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SPECIFIC TERMS OF REFERENCE 

Study on the vulnerability and resilience factors of tax revenues in developing countries 

FWC COM-2011Lot N°1 

REQUEST FOR OFFER N° 2012/306594/1 

  

 

1. BACKGROUND 

 

 

Developing countries are increasingly exposed to external shocks as a result of deeper integration 

to global markets, as well as global economic and financial instability. External sources of 

financing play an important role in absorbing shocks. The European Union contributed over the 

last decade to the absorption of shocks through various financing instruments, lastly following the 

2007/08 crisis through the V-FLEX instrument. It is prepared to continue to do so. 

 

However, over the medium term, reliance on externally financed shock absorbers cannot be the 

main instrument for developing countries to sustain autonomously development expenditures, 

including because of the shrinking space in donor countries to act counter cyclically. 

Strengthening the resilience of tax revenues in face of external shocks is expected therefore to 

become a priority of tax policy reforms in developing countries.  

 

Support to domestic revenue mobilisation is a priority of EU development cooperation. While the 

focus of attention is often on the level of tax revenues as measured for example by the tax revenue 

to GDP ratio or by the coverage of public expenditures, it is equally important to get a better 

understanding of how tax revenues react to external shocks and explore policy options to make 

them less sensitive and better predictable. Such a knowledge will be an input to (i) the modus 

operandi of any shock absorber mechanism to be adopted by the European Union as it will make 

more accurate the identification of vulnerable countries, (ii) to the policy dialog with the partner 

countries on domestic revenue mobilisation and (iii) to the dialog with major international partners 

in this area like the IMF or the OECD to promote converging views among international donors on 

policy reforms to be supported.  
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2. DESCRIPTION OF THE ASSIGNMENT  
 

o Global objective: 

 

To contribute to an evidence based policy of the European Commission to strengthen the capacity 

of developing countries to absorb external shocks and therefore stabilise development 

expenditures. 

 

 

o Specific objectives:  

To enhance understanding and collect evidence on the vulnerability to external shocks of tax 

revenues in developing countries and present evidence based policy options to strengthen the 

resilience of these revenues.  

Requested services and suggested methodology 

Requested services are: 

To develop a methodology to analyse the sensitivity of tax revenues (direct and 

indirect taxation) – and where relevant revenues from natural resources - to 

external/exogenous shocks of various nature potentially affecting developing 

countries (demand, price shocks, natural/climate shock). The period of reference will 

be 1990-2011, and where possible 1980 – 2011, taking particular consideration of the 

episodes of pronounced slowdown of global growth at the beginning of the decade 

2000-09, the oil and food price shock of 2007-08, the financial crisis of 2008 and the 

recent oil and food price developments. . 

To apply this methodology to identify the channels of transmission of 

external/exogenous shocks and the determinants of the vulnerability of tax revenues 

to external shocks in low income, lower middle-income and natural resource rich 

countries. 

To establish a typology of countries and to make differentiated recommendations by 

the groups of countries identified on how to reinforce the resilience of tax revenues to 

external shocks through tax policy and administrative reforms.  

To develop the methodology, it will be supposed that the sensitivity of tax revenues to 

external/exogenous shocks depend in particular on: 

 Economic structure: level and source of income, natural resources, exposure to trade 

and financial integration, growth performances and pattern, quality of the business 

environment, and any parameter that appears to be relevant..; 

 The level (and structure) of domestic revenue mobilisation as compared to the "tax 

potential" as, for example, estimated in recent publications by the IMF, OECD or 

academia.  
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 Tax policy parameters and administrative capacity 

 The discretionary reaction of the authorities to mitigate the impact of 

external/exogenous shocks on final user prices, including pricing by public utilities, 

and household purchasing powers through tax policy measures (indirect or direct 

taxation); 

 Political institutional set up (including, where possible, level of federalism) and 

quality of governance; 

 External aid: level (compared to public expenditures/revenues), modalities 

(project/budget support) and cyclicality/counter-cyclicality. 

 Any other parameter that would appear as relevant, in particular based on the 

literature review or statistical evidence.  

In a first step, the typology of the countries will be developed using advanced statistical 

methods to group countries according to similarities related to economic, tax policy and 

institutional and other characteristics listed above, using multivariate analysis (e.g. factor 

analysis). In a second step, based on this typology econometric methods will be used to 

analyse determinants of the vulnerability of the tax revenues to external shocks. The analysis 

shall also result in policy recommendations as to strengthen the resilience of countries in 

relation to the specificity of each group.  

