
 https://etd.uwc.ac.za/

) 

THE VALUE ADDED TAX SYSTEM: A CASE 
STUDY OF RWANDA. 

AGNES NTIBANYURWA 

f the requirements 
acuity of Arts, in 

Development stu~~~~~~~~~ial Development, 
University of the Western Cape. 

UNIVERSITY n/the 

VvESTERN CAPE 

Supervisor: Professor Pieter Le Roux 

November 2001 



 https://etd.uwc.ac.za/. . '·. 

UNIVERSITY of th~ 

'\VESTERN CAPE 

.... •t .. IBI VAN W9·~ 
Bl8UOTEEK 

1> ~\a· ~1' ~ NT\ 
t.ISRNtY 

UNnriMITv OF THt NE81'EllN QAlll 



 https://etd.uwc.ac.za/

.. Keywords 

Appropriate tax 

Development 

Impot sur le Chiffie d' Affaires 

Policymakers 

Revenue officials 

Taxpayers 

Tax revenue 

Value Added Tax 
UNIVERSITY 1)/the 

WESTERN CAPE 

•: . 



 https://etd.uwc.ac.za/

ABSTRACT 

Tl-IE VALUE ADDED TAX SYSTEM: A CASE STUDY OF RWANDA 

AGNES NTIBANYURWA 

M.A mini-thesis, Department of Development Studies in the Institute for Social 
Development, in the Faculty of Art, University of the Western Cape. 

Internationally, the Value Added Tax system is recognised as an appropriate tax system 

for countries like Rwanda, who needs to increase the revenue tential of the tax system .. '----··-----· ____ , _ ___ ,, _____ .... --:.__.....---

_ _ Although_YAI.J~ considered to be a good tax SY.S.!~m .. itsmo~t_c9~_mon feature is that it 
..... ... .... ~. . . .. .. . . , ·· ~ ... . . ·· --· --· . ···· ~·. ·~ .... ..... _ _ ,.._.,. ,_ ;>...,..., ............ _.~ · 

is regressive with respect to income fair. Despite this sho~~oll:1:~~~h-.Y.beI._ 

is considered to be a much 
. ··· . 

other consumption taxes. 
.. · • . . , • • • •.• ' , ,. ( _,.. ,,-~.- ' ••,f. - ~., • .,, ... ! ... •~· .......... , ., 

Historically, the Rwandan tax d by many shortcomings that 

undermined the country's soc nt. Over the last decades, the 

Rwandan government refo.,t~~~~~~~~~~~~ore appropriate system. ln 

January 2001, Rwanda intr rsystem at a rate of 15% to 

replace the turnover tax le().:· · Ef 'affaires). The Rwandan 

government argued that VAT would increase state revenue substantially. This, in tum, 

means less reliance on foreign debt and therefore greater financial independence. In the 

2001 fiscal year, for instance, total tax income in Rwanda could only cover 45% of 

government expenditure, which indicates the strong reliance on foreign debt financing. 

In Rwanda, there were arguments in favour for and against the implementation of the 

VAT system. The goal of this study was therefore to learn from other countries such as 

Korea, Argentina, Cote d'Ivoire and South Africa about the successes and pitfalls of the 

VAT system. 

11 
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Just as in Rwanda, the Value Added Tax implemented in Korea, South Africa and Cote 

d'Ivoire is of a consumption type and this steadily contributes to increasing tax income. 

In order to implement VAT successfully, these countries engaged in educating their 

citizens about the new taxation system, and also provided training to revenue officials to 

ensure the proper management of tax revenue. 

However, the Argentinean VAT system was of the income type and was not as successful 

in generating government revenue as the systems implemented in the other countries. 

This was largely due to fact that some sectors were exempted from the system, and VAT 

could not contribute as much to the tax income of the country as was expected. 

With regards to its many advantages relative to the shortcomings, it can be concluded that 

a VAT system is a reliable the government revenue. 
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CHAP'fER ONE: 

PURPOSE AND OVERVIEW OF THE STUDY 

1.1 Orientation 

Rwanda is a developing country located in Central Africa. It is a small land area 

has experienced a slo . factors. Some of the factors 

1994, when more than ed. The taxation system was 

operating even before crre-cotnrrmhsm 111 1916. taxation system was or a 

UNIVERSITY afthi! 
traditional type where livestock and harvest were given to comply with the civil 

'\VESTERN CAPE 
obligations. However, because of the introduction of a money economy and a 

currency in the economy during the colonial era, the taxation changed and is now 

levied in the form of monetary obligations. Moreover, because the country wanted 

to increase its revenue from the domestic source, it undertook a tax refonn, which 

brought about the introduction of VAT to replace the old system of a tunwver 

type of indirect taxation, known as lCHA {Impot sur le chiffre d'affaires). 

Taxes are compulsory contribution from individuals to the government. There arc 

many types of taxes (income tax, consumption tax, etc.}, but the one considered in 
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this study is the Value Added Tax (VAT). Deloitte and Touc11e (2000:9) defined 

VAT as follows: 

"Essentially VAT is a lax cullec.:ted by registered business ('Vendors') 

on the value added by them in conducting their activities. ft is the tax 

011 the value added by each particular vendor, which has lo be 

determined and paid over tu the receiver. " 

Evidence has shown that VAT is a tax with a broad base (levied on many gooJs 

and services/transactions) and is self-policing in the sense that the credit 

mechanism and tax invoice leave little room for manoeuvre to dishonest traders. 

In developing countrie know which appropriate tax 

is reliable for them. in those countries, the 

question is to know ~ii~~~~ijij~~ffii~priate tax and also if it has 

been effectively introlJ .~Vt ~t ~ 11c1~ 'J/JK the discussion focuses on 

WES ERN CAPE 
the problems developing countries face with regard to the taxation syst~m. 

especially when it comes to taxpayers who must comply with their obligations and 

to tax administration. 

All taxes impose a burden and most taxes affect the behaviour of taxpayers. It is 

necessary to have a tax system that is beneficial to both taxpayers and 

policyinakers. The country cannot sustain its economy without the contribution 

from all its citizens. That's why taxl..'!s are of a great importance. Therefon:, 

taxpayers should understand the reasons for taxes and consequently be ready to 

pay without many complaints. 

2 
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The Value Added Tax system, because of its many successes in many countries, 

interested the Rwandan State. The VAT is known to be appropriate for a country 

that wishes to expand its revenue and at a same time, to involve many taxpayers 

into the system. This was not the case under the turnover tax, which was limited 

to only certain categories of taxpayers. 

The administrative capacity is a major problem in all developing countries and 

Rwanda is no exception. Additionally, the attitude of taxpayers with regard to 

paying tax is also a major constraint to the administrative efficiency of the tax 

What did successful co ffic ient system of VAT? Arc 

there lessons to be lea t implemented a VAT syslt!m 

or are in the process of implementmg it? 

UNIVERSITY nfthi! 

WES ERN CAPE 

1.2 Problem statement 

In January 2001, the Rwanda Revenue authority has introduced VAT at a rate of 15%. 

The VAT in Rwanda has replaced the previous tax '!CHA' (lmpot sur le chifte J'aflairc~; 

which is general sales tax known as GST). It was argued that VAT has advantages o\'cr 

GST, (for example it is supposed to avoid cascading effects, the base will be broaJcncJ, 

etc.). The key issue is whether it has indeed been sensible to change to a VAT system or 

taxation in Rwanda. 

3 
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The main focus of the study is therefore on Value Added Tax (VAT) and its suitability 

for Rwanda. The research also looks at the implementation of the new system and has 

analysed whether the VAT system has been effectively implemented in Rwanda. 

The study exammes the experiences of some developing countries that have 

introduced the tax system during the past few decades. This is in order lo 

investigate what Rwanda can learn from their experiences. The countries that 

were studied included: South Africa which introduced VAT in 1991, Argentina 

With regards to the m dt on e lowing questions were taken into 

consideration: 
UN IVERS I TY o/ the 

1. Given the low level of income of the majorit,y of Rwandan citizens, 
WES ERN CAPE 

is the VAT rate not too high? 

2. Should this rate be the same on all goods or is there a need for 

differential rating? For example: a high YA T rate on luxury goods that 

are consumed mainly by the high-income group and a low VAT rate 

for more essential goods, and of course, with exemptions for basic 

foodstuffs. This would be consistent with the tax norm of ability to 

pay. 

4 
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3. What has been done to ensure that taxpayers consider the tax not 

only as a burden but also as beneficial, because the tax income can be 

used by government to improve their quality of life? 

4. Which lessons should Rwanda learn from the experience of other 

countries with the introduction of VAT? 

5. How can Rwandan citizens ensure that the tax revenue collected is 

1.3 Significance and ob 

UN IVERS I TY o/ the 
This study of the taxati.Pn. sxstem in a developing_country such as Rwanda is 

w~s ERN CAJ:"~ 
relevant in that it has been noticed that over 90% of Rwandan domestic revenue is 

collected from taxes (Official gazette of the republic of Rwanda, 2000). If the 

taxation system is not well applied, such the case of Argentina in chapter two, it 

can negatively affect the economy of the country. However, a good lax system can 

contribute to the development of a country (example in Korea, Cote d'Ivoire and 

South Africa). 

5 
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The Rwandan government was dealing with tax reform that culminated in the 

implementation of an appropriate tax system, VAT, which is beneficial to both 

taxpayers and policy makers. 

Given the poor living conditions of many Rwandese, it is important to carefully 

consider the impact of a VAT system on their livelihoods and to make sure i r the 

system is well understood. It is also important for Rwanda to incorporate in its 

VAT system the benefits of the systems of the other countries as discussed in the 

chapter two and to avoid their pitfalls. With different views on the implementation 

well as equitable. 

