separately, 
largely because of the administrative challenges in taxing capital income 
at the individual level especially when it is held offshore, coincided with 
a steep decline in tax rates on capital income until about 10 years ago.11 
Sometimes a flat rate is applied on capital income, incentivizing deliberate 
shifts of income from labour to capital bases. To overcome the administra-
tive challenges of taxing capital income at the individual level, countries 
can take advantage of recent developments in digitalization—using 
third-party information—or adapting withholding tax systems.12

Well-designed wealth and inheritance taxes should be explored 
as countries aim to ensure fair contributions by all taxpayers. Net 
wealth taxes—taxes imposed on the value of an individual’s net assets 
rather than on their annual income—target largely the same base as capi-
tal income taxes. Well-designed wealth taxes can, however, complement 
capital income taxes, for example, a progressive wealth tax applied above 
a fairly high threshold and with minimal exemptions. Successfully raising 
revenue requires a high level of enforcement capacity. Inheritance taxes 
can raise revenue and enhance equity at lower efficiency and administra-
tive costs than some alternatives. Although most advanced economies 
impose estate, inheritance and gift taxes to reduce intergenerational 
wealth inequality, ample exemptions (such as for capital gains or real 
property), very high thresholds and widespread tax avoidance and eva-
sion reduce their effectiveness. Such taxes could be designed with fewer 
loopholes, lower thresholds and progressive rates, alongside improved 
enforcement. Exchange of information for tax purposes helps to address 
offshore practices used by the wealthy to avoid and evade capital income, 
wealth and inheritance taxes (see section 5).

Figures III.A.4 and III.A.5 show the medians within different country group-
ings of different revenue sources. LDCs and African countries have a much 
higher reliance on corporate income taxes and goods and service taxes as 
a share of their revenue (figures III.A.4a and III.A.4b), with a lower ability 
to mobilize revenue from individual income taxes and social contributions 
because of high levels of informality and low wages, among other factors 
(figures III.A.5c and III.A.5d). While European countries raise the most 
revenue from goods and services taxes (figure III.A.5b), they are a relatively 
smaller share of total revenue than in other regions (figure III.A.4b). Prop-
erty tax remains a marginal contributor to revenue (figure III.A.6a), while 
there has been upward convergence of mobilization of excise tax revenue 
between country groupings (figure III.A.6b).

Inequality can be reduced using more progressive taxes on 
personal income. The most straightforward way to tax high incomes 
is through progressive personal income tax (PIT). Top PIT rates are much 
lower now than in the middle of the last century. Nearly 30 countries—
mostly in Eastern Europe and Central Asia—utilize flat tax regimes.10 
Optimal tax rates will vary based on country economic structures; 
estimates of the revenue-maximizing top tax rate in advanced economies, 
including social security contributions, generally are between 50 and 60 
per cent. Although these results are not automatically transferrable to 
developing countries, in many jurisdictions there is scope to reduce income 
inequality by raising marginal tax rates at the top, although political 
acceptability is required, and policy design needs to take into account 
incentives for tax avoidance and evasion and the potential for economic 
distortions.

Lower tax rates on capital income compared to labour income has 
exacerbated inequality. Capital income is consistently much more con-
centrated at the top of the distribution than labour income, with the top 

Source: UN/DESA calculations based on IMF WoRLD.
Note: Due to gaps in data availability country sample is not fully consistent across years.

Figure III.A.6
Median revenue as a share of GDP for select tax types, by country grouping, 2005-2019 
(Percentage)
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Excise taxes on tobacco, alcohol and sugar-sweetened beverages 
are pro-health taxes that reduce health inequities while increas-
ing revenues. Lower socioeconomic status is associated with a higher risk 
of noncommunicable diseases as well as higher consumption of tobacco, 
alcohol and sugar-sweetened beverages.13 Treatment of diseases caused 
by such consumption also represents a higher burden for low-income 
households.14 Excise taxation can be a powerful tool for correcting the 
highly inequitable distribution of death and income losses, reducing cata-
strophic healthcare costs (see figure III.A.8).15 Well-implemented excise 
taxes reduce consumption, particularly for lower-income groups,16 and 
are highly cost-effective policy tools for averting millions of deaths caused 
annually by these products (see figure III.A.9).17

Reducing informality can also address inequalities if efforts to 
address non-compliance focus high up in the income distribu-
tion. Informality is a multidimensional phenomenon that exists across 
income levels, narrowing the tax base and weakening revenue mobiliza-
tion. It is often extensive in developing countries. While it is most often 
a consequence of a lack of opportunities in the formal economy and the 
absence of other means of livelihood,18 informality exists all along the 
income distribution. For example, highly paid professionals such as doctors 
or lawyers may take payment in cash and not declare the income; countries 
should respond with more dedicated enforcement. For informal small busi-
nesses, improving the design of simplified and presumptive tax regimes 
can induce them to enter the formal sector and continue growing in the 
formal economy. Governance improvements, including in tax and customs 
administration, are one tool to reduce informality and can help to broaden 
the tax base. Simplifying rules and regulations along with improved 
taxpayer services can also reduce the cost of compliance. A coordinated set 
of policies and programmes should incentivize formalization in line with 

Figure III.A.8
Net household income e�ects of increasing tobacco 
prices, by household income decile
(Percentage)

Source: UN/DESA calculation based on Fuchs, Icaza & Paz 2019.
Note: Based on modelled impact of direct and indirect e�ects of a 100 per cent
increase in the price of tobacco in eight developing countries. Weighted
population average.
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Figure III.A.9
Impact of increasing excise taxes on tobacco, alcohol, 
and sugary beverages
(Millions of people, trillions US dollars, tens of millions of years)

Source: The Task Force on Fiscal Policy for Health 2019.
Note: Modelled impact if taxes were increased in 2017 su�ciently to raise prices
by 50 per cent. The impact of the increases is projected over a 50-year period
(2017-2067). 
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international labour standards and may contribute to a more stable financ-
ing of social protection, as well as strengthening revenue mobilization.19 
Tax policy can work together with social protection and labour market 
policy to set incentives for business registration. For example, zero or even 
negative taxes (tax credits) and social insurance eligibility can promote 
formalization of the lowest-income enterprises.

Tax expenditures can be inefficient or ineffective and may worsen 
the distribution of income; they should be used more strategi-
cally. Tax incentives are a type of expenditure coded into the tax system. 
While sometimes used to encourage investment in the SDGs, they also 
reduce revenues, at least in the short term, and entail administrative costs. 
Forgone revenue resulting from tax expenditures is of particular concern 
when they do not ultimately attract additional investment but instead 
result in windfall gains to investors, often foreign investors or those 
already at the top of the domestic income or wealth distribution. Changes 
to international tax norms (see section 5) provide an opportunity to 
rethink tax expenditures. Reforms should improve tax incentive design and 
targeting; limit the use of wasteful and redundant incentives; ensure they 
are regularly reviewed; and require public transparency about revenue 
foregone and, possibly, the distributional implications.20

There is no one-size-fits-all approach towards addressing income 
inequality through the tax system, but planning and imple-
mentation are essential. Raising tax revenues from people with high 
incomes and wealth seems feasible in some countries, but elsewhere 
the possibilities might be more limited by institutional and enforcement 
constraints. All countries should build medium-term plans, to be reflected 
in INFFs, for effectively using the fiscal system to reduce inequality in line 
with their commitments in the Addis Ababa Action Agenda and the 2030 
Agenda for Sustainable Development.

3.1.2 Social protection policies to reduce inequalities
Social protection policies are needed to reduce inequality and 
eliminate poverty. In the Addis Agenda, the world’s Governments 

agreed to a “new social compact” to provide “fiscally sustainable and 
nationally appropriate social protection systems and measures for all, 
including floors”. Member States also committed to “strong international 
support for these efforts”.21 Social protection floors are meant to convey 
guaranteed minimum benefits to all people at every stage of life (children, 
mothers with newborns, support for those without jobs, persons with 
disabilities, the elderly) through nationally designed and owned social 
protection systems.22 They are complements to the direct provision of 
public goods and services.