Finally, the capacity of this analysis – but also its limitation - to identify explanatory factors 

of the sensitivity of tax revenues to external shocks and to draw recommendations for 

strengthening the resilience of domestic revenue mobilisation in a given country will be 

exemplified by five case studies. The methodology applied for conducting these studies will 

be the same for the five countries.  The choice of the cases (countries) and of the 

methodology will be agreed with the Commission, including to ensure a variety of cases 

appropriate for the implementation of a shock absorber mechanism, taking account of an 

adequate geographical coverage.   

 

With the support of the European Commission, the Framework contractor shall consult at the 

begin of the study with international financial institutions, in particular the IMF, the World Bank 

and the OECD, and interested bi lateral donors, in particular member states, to ensure a broad 

agreement on the methodology developed and on data consistency and accuracy.   

 

Requested outputs 
 

The principal value added of the study is its contribution to the accumulation of new evidence. 

Strong focus should be on the presentation of the empirical results and on evidence based 

recommendations. The requested outputs include: 

  

1. A study comprising:  

 
 An executive summary (5 pages) 
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 A review of relevant empirical literature between 2002 and 2012. The review will 

include a report on estimates of structural determinants of the level of domestic 

revenue mobilisation and their use for cross country comparison of the "tax effort".    

The review will be conducted according to academic standards, i.e. structured 

according to research questions or group of similar research questions, presenting 

and synthesising the various answers, explaining how far and why they differ, 

identifying what are remaining open questions. The review will in particular cover 

peer reviewed articles published in scientific review, working papers and similar 

published by Universities, research institutes, international financial institutions and 

development agencies and books; 

 A collection of relevant data (tax revenues, economic indicators, institutional 

indicators, tax policy indicators, indicators of external aid and any other relevant 

explanatory variables of tax revenues) tabled in a Excell file (including source and 

definition) ; 

  A presentation of the result of the statistical and econometric analysis to be 

conducted in line with these terms of reference and its interpretation, including an 

annex including a description of the statistical and econometric methods used 

permitting the reproduction of the results; 

 A set of generic policy recommendations differentiated by group of countries to be 

drawn from the result of the analysis to strengthen the domestic revenue 

mobilisation and its resilience to external shocks;   

 Five country studies exemplifying how to use the results of the analysis to identify 

determinants of tax revenue vulnerability and to draw policy recommendations to 

strengthen the resilience of domestic revenue mobilisation at country level; 

 

Organisation of a workshop with experts from developing countries, international financial 

institutions, academia and interested bi-lateral donors to be held in Brussels to discuss the results 

of the study; following the workshop, a 4-pager will be drafted to summarize the discussions and 

conclusions. Tentatively, the workshop will be held during the second half of July 2013. The date exact will 

be agreed with the Commission.  

 

 
 

3. EXPERTS PROFILE  

 

 Profile and/or expertise required. 

 

Highly qualified experts with thorough pertinent, specialised experience and strong 

methodological background are required for this assignment. The team will include  five experts of 

senior category, presenting an appropriate mix of expertise in macroeconomic (with relevant 

specialisation on public finance/tax policy), and statistic. The team of experts is expected to 

present a geographical expertise relevant to the three cooperation instruments of the European 

Union (EDF, Neighbourhood and DCI). Tentatively, it is expected that each expert will work a 

total of 36 man-days. As far the requested expertise can be demonstrated by the team as a whole, 

the number of experts can be reduced to a minimum of three provided they can demonstrate the 

appropriate mix of skills in economics, tax policy, statistics and econometrics while the total 

number of working days by the experts shall be 180.  A preference will be given to a team with 
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strong professional experience in academia or reputed research centres. Having worked together at 

previous occasions will be a plus. Experts are expected to have completed a PhD in relevant areas 

(economic science and statistics) or to document equivalent skills. Proven expertise in statistics 

should be documented, i.e. participation and/or conduction of empirical research projects under the 

responsibility of the expert(s). Experts shall have published at least two articles or books in the 

field of their expertise.   

 

Beyond its own input to the study, the team leader is required to play a crucial role in terms of 

organisation, coordination, and quality control. She/he will demonstrate ability to run high an 

ambitious empirical program.  

 

 

4. DURATION AND LOCATION   

 

 The foreseen duration is 240 days (8 months). 