The objectives of the stu<!.Y. include the follow mg: 
UNIVERSITY lJ[thrt 

The overall objectiv~ t§ fjfr:Nhe~A.!f i is an appropriate tax for a 

developing country such as Rwanda. In aJdition to this, the stuJy has: 

a) Discussed the experiences of other developing countries with regar<ls to VAT 

so that Rwanda could learn from their successes and avoid their mistakes, 

b) The study also puts forward arguments considering the usefulness of a tax 

system and the need for tax revenue. 

6 
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1.4 Research methodology 

Firstly, the literature available on taxation has been consulted in order to provide a 

theoretical framework on taxation. 

Secondly, direct observation amongst taxpayers and tax collectors helped me to 

develop an understanding of the system of taxation in a Rwandan context. 

Thirdly, policy makers, revenue officials and taxpayers (businessmen and non 

January to March 200 M 00 1 (see appendix 2). The 

~~~~~ 
methodology used to intervie\y ,r,eo..J?le was twofold. On one hand a questionnaire 

UN I VEKSITY o/ thf!: 
was used to guide pol" 'V' ~1 ~ sEJf e ~Xff t nd few taxpayers willing to 

respond to the questions. On the other side, many taxpayers were interviewed 

using an informal conversation method in order to encourage them to be more 

open and not to feel as if I was sent by Rwanda Revenue Authority to investigate 

them. Because the interview was made in Kinyarwanda (my mother tongue) in 

order to accommodate the interviewees, the results were recorded and translated 

in English every evening after the interview(s). 

Fourthly, a seminar was organised and was held at the University Club in Butarc 

City (in Butare Province) seconJ town of the country after Kigali town to which 

7 
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participants from the different sectors were invited. At this seminar the 

preliminary findings of this study were put to a broad audience in order to gel 

their response to the views developed. 

The seminar took place on Saturday 161
h of June 2001. It started at 9h00 and 

ended at l 7h00. The purpose of the seminar was to bring all the different 

participants to discuss deeply the issue of VAT in Rwanda. I invited 100 people of 

different categories but only 50 attended the seminar due to other commitments. 

The different categories that were invited were: Policy makers, revenue officials, 

found in appendix 3, an of th ws and seminar are presented 

in chapter four of this .thesis. 
UNIVERSITY ()fthf! 

\VES ERN C PE 

1.5 The structure of the study 

The study is structured as follows: 

The first chapter, as is obvious from the preceding paragraphs, is concerned with 

the purpose and overview of the study. In this chapter, the reader is introduced to 

the research, its significance and its objectives. 

The second chapter provides a general overview of value added tax system in a 

8 
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number of countries, viz. Argentina, Korea, Cote d'Ivoire and South Africa. The 

main purpose of this comparative study is to show how VAT was implemented in 

other countries, what its benefits were and what its main constraints were. 

Chapter three presents the fiscal system of Rwanda. Here, a general overview of 

the Rwandan taxation system, including a historical background and a discussion 

of the evolution of the tax system is presented. It also examines the revenues and 

expenditures of the Rwandan Government for the fiscal year 2001, to show the 

relevance of taxes in the economy. The fiscal refonn goals are also presented. 

whether it provides a p 

presents an account of h ucted, secondly it shows how 

VAT works, thirdly, it looks at the reasons for the introduction of VAT in 
UN IVERS I TY o/thr! 

Rwanda, fourthly, it d' us;;S: ~W,:~ncEAd 5f1ilarities between VAT and 

ICHA. Finally, the research considers the di ffcrent opinions regarding the 

relationship between VAT and economic development. 

Lastly, chapter Five summanses the research, draws conclusions and provides 

some recommendations for the future. 

9 
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CHAPTER TWO: 

GENERAL OVERVIE\V OF VALUE ADDED TAX 

SYSTEM IN SOME COUNTRIES. 

2.1 Introduction 

The efficient administration of taxation is a major problem because many people 

taxes are the most in 

added tax system is fo 

It means that before any kind 

(,!.C,quirir~ these resources. The value 
r o/ the 

ec · · ta.· system in many countries as it 

brings more tax revenue into the state finances, without the disto11ions of some of 

the other types of taxes. 

Usually the value added tax is a tax on the consumption of goods and services, 

paid by the consumer to the vendor. The latter has to pay back the tax revenue 

collected to the revenue service. Finally, it is the end user who bears the burden of 

VAT since a registered vendor can claim the input tax paid on his purchases. ln 

some rare cases, VAT is levied on income. This chapter considers the 

implementation in a number of developing countries of both types of VAT. What 

IO 
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did countries that succeed to implement VAT do; and why did some fail to 

implement VAT successfully? 

As mentioned above, the following countries were included in this study: 

Argentina, Republic of Korea, Cote d'Ivoire and South Africa. These are all 

countries that have introduced a VAT system during the past few decades. In the 

case of all, but one of them VAT was successfully implemented. 

d been operating since 1930s 

by VAT emerged in 19 lemented in 1974 at a rate of 

16%, which rose to 20% in 1980 (World Ban·, . According to Osvaldo el al. 

UN IVERS I TY ,,fthr! 
( 1990: 116), the ratioll'll~_b~QUW the introduction of VAT in Argentina was the 

w~~1-ERN CAPE 
expectation of collecting more revenue: 

"One reason for the stronger revenue pe1jormance of the VA 1: 
compared lvith the tax it replaced, was the i11clusio11 of a signiflcant(v 

larger 1111111ber affirms in 1/ie i11dircc1 lax base under VAT By 1977, 

Ifie third year of the VAT. !here ·were /\vice as many registered 

tcl.\payers as there lwd been under the sales lax. The shwpest increase 

in the number of taxpayers occurred in 1980, when the VAT base was 

broadened to include the following sectors: mining, electricity, gas, 

potable water, cvmmunications, lrampurt and storage. " (Osvaldo et 

al. 1990: 116) 

As in many other countries where VAT is levied, Argentina taxes imports and 

11 
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exempts exports. However, Argentina's VAT had serious imperfections: 

"'The impe1fections of the VAT in Argentina are not related to the 

external sector. They are instead caused by 1he type of VAT adopted, 

the use of exemptions to promote regional or sectoral objectives, and 

the exclusion of certain sectors from the :,ystem ~· (Osvaldo et al, 

1990: 117). 

Unlike other countries, Argentina's VAT is of an income type with one 

qualification: true economic depreciation is not allowed. The income type of 

VAT reflects value added in the conventional sense of total economic activity 

in the country during the tax period. The aggregate base is the same as that for 

gross investment, D is 

depreciation, W is er depreciation. The vendors 

pay VAT as a per·2!-~- ~~~~~~~~~~~]us a percentage of the net 

profit they get. U IVERS I TY of the 

WESTERN CAPE 

As observed in the World Bank Symposium ( 1990: 117), a legal rate of 

depreciation of 20% was established in 1974 (and changed to 33'Yo in 1983). 

The income VAT, in contrast to expenditure VAT, has been found to 

discriminate against capital accumulation and favour present consumption. 

Additionally. VAT is usually seen as a regressive tax: 

"Bemuse cu11s11111ptio11 expe11di111res rl!prese11t a higher proportion uf 

i11come for poor j£1111ilies than for rich families, the co11s11111ptio11 VAT 

is thought to be regressive" (Osvaldo et al ( 1990: 117). 

12 
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Osvaldo uses the example below to illustrate the situation: Consider the 

effects of a consumption VAT of 20% on Mr. Rich, who has an income of 

$1,000, and Mr. Poor who has an income of $100. After satisfying his most 

essential needs at a cost (net of taxes) of $80 and incurring $20 in VAT, Mr. 

Poor has no savings. In contrast, Mr. Rich spends $400, pays $100 in VAT, 

and saves $500. B~cause the tax takes up 20% of Mr. Poor' s income but only 

10% of Mr. Rich's, it is said to be regressive. 

Osvaldo argues that the problem with this argument is that it ignores what 

happens in the future. Assume that these individuals live for one more period 

e consumes $1,200 and pays 

$300 in tax. This t f his second-period income, 

whereas Mr. Poor {.\l~f!1VE.1i{§ ITi~ :,f~h~f his income in taxes. Over 

their lifetimes bot ~ .1. , if~ oC'liI,r~pective incomes on taxes; 

hence the consumption tax is not regressive but proportional when considered 

from the proper perspective of lifetime. 

There are two types of problems with Osvaldo's arguments. Firstly, Mr Ril.:h 

may well continue to save something each year, which means that the actual 

tax rate on his total income will be less than Mr. Poor pays. Furthennore, the 

principle of equity and fairness must be applied. In many countries especially 

developing countries, it has been observed that the rich people receive more 

from the Government than the poor. Thus, my suggestion is that with regards 

13 
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to VAT, one should consider multiple rates: Zero rate for the basic foodstuffs, 

a low rate for the goods that are most used by low-income group and a high 

rate for luxury products or goods that are most consumed by rich people. 

2.2.1 Regio11a/ am/ Sectoral Pro111otio11 

With regard to the regional and sectoral promotion, two types of VAT 

exemption were found in Argentina's VAT system (Osvaldo el al. 1990). The 

first exemption is sometimes c·tlled ~ false exemp tion, because it does not in 
~ -

Ii• 11 1 11 nu• ~ll ~ L ~l il l I I !J 
the end constitute cond one is called a true 

e 
.... _. ~ ·- ~ 

l'.111'.~r ti - -· exemption, becaus ons are granted when the 

"exempted" value a ed I\ ill ta d a t bs equent stage of production 

where collection will be easier and cheaper. Not only does this procedure not 
UNIVERSITY ,,fthf! 

exempt anything, ~ eg~ f~lcyale.Al~~ity because the "exempted" 

taxpayers cannot claim a fiscal credit for the VAT embodied in the prices of 

their inputs. 

The second type may be called true exemptions, and occurs when certain 

products are zero-rated. True exemptions are usually granted to exports and 

certain other goods and activities. 