Governments around the world have put in place unprecedented 
social protection responses to the COVID-19 pandemic. As of Febru-
ary 2022, 209 countries and territories had adopted at least 1,721 measures 
to extend social protection benefits in response to the COVID-19 crisis. Over 
40 per cent of those measures were focused on the working age population, 
including on incomes/jobs (16.4 per cent) and unemployment benefits 
(12.2 per cent). Most measures (1,194 cases) are linked to non-contributory 
programmes and are financed by general revenues, which in many 
countries required additional debt issuance.23 Yet many responses in 
developing countries, particularly in Africa, could not address the poverty 
and inequality impacts of COVID-19 because of the large informal sector, 
which is not adequately covered by programmes.24

Monitoring of distributional implications of COVID-19-related 
social protection measures has been limited; evidence points to 
insufficient gender responsiveness. There are no global estimates of 
the numbers of people covered by COVID-19 social protection responses. An 
estimate regarding emergency cash transfers suggests that they reached 
over 1.3 billion people worldwide in 2020 and 2021, about 17 per cent of 
the global population.25 Other estimates suggest that in 2020 almost 645 
million people benefited from new social protection programmes/benefits in 
G20 countries,26 and 326 million people (49.4 per cent of the regional popu-
lation) were covered by emergency programmes in Latin America and the 
Caribbean.27 Only 19.6 per cent of the over 3,000 labour market and social 
protection responses were classified as gender-responsive, meaning that 

Source: International Labour Organisation (ILO), World Social Protection Database.
Note: All social protection programmes. Countries grouped by ILO regions, population-weighted average.

Figure III.A.10
Social protection coverage, by region and country income, 2020 or latest available year
(Percentage of population)
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they addressed women’s economic security or unpaid care work through pro-
visions such as paid family leave, shorter/flexible work-time arrangements, 
emergency childcare services or support for long-term care facilities.28

Despite progress, social protection coverage remains limited. Even 
after expansion of coverage, only 46.9 per cent of the global population 
had access to at least one social protection benefit in 2020 (or latest avail-
able year).29 Social protection coverage is highly uneven across regions, 
with the Americas, Europe and Central Asia having the highest coverage 
rates and Africa the lowest (see figure III.A.10).30 There are also important 
coverage inequalities within countries, for example, rural areas typically 
having worse coverage.31 Across different branches of social protection, 
the largest coverage gaps are in unemployment benefits (only 18.6 per 
cent of unemployed persons had access to a benefit in 2020 or most recent 
year), benefits for children (only 26.4 per cent of children have access), 
social assistance for the vulnerable (only 28.9 per cent of vulnerable 
persons not covered by other schemes have access) and employment injury 
benefits (only 35.4 per cent of persons experiencing employment injury 
have access). Cash benefits are an efficient way to alleviate poverty and 
ease financial distress and can be especially helpful in dealing with shocks 
such as the COVID-19 pandemic. High levels of informality are key drivers 
of the low coverage, particularly in developing countries.32 The lack of 
official proof of identity can also be an access barrier.33

Where available, sex-disaggregated data shows significant 
gender gaps in social protection coverage and benefit levels. 
Currently, only 44.9 per cent of women with newborns worldwide receive 
a cash maternity benefit—ranging from 86 per cent in high-income 
countries to 10.5 per cent in low-income countries.34 Increasing coverage 
of family leave and care credits in pension systems can improve pen-
sion adequacy despite periods spent outside the labour market due to 
child-rearing or elder care, particularly prevalent among women. Because 
women often work in precarious and invisible parts of the informal 
economy (e.g., as domestic or home-based workers), extensions of social 
protection should aim to cover these areas.35 Well-designed social protec-
tion schemes, such as regular cash transfers made to women, can also 
contribute to preventing violence against women by reducing intrahouse-
hold tensions caused by economic stress.36 Assessments on gender gaps 
require better gender-disaggregated data on coverage, which remains 
inadequate (see figure III.A.11).

Low social protection coverage rates are driven by insufficient 
investment in social protection. While the world spent on average 
12.9 per cent of its GDP on social protection (not including healthcare) in 
2020, poorer countries with limited resources spent much less. For example, 
African countries spent less than one third of the global average (see figure 
III.A.12). Low social protection expenditure, when combined with limited 
spending on direct provision of public goods and services such as health-
care and education, results in the inability to reduce inequalities.

3.1.3 Social protection financing to reduce inequalities
General taxation and social security contributions can create 
fiscal space to finance social protection systems, making societ-
ies fairer and more resilient. Social contributions and taxes are the 
backbones of the financing structure of social protection systems. These 
systems create long-term commitments that require the availability 
of countercyclical resources. Countries that have successfully achieved 

universal social protection have undertaken conducive tax reforms to 
finance an extension of contributory social security schemes to workers in 
micro and small enterprises, self-employed persons and/or rural popula-
tions.37 Legal and administrative reforms can cement the right to social 
security while also incentivizing formalization of informal enterprises. 
Connecting social protection information systems with other public infor-
mation systems such as vital registration systems and tax administration 
databases can contribute to ensuring inclusion and preventing fraud.38

Social security contributions are the most important financing 
source for existing social protection programmes. Workers’ and 
employers’ social security contributions represent on average 57 per cent 
of total social protection expenditure.39 Social contributions provide 
stability to the system by adding legal entitlements to a social contract 
rooted in the principle of solidarity among workers, employers and the 
State. The inequality impact of contributions depends on the system 
design. Contribution caps and flat rates mean that those on the highest 
incomes often pay proportionately lower contributions. The collection of 
social security contributions can be improved in numerous ways, includ-
ing: extending legal coverage to groups previously excluded; improving 
governance and management; enhancing compliance enforcement; 
and simplifying contribution mechanisms for small- and medium-sized 
enterprises. The changing nature of work, with more part-time work and 
independent contractors, also necessitates policy responses to ensure 
appropriate employer contributions despite the changing legal nature of 
employment relationships.

Figure III.A.11
Data availability on social protection coverage, by type 
of bene�t and disaggregation
(Number of countries)

Source: UN WOMEN.
Note: A total of 83 countries reported no statutory unemployment programme
and thus no coverage for both sexes. 
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General government revenue is the second major source of 
social protection financing and can be used to extend coverage 
universally. Revenue depends on the growth of the economy and its 
capacity to provide for decent and productive employment and sustainable 
enterprises. Social protection programmes financed by general revenue 
can help to redistribute income, but their impact on inequality will vary 
based on the source of the revenue and the fiscal space. Using expanded 
taxes on property, individual income and profits to finance universal social 
protection programmes would likely reduce income inequality. Countries 
with tax structures that are heavily tilted towards tax revenues from goods 
and services—such as some in Latin America, Asia and Africa (see figures 
III.A.4 and III.A.5)—might see a reduced impact on inequality, or even 
increased inequality, depending on the social protection system design. By 
increasing goods and services taxes, like value added taxes, the poor would 
help to finance social protection, but the poor may not be eligible for social 
protection benefits if programmes are not properly designed. Universal 
coverage is instrumental, and analysis of the net redistributive effect is 
recommended to ensure inequality reduction when using these types of 
taxes. Universal coverage can also reduce gender inequality, especially 

as women are overrepresented in informal employment and also more 
frequently undertake unpaid care work.40

The investment needed to close the social protection financ-
ing gap is significant; it is achievable for most high- and 
middle-income countries but challenging for many LDCs. 
Lower- and upper-middle-income countries need to spend an estimated 
additional $751 billion and $363 billion annually, or 5.3 per cent and 3.1 per 
cent of GDP (see table III.A.1), respectively, to close the social protection 
gap.41 LDCs would need to spend an additional $123 billion annually, 
or 11.1 per cent of their GDP. This far surpasses their current domestic 
revenue-raising capacity. Greater investment can expand the coverage of 
social protection systems over time, requiring a combination of economic 
growth, increased revenue mobilization and international support and 
solidarity, including for building the infrastructure for sustainable social 
protection systems and floors.

3.2 Addressing gender inequalities
Achieving gender equality and the empowerment of all women 
and girls is essential to sustainable development. While women’s 
participation in the labour market can strengthen economic growth and 
contribute to resource mobilization, gender equality is a broader goal 
anchored in the 2030 Agenda, the Addis Agenda and the broader human 
rights framework. No country has yet achieved full gender equality, 
although many legal and regulatory barriers, such as explicitly discrimina-
tory laws, are dropping.42

The fiscal system can be a tool to make progress towards gender 
equality. Domestic public financial systems can be designed and reformed 
to be gender-responsive.43 Notionally gender-neutral fiscal policy can 
exacerbate existing inequalities or create disadvantages for women, either 

Source: ILO, World Social Protection Database.
Note: Countries grouped by ILO regions, aggregates are weighted by GDP. Total social protection expenditure (excluding health) does not always correspond to the sum of
expenditures by age group, depending on data availability, source and year, and on inclusion of non-age-group-speci�c expenditures.

