
In the current round of World Trade

Organization (WTO) negotiations, members are

debating how to approach tariff reductions.

Many are seeking significant reductions in actual

or applied tariff rates1 for agricultural and indus-

trial goods. Similar discussions are occurring in

regional and bilateral trade negotiations. Many

developing countries, however, are reluctant to

commit to tariff reductions, citing concerns over

loss of government revenue. In this paper we

address questions related to this issue and provide

references for further examination and discus-

sion.2

Why should developing countries cut
their tariffs?

Tariffs are taxes that create economic inefficien-

cies and increase the cost of inputs for manufac -

turers and the cost of consumer goods. For exam-

ple, a World Bank Economic Review found that

domestic food prices in a sampling of developing

countries were, on average, about 20 percent

above international prices because of high import

tariffs.3

Many representatives of development insti -

tutions and most academics believe that trade lib-

eralization, combined with other economic and

structural reforms, stimulates competition,

enhances productivity, and accelerates economic

growth. Research by the World Bank has shown

that per capita income in developing countries

integrating rapidly into the global economy grew

more than three times as fast as in other develop-

ing countries in the 1990s; countries becoming

"less globalized" saw per capita income decline.4

The World Bank also estimates that 70 per-

cent of tariffs are paid by developing countries to

other developing countries.5 Consequently, devel-

oping countries would be the biggest beneficiaries

of tariff liberalization. If all countries eliminated

tariffs, developing countries could see total

income gains of more than $500 billion.6

Aren't tariffs an important source of
revenue for developing countries?

The degree to which developing countries depend

on tariffs for government revenue varies widely.

Tariffs account for less than two percent of total
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revenue for 12 developing countries, many in Central and Eastern

Europe. But for 31 developing countries, including a geographi-

cally diverse group from Latin America and the Caribbean, sub-

Saharan Africa, and Asia, tariffs comprise 20 percent or more of

government revenue.  Some rely on trade taxes for half of overall

revenue; in Guinea, trade taxes account for three fourths of total

revenue (see appendix).7

Import Duties as % of Revenue

Region 1992-1993 1999-2001

Developing Countries (avg) 18 15

Africa

Least developed 29 34

Other 26 22

Asia

Least developed 27 20

Other 18 11

Western Hemisphere

Caribbean 27 23

Central America 20 10

Middle East 12 8

Such dependence on tariffs, however, has declined substan-

tially over the past decade in most developing countries and

regions. Among all developing countries, tariff revenue accounted

for approximately 15 percent of government revenue in 2000/01,

down from an average of 18 percent a decade earlier.8

This is especially true in Latin America and the Asia-Pacific

region, where many countries have committed to reducing or elim-

inating duties in regional trade agreements and have developed

alternative sources of revenue.

Even in Africa, the region most dependent on tariffs, some

countries have resorted to other sources of government revenue,

such as income, excise, or value added taxes. For example, in

Botswana, Zambia, and Tanzania import duties now make up

only about 10-16 percent of government revenue, while the col-

lection of tax revenue not related to trade has grown significantly

in recent years.

In 1996 Mozambique simplified its tariff structure and began

a 10-year phased reduction of its tariff rates. It also reformed its

tax regime, introducing a value-added tax in 1999 and income tax

reforms in 2001. As a consequence, the composition of

Mozambique's government revenue has shifted, with taxes on

income and profits accounting for a growing share of tax revenue,

displacing tariffs. 

How can cutting tariffs increase revenue?

A number of countries have tariff rates that are too high to maxi-

mize revenue. When tariffs are very high or prohibitive, products

may be under-invoiced, smuggled, or not imported. Tariffs are

evaded. When tariffs are reduced to reasonable rates, products are

more likely to enter a country through formal means and have

duties paid on them. This may increase revenue overall, even if the

average tariff rate is lower.

In addition, when tariffs are reduced and the cost of imports

declines, demand for imports is likely to increase. At least in the

short term the volume of imports and therefore tariff revenue may,

depending on elasticities of demand, increase. For example, even

as tariff collections in Mozambique decreased as a share of gov-

ernment revenue, their absolute value increased, from 1 billion

meticals in 1999 to nearly 1.5 billion meticals in 2001. The gains

resulted from a general increase in trade volumes as well as better

customs enforcement, especially for cross-border trade with

Malawi.

Because trade liberalization spurs economic growth, creates

jobs, and attracts investment, the broader tax base also is likely to

expand. Other production-related taxes, such as a value added

tax, if well administered, may generate more revenue for govern-

ments.

But in the short term, won't countries lose revenue
as a result of trade liberalization?