As the Osvaldo et al. ( 1990: 117) explains: 

"The exemptions are "true" because both those who engage in such 

activities and their customers get a fiscal credit for the VAT they pay 

on their inputs. And because the exempted taxpayers include the VAT 
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in their invoices (to enable their customers to claim a fiscal credit) bllt 

do 11ot pay it to the treaswy, the promoted activity, rather them tlie 

government. collects the tax. " 

1.1.l Excluded sectors 

In Argentina's VAT system; there was an exclusion of certain sectors, which 

generates an implicit tax, over and above the VAT itself, on their purchases 

from other firms in the system. Argentina's VAT system illustrates the rule of 

products as inputs by other sectors cou not generate a fiscal credit for those 

U IVERS I TY lifth!" 
sectors. That is, l1wuts of a,gricultural on~ would be treated, for VAT 

w SThRN CA.t"E 
purposes, as value added of the sectors that use those inputs. Thus the 

exemption of the agricultural sector implied that the value of its sales to the 

industrial sector (and certainly the value added in those sales) was taxed 

exactly as industrial value added. The agricultural sector's sales to final 

consumers, however, are subject to the VAT. A common way to compensate 

for this distortion as suggested Osvaldo et al ( 1990: 118) is: 

To grant the users of agric11ltural prod11cts an arbitrwy rule-vf

tliumb ded11c1io11. a so-called presumptive fiscal credit 011 1he value 

of their purchases of agriculwral goods. The rate is usually etjlwl to 

'Fiscal credit is the tax included in the price of the inputs in the production of goods and 
services. 
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a fraction of the VAT rate. In Argentina the users of agricultural 

products were allowed to deduct fro111 their VAT /iabili~v 4% of the 

total value of those purchases. Nevertheless, the presumptive fiscal 

credit is 111erely a subsidy on agricultural product sold to industry. It 

cannot neutralise the implicit tax 011 industrial inputs bought by 

agriculture, and therefore the effect 011 resource allocatio11 persists. 

In sum, VAT in Argentina has not been a successful source of revenue. Except 

for 1980-82 as observed in the World Bank Symposium ( 1990: 120), VAT 

revenue did not rise above 3% of gross domestic product (GDP) and remained 

substantially below that level most of the time. This is only modestly better 

Two important po~i~~~~~~~~~~~~rding the implementation of 

v AT in Argentina.tJ 

type and as a resul 

Jh'tfs found to be of an income 

·on and saving is likely to be 

distorted (World Bank 1990: 120). Secondly, the fact that some sectors are 

excluded from the VAT system undermined the neutrality of the tax with 

regard to resource allocation. However a guide to a solution is proposed below 

as follows (World Bank Symposium 1990: 120): 

A change toward a co11sumptio11-type VAT with broad coverage 

would pro111ote efficic11cy from the viewpoint of hotli capital 

acc111111tlation and 1he co111positio11 of current co11su111ptio11. 

The experience of Argentina clearly shows that an income type of VAT, 

which in theory exempts some sectors such as agriculture, actually docs not 
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function more effectively than a sales tax. Countries, which have gone the 

consumption VAT route and have avoided sectorial exemptions, have, as we 

will see in the following sections, done much better. 

2.3 The Value Added Tax in the Republic of Korea 

Due to the fact that the Korean indirect tax system was complicated (Han 1990), 

the Republic of Korea decided to introduce VAT in July l, 1977. Of the eleven 

VAT in 1977; these ar 

textile products, petrol . 

entertainment and food. 

UNIVERSITY 1)/thr!. 
The adoption of VAT in Korea was not as si1!!Ple as one could have expected it to 

"\VESTERN ~APE 
be. There were several arguments both ugainst and in favour of adopting VAT. As 

Han ( 1990: 129) summarised below, the arguments in favour of VAT were: 

I. VAT would simplify the system of indirect taxes. By replacing 

eight of eleven indirect taxes, the VAT would reduce not only the 

number of indirect taxes but also the number of rate brackets. 

2. VAT would promote tax neutrality in international trade. Under the 

old system of indirect taxes, it was difficult to calculate the amount of 

tax to be refunded on exports and the amount of compensatory tax to 
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be collected on imports. As a result the tax hidden in the process of 

production and distribution was either overcompensated or under 

compensated. Statistical evidence suggests that it was more a case of 

under compensation than over compensation. Under the destination 

principle of taxation, such under compensation would erode the 

competitive edge of exports and give imports an advantage over 

domestic industries. 

3. VAT would help to allocate resources more efficiently. Because the 

savings, this will e illl1 w h can be investment-

oriented since investment is excluded from the tax base. However, this 

UNIVERSITY o/ thi! 
is more effectiv~jv the case of the ~!}-income group, smce low-

w ES ERN LA E . . 
income taxpayers spend all their earnings on consumption. 

4. VAT would promote domestic investment. With a consumption-

type VAT, this is self-evident, because expenditure on investment is 

excluded from the tax base. Full credit is given for VAT paid on 

purchases of capital goods. This implies that, as compared with the 

case in which there is no investment, the total VAT burden can be 

greatly reduced. 
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5. VAT would discourage tax evasion. The VAT system requires that 

tax invoices be issued in transactions, and taxpayers must hold on to 

the invoices in order to benefit from tax deductions. The authority 

would thus be able to crosscheck the invoices documenting 

transactions between taxpayers, which would make tax evasion more 

difficult. 

6. The VAT system would provide the government with a steady 

source of revenue because the VAT base is broad and also because 

These arguments are o se of any other country that 

considers the impleme However, there were 

counter arguments against the adoption o m Korea, arguments, which 

UN IVERS I Yo thr! 
generally also are appli~~hle to other countries. · hcse are: 

. \VES ERN CAPE 
1. The current bookkeeping practices were not sophisticated enough 

for the VAT system to work. Businesses and traders would need more 

time to develop this capacity. 

2. The strongest argument against adopting VAT was that it would 

increase prices. 

3. The VAT is a regressive tax. Although a single rate VAT would 

improve the allocation of resources, it was also argued, it would work 
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against the equitable distribution of income. The special excise tax on 

certain types of luxury products that was introduced at the same time 

as the VAT was meant to offset the regressive nature of VAT. 

2.3.J Preparatio11s for imple111e11tatio11 of the VAT 

Although the VAT system was introduced in Korea to replace eight existing 

taxes, taxpayers considered VAT to be a complex tax system and an additional 

some of the uncertainty 

Apart from the education given to taxpayers, the government also had to train the 
. UNIVERSITY ,,/th£'" 

tax officials to under~\P t~ e~ it.Ws~A Pelt had to reorganise the tax 

administration. With the help of Korean Chamber of Commerce and Industry and 

other economic associations, newspapers, television, and radio, the government 

launched a public relations campaign for the VAT (Han, 1990: 131 ). These 

included a series of articles, questions and answer sessions, feature stories, and 

lectures on the need for the VAT. A movie was produced about the VAT and 

shown in all the movie theatres in Korea. Seminars, conferences, and meetings 

were held on the VAT. About thirty different pamphlets about VAT were printed, 

including "The VAT: What Kind of Tax Is It?" and "Explaining the VAT law, 

tax invoice and how to report it", and 16 million copies were distributed. 
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2.3.2 Taxpayers 

In the Korean VAT system, any unit separately engaged in the supply of goods or 

services in the course of business, whether the business is motivated by profit or 

not, is legally responsible for the VAT. The taxpayers include individuals, 

corporations (including state and local authorities) and foundations, which are not 

incorporated. 

In Korea, a distinction is made between groups of taxpayers with regard to VAT: 

general taxpayers and special taxpayers. 

turnover over 24 millio xpayers and are subject to a 

lue added, whilst the special 

taxpayers are subject to a special rate o 2 o on t 1e1r gross sales. Taxpayers with 

UN~YERSI Yo/th~ . . 
an annual turnover of 24 nullton Won or less are ehgtble for the special rate of 

'\VES ERN CAPE 
2%. They are called special taxpayers. 

2.3.3 Relief for small businesses 

Unlike large businesses, small businesses are incapable of meeting all the VAT 

requirements (such as keeping their books and rendering tax returns in tht: fonnat 

required) . This is due to the fact that large businesses are more able to absorb the 

costs of complying with the V AT's standard accounting and prrn..:cdural 
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requirements. However, small businesses are found to be an important part of the 

total business (and taxpaying) community. As a result, there is both a political and 

an economic need to alleviate the burden of a complicated VAT system on 

businesses with a small tu mover. According to Han ( 1990: 134), individual traders 

who supply goods and services for which the VAT-inclusive annual turnover is 

Jess than 24 million Won are subject to a special VAT rate of 2% levied on their 

turnover rather than on the value added. In addition. a relief measure for small 

husincsscs is incorporated into the VAT regime in Korea. Special taxpayers could 

deduct from their VAT liability up to 5% of the taxes they paid on purchases, 

2.3.4 Atl111i11istratio11 of V 

UNIVERSITY o/thf! 
The administration of V '\V'.ft ~of"jff{ ~t tC rJf ~matie because one of the 

eight indirect taxes that were replaced by VAT in 1977 (that is the business tax) 

had similar administrative requirements to the VAT (World Bank, 1990). Because 

the business tax was a tax on turnover. the traders were already practicing some 

forn1 of book keeping. The government resolved to use the business tax as a 

stepping-stone to VAT and transfom1ed it accordingly in 1974. The number of tax 