Figure III.A.12
Public expenditure on social protection and health, by region, 2020 or latest available year
(Percentage of GDP)
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Table III.A.1
Annual financing gap to achieve SDG targets 1.3 and 3.8, by country 
grouping, 2020

Country group Financing gap

$ billion percentage of GDP

All low- and middle-income countries 1,192 3.8

Upper-middle income countries 363 3.1

Lower-middle income countries 751 5.1

Least developed countries 123 11.1

Source: ILO.
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of GRB throughout the planning and budgeting cycle can contribute to 
implementation of measures that advance gender-responsive economic 
recovery, including in COVID-19 fiscal responses.49 Progress has been 
made in implementing GRB, but significant challenges remain. Approxi-
mately 25 per cent of 100 countries reporting data for SDG indicator 5.c.1 
have systems to track budget allocations to gender-responsive policies or 
programmes, while approximately 60 per cent have some features of a 
system. Countries have made more progress in establishing GRB guidelines 
and standards and using sex-disaggregated data to inform budget 
decisions, with variability across sectors. Fewer countries apply gender 
markers to their budget allocations or assess the impact of gender budget 
allocations through ex-post impact assessments or audits.50 A review of 
practices in G20 countries, using a different methodology, found low levels 
of GRB implementation, especially for budget execution.51

Gender-responsive procurement can contribute to the use of 
fiscal policies for gender equality. Public procurement represents 
approximately 12 per cent of global GDP,52 but there is a gender gap in 
access to procurement opportunities and a lack of gender-disaggregated 
data. Gender-responsive procurement is defined as the selection of 
services, goods and civil works that consider the impact of the procure-
ment on gender equality and women’s empowerment. Countries can 
support positive opportunities and outcomes for women by targeting 
women-owned businesses as suppliers, reducing the barriers to entry 
faced by women-owned businesses and including decent work policies in 
supply chains.53 Gender-responsive procurement can encourage private 
enterprises to adhere to gender-equality standards.

A disproportionate burden of care work, both paid and unpaid, 
is done by women, a result that is often incentivized by tax and 
expenditure policies. The COVID-19 pandemic has highlighted the 
disproportionate burden of care work borne by women and demonstrated 
that many health systems are reliant on unpaid health and care work.54 
Public investments in the care economy are a critical lever for achieving a 
job-rich, gender-responsive recovery, with public funding for childcare and 
education being associated with higher female labour force participation 
rates (see figure III.A.13).55 Fiscal multiplier effects can also be significant, 
as investments in childcare services expand employment opportunities 
in female-dominated sectors as well as enabling more parents to enter 
the workforce.56 Expanding the direct provision of care services or tax 
allowances for childcare can complement targeted transfers to low-income 
households to mitigate biases and reduce inequalities. Public sector 
employment policies, such as family leave, can model family friendly 
frameworks for the private sector, promoting equal sharing of care respon-
sibilities. Members of this Task Force have significant capacity building 
programmes for using fiscal policies to promote gender equality.

4. Environmental implications of the 
fiscal system

To achieve the goals of international environmental agreements, 
including the Paris Agreement to limit climate change to 1.5 
degrees Celsius, Member States need to align their fiscal systems 
with sustainability goals. While much effort is being placed on the pri-
vate sector and regulation (see chapters III.B and III.F, respectively), many 

because it negatively affects groups where women are overrepresented, or 
it fails to account for longstanding structural gender inequalities such as 
the unequal burden of unpaid care work. Both tax policy and expenditure 
should contribute to gender equality and women’s empowerment.

Both the direct impacts of tax on gender equality and the indirect 
effects should be considered when designing and implementing 
tax policy.45 While a few tax systems still contain legal biases such as 
assigning joint business or asset income only to males, implicit gender bias 
is pervasive.46 For example, tax deductions or tax credits might be associ-
ated with categories of expenses related to male-dominated sectors rather 
than to sectors with a high percentage of female workers.47 However, few 
countries systematically assess or report on the gender implications of tax 
policies. A stocktaking by the Organisation for Economic Co-operation and 
Development (OECD) published in February 2022 showed that only 16 of 43 
countries, mostly OECD/G20 members, assessed implicit biases in tax policy. 
An overwhelming majority of the countries have not conducted analyses of 
the gendered impact of tax administration and compliance measures.48

In terms of expenditure, gender-responsive budgeting (GRB) 
enables Governments to plan and use budget resources to sup-
port achievement of gender equality objectives. The application 

Box III.A.1.
Disaggregated survey data on taxation and 
government transfers in Ethiopia44

A disaggregated analysis of the tax burdens and economic needs of 
the most economically vulnerable—such as gender-disaggregation 
of the poor, informal workers and owners of small enterprises—is 
crucial to designing equitable and well-targeted tax and public 
spending policies. This is particularly important in LDCs, where 
formal and informal tax systems often exist in parallel and adminis-
trative data is sparse.

The 2018/19 Ethiopia Socioeconomic Survey added a tax and transfer 
module. The coverage of a wide array of socioeconomic data allowed 
authorities to complement the data in the tax module with other 
administrative data and explore taxation from various dimensions, 
including disaggregation by sex. The survey found that nationally, 
about 44 per cent of households contributed to informal social 
security institutions that fund local infrastructure and services. Initial 
findings underscored important differences in tax payments by 
subgroups. For example, two thirds of small, non-farm enterprises 
were owned by men; 12 per cent of these households reported paying 
taxes. Within this group, women-owned businesses paid nearly 25 
per cent less in business income tax compared to businesses owned 
by men. Women-headed-households bore a larger tax incidence 
on land ownership and rural land use fees than men-headed and 
two-adult households, while gender differences at the individual 
level were small. Land ownership patterns, gender norms restricting 
women’s engagement in agriculture and the gender agricultural 
productivity gap are likely to have contributed to increasing women’s 
tax burden of rural land use fees and agricultural income tax.
Source: World Bank.
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countries are far behind in aligning domestic public finance with climate 
and other environmental goals. Fiscal system reforms can have the dual 
benefits of incentivizing sustainability while also raising additional revenue.

4.1 Fiscal policy and climate change
There is no country in which fuel prices reflect the full economic 
and environmental costs, including climate change and local pol-
lution impacts. The largest price gaps are generally for coal, followed by 
natural gas, diesel and gasoline.57 In 2020, global fossil fuel subsidies—
defined as both explicit monetary subsidies and implicit environmental 
and social costs that are not reflected in fossil fuel prices—were around 
$5.9 trillion, or 6.8 per cent of GDP (see figure III.A.14). This represents a 
slight decline from a peak in 2018 although subsidies are projected to rise 
going forward.58 Around 8 per cent of the total, or $450 billion, reflects 
undercharging of costs or explicit subsidies, with the largest volume for 
electricity, petroleum and natural gas, with only 3 per cent for coal. Explicit 
subsidies are mostly consumer subsidies and are largest in volume in Asia 
and Europe (see figure III.A.15). They are highly concentrated, with five 
countries providing 46 per cent of total explicit subsidies. Around 92 per 
cent of global fossil fuel subsidies are implicit subsidies, which are most 
significant for coal (41 per cent) and petroleum (46 per cent). Underpric-
ing for local air pollution costs is the largest portion of the total subsidies 
(accounting for 42 per cent), followed by underpricing for climate change 
costs (29 per cent).

Fiscal tools and regulatory policies can incentivize climate 
change mitigation and adaptation. Policymakers can use a range 
of tools, including price mechanisms (e.g., taxes, cap-and-trade systems, 

and removing subsidies), regulations (such as energy efficiency standards, 
which can have the effect of imposing implicit carbon prices), public 
investments and guarantees (see chapters III.C, III.B, and III.G) and other 
instruments to achieve their goals. Pricing greenhouse gas emissions 
is the most economically efficient way to reduce carbon emissions as 
it makes them more expensive, incentivising changes in investment, 
production, and consumption patterns, as well as inducing technological 
advancement.

