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Jesuitenmission, KonigstraBe 64, 90402 Niirnberg

Bundesmiiisterium fiir wirtschaftliche Zusammenarbeit und Entwicklung
Herrn Minister Dr. Gerd Miiller, MdB

Stresemannstral3e 94

10963 Berlin

27 February 2017

RE: Policy Opinion on the proposed “Marshall Plan for Africa”

Dear Minister Dr. Miiller,

The undersigning institutions conducted a three year research project into the linkage between
Tax Justice and Poverty in Germany, Kenya and Zambia. Gunther Burger, your Head of
Department for Principle Affairs acknowledged in your name the reception of the German
research results,’ further information about our international co-operation can be obtained
from our project website <www.taxjustice-and-poverty.org>. It is with this background that
we wish to offer some comments to your proposed Marshall Plan for Africa. Please be
informed that the numbers mentioned in this letter refer to page numbers in the English draft
version of the plan obtainable on your ministry’s website.

We first emphasize that alternative and complementary approaches to taxation, especially
offering jebs with decent pay, are an excellent way to reduce poverty and inequality. Here we
agree with your position that creating millions of jobs is a priority challenge (p.1 0).

However, we are skeptical about the role of FDI: Africa has a lot of FDI, but the experience is
that much of it is attracted by tax incentives, Once those incentives expire, FDI migrates to
greener pastures leading to unemployment. This illustrates that the prime interest of FDI is not
Africa and creation of jobs, but rather maximization of profits. Therefore, we join German
NGOs and experts who warn that your support for FDI should not lead primarily to a

U Alt, Jorg (2016) Wir verschenken Milliarden. Ergebnisse der deutschen Teilstudie des Forschungsprojekts
,Steuergerechtigkeit und Armut*. Wiirzburg: Echter.
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subvention of German businesses if they invest in Africa. What we do need instead is a self-
supporting economic development strategy, based on own productive and consumer needs,
and for that we need empowerment and ownership in the field of business creation. We
suggest therefore that the Marshall Plan resources support the creation of businesses as
follows:
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e Indirectly by investing in the improvement of infrastructure. So far, the Chinese are
prime investors here, but they, too, follow own interests rather than that of our nations.

e Directly by offering support for African entrepreneurs wanting to open up own
businesses. Funds from the plan could support the development and screening of
business plans, provision of seed money, supervision of the implementation phase and
counseling during the critical first years.

Related to the need of national and regional development is the statement on p. 17: “Introduce
protective tariffs to provide partial and temporary protection of domestic markets against
global competition.” Indeed: Customs and excise is of twofold importance: For the
development of an independent and self-supporting economic development (see the “Asian
Tigers”!), and as major source of revenue for developing countries. Here was a key issue for
Kenya in the EPA negotiation between EU and East African Community —and Kenya had to
give in eventually after a lot of pressure. On the previous that we add in Attachment I a more
comprehensive comment, elaborated by our colleague Charles Chilufya, of Copperbelt
University, Zambia.

On the background of our research, obviously, our main interest is commenting on your
suggestions addressing Domestic Resource Mobilization and Collection.

We applaud your position on improving capacities for Domestic Resource Mobilization.
However, we caution against concessions. You explicitly commend the success of “Silicon
Savannah” in Nairobi (p.16). It should be noted however, that this success is also due to
financial incentives, subventions, breaks in tax and tariff etc.

We share the Agenda of the UN Sustainable Development Goals, UNECA, the African Union
and yourself regarding the importance of combating Illicit Financial Flows.

In this regard our research findings point to the fact that developing countries are only able to
progress, if the framework and conditions are improved in the following two areas:

First, tax administrations need to be adequately equipped. This includes an adequate number
of highly skilled and well trained staff, but also equipment matching that of Transnational
Corporations. In the course of our research we became aware of numerous examples of good
support and cooperation projects with some African Tax Administrations via GIZ. Therefore
we comment as follows:

e Of utmost urgency is the modernization of tax administrations in Aftica.

e Enable transfer of appropriate technology and equipment applicable in the context of
African Tax Administrations.

e Step up GIZ programs of Staff training and development in African Tax
Administrations.
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e We agree with what you rightly point out on p. 22: Competitive wages prevent
corruption and advance good governance. Here funds could support governments
doing exactly that.

The previous could be even done on a loan basis since it is obvious, and proven in our three
country studies, that skilled and dedicated staff will enhance revenue greatly.

What is missing in the draft is the importance of direct cross-border co-operation of Tax
Administrations. Here the German study states a lack of interest on part of German tax
officials to co-operate, e.g., in joint audits of businesses operating both in Germany and
African countries, or of investigative branches to follow cross-border IFFs, e.g. drug money
earned in Germany.

The Marshall Plan has some inadequacies. On page 22 you commend the Addis Ababa Action
Agenda (AAAA), However, it should be noted that;

o Since you were present in Addis Ababa, you are aware that developing countries
prefer the UN to the OECD framework for regulation and cooperation. As long as tax
administrations are executing merely laws and regulation which are decided upon
within the OECD, we appeal that

o You create opportunities for dialogue on fair legal norms and regulation
benefitting rich and poor countries alike;

o You support the creation of a dispute resolving institution outside the OECD
framework, e.g. a World Tax Organization. We advise that such a framework
also be given the mandate to mediate tax related claims, e.g. between
developed and developing countries or TNCs and tax collecting countries.

o Another important deficiency in the OECD approach to BEPS and AEOI is that itis
based on reciprocity. According to EU Commission experts, sub-Sahara Africa needs
650,000 additional tax officials to fulfill that criterion!? Therefore, we are of the view
that developing countries receive tax related data and information even if they are not
able to reciprocate.

In conclusion, a number of national options exist for developing countries to increase
domestic resource collection, e.g. via Withholding Taxes. Here, a number of Double Taxation
Agreements are disadvantaging developing countries, as the study “Mistreated” of Action Aid
(2016) pointed out. Among those, German DTAs rank prominently, and Zambia is among the
states affected the most.

On the whole: Implementing your plan will require canvassing a wide range of support both
in the OECD, EU and within the Germany Government. On that background we want to point
out the following, which we hope, will strengthen your argument towards the institutions
mentioned: Right now, legal and illegal immigration is a major problem in Germany and the
EU. Your plans are better suited than many other proposals put forward and discussed, e.g. at

2 European Commission, Directorate-General for Taxation and Customs Union (Mirz 2015) First Report of the
Commission AEFI expert group on the implementation of Directive 2014/107/EU for automatic exchange of

financial account information.
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the Malta Summit, to combat migration root causes. To our opinion, most people would love
to stay home, if they have a realistic chance to make a decent living — which brings us right
back to the first point made in this letter.

We want to thank you again and wish you all the best for advocating for the “Marshall Plan™
development strategy for Africa in the context of Germany’s presidency of the G20 as well as
the EU-AU Summit later this year.

If there is anything we can do to support your initiative, please do not hesitate to contact us.

Yours sincerely,

Leonard Chiti SJ, PhD  Elias Makua\SJ, PhD Klaus Vithroder SJ
ap

Director Director

JCTR Jesuitenmission

Lusaka, Zambia
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