rates was reduced from six to five, but the rates were raised. The tax base, which 

had been restricted to the manufacturing sector and certain parts of the wholesale 

sector, was expanded to include all manufacturing, mining, and wholesale 

businesses. Traders were asked to issue a standard invoice (similar to the tax ,., 
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invoice under the VAT system), and penalties were applied to those who did not 

comply with the rule. A registration system using taxpayer identification numbers 

was introduced, which greatly eased the process of computerisation. (Han 

1990: 135) 

2.3.4 El•al11atio11 

When it comes to the evaluation of the VAT system in Korea, studies have found 

that it has contribute d to the ste~ulv._l1dministrative efficiency of indirect tax 

' -·- - ~' ,.,. 
r;i.011111 Jllll ~ il l l I 111 1 11 

revenue and is now th of government tax revenue. 

al - . -- .. (!'_ .. 

2 ~~ 

lA I\ "'' . .. The VAT share in tot 0.5% in 1978 to 22.3% in 

1983 (Han, 1990: 138) 19 ' ti sec J<l 1 'st p ortant source of tax revenue 

(the personal income t'!_XJ. , accounted for about 10% of the total tax revenue. 
U IVERSI Y of thf! 

WESTERN A E 
One of the arguments against VAT in Korea was the regressivity of that tax 

system, meaning that it is inequitable. Although several scholars pointed out that 

Korea was one of the few developing countries, which had experienced rapid 

economic growth without profound changes in income distribution, there were 

signs that income inequality was widening in the mid- l 970s. The introduction of a 

regressive tax was seen to aggravate the already existed income inequality in 

Korea. The results of a study as Han ((1982b,pp414-16) quoted by Han 

( 1990: 139)) observed seem to support this argument. 

"Jn 1978 the ej/ective VAT hurden on the lowest income decile of 

11011/arm households was 9.4%. ancl the tax h11rde11 decreased as the 
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level of household income increased. The burden on the highest 

income decile of nonfann households was 3.8%. The regressive nature 

of VAT was also apparent in the case of farm households. The VAT 

burden on the lowest income decile of farm households was 8.4%. and 

the effective burden decreased as the income level increased; the 

burden was 2. 9% for the highest income decile. " 

Even if the general burden of VAT was lower for farm households, the tax burden 

distribution showed a similar pattern for both fam1 and nonfarrn households. 

An interesting fact came out when the effective indirect tax burJen was compared 

between 1976 and 1978. In 1976, when the eight indirect taxes that were replaced 

households was observe ~~-~~~·~-~-· .,..~~~~~w-income groups and higher 

in the case high-income ou as burden distribution in 1978. 

The indirect tax bur~~~~~~~~~~~~~s, particularly those in the 

fifth to seventh incom l?l'Hlo!'.<> dl less affected by the change 

of the indirect tax s"}Yte ~h t tax burden of the fann 

household was generally higher in all income brackets in 1978 than in 1976 (Han 

1990: 139). This finding clearly supports the argument put forward earlier in this 

chapter regarding the regressivity of VAT. Except for the problem of its impact 

on equity the switch to VAT clearly benefited the Korean economy. 
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2.4 The Value Added Tax in Cote d'Ivoire 

Also in Cote D'Ivoire there was pressure to broaden the base for the tax system. 

As was the case in the other countries considered; this led to pressure to introduce 

the value added tax. In the Ivorian case, they modified their production tax and 

adopted what they called TV A-TPS (taxes sur la valeur ajoutee (TV A), which is 

VAT, and taxes sur les prestations de service (TPS), which is a turnover tax on 

services). As Betty et al. ( 1990: 145) suggested, the scope of the TV A and TPS 

was limited to concerns with annual sales over CFAF 30 million (US$ 120,000 at 

employment in 1965 a tty a 145). Those firms generated 

61 %, 45%, and 32% of manufacturing GDP in 1960, 1965, and 1969, respectively 
UNIVERSITY ,,fthf! 

(Den Tuinder, 1978:3.Z. A). Agriculture and commercial activities were excluded 
\iVES ERN CAPE 

from the TVA-TPS base because of perceived difficulties in tax administration in 

sectors dominated by small producers. for example, an estimated 280,000 small 

coffee plantations produce the country's major export crop (Europa Publications 

1984:441 ). Furthern10re, 90% of commercial activity occurs in traditional retail 

outlets (Tixier & de la Biche 1973: 15). In 1970, 49,000 of the 50,000 commercial 

outlets in the Cote d'Ivoire were small African-owned shops, market stalls, or 

street vendors (Republique de Cote d'Ivoire 1978:209). 

The choice of TVA-TPS structure was influenced by the economic and political 
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circumstances surrounding the Cote d'Ivoire at independence, especially the close 

economic and cultural ties it had with France (Betty C.H. ( 1990). This is 

illustrated by the fact that about 50'Yo of lvorian exports were destined to France 

while 65% of its imports came from France. 

A French consulting finn in the late 1950s proposed a VAT covering goods and 

services through the wholesale stage. As Betty et al. ( 1990: 145) observed: 

''The Finance Mi11ist1y felt its accounting demands on taxpayer and 

tax administrators were excessive, that its revenue effects were 

uncertain, and that i11adeq1wte administrative resources would lead to 

c:hijfi·e d 'af/(1ires 

today." 

(/ic:ations. is in place 

In Cote d'Ivoire, the TV A was more attractive than t e previous production tax 
U IVERS I TY oftht! 

for a number of reasons .. J.h.e~¥ JU:.e summarised below (Betty 1990: 145): 
W~~ J. ERN CA E 

Compliance costs were generally reduced, 

Acceptable deductions were broadened to include TV A paid on most 

inputs and investment goals, 

Elimination of the head tax and exclusion of most products consumed by 

the rural population from the TV A, 

Tax rates were carefully chosen to have only a minor effect on the 

effective tax rates on domestic production and imports, and 

Exports were zero-rated to eliminate bias against exporting. 
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2.4.J Tax Neutrality aml /11ce11tive Effects 

The Ivorian TVA-TPS was more neutral than the earlier, production tax. The 

TV A~ TPS avoided the cascading effects by alleviating the bias towards vertical 

integration (Betty et al. 1990). The lax system also eliminated the biases against 

capital by reducing the double taxation in the previous tax. However, the TV A-

TPS probably initiated a bias towards the investment code, favouring the capital-

intensive production methods. For example, the investment code exempted 

"priority" firms of TV A, for ten years on imported capital goods and inputs 

with the investment code. These were: 
U IVERSI Y ofthf! 

1. Different rn~ §'Of~ IllieJatt:1.A waE aff ected by the rate 

structure through prices and consumer demand. 

2. Small versus large firms. A potential bias against large firms in 

wholesale and retail trade was avoided by exempting these activities 

altogether .. Similarly, many speci fie agricultural products and 

activities were exempted for all fim1s. Within manufacturing, the 

exclusion of small producers could give rise lo a bias against small 

producers who cannot use the credit for TV A paid on inputs or invoice 

TV A to customers. The small linns if they wished to, could avoid this 
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bias by opting for TV A. Small construction finns may have imported 

inputs subject to the TV A invoiced directly to the customer. 

3. Different rates on imports and domestic production. There was 

only one case of different rates on specific imports and domestic 

production. Nonetheless, differences occmTed between the imports on 

domestic rates for the same activity, when imports were described 

incorrectly as related products subject to lower tax. This also 

happened when differences existed between the tariff and the tax code 

(1990:145). 

4. Rounding of ti im te. he un 1g of the tax-exclusive 

import rate to the nearest integer caused a sma 1 difference between 

UN IVERSI Y ,,/th" 
the import and dqi.~ st.i<;._rll.Ws for the same activity. 

w ~~ ·rERN CAPE 

5. Deductibility of the TV A on investments. This could cause a 

small bias favouring vertical or horizontal integration of existing 

firms, because they could immediately credit the TV A against the tax 

liability from their other operations. 

6. Reimbursement of the TVA. The TV A paid on inputs used in 

exports is credited against TV A liability and could lead to 

reimbursement. However, an internal World Bank Report stated m 
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1974 that "in practice it has been difticult for exporters to obtain the 

refund" (Koumoue Koffi 1981 :202, author's translation). Difficulties 

with the reimbursement process could work against firms with 

insufficient domestic TV A liability. A related problem associated with 

the investment code arises with the exemption of TV A on imported 

inputs, but not on local inputs. When reimbursement is difficult, 

priority firms had an incentive to substitute imported for local inputs 

in export production. This bias was eradicated to the extent that finns 

supplying inputs for export production are allowed to omit the TV A. 

exempt from the 

slight indirect sub ; goods and may cause 

local construction firms to bill 1mpo11e material directly to their 

UNIVERSITY 1)fthe 
priority finn clie.1.lt~ to avoid tax liabil..i!.Y (Koumoue Koffi 1981 :70). 

\.'\'ES E RN (.;~ · E 
The tourism investment code allowed exoneration of the TV A on both 

imported and local investment goods. 

In conclusion, the TVA-TPS was introduced without many problems (Betty et al. 

1990). The new tax system offered improvements in neutrality, equity and eased 

the tax administration. It did not involve significant rate increases over its 

production tax predecessor. From being primarily a tax on imports, it became an 

important tax on domestic activity. Even if the Ivorian TVA-TPS retained some 

non-neutrality, it was a noticeable enhancement over its predecessor. lt involved 
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some partialities favouring capital (particularly imported capital goods) and more 

fully integrated production. These biases were insignificant compared with those 

found in other aspects of the Cote d'Ivoire tax policy (especially the investment 

code). 

As for the case of Korea and unlike Argentina, the VAT in Cote d'Ivoire was 