Carbon pricing is a powerful tool that provides incentives to 
reduce carbon-intensive activities across all sectors and for all 
households and enterprises throughout the economy. Carbon 
pricing contrasts with other tools, such as regulations, which tend to 
have a narrower focus. Carbon taxes also raise fiscal revenues: analysis 
undertaken on G20 countries shows that a $75 per tonne price could 
generate additional revenue of around 2 per cent of GDP.59 Compared to 
cap-and-trade systems, carbon taxes have the added benefit of setting 
relatively predictable carbon prices and may be easier to administer.60 In 
practice, however, both types of pricing have numerous administrative and 
enforcement challenges and political economy barriers to their imple-
mentation. Some developing countries are concerned they may act as de 
facto trade barriers. In addition, in the absence of compensatory measures, 
higher prices passed on to households may create more opposition from 
the public compared to regulations, which can be perceived to have a 
much smaller impact on energy prices.61 There is a widespread, although 
sometimes incorrect, perception that carbon pricing and fuel taxes are 
regressive. Pricing can have positive or negative socio-economic impacts, 
as distributional effects are highly country-specific due to differences 

Source: Fruttero, Anna, et al. 2020. 
Note: Graphs were obtained using bin-scatter plots with regressions of female labour force participation on the variable of interest, controlling for other relevant variables 
(e.g., GDP growth, GDP per capita, education level, time �xed e�ects).
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in existing subsidy levels, fuel usage, economic structures and levels of 
inequality.62 For example, in developing regions, the largest share of the 
benefits of fossil fuel subsidies are captured by the highest-income section 
of the population (see figure III.A.16).63 A thorough understanding of all 
the effects of a reform should inform the design and implementation of 
complementary policies that can mitigate unintended consequences and 
protect vulnerable groups.64

Carbon pricing has been increasing but falls far short of what is 
necessary to meet climate targets. Carbon pricing programmes are 
increasingly common: as of April 2021, 27 countries applied a carbon tax at 
some level; 10 countries had an emissions trading system at the national or 
subnational level; and the European Union had a regional emissions trad-
ing system covering all its members.65 However, as of 2018, more than 
50 per cent of energy emissions were unpriced, with 35 per cent subject 
to a fuel excise tax, 6 per cent to a carbon tax and 12 per cent covered by 
an emissions trading scheme.66 The price range needed in 2030 to keep 
global temperature increases to 2°C has been estimated at $50 to $100 
per tonne,67 although recent analyses focus on the top of the range or 
even higher, up to €120 per tonne.68 However, only 3.76 per cent of global 
emissions were covered by a carbon price above $40 per tonne as of April 
2021, and a large number of carbon prices remain in the single digits. There 
are some exceptions; for example, the price on the European emissions 
trading system has mostly varied between €40 and €90 per tonne in 
the last year, peaking at over €96 per tonne in early February 2022.69 
Nonetheless, there are questions as to whether high prices in the EU will 
be sustained given the volatility and whether there is enough political 
will to raise carbon prices to a level necessary to have a significant impact. 
The relatively slow progress in setting up pricing systems reflects not only 
domestic economic and social concerns, but also political resistance to 
unilateral increases in carbon prices above levels in trading-partners.70

Figure III.A.14
Global fossil fuel subsidies, by fuel and subsidy type, 
2017-2025
(Percentage of GDP)

Source: Parry, Ian et al. 2021.
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Agreement on a carbon price floor among large emitting coun-
tries may be an effective way to scale up climate pricing among 
committed countries. Large and growing disparities in carbon pricing 
has heightened interest in border carbon adjustments, a tax-like tool that 
could raise revenue but have detrimental effects on some countries (see 
chapter III.D). Alternatively, an agreed carbon price floor could largely avoid 
competitiveness and carbon leakage concerns, but there are practical and 
political challenges to securing agreement. Global carbon pricing has been 
discussed under the United Nations Framework Convention on Climate 
Change (UNFCCC), but there has not yet been agreement beyond the Clean 
Development Mechanism, defined in the 1997 Kyoto Protocol. Ratcheting 
up ambition among a smaller group of countries such as the large emitters 
would be more straightforward than a global agreement, and a price floor 
could provide more flexibility for addressing equity considerations and 
adapting national schemes to country-specific circumstances.71

Implementation of green fiscal policies needs careful design and 
sequencing to ensure that they are fair, effective and feasible. A 
just transition will be essential if climate action is to be aligned with the 
2030 Agenda and support achievement of the other SDGs. An important 
element of successful reform strategies is measuring fiscal effects, a crucial 
first step towards a more comprehensive assessment of the economic, 
social and environmental effects. To effectively meet commitments to 
combat climate change while addressing equity and political economy 
considerations, countries will likely need to use a combination of tools, 
including appropriate regulations. Supporting policies will also be needed, 
for example, public investments in clean technology infrastructure 
networks, livelihoods support, policies to ensure energy affordability, and 
other universal social protection schemes to prevent increases in poverty 

due to climate change mitigation policies. At the international level, 
climate finance should support the energy transition (see chapters III.C 
and III.G).

4.2 Environmental taxation and other green fiscal 
policies

Countries can adapt PFM practices to support environment- 
sensitive policies, so-called green PFM.72 This includes adding green 
components to more standard PFM elements such as fiscal transparency, 
external oversight and coordination with state-owned enterprises and 
subnational governments. Examples include incorporating fiscal risks re-
lated to climate change into strategy and planning, making climate change 
and other environmental factors major criteria for sectoral budget alloca-
tion, adopting sustainable procurement and tagging environment-related 
expenditure in the budget preparation phase. Green PFM reforms should 
be situated within wider planning processes such as MTRS and INFFs.

Countries can use several financial tools to incorporate biodiver-
sity aims into public finance. While an increasing number of countries 
are implementing elements of green budgeting, few countries have 
assessed the potential positive and negative impacts of their domestic and 
international spending or public development bank lending, on biodiver-
sity. Existing budgetary and fiscal transfers often encourage unsustainable 
production practices, and countries can undertake systemic assessments 
to identify these. For biodiversity impacts, special attention is needed 
on subsidies to the agriculture sector. Similar to climate action, taxes, 
fees, tradeable permits, offsets and subsidies can be used to incentivize 
actors to preserve or expand biodiversity and habitats.73 Payments for 

Figure III.A.16
Distribution of fossil fuel subsidy bene�ts in developing regions, by income quintile
(Percentage)
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Source: Coady, David, Valentina Flamini, and Louis Sears. 2015. 
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ecosystem services are a type of subsidy offered, usually to farmers or land-
owners, in exchange for managing land in a way that provides some sort of 
ecological benefit. Depending on the choice of instrument, revenue might 
also be generated. Public finance should be aligned with new measure-
ment frameworks that go beyond GDP (see chapter IV) because preserving 
biodiversity and natural assets is not valued in GDP figures.

Instruments for greening public finance need to match the char-
acteristic of the public good or service being provided at the local, 
national and international levels. Many environmental challenges can 
be addressed with public policies and financing instruments at the local or 
subnational level. For example, local air pollution might be ameliorated by 
prioritizing public investments in no- and low-carbon sustainable transpor-
tation options complemented by local regulatory and tax policies to provide 
incentives against polluting transportation choices.74 The benefits of such 
investment will be primarily captured at the urban level, although there will 
be positive spillovers on national and even international levels. Other public 
goods such as clean oceans and a stable climate are global, and domestic 
policies need to be coherent with international cooperation (see chapter III.C).

5. International tax cooperation
Adapting tax rules to changes to the global environment and ad-
dressing tax avoidance and evasion will require further concerted 
efforts on international tax cooperation and strengthening of tax 
policy and administrations. Ongoing changes to the global economy 
are creating pressures on tax systems amid a rise in expectations for 
provision of public goods and services to deliver the SDGs. Concerns have 
been growing for many years that the globalization of economic activity 
has opened up ample opportunities for aggressive tax avoidance and eva-
sion, especially by large multinational enterprises (MNEs) and the wealthy, 
leading to an unfair distribution of tax burdens. Since the 2008 world 
financial and economic crisis, aspects of international tax cooperation have 
seen dramatic reforms, for example, on tax transparency. In the context of 
growing digitalization and globalization, countries need to further step up 
international cooperation to raise sufficient public resources for financing 
the SDGs. At the same time, many countries need to continue strengthen-
ing their tax administrations’ core systems and processes to be able to take 
full advantage of the benefits of international tax cooperation.

