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Actual tax collections have fallen short of their potential 
levels in the Asia-Pacific region. An ESCAP study 
estimated the tax potential in the region, based on each 
country’s economic structure, including such factors as 
agricultural value added, GDP per capita level and the 
degree of trade openness.1  The analysis showed that 
actual tax collection levels were below their potential 
levels in 17 Asia-Pacific economies with available 
data. Such tax gaps are estimated to be more than 
6 per cent of GDP in such countries as Afghanistan, 
Bangladesh, Bhutan and Maldives. To narrow the 
tax gap, countries could consider (a) enhancing the 
quality of tax administration, and (b) expanding the tax 
base. This policy brief focuses on tax administration. 

Better tax administration contributes to higher tax 
revenue collection and other economic benefits 
by reducing tax avoidance and evasion, including 
by influencing people’s willingness to pay taxes. 
For instance, in India a recent study showed that 
tax revenue in the state with the least effective tax 
administration could increase by at least 57 per cent if 
its tax administration efficiency were to improve to the 
level being observed in the country’s best-performing 
state.2  The benefits of effective tax administration also 
go beyond tax revenues. In a sample of developing 
economies worldwide, a study shows that better tax 
administration helps narrow the productivity gaps 
between small and large firms, as smaller companies 
typically face higher tax compliance costs.3 

Components of the Tax Administration IndexFigure 1.

Source: Authors. 

The quality of tax administration depends primarily 
on the institutional set-up of tax authorities and an 
economy-wide legal and regulatory framework in 
which tax authorities operate. As such, enhancing 
tax administration is possible through various means. 
Examples include introducing effective tax legislation, 
increasing the use of information technology in tax 
operations, adopting risk-based compliance control 
and training of tax officials.4  In a recent study, the 
quality of tax administration was assessed through 
four performance areas, namely taxpayer information, 
filing and payment, post-filing processes and the 
accountability and transparency of tax authorities.5  
Meanwhile, some indicators of good tax administration 
include a low cost-to-collection ratio, a high actual-to-
target tax revenue ratio and high filing and payment 
compliance rates, as well as the timeliness and quality 
of tax services.6 

A new composite index is proposed in this policy 
brief; it measures the extent to which the institutional 
setting and policy environment enable tax authorities to 
address tax avoidance and evasion, thus enhancing the 
efficiency of revenue collection. The newly proposed 
“Tax Administration Index” can be used to examine 
three dimensions of tax administration: (a) institutional 
arrangements that grant autonomy to tax authorities; 
(b) core business functions that facilitate compliance 
risk management and use advances in technology to 
enhance tax collection; and (c) a legal and regulatory 
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Scatter plot between Tax Administration Index 
and tax revenue-to-GDP ratio

Figure 3.

Source: Authors’ calculations.  
Note: The dots highlighted in red represent 14 developing Asia-Pacific 
economies. 
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The value of Tax Administration Index

framework that enables tax authorities to gain access 
to information in order to validate taxpayers’ liability. 
These dimensions of tax administration represent three 
equally weighted sub-indices of the composite index. 
Figure 1 shows the components of the three sub-
indices. 

The Tax Administration Index is based largely on 
information obtained from surveys of tax authorities in 
the Asia-Pacific region and beyond.7  These surveys 
focused on various aspects of tax administration, such 
as institutional design, budgeting, compliance risk, 
human resources management and use of ICT in tax 
operations. The newly proposed index is available for 
60 economies, of which 14 are developing Asia-Pacific 
economies. The data period is 2015.8     

The quality of tax administration in developing Asia-
Pacific economies appears weaker than that in 
developed countries and developing countries in other 
regions of the world. Figure 2 shows that the region 
lags in all three sub-indices of the Tax Administration 
Index. 

Globally, countries with better-quality tax administration 
tend to exhibit stronger tax collection capacity. Figure 3 
depicts a positive relationship between the value of the 
Tax Administration Index and the tax-to-GDP ratio in 
59 developed and developing economies worldwide in 
2014. Interestingly, the chart also suggests that the tax-

The Tax Administration Index in developing 
Asia-Pacific economies and beyond

Figure 2.
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Source: Authors’ calculations, based on Organisation for Economic 
Co-operation and Development, Tax Administration 2017: Comparative 
Information on OECD and Other Advanced and Emerging Economies 
(Paris, OECD Publishing, 2017); Asian Development Bank, A 
Comprehensive Analysis of Tax Administration in Asia and the Pacific: 
2016 edition (Manila, 2016); and Worldwide Governance Indicators.
Note: The figures in parentheses indicate the number of countries 
with available data. Other developing countries are Argentina, Brazil, 
Bulgaria, Colombia, Costa Rica, Croatia, Cyprus, Lithuania, Malta, 
Morocco, Peru, Romania and South Africa.

to-GDP ratios in developing Asia-Pacific economies are 
often lower than those in other regions of the world with 
a similar quality of tax administration. Among others, 
two possible explanations are the existence of large 
informal sectors in several economies in the region and 
the policy choice Governments make to maintain a low-
tax environment in order to support the competitiveness 
of business sectors in such countries as Malaysia and 
Singapore.

The potential revenue impact of improved tax 
administration is estimated to be significant. In a 
regression analysis that was carried out to explain 
the level of the tax-to-GDP ratio across countries, it 
was found that a one-point increase in the value of 
the Tax Administration Index is associated with a tax 
revenue increase of 0.15 per cent of GDP. To illustrate 
the magnitude of such a relationship, if a statutory 
change is made to allow tax authorities in Cambodia 
to design their own internal structure, this step alone 
could increase the value of the Tax Administration 
Index in Cambodia by about 11 points, so that country’s 
tax revenue could rise by almost 1.7 per cent of its 
GDP. If the quality of tax administration in individual 
Asia-Pacific economies is assumed to match the level 
observed in an average OECD country, the potential 
increase in tax revenue could be as high as 8 per cent 
of GDP in Myanmar and Tajikistan, and about 3-4 per 
cent of GDP in larger countries, such as China, India 
and Indonesia (Figure 4).
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Potential revenue impact of better tax 
administration

Figure 4.
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