In 1999 the IMF conducted a study and seminar on the implica-

tions of trade liberalization for revenue.9 Researchers found that

many developing countries have implemented trade reform while

avoiding significant revenue loss. In some cases revenue increased

because a country's reduction of tariff and non-tariff barriers gen-

erated more imports. Mexico and Chile witnessed such revenue

increases, in the short term, when they implemented liberalization

programs in the 1980s.10

The IMF study concluded that trade liberalization could be

tailored to avoid adverse consequences. For example, revenue

objectives can be met when reductions in tariffs are accompanied

by improved customs administration and reductions in exemp-

tions, special regimes, nontariff barriers, and regulations.11

Nevertheless, in the long term, trade liberalization inevitably

reduces the total share of revenue derived from trade taxes. To

ensure that revenue is maintained, domestic tax reforms must

accompany trade liberalization. But such reforms take time to

develop and implement.
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How can developing countries be expected to cut
tariffs now if domestic tax reform takes time?

Developing and instituting alternative sources of revenue does take

time. But trade negotiators can use implementation periods so

governments have time to develop or improve other forms of tax-

ation. Such implementation periods have start and end dates

between which tariff reductions are systematically phased in or

staged.

Bilateral, plurilateral, and WTO negotiations all employ var-

ious forms of phased liberalization. In the WTO, staged tariff

reductions are expected to begin when current negotiations con-

clude in 2005. The United States has called for reductions as far

out as 2015, but least developed countries (LDC) may be given

greater flexibility, depending on their level of commitment. The

Asia Pacific Economic Cooperation Agreement (APEC) calls for

developed country members to eliminate tariffs by 2010, but

developing country members have until 2020 to do so.

Within an agreed-on staging period a country can commit to

more rapid reduction of tariffs for products for which there is no

domestic production or few imports, in exchange for longer phase

outs for sensitive products or where significant resources are at

stake. Most trade agreements call for tariff reductions in equal

annual increments, but in some situations countries have been

allowed to "backload" reductions on a limited number of sensitive

products until the final year(s) of implementation.12 However,

delaying reductions on certain tariff lines should be weighed

against the benefits of immediate liberalization. 

Revenue loss is not a major issue in some regional free trade

agreements. The purpose of many smaller regional or bilateral

trade agreements is to further integrate developing countries that

are close geographically but historically have relatively low trade

volume. Therefore, many regional trade agreements will boost

trade and, in the short term, revenue.   

What if developing countries have no other means
of generating revenue?

Most countries already have at least one other form of taxation,

including excise, income, sales, and value added taxes. According

to the IMF, half of all LDCs have a value added tax, including 27

countries in sub-Saharan Africa. 13 This reflects a significant

growth in the use of the value added tax over the past decade and

a general recognition that a VAT is more efficient and progressive

than tariffs.14

For countries that remain highly dependent on tariffs, creat-

ing and implementing new forms of tax revenue poses a challenge.

But developing countries should recognize the opportunities for

faster, export-led growth that trade agreements present. They also

should be encouraged to take advantage of the flexibility and tim-

ing built in to tariff negotiations, in addition to the assistance

available to help them integrate trade and fiscal policies into their

national economic plans.

What forms of assistance are available to devel-
oping countries?

International development institutions, including the IMF, the

World Bank, and the Inter-American Development Bank, provide

various forms of technical assistance and advice on tax adminis-

tration and reform. The IMF's fiscal affairs and legal departments

have extensive experience and expertise to assist countries that

want to make fiscal reforms.

In addition, the IMF has established regional centers in East

Africa, the Caribbean, and the Pacific region to assist countries

with revenue issues, such as those arising from trade liberalization.

The IMF also plans to open a center in West Africa. 

USAID's new Fiscal Reform in Support of Trade (FIRST)

activity provides expertise to USAID missions to help them

address the fiscal implications of trade liberalization and a range

of related issues. The SEGIR Indefinite Quantity Contract for

Macroeconomic Policy support provides USAID missions with

another major source of fiscal expertise.

1This is as opposed to reductions in "bound" rates. An applied tariff is the tariff rate
actually used to determine the amount of duty owed on a particular import transac-
tion. The bound tariff is the maximum tariff rate to which WTO members have com-
mitted. Among developing countries, bound rates are often much higher than applied
rates or sometimes not bound at all. For further analysis see "Market Access:
Unfinished Business," WTO Secretariat (2001).

2 For an extensive list of studies of tariff liberalization, see the WTO's annotated
bibliography, document TN/MA/S1/Add.1, available on the WTO's website:
www.wto.org.

3Kruger, Anne O., Maurice Schiff, and Alberto Valdes. 1988. Agricultural Incentives
in Developing Countries: Measuring the Effects of Sectoral and Economy-wide
Policies. World Bank Economic Review 2 (September): 255-71.

4 In Trade, Growth and Poverty ( World Bank, March 2001) , authors David Dollar
and Art Kraay rank countries by growth in trade (exports plus imports)  as a share
of GDP between the 1970s and the 1990s.  Of the 72 countries for which data were
available, the top third were counted as "globalizers." 