5.1 Responses to digitalization and globalization
The increasing digitalization and globalization of the economy is 
impacting both tax policy and administration, raising questions 
as to how to adjust the tax architecture to new digital business 
models. COVID-19 and the associated lockdowns accelerated the digital 
transformation. It is possible for an enterprise resident in one country to be 
profiting from activity in another country’s economy without a substantial 
physical presence in that so-called market jurisdiction.75 Yet, most tax trea-
ties require a physical presence before the market country can tax the profits 
made there. The current system of arm’s length pricing and the growing 
importance of near impossible-to-value intangibles—including user data—
have allowed opportunities for corporate income tax evasion and avoidance 
to proliferate.76 Responding requires policy changes, as well as data and 
analytical resources that are not readily available to many countries.

Discussions on reforming tax norms continue at different inter-
national forums, while some countries have adopted unilateral 
measures. The OECD-housed Inclusive Framework on Base Erosion and 
Profit Shifting (Inclusive Framework) is seeking to build a consensus on 
taxation of the digital economy through a two-pillar approach that will 
include binding commitments. The United Nations Committee of Experts 
on International Cooperation in Tax Matters (UN Tax Committee) agreed 
on a provision on taxation of automated digital services as part of the 2021 
UN Model Double Tax Convention, which can be incorporated into bilateral 
tax treaties. At least 35 countries have proposed or implemented a tax 
specifically on digital economic activity, frequently a digital services tax 
(DST),77 and while some countries are already collecting revenue through 
these taxes, others are holding their digital taxes in abeyance pending the 
results of the Inclusive Framework negotiations.

The Inclusive Framework’s two-pillar solution aims to redistrib-
ute taxing rights related to some of the profit of the largest 
MNEs; discussions are ongoing to finalize the rules. Table III.A.2 
provides a description of the key provisions of both pillars, which achieved 
political-level agreement in October 2021.78 Pillar 1 addresses digitaliza-
tion and globalization and marks a limited departure from the arm’s length 
principle for allocating corporate profits for the purposes of taxing rights 
on a share of profits of the largest and most profitable MNEs globally. The 
proposal includes a mandatory and binding dispute resolution process, 
although some developing countries will not be covered by this provision. 
Pillar 2 would allow countries to put in place minimum tax rules which aim 
to protect tax bases and limit tax competition. As of end 2021, 137 jurisdic-
tions had joined the statement outlining the plan; work on technical rules, 
a multilateral convention, and other instruments for implementation 
is ongoing. No binding commitments have yet been made, and there 
remain questions about whether countries, especially those that require 
legislative approval of tax conventions, will be able to generate sufficient 
domestic political consensus.

Uncertainties remain over the exact impact of the reallocation 
of taxing rights under Pillar 1. In Financing for Development Forum 
outcomes from 2019 to 2021, Member States acknowledged “that any con-
sideration of tax measures in response to the digitalization of the economy 
should include a thorough analysis of the implications for developing coun-
tries”.79 A global impact analysis of Pillar 1 is expected to be published in 
spring 2022, with country-specific impact estimates provided to Inclusive 
Framework members at the same time. As the impact assessment relies 
upon country-owned data, the availability of country-level estimates will 
be dependent on the decisions of country authorities about publishing 
any estimates prepared for them by the OECD Secretariat. The OECD has 
projected that $125 billion of residual profits will be reallocated to market 
jurisdictions under Pillar 1,80 but the global aggregate revenue gains are 
expected to be minimal. Independent research has suggested that be-
tween 70 and 80 MNEs will be subject to the new rules,81 with traditional 
treaty rules still applying for other companies. In some countries, the tax 
on reallocated profits may not be enough to replace revenue lost from the 
removal of DSTs that is required by the deal.82 For example, estimates 
for Asia showed that revenue effects, whether increases or declines, were 
generally less than 0.02 per cent of GDP, although implications for a few 
jurisdictions are more significant.83
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The final rules will be challenging to implement in practice. The 
reforms are novel and complex, and the Inclusive Framework has set an 
ambitious timetable for implementation, which may not allow sufficient 
time to assess the implications and conclude informed national debates 
on the value of joining the final agreements. Developing countries with 
lower capacity tax administrations that choose to participate will need ad-
ditional technical assistance and capacity building, while businesses have 
also recognized the challenge to successfully implement any final rules, 
particularly in the targeted timeframes.

Taxation of automated digital services, most frequently a DST, 
allows an administratively simple alternative to raising revenue 
related to digitalized economic activity, and domestic use of 
this can be protected by application of new provisions in the UN 
Model Tax Convention. The UN Tax Committee agreed on the inclusion 
of a new Article 12B on taxation of automated digital services in the 2021 
UN Model Double Tax Convention.84 Article 12B provides a treaty level 
allowance for countries’ domestic laws that tax digital services, regardless 
of the service provider’s physical presence in-country, helping to level 
business playing fields. Countries’ domestic laws would need to address 
administration challenges such as definitions of the tax base, access to data 
and reporting regimes. Article 12B addresses a narrower range of taxing 
rights than Pillar 1 in a simplified way, allowing the use of withholding 
taxes and avoiding mandatory binding dispute settlement unless otherwise 
agreed between two countries. To be put into effect, the provision needs to 
be negotiated into bilateral tax agreements. In practice, if both countries 
have ratified a forthcoming Pillar 1 convention, the convention is likely to 
override adoption of Article 12B in a bilateral treaty between those two 
countries. Countries evaluating their options may want to assess potential 
revenue gains, administrative challenges, the likelihood of successful 
treaty negotiations and the likely response of treaty partners to proposed 
provisions. Unless they have treaty level protection for DST use, countries 
that choose to apply such taxes risk being unilaterally targeted with trade 
sanctions, which could ultimately cost more than DST revenues. Estimates of 
the impact of DSTs and related types of taxation for Asia show that revenue 
potential is in the order of 0.02 per cent of GDP,85 similar to expected gains 
under Pillar 1. Proposals have been made to create a multilateral instrument 
to facilitate incorporation of Article 12B into existing bilateral tax treaties.86

Pillar 2 global minimum corporate tax rules are expected to 
have a broad impact on both aggressive tax avoidance and tax 
competition. Tax competition has intensified in the past decades despite 
international efforts to contain it, with average statutory corporate tax 
rates falling from 40-45 per cent at the beginning of the 1980s to around 
25 per cent near the end of the 2010s.87 Pillar 2 allows countries to top up 
the tax paid by an MNE to 15 per cent, either at source through a minimum 
tax or in the enterprise’s headquarters jurisdiction. Moreover, it would 
allow countries hosting that MNE’s subsidiaries to tax some base-eroding 
payments (like interest and royalties) that are made from their jurisdiction 
if they are not taxed at least 9 per cent in the recipient country. Under the 
proposed Pillar 2 rules, jurisdictions could implement a “qualified domestic 
minimum top-up tax”, a special tax on MNE subsidiaries in the event that 
another jurisdiction would have a right to top up the tax on an MNE group.

The impact of Pillar 2 on tax base erosion and profit-shifting is 
uncertain because of the wide-ranging implications and potential 
behavioural responses by countries and MNEs. The exact revenue 
implications will be determined by multiple factors, including: final 
carve-outs and exemptions; when and how widely the final agreement 
is implemented; the extent of changes to tax rates and policies expected 
in many countries; and how businesses and their professional advisors 
respond to the changes. The OECD projected that Pillar 2 would result 
in around $150 billion of additional tax revenue,88 and independent 
researchers estimated expected additional tax revenue of over $200 
billion.89 For income that is taxed at less than 15 per cent at source, the 
agreement gives priority to the home countries of MNEs to tax the under-
taxed income, so the largest absolute static gains from the agreement will 
accrue to developed countries, which are the home countries of the biggest 
number of large MNEs. Significant gains may also be seen in low- and 
no-tax investment hubs where profits are currently reported, especially if 
these jurisdictions reform their corporate tax regimes to ensure that large 
MNEs are taxed at 15 per cent. Academic research indicates that such a 
dynamic response of currently low-tax countries may reduce the gains to 
the home countries of MNEs by as much as 50 per cent.90

Pillar 2 can help to relieve tax competition pressure on some 
developing countries; carve-outs will still allow tax incentives 
to be used. A reduced incentive to shift profits out of source countries 

Table III.A.2
Key elements and timeline for the Inclusive Framework two-pillar solution

Pillar One Pillar Two

Ke
y e

lem
en

ts

 � Taxing rights over 25% of the residual profit of the largest and most profitable 
MNEs would be re-allocated to the jurisdictions where the customers and users 
of those MNEs are located;

 � Mandatory and binding dispute resolution, with an elective regime in certain 
circumstances to accommodate developing countries;

 � Provision for a simplified and streamlined approach to the application of the 
arm’s length principle to in-country baseline marketing and distribution activi-
ties, with a particular focus on the needs of low capacity countries;

 � Removal/prohibition of digital services taxes and other relevant similar mea-
sures for all companies, not just those in-scope.