likely to bring about economic growth. This is also valid for the case of South 

Africa as discussed below. 

2.5. J I11trotluctio11 

UNIVERSITY l)/the 
It has been observed that the VAT that re_Qlaced GST in South Africa would 

WESTERN (]A E 
definitely be a regressive tax as it was the case in the above-analysed countries. 

VAT could lead to a massive redistribution of wealth from poor to rich. 

The introduction of VAT in South African tax system has not been an easy task. 

There was strong opposition to its implementation. According to WIP ( 1991 ), 

most opposition to VAT came from pro-capitalist forces, which, although they 

were basically in agreement with the change to VAT, disagreed with VAT as it 

affected their pa11icular interests. The construction and private health sectors, for 
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example, argued against the imposition of VAT in their sectors, but not against 

the tax as a whole. 

Since July 1991, however, there was growing resistance from progressive forces, 

led by the Congress of South African Trade Unions (COSATU). COSA TU called 

for the delay of the implementation of VAT and for discussions between 

progressive structures and the government, with a view to reaching an accord on 

how the new tax could be implemented. COSA TU threatened extensive protest 

action if the government did not respond positively. Big business and the 

the lack of consultation e government could threaten 

the implementation of ti ax he ve lle m m, dug in its heels. It refused 

to maintain GST, to~ postpone the implementation date of VAT or make 
LI IVERSI Y of thf! 

significant concessio~ .. .Pll. 1be wax .. ...it tanned to implement VAT (Work in 
w~s EK CA E 

Progress 1991, Finance week 1991 :3). As a result, VAT was implemented as 

planned. 
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2.5.2 Tile So11tll Africll 's VAT system 

2.5.2.1 Reaso11 for tile i11trod11ctio11 of VAT 

The introduction of VAT in South Africa in 1991 was intended to achieve many 

goals amongst which the reduction of the impact of the new tax burden on the 

poor and to provide a safety net program. The National Nutrition and Social 

Development Programme (NNSDP), was also introduced in 1991, designed to 

distribute R400 million annually in community-based food projects (McLachlan 

The list of commodities AT exemptions included, for 

example, maize and beans, which were both reasonable candidates for VAT 

UN IVERS I Yo/ thi!: 
exemptions for eq uity~<]f ~f'EReNonCA we~ as for their impact on food 

nutrient consumption (Afdcnn~m et al. 1999). The list also contained commodities 

such as bread, which did little to address equity concerns but could have 

favourable consumption effects, as well as fresh milk and meat, which neither 

enhanced equity and nor had a clear impact on nutrition. 

One may ask itself why could South Africa Revenue Service (SARS) oblige 

people to pay VAT instead of general sales tax for their different consumptions. 

Why was it necessary to impose such a tax? When looking at the perspective of 

taxpayers, VAT, as is the case with other fom1s of tax, was considered to be more 
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of a burden than a benefit. This is why some temptations of VAT evasion and 

avoidance were found in the system. According to the Financial Mail (October 4, 

1991: 27-28): 

" VAT undermines decision-making; co11.f11ses consumers; obscures 

the f1111damenta/ merils of the system; and sets the scene for continua/ 

colltroversy over peripheral issues. People ask: Why a good tax cost 

consumers more and gives the taxman less? A calculation by Sanlam 

economist Pieter Calitz shows that the broader VAT base amounts to 

70%-75% of the co11s11111er basket. compared with the 52% of the 

basket to which GST was applied. " 

including social service 

opposed the VAT syste 

revenues. After introducing VAT. t le Finance mister Chris Liebenberg's 

UNIVERSI Y "/the 
Budget for the year 19..9.~-1996 was found the most important since South Africa 

W.h;STERN C PE 
became a unitary State in 1910 (Financial mail 1995:20-21). It was also argued 

that: 

"South Aji-ica requires lln llppropriatt.: tax system, which provides.for 

an adequate re1111·11. Nol 011~v 1hat. but we must get our fiscal and 

111011etw:\' houses in order. ahead of the abolition of the Fi11ra11d and 

1/ie cstablishme111 vf a unified currency system in the not too distant 

fi11ure" (Financial mail 1995:21) 

According to the interview, many taxpayers did not understand the usefulness of 

tax revenue since it was difficult to them to see the outcome of the tax that they 

paid. This was due to the fact that the benefits they received and arc still receiving 
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from the government were and are only indirectly linked with the tax paid. More 

importantly, it is necessary to emphasize the advantages of VAT system, so that 

taxpayers may be aware of that utility. The study also highlights the difficulties 

faced by tax collectors in the process of tax - collection. It shows how do tax 

collectors resolve some of the problems that they face in collecting tax 

2.5.2.2 The base and tile rate of VAT 

ossible. The idea behind the 

new tax system was to g rs, by keeping to a minimum 

the number of zero ratJ1'l I1{,ERSilns.y~,J~he;, the opposition forced the 

government to reduce~~ \<\f ~tRto I or: x1i ~ increase 'temporarily' the 

range of zero - rated basic foodstuffs . Maize, bread, meat and fluid milk were 

included amongst the zero-rated basic foodstuffs. 

The study done by Alderman et al. ( 1999) confirmed the logic of VAT exemption 

for maize. As he observed: 

"Based on tax efficiency and equity, this commodity dominates all 

alternatives. Also. tax exemptions for.fluid milk or bread have similar 

implications as 111ai::e for the total rC\'e1111e furegone . hut have less 

.f£1vo11ruhle impacts 011 ec111ity. Similar~) '. while the tax exemption for 

mai::e helps impruve nwritio11 in both ur/Ja11 w1d rural areas, the tax 

exemptions 011 fluid milk has virtually 110 impact 011 energy or even 
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protein i11take. !11 contrast to milk, however, the impact on nutrient 

co11s11mptio11 of a tax e:remption for bread is fairly similar to that of 

maize; the two commodities differ, however, in that a VAT exemption 

for maize has strong estimated equity impacts while it does 11ot for 

bread." 

They continued argumg that the equity and efficiency of commodity taxation 

could be achieved if exemptions on kerosene and sugar were substituted for those 

on fluid milk. 

According to Aldem1an et al. (1999) VAT exemption for meat was not justified 

However, the exempti eted and had a measurable 

UNIVERSITY "/the 

The following intervie 

in Labour Bulletin illustrates the case of the consultation with the Government 

with regard to VAT. (SA Labour bulletin Vol.16 n03): 

"LB: To be more concrete, to what exten/ have you succeeded i11 

maki11g an impact on the VAT taxation itself? 

Shilowa: Firstly, the moment we started our campaign, VAT \vas 

reduced to 10%. Secoml(v. we managed to get a 1111111ber o.f food- st11Jfs 

zero-rated. Third(v, a 1111111ber of SA orga11isatio11s, both lo the left and 

to the right of COSATU, and other trade 1111io11 organisations have 

been able for the first time to come together, and the issue of tax

actio11 is not only left to workers to raise. The stay mvay has raised the 

issue at a broad public lend " 
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Taxpayers felt that the Value added tax affected their day-to-day lives of people 

and the money in their pockets (Work in Progress, December 1991, Finance week 

October 1991: l 0). Work in Progress argued, "the government could have learnt 

that labour was serious when it said 'don't restructure the economy without 

consulting us'." COSA TU reported 80-90 percent stay away countrywide in the 

strike it called, and denied allegations of 'intimidation' . 

From 1993, the standard rate increased from l 0% to 14%. From April 1995 the 

list of exempt financial services has been reduced. The activities of life insurance 

brokers, stockbrokers 

standard rate. The list was further narrowed with 

effect from l October l ervices attracted VAT at the 

standard rate. 

UNIVERSITY l)/the 

WESTERN CAPE 

2.5.3 Usef11/11ess of J~4 T i11 South African context. 

In South Africa, as in many other countries where VAT was implemented, 

experience showed that the VAT system has many advantages over GST system 

for both the taxpayers and the policy makers. These include: (VAT Manual 1991, 

SARS interview): 

VAT is a multiple collection system while GST was a single 

collection system. The advantage to policy makers comes into play 

especially when there is a manoeuvre to evade tax . The amount of 
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revenue collected will be lost under OST because of the evasion, 

while some money can be gained under VAT because of the multiple 

collection. 

Broad base: Many activities are now liable to tax because of VAT, 

which was not the case under OST. The advantage again is that the 

Government will earn more under VAT than OST. For example: the 

building of houses was not included under OST but now is taxable 

under VAT system. 

consumption goo r 111come comes, you 

are liable to pay \I us es ouragc 1 ncome-ra1smg 

activities. 

UNIVERSI Y l1fthe 
With the system of record keeei_ng under VAT, the vendors have 

WESTERN C PE 
a full control of their financial situation or transactions because they 

have to report their financial situation to the Receiver. 

There is no cascading effect under VAT. No double taxation like 

under the OST system. 

The financial burden is lower under VAT than under GST. The 

reason is that the burden is shared between all taxpayers in chain. 
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Audit trail: using one's tax- invoice, it is relatively easy for the 

Receiver to control other vendors in the chain lo make sure that what 

they have declared is true and correct. 

VAT is internationally accepted. 

The figure for the revenue collections as noted in Financial Mail (March 1995:20-

21) for the period from April I to December 31, 1994, showed that income rose to 

R41,2 billion from R34,3 billion in the same period of 1993. There is no doubt 

tax brackets. 

U IVERS I TY o/tht! 
However, despite the .adyant1.IT of the VAT system, tax collectors faced many 

WES ERN CAPE 
constraints when collecting tax revenue. 

l. 5. 4 Difficulties e11co1111tere1/ by tax co/lectorl' bl VAT system 

From the interview with the South African revenue officers (November 2000), it 