5Hertel, T. 1999. Developing Country Interests in Liberalizing Manufacturers
Trade. World Bank.

6World Bank. 2002. Global Economic Prospects.

7The table is based on IMF data from 107 developing countries as presented in the
U.S. submission to the WTO, Revenue Implications of Trade Liberalization.
Document TN/MA/W/18/Add.2 (April 11, 2003). 

8IMF. 2001 and 2002. Government Finance Statistics Yearbook.

9 Liam Ebrill, Janet Stotsky, and Reint Gropp. 1999. Revenue Implications of Trade
Liberalization. IMF Occasional Paper 180. 

10WTO. 2003. Adjusting to Trade Liberalization: The Role of Policy, Institutions,
and WTO Disciplines: 15.

Tax Revenue and Trade Liberalization



11Non-tariff barriers, such as quotas and bans, provide no revenue and often pro-
voke corruption and smuggling. Converting quotas to tariffs or eliminating bans will
therefore have an immediate positive effect on revenue. For this reason market access
negotiations cover tariffs and non-tariff barriers, and negotiators often seek the elim-
ination of non-tariff barriers as soon as a trade agreement is implemented.

12For more information on transition periods and other WTO adjustment mecha-
nisms, see "WTO provisions give governments flexibility in managing trade-related
adjustments" in Adjusting to Trade Liberalization.  

13Ebrill, Liam, Michael Keen, Jean-Paul Bodin, and Victoria Summers. 2002. The
Allure of the Value Added Tax. Finance & Development: A Quarterly Magazine of
the IMF 39 June (2).

14 Ebrill, Keen, Bodin, and Summers. 2001. The Modern VAT. IMF.
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Africa

Algeria 10.93
Botswana 12.36
Burkina Faso
Burundi 20.14
Cameroon 28.26
Congo, Dem. Rep of 31.95
Congo, Republic of 5.16
Côte d'Ivoire 41.75
Ethiopia 23.83
Gambia, The 42.04p
Ghana 26.76
Guinea 74.65f
Kenya 13.79
Lesotho 47.67
Madagascar 51.86
Mauritius 25.02
Morocco 15.78
Namibia 37.05p
Rwanda 31.06p
Senegal 36.51
Seychelles 41.97
Sierra Leone 48.60
South Africa 2.92p
Sudan 29.02
Swaziland 51.94
Tunisia 11.45
Uganda 49.82p
Zambia 16.50f
Zimbabwe 20.06

Asia

Bhutan 1.83p
China, P.R.: Mainland 9.5
China, P.R: Macao
Fiji 21.37
India 17.72f
Indonesia 3.11p
Korea 6.30
Malaysia 12.63f
Maldives 26.64f
Mongolia 7.54
Myanmar 4.08
Nepal 28.19p
Pakistan 7.98p
Papua New Guinea 26.92
Philippines 17.20
Sri Lanka 11.27p
Thailand 10.35
Vanuatu 36.07
Vietnam 17.94f

Europe (excluding industrial countries)

Albania 15.49
Azerbaijan 8.53f
Belarus 6.08
Bulgaria 1.98
Croatia 6.42
Cyprus 3.78
Czech Republic 1.37
Estonia .14
Georgia 6.96f
Hungary 2.89p
Kazakhstan 6.59
Kyrgyz Republic 2.96
Latvia 1.23
Lithuania 1.14
Malta 4.14
Moldova 5.74
Poland 1.81
Romania 3.07
Russia 13.68
Slovak Republic 1.18
Slovenia 1.67
Tajikistan 15.94
Turkey .87
Ukraine 6.97

Middle East

Bahrain, Kingdom of 5.91
Egypt 11.62
Iran, I.R. of 7.30f
Jordan 16.75
Kuwait 2.77
Lebanon 28.07
Oman 2.82
Syrian Arab Republic 9.86
United Arab Emirates
Yemen, Republic of 10.27f

Western Hemisphere

Argentina 4.28
Bahamas, The 55.94
Belize 29.32
Bolivia 5.07
Brazil 2.78
Chile 5.30
Colombia 7.32
Costa Rica 4.59
Dominican Republic 42.74
Ecuador 11.27p
El Salvador 10.05
Guatemala 11.21
Grenada 16.77
Jamaica 6.91
Mexico 4.05
Netherlands Antilles 39.16
Nicaragua 7.08
Panama
Paraguay 10.30
Peru 9.05
St. Kitts and Nevis 36.91p
St. Vincent & Grens. 39.56
Trinidad and Tobago 6.01
Uruguay 2.86
Venezuela, Rep. Bol. 7.01

SOURCE: Government Finance Statistics
Yearbook 2002, International Monetary
Fund

APPENDIX
Taxes on International Trade and Transactions as Percentage of Total Revenue
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