 � Global anti-Base Erosion (GloBE) rules allow jurisdictions to set a global minimum income tax of 
15% on all MNEs headquartered in their jurisdiction and with annual revenue above €750 million;

 � Requirement for all jurisdictions that apply a nominal corporate income tax rate below 9% on 
interest, royalties and a still to-be-defined set of other payments to implement the “Subject to 
Tax Rule” into their bilateral treaties with developing countries that are members of the Inclusive 
Framework when requested to, so that their tax treaties cannot be abused;

 � Carve-out to accommodate tax incentives for substantive business activities (i.e., those which 
involve tangible assets and/or labour).

Tim
eli

ne

 � A multilateral convention being developed by the OECD Secretariat is planned to 
come into effect in 2023.

 � The Secretariat aims to develop a multilateral instrument for implementation by mid-2022 and an 
implementation framework for the GloBE rules by the end of 2022.

Source: OECD.
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will still exist, especially where effective tax rates are already above 15 
per cent. Many developing countries, particularly those in Africa, have 
statutory and effective corporate income tax rates well above 20 per cent 
(see figure III.A.17). In other cases, for example, where effective tax rates 
currently fall below 15 per cent because of tax incentives, countries may 
feel empowered to reduce wasteful or excessive incentives, although other 
political economy factors that contribute to the granting of such incentives 
still exist. Widespread adoption of qualified domestic minimum top-up 
taxes may actually help to retain incentives to engage in tax competition 
on tax rates.91 The Pillar 2 draft rules include carve-outs, for example, 
excluding income that is less than 5 per cent of the value of the local assets 
plus payroll. Real foreign investment can thus benefit from tax incen-
tives without triggering minimum tax rules, implying that countries may 
still feel pressured to use tax incentives to attract jobs and substantive 
investment. Stronger anti-abuse rules may be needed to prevent MNEs 
from designing new tax minimization strategies to misuse exemptions. 
Countries should also reconsider existing wasteful tax incentives, and any 
new incentives should be well-designed and clearly linked to sustainable 
development outcomes.

The growth of digital assets provides opportunities and risks for 
countries’ tax systems, although more research and analysis are 
needed. Digitalization of currency and money will have implications for 
both tax policy and tax administration. Cryptoassets, such as Bitcoin are 
already altering the structures of the financial system (see Chapter III.F) 
and countries need to consider how to ensure appropriate taxation of both 
cryptoasset creation and capital gains. Recent findings show that 2020 
revenues from taxing the capital gains on Bitcoin in the European Union 
amounted to about €900 million.92 The effective taxation of cryptoassets 
is technically challenging as these assets could touch upon capital gains 
taxes, income taxes, wealth and inheritance taxes and indirect taxes. 
Cryptoasset wallets also remain outside the scope of existing rules for 
the exchange of information on financial accounts. The introduction of 
stablecoins and central bank digital currencies (CBDCs) create different tax 
challenges and opportunities, but like for cryptoassets, questions about 
capital gains, defining taxable events and valuation will still need to be 
answered. For countries planning CBDCs, the needs of the revenue admin-
istration may be factored into design decisions, while the CBDC could also 
be used to incentivize enterprise formalization.

As digitalization and globalization advance, countries may need 
to contemplate far-reaching proposals for modernizing interna-
tional tax cooperation. World Bank staff recently argued that for the 
international tax system to be relevant to the digitalized economy and 
consistent with tax theory, the world needs global taxing mechanisms 
and institutions; they propose creating a new digital data tax and a new 
global internet tax agency under the United Nations.93 A paper from the 
South Centre calls for streamlining the architecture of international tax 
cooperation through an inclusive multilateral convention.94 In February 
2021, the High Level Panel on International Financial Accountability Trans-
parency and Integrity for Achieving the 2030 Agenda, also emphasized the 
importance of dynamism, responsiveness and coordination, as well as the 
possibility of enhancing these through multilateral tax conventions and 
inclusive mechanisms at the United Nations.95 In his recent “Our Common 
Agenda” report, the United Nations Secretary-General noted the potential 
for asymmetrical impacts on countries at different stages of development 

and called for intensified efforts to ensure that the perspectives of all 
countries are heeded as countries decide on how to tax an increasingly 
digitalized and globalized world.96

5.2 Progress on tax transparency and the exchange of 
information for tax purposes

Progress continues to be made on the implementation of tax 
transparency standards. The OECD-housed Global Forum on Trans-
parency and Exchange of Information for Tax Purposes, which serves as 
the main venue for discussion of tax transparency standards, has seen 
increasing participation in its tax transparency instruments, such as the 
Convention on Mutual Administrative Assistance in Tax Matters and the 
Multilateral Competent Authority Agreement on Automatic Exchange of 
Financial Account Information (see table III.A.3). As of October 2021, there 
were over 7,500 bilateral exchange relationships for automatic exchange 
of information (AEOI). In 2020, information on more than 75 million 
financial accounts covering total assets of around €9 trillion was exchanged 
automatically. Many countries opened voluntary disclosure programmes 
and similar compliance initiatives alongside the beginning of AEOI; these 
and offshore investigations enabled by exchange of information on request 
helped to generate €112 billion of additional revenues (tax, interest, penal-
ties), €30 billion of which was in developing countries.97

The poorest countries are still not benefiting from tax transpar-
ency. Developing countries lag behind in receipt of information from the 

Figure III.A.17
Statutory and e�ective corporate income tax rates, 
developing countries, 2020-2021
(Number of countries)

Source: UN/DESA calculations based on OECD Corporate Tax Statistics (2021). 
Note: Chart shows forward-looking e�ective tax rates for 2020 (a synthetic indicator
based on a hypothetical investment) and statutory rates (central government) for
2021, for United Nations Member States that are considered developing countries.
Data available for 27 and 51 countries, respectively.
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AEOI system and the exchange of country-by-country reports covering 
the activities of MNEs. While 46 developing jurisdictions are carrying out 
AEOI or are committed to doing so in the near future, no LDCs are currently 
receiving information via this initiative. As of October 2021, there were 
3,000 exchange relationships for country-by-country reporting informa-
tion provided by MNEs, but only 12 non-OECD/G20 developing countries 
or jurisdictions and no LDCs are currently receiving country-by-country 
reports.98 Where the exchange of reports has not yet been enabled under 
international agreements, creating requirements for MNEs operating 
locally to file country-by-country reports with the local tax administration 
is considered acceptable under international standards, giving the authori-
ties access to useful information for enforcement purposes. Countries 
may also need to enhance their domestic capacity to effectively use such 
information as part of their enforcement regimes.

Jurisdictions are largely abiding by commitments made to 
exchange information and being rated as satisfactory in peer 
reviews conducted by the Global Forum. The Global Forum adjusted 
the peer review process during the pandemic so that reviews could 
continue even without on-site visits. Of the 81 jurisdictions fully reviewed 
in the second round, 85 per cent received a satisfactory rating (compliant 
or largely compliant). Five jurisdictions that had previously been issued 
unsatisfactory ratings reported progress and will be subject to supple-
mentary reviews. In reviews of the implementation of AEOI, 98 per cent of 
reviewed jurisdictions had an international legal framework determined to 
be “in place” and 89 per cent had a domestic legal framework determined 
to be largely consistent with the requirements. The Global Forum is also 
reviewing the effectiveness in practice of the implementation of AEOI and 
later in 2022 will publish the results of the review of the 100 jurisdictions 
that exchanged information in 2017 and 2018.

5.3 UN Tax Committee
In 2021, the UN Tax Committee completed a range of practical 
guidance on tax policy and implementation aimed at helping 
countries to improve their tax capacities and cooperation frame-
works. The 25 members of the UN Tax Committee selected in 2017 finished 
their four-year term in June 2021. This marked the completion of the first 
full term of the Committee under the enhancements agreed upon in the 
Addis Agenda. The more frequent meetings, combined with enhanced 
capacities due to an increase in voluntary contributions, enabled the UN Tax 
Committee to publish more guidance than previously. Its products included: 
the United Nations Model Double Taxation Convention between Developed 
and Developing Countries 2021 (including provisions on taxing the digi-
talized economy and addressing offshore indirect sales of assets); United 
Nations Practical Manual on Transfer Pricing for Developing Countries (2021); 
UN Handbook on Selected Issues for the Taxation of the Extractive Industries 
(2021); United Nations Manual for the Negotiation of Bilateral Tax Treaties be-
tween Developed and Developing Countries 2019; United Nations Handbook on 
Avoidance and Resolution of Tax Disputes (2021); United Nations Handbook on 
Carbon Taxation for Developing Countries (2021); and the Revised Guidelines 
on the Tax Treatment of Government-to-Government Aid Projects (2020).

