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No	State	Budget	Means	No
Governance.	What	to	Do?

Each	country’s	economy	comprises	a	part	which	is	referred	to	as	‘informal’,	and	it	can
sometimes	be	larger	than	the	formal	part.	The	economic	activities	in	the	informal	economy
are	unrecorded,	not	captured	by	official	accounts	and	statistics,	are	invisible	for
policymaking,	do	not	contribute	to	tax	generation,	and	leave	workers	without	the	normal
labour	standards	and	protection.	Pundits	expected	the	informal	economy	to	shrink	as	living
standards	rose	but,	today,	there	is	a	common	understanding	that	the	informal	economy	is
here	to	stay.

(By	Paul	van	der	Molen)

I	do	not	welcome	this	prospect,	because	informal	economies	have	a	negative	effect	on
governance.	While	I	appreciate	that,	in	some	countries,	citizens	might	want	to	hide	from	their	government	for	good	reason,	the	bottom	line
is	that	governments	should	not	miss	out	on	the	essential	data	to	formulate	evidence-based	policies,	to	generate	tax	income	and	to	provide
decent	working	conditions.

Focusing	on	the	state	finances,	global	statistics	show	that	many	states	are	in	a	precarious	position:	government	expenditures	are	financed
by	remittances,	aid	and	natural	resources	rents	(oil,	gas,	minerals).	The	contribution	of	taxation	is	very	limited;	3	to	5%	of	GDP	is	no
exception,	while	expenditure	is	much	higher,	say	35%.	But	remittances	may	fall,	as	too	may	oil	prices,	and	aid	is	shrinking	so	relying	solely
on	these	sources	is	risky.	A	few	oil	countries	have	already	asked	IMF	for	a	bailout.	Increasing	the	tax	base	appears	to	be	a	prerequisite	for
better	governance.	This	leads	us	on	to	the	question	of	how	to	tackle	the	problem	of	the	missing	information.

Which	minimum	set	of	data	should	a	country	have	in	place?
First	of	all	a	civil	register	is	needed,	because	a	government	should	know	about	its	‘capita’.	As	governments	are	well	known	for	developing
records	of	franchised	citizens,	this	appears	to	be	mainstream	business.	Similarly,	a	register	of	legal	bodies	is	essential	to	complement	the
one	on	natural	persons.	Then	comes	the	matter	of	taxation:	what	to	focus	on.	Taxes	on	income,	profits,	imports	and	exports	can	be
collected	on	a	self-declaration	basis,	with	random	checks	acting	as	a	deterrent.	And	which	reliable	tax	base	fits	easily	in	a	database?
Land-based	property	tax,	of	course.	But	recording	property	requires	laws	to	define	what	‘property’	entails	and	experience	has	shown	that,
in	countries	with	pluralistic	property	arrangements,	a	synthesis	at	national	level	is	not	easily	achieved.	Where	this	is	still	problematic,	one
solution	is	to	use	possession	as	the	tax	base	and	—	for	the	time	being	at	least	—	to	avoid	the	property	question.

Of	course,	the	possessor	might	be	the	owner	but	there	is	no	need	for	the	government	to	make	ownership	explicit;	it	is	the	possession	that
counts.	Sensitive	matters	are	thus	avoided.	One	dataset	is	still	missing,	namely	a	street	address	for	all	so	that	tax	invoices	can	be
delivered.	Simply	linking	an	address	to	a	coordinate	gives	spatial	enablement.	The	fit-for-purpose	approach	and	land	administration
domain	model	remain	fully	applicable,	also	with	possession	as	a	tax	base.	Thus,	with	a	minimum	of	four	datasets,	governments	can	create
their	own	success.	Just	a	little	bit	more	formalisation	is	the	key.									
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