is clear that they face several problems in the collection of tax . Those problems 

are summarised below: 
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Insufficient infrastructure (such as means of transport, computer 

systems) to control vendors, 

Vendors must have computers in their business systems in order to 

record each activity. This is a problem since many vendors do not have 

enough money to purchase and maintain computers in their business 

practices. 

There is a need for a network system to connect vendors and control 

omputer is one problem and 

the connection to an 1er e. 

UNIVERSITY o/thf! 
Registration PIQ.blem. If there were no limit to registration, it would be a 

\i\IESTERN CAPE 
burden for the revenue to support the administration cost, which most 

likely was higher than the VAT collected. When VAT was implemented in 

South Africa, SARS allowed vendors with a turnover of R 50 000 per 

annum to register for VAT purpose. The result was that the number of 

registered vendors was large and the administration fee very high 

compared to the VAT return from those vendors. To resolve this issue, the 

Minister of Finance increased the level of turnover at which a vendor may 

register to R 300 000 per annum to avoid the high administration fees . 

Nevertheless the minimum turnover for voluntary registration was R25000 
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per annum while compulsory registration required a minimum turnover of 

R 300 000 per annum. A proof of turnover has to be provided for 

voluntary registration while a business plan has to be issued for 

compulsory registration. 

Sometimes vendors issue false information to the revenue service, 

which negatively affect their returns. To prevent this, some 

requirements must be met: 

• Companies, have to prove that they are registered. 

• If it is an individual registration, then a copy of the ID (identity 

a bookkeeping system insured. The 

individua ulars. 

• The Audi 

• Regular (f u 1fvft§} 1~~ef th~perly because sometimes 

especial· · pl :\1Xt phase of VAT, some 

individuals pretended to be businessmen, settled their so-called 

business purposely to claim Input tax during that period and 

abscond after receiving the money. 

- Late payment of the tax. For late payment, a penalty of 10% is applicable 

from the end of tax period to 5 days after the tax period. If the vendor does not 

pay, then the interest will be added to the penalty. But the problem faced by 

tax collectors is that because the i11tcrcst rate charged is less than the bank 

interest ( 14%1 compareJ to 21 % (Interview in SARS )), the vendor prefors to 
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continue with his business and not to pay the money, thus keeping the 

overdraft lower. In the end of the day he will pay the penalty and interest, this 

being less than the money he saved by not having a higher overdraft. This is 

because the interest he has to be paid for his savings in bank is higher than the 

interest charged by the revenue service. 

However, some methods are used to overcome the above-difficulties. In the 

interview with the Revenue Officer the following was mentioned. 

Special recoveries for outstanding tax cases: in order to resolve the 

SARS. 

Avoidance and he · ct s a general anti-avoidance 

prov1s1on. 
UNIVERSITY o/thf! 

Tax evasion amow1t:;.Jo fraud and usually involves the making of false 
\i\' ES-rERN C.APE 

returns, and the entering into of sham transaction of records. According to 

Ernst & Young (2000:112): 

.. 11-'hen the vj/ences set out beluw are cvmmiued, a fine vf up tv R 10 

000 and or twenty-four months impriso11111e11t (or both) may be 

imposed, quite apart from the collection of tax and penalties. There is 

a presumption that false documents. statements or entries have been 

made with the intent to emde tax by the person 011 1v/10se behalf they 

are made. " 

Among these offences are: The making of false statements or entries or 

answers lo requests for infomrntion; the preparation of false books of account 

or any fraud, art or contrivance whatsoever; collusion in the acceptance of 
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supplies of goods or services on which tax should be charged but is not; and 

the issuing of incorrect or fraudulent tax invoices, credit notes or debit notes. 

(Ernst & Young 2000: 112). 

The name, address and enterprise of a person convicted under these provisions 

could be publicised by the Commissioner, together with such particulars as the 

Commissioner thinks fit, including the amount evaded and additional tax 

imposed (if any). But no such publication has taken place to date. 

The penalty for evasion or attempted evasion, including claims for excessive 

tax credit or refunds, is an amount up to double the tax amount concerned. J.n 

my is imposed for variety of 

offences, including t inspector; the failure to keep 

books of account; the failure to render returns of any kind or the obstruction of 
UN IVERS I TY o/ tht! 

Revenue officials;~ '11~ 1 tjt~aNis ~1A!Jf~e when it is not or a lesser 

rate is due; the fail ure to supply a tax invoice, credi t note or debit note wh~n 

due; the issuing of more than one tax invoice; the failure to keep records or 

otherwise to comply with the VAT obligations of an agent. 

- For those who pretend to be businessmen in order to steal the money 

from revenue scr\'icc, the SARS requires from external or foreign 

businessmen to submit the name of a South African referee who will be 

responsible for all that may happen. ln addition, the businessman must have a 
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bank account in South Africa to allow the Receiver to exercise control over 

him. 

- A Help line to report fraud has been installed. However, no rewards arc 

paid because of the dishonesty of revenue workers 

In conclusion, although there were many challenges in introducing VAT in 

South Africa, as it was the case in Rwanda, Korea, Cote d ' Ivoire and Argentina, 

the system operates relatively efficiently. The opposition to the introduction of 

introduction of VAT. of the opposition to the 

introduction of VAT w e public and the inability of 

the SARS to explain ti · The education of taxpayers 

and tax administ rators was un erta ·en more success fully in Korea. In the 

UNIVERSITY ofthi! 
Rwandan case, althougl~.the RRA tried lo educalc people on VAT system, much 

WESTERN CAPE 
still needs to be done to bring all the partners in VAT on board. Nowadays, the 

system in South Africa has been acl:cpted and taxpayers consider it as part of 

their life. Paying tax is a civic obligation for most citizens. Ncvcrthdess, some 

taxpayers still have temptation to evade and avoid tax . In a mean time, SARS 

officers are very concerned to overcome and abolish all fraudulent manoeuvres. 
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2.6 Conclusion 

Developing countries that want to refom1 their tax systems by introducing the 

VAT system or those who have already adopted it but want_.!Q in1pro\'..e_iLcan----. -- - ·· - ·- --- ----· - -· ----- ----·-·- ·- -·-------~- ------------·------ ---------

learn from the experiences of the countries considered in this chapter. There are 
......... ....--·-----oqo-----· .. ---..,,_·--··- "·-- ··------· '"•-a· -..... 

-------------------·- ------- - - ~ -- - -

several reasons behind the VAT successes. Some of them have to do with the kind 
..-----· ---------

of VAT adopted, some with the type of exemptions under the system and, ,~ -·-- ,. .. ---~---.------'"°---·- ....... --.... _._,._ ......... ... ~ .. ... ___ ______ ~---- -· ---- ~~-~_. .,,. ,.,-. 

probably most important of all, some have to do with the administrative system 
,. •• • •' • • 0 , • " • , •'•

4
' .•• - • , '" . - • • _,,._ , ., ,,.L , o .' • •< -o - · r .. • • 'r,-ft_,.._ , ... _ ... _ , ,,,, .. -., 00. , ............. , , , • .,,. ....... .... , •• -.~ ..... ~- .... ...--.."'-.... ~. 

established to collect revenue,_~·--. -- . ........ ....... ..-... . .. - - ~ -. · . ·-' .. . ' ' " ' ·.·· _ ... ..., ... 

consumption type and d1 income revenue of the above 

countries. However, th na was of an income type. 

Together with the exemption o some sectors rom t 1e system, VAT in Argentina 

UNIVERSITY ofthr! 
did not succeed to function efticient!.x_. When. considering the applicability of the 

WES ERN CAPE 
lessons learned from the experiences of these countries, for a country such as 

Rwanda, there are a number of questions that can be asked. The first is why 

shoulJ one implement VAT rather than another tax'? Another question is, what 

kind of VAT is likely to be adopted (assuming that VAT is a desirable system), 

given the different starting points of most countries? 

Because of its many advantages, the value added tax has been adopted in many 

countries and is still on agenda in many others. The turnover tax was found to 

have a cascading effect, which is taxing the full sales value at manufacturing stage 
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and again at the wholesale level without any refund. The VAT, in contrast, tax1"S--

the value added at each stage only once, al_!.he stage whe~ it is a~Another 

advantage of the VAT over the turnover tax as Gillis et al. ( 1990:230) argued, is 

the VA T's neutrality insofar as production efficiency is concerned: it taxes 

productive inputs equally and does not cause distortion of production choices. 

Moreover, the consumption type tax of VAT does not distort the choice between 

consuming now and consuming later, in favour of the former, as does the income 

tax. Accordingly, VAT does not penalise, as does the income tax, capital 

accumulation and economic growth. The larger the base for the VAT is, and the 

The broad and neutral ct choice for a tax system. 

However, because of the social, economic an a m1mstrative objectives, there is a 

UN IVERS I TY of thi! 
need for deviation from that simQ!.e structure. ~o country has achieved. or will 

WES .t.;RN CA E . 
attempt to adopt, such a perfectly broad and neutral VAT. The need to red~1ce • --
regressivity in the structure of the tax for reasons of equity in income distribution -

certain social and economic policies will Jctermine the use of multiple rate or 

VAT in developing countries. However, the main constraint for those countries is 

to fit the tax to the limited administrative capacity of the country in question. As 

Gillis et al ( 1990:231) observed, among developing countries there are differences 
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m lax administrative capacity that correlate somewhat with difference m per 

capita GDP. 

The comprehensive VAT has been successfully adopted mainly in middle-income 