The new membership of the UN Tax Committee set out a 
wide-ranging work programme for its term, addressing tax with 
a sustainable development perspective and focused on practical 
solutions. Topics to be addressed include inequalities, taxation in an 

increasingly digitalized and globalized world, tax-related IFFs and the 
impact of COVID19 on taxation. The Tax Committee will for the first time 
examine the relationship between tax, trade and investment agree-
ments; and will also explore increasing tax transparency, solidarity and 
wealth taxes, and health taxes, among other topics. It will also continue 
previous work on extractive industries, carbon taxation and existing guid-
ance products.

6. Illicit financial flows
IFFs continue to reduce the availability of resources for invest-
ment in the 2030 Agenda while also undermining the social 
compact. IFFs can lower tax receipts, erode public trust, drain foreign 
reserves, discourage foreign direct investment, worsen inequality and 
fuel instability and conflict. They negatively impact the well-being of 
people and societies as they reduce financial resources available for SDG 
investment. Despite the progress made on transparency, IFFs are now a 
global, multidimensional problem that feeds off low regulation, secrecy, 
anonymity, complicit local and international actors, weak institutions and 
inadequate global taxation and regulatory systems that lack transparency 
and accountability.

6.1 Estimation of IFFs
Trials of the statistical framework for measuring IFFs are continu-
ing. The United Nations Office on Drugs and Crime (UNODC) and UNCTAD 
are joint custodians of the SDG indicator on IFFs. Since the publication of 
their Conceptual Framework for Statistical Measurement of Illicit Financial 
Flows in 2020, four country pilots on measuring IFFs related to selected 
illegal activities in Latin America have concluded101 and 11 African pilots, 
which are focused on tax-related IFFs, are under way102 and expected to 
finish in June 2022. The United Nations Economic Commission for Africa 

Box III.A.2
Platform for Collaboration on Tax (PCT)
The PCT, a joint initiative of the IMF, OECD, the United Nations and 
the World Bank Group, was established in 2016 to strengthen col-
laboration on domestic resource mobilization and support countries 
through the production of joint knowledge products, policy dialogue, 
technical assistance and capacity building, and input into the design 
and implementation of international tax norms.

One key initiative has been developing the concept of the 
medium-term revenue strategy (MTRS), a comprehensive frame-
work for tax system reform and means of coordinating support for 
country-led tax reform. The PCT holds regional workshops on MTRS 
for country authorities and capacity development partners (bilateral 
donors, regional tax organizations and PCT partners). It also raises 
awareness on the interlinkages between taxation and the SDGs, such 
as regarding how tax policy and tax and customs administrations 
affect gender equality, especially in the context of the COVID-19 pan-
demic. The PCT has released five technical toolkits, the most recent 
on tax treaty negotiations, and established an online integrated 
platform of major capacity development projects.
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(UNECA) estimates that between 2000 and 2016 Africa had, on average, 
$83 billion a year in net outflows through trade mis-invoicing.103 Cumu-
latively between 2000 and 2016, the mis-invoicing was estimated at $1.4 
trillion, equivalent to 11.4 per cent of the value of Africa’s trade.

6.2 Tackling IFFs in national policy
The multidimensional nature of IFFs requires a coordinated, 
whole-of-government approach. Efforts to eliminate IFFs need to span 
a range of institutions and government functions across the tax system, 
law enforcement and financial regulatory mechanisms. Institutional 
mechanisms to ensure whole-of-government coordination are essential 
and need to be driven by high-level political commitment. Table III.A.4 
shows possible components of a national institutional architecture for 
combatting IFFs. Governments need to create legal frameworks and opera-
tional/administrative systems for enforcement, and they should coordinate 
nationally and cooperate internationally.

Combating tax crimes, including addressing the professionals 
that enable IFFs, should be a core part of strategies to tackle IFFs. 
International efforts on tax transparency and reducing aggressive tax 
avoidance and evasion were discussed in section 5. Tax Inspectors without 
Borders, a joint initiative of the United Nations Development Programme 

(UNDP) and the OECD, recently expanded beyond tax audits to launch a 
criminal investigation pilot programme to help build country capacity to 
conduct tax crime investigations. While the majority of professionals are 
law-abiding, some professional enablers—lawyers, accountants, bankers 
and investment advisors—play an integral role in making it easier for 
perpetrators to defraud governments, evade tax obligations and hide 
the proceeds of corruption and other crimes.104 Governments need a 
coherent and robust approach to preventing, identifying, disrupting and 
criminally prosecuting professional enablers. Mechanisms should be in 
place to encourage whistle-blowing and information-sharing between 
relevant agencies. This should be complemented by private sector 
self-regulatory frameworks, which can be guided by the recently launched 
Unifying Framework that emphasizes the principles of integrity, transpar-
ency and accountability.105

6.3 Changes to anti-money-laundering and beneficial 
ownership information requirements

Beneficial ownership information is essential for tackling IFFs; 
public collection of this information, usually through a registry, 
will likely become the global standard. The beneficial owner is the 
natural person who ultimately owns, controls or benefits from legal 

Table III.A.3
Participation in international tax cooperation instruments, 2021
(Number of jurisdictions)

Legal instrument/ 
Intergovernmental body

Background Purpose Total membership/
parties

Middle-income 
countries

Least developed 
countries99

Small island 
developing States100

Africa

Multilateral Convention on 
Mutual Administrative Assis-
tance in Tax Matters (MAC) 

Developed jointly by OECD 
and Council of Europe in 
1988 and amended in 2010

Multilateral instrument for 
administrative cooperation

144 (+3) 65 (+6) 8 32 (+5) 22 (+1)

MCAA Common Reporting 
Standard

Agreement requested by 
G20 and approved by OECD 
in 2014

Specifies details of exchange of 
financial account information 
for tax purposes

112 (+2) 37 (+6) 1 (-1) 29 (+4) 8 (+1)

Global Forum on Transpar-
ency and Exchange of 
Information for Tax Purposes 
(Global Forum) 

OECD-housed intergovern-
mental body restructured 
by G20 in 2009

Reviews implementation of 
transparency and exchange of 
information standards, both on 
request and automatic

163 (+1) 77 (+6) 18 (-1) 36 (+3) 33 (+1)

Automatic Exchange of Infor-
mation Standard (AEOI)

Standard developed in 
2014 under Global Forum

Automated exchange of 
financial account information 
for tax purposes

120 (+5) 44 (+7) 2 29 (+3) 9 (+1)

Inclusive Framework on 
BEPS (IF) 

OECD-housed intergovern-
mental body originating 
from the 2013 OECD/G20 
BEPS Project 

Implementation of the 2015 
BEPS Action Plan and the 
follow-up work to combat tax 
avoidance by MNEs

141 (+2) 65 (+4) 12 (+2) 29 (+3) 27 (+2)

Multilateral Convention to 
Implement Tax Treaty Related 
Measures to Prevent BEPS 
(MLI) 

Negotiated within the 
framework of the OECD/
G20 BEPS Project, adopted 
in 2016

Implements the minimum stan-
dards of 2015 BEPS Action Plan 
on tax treaty abuse, dispute 
resolution, hybrid mismatch 
arrangements and permanent 
establishment status 

96 (+1) 40 (+4) 2 10 (+1) 14

MCAA on the exchange of 
country-by-country (CbC) 
reports

Agreement based on 
BEPS Action Plan 13, first 
exchanges began in 2018

Sets out the terms for the ex-
change among jurisdictions of 
CbC reports prepared by MNEs 
to facilitate transfer pricing risk 
assessments and audits