The outputs will be delivered according to following sequencing: 

 

1. Inception report with finalized work plan (calendar and resources) and project 

methodology (including a broad proposal for the statistical/econometrician methods); 

(DDL: 21 days after signature of the contract) 

2. Interim written report, including the literature review, a complete data set that will be 

analyzed and its description, a precise proposal for the statistical/econometrician 

methodology, a set of broad hypotheses to be tested as well as of variables and indicators 

to be taken in consideration, results of preliminary statistical tests;(DDL: 90 days after 

signature of the contract) 

3. Selection of the five case studies on a written, well founded proposal by the consultants 

including on a methodology and common outline (DDL for the proposal 120 days after 

signature of the contract; reaction by the Commission within 7 days) ;  

4. Draft final written report, including the results of the statistical analysis, the policy 

recommendations and case studies (DDL 160 days after signature of the contract); 

comments by the Commission within 14 days after delivery.  

5. Second draft of the final written report taking account of the comments by the 

Commission for distribution to the workshop participants after approval by the 

Commission (DDL 175 days after signature of the contract, at the latest 10 days before 

the workshop mentioned below); 

6. Workshop (at the latest 190 days after signature of the contract)   

7. Draft final version of the report taking account of the discussion at the workshop in one 

language (DDL : 210 days after signature of the contract) 

8. Delivery of the final report in the two languages taking account of the comments by the 

Commission  (DDL: 240 days after signature of the contract) 

 
 

Regular contact with the services of the Commission through phone calls/ conference and per mail 

will be key for the success of the project. Experts will be requested to be present at the workshop 

and to present the study.  
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5. REPORTING 

The contractor shall submit a methodology of maximum three pages alongside the offer. 

Reporting requirements 

An inception report and one interim report are required on top of the requested final output. 

 

Each report will be submitted in three hard copies, in French or English. The finalized executive 

summary will be submitted in English and French at the latest one week before the workshop. The 

draft report will be made available one week in advance of the workshop in one language. The 

final report will be made available in both languages.  An electronic version of the reports and of 

the data bank, as well as of any existing annexes, will also be required on an appropriate data 

carrier. The Commission will comment on all reports at the latest within 14 days. In the absence of 

observations from the Commission within the deadline, the report will be considered as being 

approved. 

 

Within 14 days of receiving the Commission’s observations, the contractor will submit the report 

in a revised form, taking full account of these observations, either by following them precisely, or 

by explaining clearly why not.  

 

Indicative time schedule 

 

Completion of step 1 Submission to the Commission of the inception report 21 calendar 

days after 

signature 

Completion of step 2 Submission to the Commission of the interim written report  90 calendar 

days after 

signature 

Completion of step 3 Submission to the Commission of the proposal for five case 

studies, including proposed common outline for the studies. 

120 calendar 

days after 

signature 

Completion of step 4 Submission of the first draft of the final report; 160 calendar 

days after 

signature 

Completion of step 5 Submission to the Commission of the final draft of the final 

report 

175 calendar 

days after 

signature 

Completion of step 6 Workshop 190 calendar 

days after 

signature; 

tentative date 

second half of 

July 2013  

Completion of step 7 Delivery of the final draft of the report for approval by the 

Commission in one language 

210 calendar 

days after 

signature  

Completion of step 8 Delivery of the final report in two languages taking account of 

the comments by the Commission 

240 calendar 

days after 

signature 
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Inception report and interim report 

The Contractor shall supply to the Commission, no later than 21 calendar days after the signature 

of the contract, an inception report consisting of a detailed work plan and a proposal on the 

structure of the literature review as well as one two pages note on the methodology of the study. 

Taking account of the schedule described under 5 of these terms of reference, the work plan will 

include the time table for the submission of the interim report and the draft and final "final report", 

for the workshop as well as for the conduct of the case studies. 

 

The delivery of the interim report will be consistent with the requirements as described under 

chapter 2 and 4 of these Terms of Reference.   

 

 

Organisation of the workshop 

 

The workshops will be organised jointly by the European Commission and the contractor in 

principle in the premises of the Commission. The contractor will be responsible for posting the 

letters of invitation, updating the list of participants and drafting the conclusions of the workshops. 

The list of invitees will be established by the Commission and the agenda will be agreed between 

the Commission and the Contractor. It may be held over two days.    

 

6. BUDGET AND ADMINISTRATIVE INFORMATION 

 
 

The contract will be a global price contract.  

Reimbursable costs to be included in the financial offer include all costs related to the logistic 

costs and costs of supporting materials related to the organization of the workshops as well as 

travel and accommodation costs of the attending experts (up to ten experts with at least one 

coming from each of the region covered by the study with accommodation for two days); 

translators and IT support.  

 

 

Contact person is Maria-Inmaculada.MONTERO-LUQUE@ec.europa.eu and the secretariat of the 

unit Directorate A, "Budget support, public finance, macroeconomic analysis" 

Tel.: (+32) (0) 2 29 68 283 

 