and upper middle-income developing countries. The examples of the Republic of 

Korea and South Africa are good illustrative examples. 

In the preceding chapter we have seen the way VAT was implemented and what 

has made it successful. A country such as Rwanda, which is implementing VAT 

system, has much lo learn from the above countries. It is not only the case of 

UN VERSITY of th~ 

\VES ERN CAPE 
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CHAPTER THREE: 

FISCAL SYSTEM OF RWANDA 

3.1 Socio-political background of the fiscal system in Rwanda 

3.1.1 I11trml11ctio11 

well as to the donor con 

has been weighed down by 

chronic ethnic confli n pen nee. 1 ethnic crisis of the early 

d
. 

1 
U

1
N IVF.R SITY ,,r tbi! k d d . . . 

1990s resulte m t 1e co fapse oi1fic economy i:fno11as wea ene a mm1stratlve 

\VES ERN CAPE 
capacity (Ndikumana, 2001 ). The fiscal crisis has been deepened by the crisis of 

production and trade. However, despite the crisis, Rwanda is slowly 

reconstructing its economy and its tax base. One of the most demanding tasks of 

fiscal policy is the management of public expenditures. It is the dilemma of 

allocating resources. First, authorities must assign public money between capital 

expenditures and regular expenditures. Second, they must choose how to allocate 

funds between military expenditures and civilian expenditures. This decision 

seems not to be easy and poses particular challenges in countries in conflict or 

evolving from conflict like Rwanda. 
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Military expenditures usually increase during conflicts and tend to remain high 

even after conflicts are apparently resolved (Ndikumana, 2001 ). In the mean time, 

revenues are low during and after conflict. This means that higher military 

expenditures are afforded at the expense of lower investment in socially 

productive sectors and higher budget deficits. 

When looking at the macroeconomic perfom1ance and the macro-fiscal crisis, 

some key elements are essential to be mentioned: (Ndikumana 200 l ): 

"The decade of the 1990s has been characterised by both a 

deterioration of the politico-social conditions and the acceleration of 

2% annually. The 

r DP increased by about 

rate dropped to 0.25% 

before lllming ll~~~~~~~~~~~~decline ill income was 

exacerbated by 1 , · £W r!<;tl&ure and mamtfacturing 
I OJ. tll f!: 

production co/lqp;fd. Per CJJ.pJta income declined by a record 40%. 
wES hRN CAPE 

from $225 i11 1993 to just $154 i11 1994. 

Since 1995. income has increased as agrirnltura/ production resumed 

following the resettleme11t of the internal(v displaced populatio11 and 

the return of refugees starting in 1996." 

As observed in an IMF report (IMF 2000a: 69), the ethnic crisis in Rwanda has 

negatively affected all sectors of the economy, especially those that rely on high 

technology and skilled labour as well as expo11-oriented activities. For example, 

output in the transport and telecommunication sector in Rwanda declined by over 

three-fourths in 1994. During the same year, manufacturing production decreased 

by 35%, agricultural exports declined by 73%, while coffee exports dropped by 
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94%. Food production was basically stagnant in the 1980s, and started declining 

towards the end of the decade. The food production was increasing since 1995 in 

Rwanda due to improvement in internal security, (lMF 2000a: 69). 

3.1.2 Various importm1t fiscal issues 

From the perspective of the public expenditure, the allocation of resources is a 

crucial problem in a developing country such as Rwanda. From a sub-Saharan 

m Rwanda are lower than the 

average for the SSA re al sis R nda has been characterised by 

a marked shift in the allocat1on o resources away from capital and social 

UN IVERS I TY tJ/thi! 
expenditures towards '\~ i~r§secEiR_eicyc1~i~\"p'E 

In Rwanda, the increase in military spending was sparked by the invasion by the 

Rwandan Patriotic Front (RPF) in 1990. From an average of just over 5,000 in the 

1980s, the anny personnel increased to 30,000 in 1991 (World Bank 2000a: 65). 

Military expenditures increased by 122% in 1990 and 41% in 1991. The heavy 

investment in the defence equipment has come at great economic and social costs, 

especially marked by a large decline in capital expenditures. 
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In Rwanda, capital expenditures were at an all-time low of 16% of total 

government expenditures in 1994, down from an average of about 33% in the 

1980s. Under the post-genocide regime, capital expenditures have increased 

steadily. 

Another important aspect of fiscal policy that merits attention is the management 

of the civil service. Ethnic conflict has resulted in massive losses in human 

capital. In rebuilding the civil service, Rwanda must pursue two equally important 

and interdependent objectives. : 

"71ie .first objective is tu prvmvte discipline, professionalism, and 

competence in the civil service. This may involve redesigning 

incelllive structw~· ~~~~~~~~~~~c~hemes, to make public 

sector jobs attrac.~&!.!.:!' "-l'!iLl.IO!'l.l.t!~i...!!"-!!!!AEJ!a\.JUl!i!il second objective is to 

depoliticise publi instituting hiring and 

promotion proced t 'S zt 11 1 rit, transparency, and 

equal oppurlunit~, ~~~~~~~~~~~~7001) 

U IVERS I Y (Jfthf! 
As Rwanda struggles WJEr§ofe:ttRIN1ccX~Eic civil strife and rebuild its 

economy, it also faces a heavy load of foreign debt. In 1998, the stock of debt for 

Rwanda was $1.23 billion (Ndikumana, 200 I). The debt service to exports ratio 

for the same period was 20'Yo for Rwanda, compared to 15% for the sub-continent. 

External borrowing increased considerably from the second half of the 1970s and 

exploded in the 1980s. 

In Rwanda, from the 1970s to the 1980s, net debt flows increased from an annual 

average of $27 million to $64 million. Debt inflows continued to rise in Rwanda 

in 1990s, (Ndikumana, 200 I). 
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The heavy debt burden constitutes a major handicap for development in general. 

The issue is even more pressing in the context of post-conflict reconstruction 

when the country needs to focus its scarce resources to providing badly needed 

social services and rebuilding the economic infrastructure. 

Rwanda has qualified for debt relief through the Heavily Indebted Poor Countries 

Initiative (HIPC). The debt relief for Rwanda amounts to $810 million in debt 

service or a 71 % reduction in net-present-value debt. In that sense, the country 

must take advantage of this "millennial" gesture and increase its investment in 

economic infrastructure and improve social service provision. However, debt 

o rebuild their economic and 

social infrastructure damaj ed bt_ war. The emphasis must be not on reducing 
UN IV .ERS I TY o/ thf! 

government expenditL . , ~ "f ~1kr~llocXn of public money into socially 

productive investments (Addison and Ndikumana 2000:34 ). In particular, 

governments must shift expenditures away from security/military to revitalise 

education, health care, and other social services. 

Rwanda has embarked on an cconom1c reconstruction program including 

important fiscal refom1s. 

The Rwandan reconstruction programme explicitly integrated the poverty 

alleviation in its budgetary system. To reduce poverty, the Rwandan Government 

is trying to increase agricultural productivity. It is also improving gender equity, 

51 



 https://etd.uwc.ac.za/

and ameliorating social services infrastructure and delivery. The government has 

established an institutional framework (including a Poverty Observatory unit 

within the Ministry of Finance) for monitoring progress in social services 

delivery. There is reason for hope that there will be light at the end of the fiscal 

adjustment tunnel. Ndikumana (200 l) 

Having considered the challenges of the fiscal policy in Rwanda, the following 

sections looks at the taxes that are in use in Rwanda and the appropriate tax 

capable of effectively contributing to economic development. 

3.2 Taxation in Rwand 

3.2. 1 /11trotl11ctio11 
UN IVERS I TY o/ thf!; 

WES ERN CAPE 

Before the colonialist occupation by Belgium, which dated from 1916• Rwanda 

had a traditional tax system. The citizens of Rwanda-Urundi used livestock 

produce, harvest and labour to meet their different civic obligations. It is only 

after the arrival of colonialists and the introduction of Rwandan currency that 

there was a shift for their civic obligations from paying goods and services to the 

payment of money. As the Rwandan economy expanded, the taxation system also 

changed to satisfy the many objectives of the Rwandan State. 

• 1916: Military occupation ur lklgian while the unicial !Jdgian rnlunialism star1cd in 1922. 

52 



 https://etd.uwc.ac.za/

Twenty years after independence in 1962, a general sales lax (ICHA) was 

introduced. During this period, the country was characterised by a difficult 

political crisis, which hindered its development. For a long time the fiscal policy 

has been challenged by the crises that Rwanda faced. Not only did the Rwandan 

economy collapse but also the administrative capacity was damaged. The 

allocation of revenue was another problem since the country had to choose 

between capital expenditure and regular expenditure, especially during the crisis, 

when military expenditures was given priority at the expense of lower investment 

which culminated in government of unity and 

reconciliation took ove the new government was to 

refonn the tax system. The same government is undertaking many steps to 
UNIVERSI Y l)/the 

positively influence th ·~'f1f~~ic~eAffEent of the country. 

Jn 1997 proposals were made, on the advice of IMF (IMF, I 998) to replace the 

general sales tax (ICHA) with a VAT. Currently, this type of tax is internationally 

accepted as being more efficient and the Rwandan government is expecting to get 

more revenue to achieve its many goals. As it has been the case in other countries 

searching to achieve faster high level of income, the value added tax was seen as 

an appropriate tax and was implemented to increase government income. 
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3.2.2 The re•1e1111e crisis of Rwmula 

Regarding taxation in Rwanda, there are three important categories of factors 

responsible for the revenue crisis: structural, policy and institutional factors, and 

the effects of civil war (Ndikumana 2001 ). 

a) Str11ct11ral factors 

that the amount of taxes that 

can be possibly levied and investment is 

naturally low (Ndikumana, 2001 ). The manufacturing and cash crop sectors are 
UNIVERSI Y l)/the 