92 (+3) 29 (+6) 2 (+1) 14 (+4) 8

Source: OECD.
Note: Figures as of 31 December 2021. Parenthesis denotes change in the number of countries or jurisdictions in 2021 compared to the 2020 Financing for Sustainable Development Report, 
which may reflect some-thing other than participation in the instrument, i.e., movement of countries into or out of designated status, changes in data availability, or changes in classification 
criteria. MCAA: Multilateral Competent Authority Agreement. MNEs: multinational enterprises.
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vehicles such as companies, partnerships and trusts. Collection of this 
information is a way to pierce the veil of secrecy that perpetrators of 
IFFs use to conceal their activities. The Financial Action Task Force (FATF) 
recommendations and the Global Forum standards both require that 
competent authorities have timely access to accurate and up-to-date 
beneficial ownership information. In March 2022, the FATF Plenary is 
likely to amend its recommendation on beneficial ownership information 
of legal persons to require a public authority to hold this information 
(usually through a registry). This will apply to the more than 200 countries 
and jurisdictions committed to FATF standards. In December 2021, the 
Conference of the State Parties to the United Nations Convention Against 
Corruption (UNCAC) “encourage[d] States parties to collect and maintain 
beneficial ownership information for legal persons and legal arrange-
ments” and “also encourage[d] States parties to consider developing 
effective mechanisms for relevant domestic authorities or entities to verify 
or check beneficial ownership information provided by legal persons and 
legal arrangements”.106

Developing countries will need technical assistance to meet 
the new requirements and address loopholes. To reduce abuse, 
beneficial ownership regimes on legal entities should be as consistent 
as possible across countries. A growing number of countries are creating 
systems to publish their beneficial ownership registries for public access. 
Such enhanced transparency is beneficial to speeding up international 
information-sharing and can assist due diligence by the private sector, 
allowing more effective accountability.

The updated standards still leave secrecy options by not address-
ing trusts. Many IFF schemes make use of trusts and other types of 
legal arrangements to disguise beneficial ownership. The FATF standards 
do not yet mandate registries for this information, providing scope for 
continued abuse.

Tighter rules to prevent IFFs may have unintended consequences, 
and Governments should effectively address any such effects. 
Concerns remain about the impact of money-laundering rules on access 
to financial services (see chapter III.B), and Governments are adapt-
ing customer due diligence and other onboarding rules to the digital 
environment and financial technology providers (see chapter III.G). This 
Task Force has also previously reported on how the costs of implementing 
money-laundering rules may contribute to the reduction in correspon-
dent banking relationships.107 Rules to prevent money laundering are 
intended to be risk-based so as to minimize the costs and burdens for 
low-risk activity such as migrant remittances. An October 2021 stocktaking 
of potential unintended consequences of money-laundering standards 
identified four areas for further investigation by FATF: de-risking, financial 
exclusion, undue targeting of non-profit organizations, and curtailment of 
due process and other procedural rights.108

6.4 Combating corruption
Amidst a surge in fraud related to COVID-19 emergency measures, 
Member States recognized that further progress is needed on 
combating corruption. COVID-19 spawned a growth in corruption 
around relief funds and procurement, some of it due to the suspen-
sion of financial controls to ensure emergency spending was disbursed 
quickly.109 In June 2021, Member States convened a special session of 

Table III.A.4
Possible components of national institutional architecture for 
combating illicit financial flows

Component Possible elements/architectures

National 
strategy

 � Medium- to long-term vision in a strategy on combating IFFs

 � Links between executive and legislative body (parliament)

 � Allocation of resources to enforcement capacity (Ministry of Finance)

 � Inter-ministerial/agency coordination mechanism

 � Policy-setting and coordination

 � Operational procedures and information-sharing

 � Oversight and reporting

Legal 
framework

 � Criminalization of tax evasion, transfer mispricing, corruption, bribery, 
bribe solicitation, money-laundering, terrorist financing and other 
relevant offences

 � Adoption of a general anti-avoidance rule

 � Rules, laws and regulations to oversee and regulate legal entities and 
public officials, for example:

 � Transfer pricing rules

 � Beneficial ownership registry

 � Customer due diligence requirements for financial and 
relevant non-financial institutions

 � Electronic asset disclosure requirements for public officials

 � Asset freezing/seizure frameworks, including non-conviction 
based

 � Deferred prosecution agreement regime for non-trial resolu-
tion of bribery offences

 � Whistleblower protection and media freedom legislation

 � Protection of suspects’ rights

 � International cooperation instruments and mechanisms, including for 
legal and administrative assistance

 � Creation of dedicated and/or legally empowered entities with defined 
responsibilities (see below)

Operational 
mechanisms

 � Tax administration equipped with sufficient investigative, audit and 
analysis capacities

 � Office of large taxpayers

 � Tax arbitration unit

 � Independent anti-corruption campaigns or agencies

 � Supreme audit institutions

 � Automated risk analysis of public officials’ asset declarations

 � Asset recovery/return unit

 � Financial intelligence unit

 � Special prosecutor’s office

 � Dedicated courts for financial crimes

 � Anti-smuggling units

 � Corporate registries / beneficial ownership registry

Special 
operational 
arrangements

 � Inter-ministerial/agency coordination mechanism

 � International liaisons/networks/forums on tax, AML-CFT, asset recovery, 
corruption, etc.

Source: IATF on FFD.
Note: Builds on Oslo dialogue on tax and crime and ECA research on economic 
governance in Africa.110



2022 FINANCING FOR SUSTAINABLE DEVELOPMENT REPORT

50

the General Assembly on challenges and measures to prevent and combat 
corruption and strengthen international cooperation. Member States 
reaffirmed their readiness to address corruption and IFFs more effectively 
across the areas of the UNCAC. The political declaration also addressed 
emerging topics such as safe space for civil society and journalists, the 
gendered impact of corruption, the linkages between corruption and 
organized crime and corruption in sport, as well as the need for education, 
awareness-raising, research and better measurement of corruption and 
its impact. The declaration encourages UNODC, in coordination with the 
Statistical Commission, to develop a “comprehensive, scientifically sound 
and objective statistical framework … to support States in their efforts to 
measure corruption, its impact, and all relevant aspects of preventing and 
combating it”.111

A new network for strengthening the coordination of corruption 
enforcement agencies was established. A Global Operational Net-
work of Anti-Corruption Law Enforcement Authorities (GlobE Network) was 
established in June 2021 under the auspices of UNODC. It aims to provide a 
quick, agile and efficient tool for facilitating informal transnational coop-
eration and strengthening communication exchange and peer learning for 
its 52 country members.

6.5 Progress on asset recovery and return
Recovery of stolen assets can increase domestic resources avail-
able for sustainable development, however, there is room for 
Member States to improve practices and implementation of the 
UNCAC. The UNCAC chapter V on asset recovery targets the proceeds of 
corruption and is a focus of the second round of UNCAC peer reviews. Of 
the 59 completed reviews to date, 54 countries received recommendations 
for improvement on the prevention and detection of transfers of proceeds 
of crime, while 44 received recommendations on the return and disposal 

of assets, showing the trends of weak implementation.112 Very few coun-
tries received recognition for adopting good practices: only two countries 
had good practices on measures for direct recovery of property and on the 
return and disposal of assets; only three countries had good practices on 
financial intelligence units and on bilateral and multilateral agreements for 
asset recovery.113

Over the past 10 years, cross-border efforts to trace and restrain 
stolen assets have become significantly more widespread. The 
joint UNODC-World Bank Stolen Asset Recovery (StAR) initiative conducted 
the largest-ever survey of country experiences with asset recovery. The 
survey found that 61 States were involved in asset recovery cases, close to 
$10 billion in foreign corruption proceeds had been frozen, restrained or 
confiscated since 2010 and over $4.1 billion had been returned internation-
ally. There was a marked increase in completed returns between 2017 and 
2021; however, much of the activity (54 per cent of confiscations and 41 per 
cent of returns) was initiated by domestic authorities in the destination 
state, independent of a foreign request. Among the respondents, the aver-
age time period between an asset freezing order and the start of the return 
of funds was less than four years.114

Most asset recovery frameworks and initiatives focus only on 
the proceeds of corruption, in line with the framework in the 
UNCAC, leaving gaps that may need to be addressed. The proceeds 
of corruption are only one type of IFF, and asset recovery frameworks are 
not applicable to tax crimes or other economic and financial crimes. At the 
regional level, the Common African Position on Asset Recovery of 2020 
takes a broader approach, including the resources lost through any type of 
IFF. Member States may wish to consider the need for repatriation of assets 
based on a broader scope of predicate offences, although there will be 
challenges in terms of defining the rightful beneficiary of such assets and 
the scope of compensation for victims of the crimes.
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