the key generators oft· ~Yf' E RN CA E 

With regard to the fiscal impact of conflict, Rwanda differs significantly from 

other 'post-conflict' countries whose export earnings are less dependent on 

labour-intensive products (like agriculture) and more dependent on capital-

intensive products (like minerals and oil). In mineral or oil exporting conflict-

prone countries (like the Republic of Congo), export revenues are likely to 

fluctuate less following population displacement (Uvin, I 998:20). In such 

countries, tax revenues from international trade will be less affected by conflict 

and fiscal recovery will be easier after conflict than in the case of agriculture-

dependent country like Rwanda. 
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b) Policy tmd i11stit11tio11a/ factors 

The institutional constraint to fiscal revenue creation m Rwanda is twofold: 

Firstly, the fiscal institution has a weak tax administration capacity. It lacks both 

skilled manpower and the appropriate technology for collecting taxes. This may 

lead to a decreasing tax revenue and hence diminish the State portfolio 

(Ndikumana 2001). 

Secondly, the system is excessively merciful, granting widespread tax exemptions 

to public enterprises, diplomatic missions, non-governmental organisations and 

undennine its revenue co ect1on, as was 1e case m rgentina a few decades ago. 

UNIVERSI Y of the 
The new Rwandan re~~~e has embarked on major refom1s of the fiscal system 

vvES ERN CAPE 
that include, among other measures, a significant reduction in tax exemptions 

(IDA & IMF 2000:26). These measures should improve tax collection in the 

coming years because taxes should be the most important source of income in 

Rwanda as is the case in the above-mentioned countries. 

c) Effects of ciliil War 
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According to Ndikumana (200 I), the third factor that contributes to the fiscal 

revenue crisis in Rwanda in recent years is the ethnic conflicts that have disrupted 

economic activity. Following the genocide in Rwanda, not only did the tax base 

collapsed, but the tax administration capacity was also eroded. This is mainly due 

to the fact that during the crisis, people do not produce as much as they can 

because of the insecurity; hence their per capita decreased which considerably 

affects the tax base. According to the IMF report (2000a: 72), in 1994, the volume 

of taxes collected declined by a surprising 75%, including an 81 % decline in 

individual income tax and excise tax and a 70% decline in tax on international 

genocide level. 

UN IVERS I TY o/ th(!: 
3.2.3 Different taxes i11 use i11 Rwt111da 

WES ERN CAPE 

The Rwandan taxation system's history can be: divided into two major periods: 

that is the period before the independence and alter the independence. 

3.2.3.1 Taxatio11 system before tile imlepe111/e11ce 

Historically, the Rwandan taxation system evolvc<l as the economy was changing. 

Before colonialism there was no currency in Rwanda, and the Rwandese used 
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different fom1s of taxes to comply with their civil obligations. These included 

harvests given to the King, some services such as building, the carrying of leaders 

and cultivating for them. 

During the colonialist period, a currency was introduced and some services such 

as military and justice services were set up. The taxes that were in use included 

individual tax and tax on the livestock. In addition, there was also a committee of 

Rwanda - Urundi put in place to establish customs duties. The traditional taxes 

were of such insignificant contribution to the development of the country. 

Before the VAT system 

divided into many other small parts ( ic1a azette of the Republic of Rwanda 

U IVERS I Y o/tht! 

WESTERN CAPE 
December 2000): 

I .Taxes on net incomes and profits: these comprise personal mcome tax and 

income tax on companies, 

2. Property tax, 

3.Dornestic taxes on goods and services: here we have turnover tax (ICHA), tax 

on beer, soft drinks, fuel, cigarettes, toll tax on roads, axle weight tax and tax on 

wines and liqueurs, 

4.Taxes 011 external trade: Import duty, adjustment tax, exports duties on coffee, 

other export duties, dcmurrage charges (MAGER WA). 
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The above-mentioned taxes are still in use except the turnover tax (ICHA) that has 

been replaced by the value added tax cun-ently in use since January 2001. The 

revenue from those different sources of tax is used to satisfy the needs of 

Rwandese (health, security, education etc.) through Government policies. 

However, because of the many political crises faced by Rwanda after its 

independence, the fiscal policy was strongly affected and has been inefficient 

most of the time. 

The tax refonn that the Rwandan government undertook, as discussed in the 

Fund) programme of lM 

UNIVERSI Y l)/the 
Three years ago, i ndir~c;t taxes accounted for over 70% of the total tax revenues, 

w S ERN CA E 
with ICHA contributing 19% (Rwanda Revenue Authority, 1998:8). Therefore, 

there was a need to continue with some forn1 of sales tax or consumption tax to 

increase the tax revenue collection. This revenue source could not be foregone 

without affecting the social and economic fabric of Rwanda. In addition, the 

existing consumption tax was used as a major government fiscal instrument to 

stabilise and stimulate the economy, as well as enhance Rwanda's 

competitiveness in the regional markets. However, because of its many 

shortcomings, the ICl-IA system could not meet all the government's 

requirements. Tims, Rwanda's only option was to reform the tax system. The 
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following section argues that the Rwandan revenue is too dependent on external 

revenue and need to be more independent. Besides, the domestic revenue is 

almost entirely composed of tax revenue as is shown in the table below (Table 1 ). 

Thus, the need of increasing the tax revenue to be self-reliant is very important for 

Rwanda 

3.3 Revenues and Expenditures of Rwandan State for the 2001 fiscal year 

omestic revenue and the 

external revenue. The dom two sources of revenues: 

tax revenue and non-tax revenue. The tax revenue 1s va ued at 77 billion Rwandan 
UNIVERSITY {J/thf!' 

francs (93% of the total cWIQ~t~c;., ~venue) while the non- tax revenue is valued at 
lv~~ 1 ERN CAPE · 

6 billion Rwandan Francs (7% of the total domestic revenue). Because the tax 

revenue is the only major source of domestic revenue (93%), it is very important 

to maximise the revenue from the tax using an appropriate and liable tax system. 

Even if the tax revenue contributes to about 93% of domestic revenue, the country 

still rely heavily on external revenue (51 % of the total revenue compared to 49% 

for domestic revenue (Official Gazette of the Republic of Rwanda 2000). This 

means that the revenue from inside the country is still insufficient. Therefore, the 

value added tax is an appropriate tax capable of bringing in more revenue than the 
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old tax it replaced. Since VAT is operating, the revenue has steadily increased·. In 

the case of the analysed countries in the previous chapter, experience has shown 

that VAT contributed greatly to their economic growth. 

The total domestic revenue amounted to83 billion Rwandan Francs. 

On the other side, the external revenue is divided into two parts: External grants 

and foreign financing. The external grants are valued at 57 billion Rwandan 

Francs (65% of the total external revenue), while the foreign financing amounted 

to only 30 billion Rwandan Francs (35% of the total external revenue). The total 

external revenue amounted to 87 billion Rwandan Francs. 

When put together, th e tota IR d wan latLrevenuc b l from inside and outside the ot1 

7~ , -
n-1i""Hil1 

--~ ,_ . ,,.e 
~WI IWI 11111 If] 

table ( J) below shows the country amounted to I 
I 

current situation of the 
. .. 

~ r~., ~ r .... ·- ' drl - -

UNIVERSITY o/thi!: 

WES ERN CAPE 

• I was not able to get actual statistics on VAT revenue bt'cause it is still confidential, but people 
from Rwanda Revenue Authority haJ assured that there was a steadily increase in tax revenue. 
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Table 1. Internal revenue of the Rwandan State for the 2001 fiscal year 

(In Rwandan Francs millions>* 

a) Tax revenue 
Taxes on net incomes and net 

profit 
Personal tax 

Company tax 
Property tax 

Domestic taxes on goods and 
services 

Turnover tax 
- Tax on beer 

- Tax on soli drinks 
- Tax on fuel 

Tax on cigarettes 
Toll tax on roads 

Axle weight tax 
Tax on wines and 

liqueur 

21 980 

7 900 
14 080 

700 
36 920 

I 6 100 
7 300 
2 300 
8 600 
l 700 

560 
60 

300 

Taxes on exteri1~ail ~triaid~el~~~~~~~~~ Im 
Ad ju 

Export duties 01rc0Jot~~·l-'-...,..._ ... .,._.l.l.IL...lll.Lf 

Other exp Ji·~~~·-iiiil•rnl•n 
- Demurrage 

(MAG· 

b) Non-Ta. 

Fees 
Net profit s fr 

__ 6 

·1es . ERSITY (Jfth 'i.11 
i.c~ ERN CAP 000 

D1vidcmls from state ,, 
entc1vnses 

Revenue from Public Property 
and Assets 

Revenue from PrO\'inces 

Administrative fees 

Exceptional Non-Tax Revenue 

Tt1tal Dt1111t•.~tic Re1•e1111e 

I ~00 
I 600 

976 

__ o 

942 

I 000 

Source: Of}icial ga::ette of the Republic: of R1m11t!a. Year 39 110 special of 31I1212000 

26% 

9% 
17% 
1% 

44% 

l 9'Y.1 I 

9% 
3% 

IO% 
2% 
1% 

0.1% 
0.4% 

21% 

16% 
3% 
0% 
1% 
1% 

0.3'Yu 
4% 

2% i 
2%1 I 

1% 

0% 
1% 

1% 

• I US dollar equals 447 Rwandan Francs on 261
" October 2001 (Source 13NR; Central 13ank in 

Rwanda) 
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I 

Table 2. External revenue of the Rwandan State for the 2001 fiscal year 

(In Rwandan Francs millions) 

a) External Grants 56 845 

- Current 21 645 

- Capital 35 200 

b) Foreign Financing 30 450 

- Project Loans 18 000 

- Budgetary Loans 12 450 

_.._;_ 

..... 
llH HI ' 1m1 1m1 -,..., I I 

Total Exterm1/ R1
•• 

, .... 
- lplli - ---

Source: Offic:ial gazette of th ,,,,, . () I'{/ II . Ye 39 IJ special uf 31I1212000 

65% 

25% 

40% 

35% 

21% 

14% 

100% 

From the preceding ta that the external revenue is 

higher than the domes~ on~ ~Ma~arFd}vcnKfient relies more on external 

revenue than on domestic revenue to sustain its public finances as alreaJy 

mentioned. 

The fact that a country depends so heavily on external revenue to maintain its 

fiscal integrity may hamper its economy because most of the time the state will be 

paying its external debts and related interests for many years to come. However, if 

the revenue collected inside and outside the country is used to achieve 

development goals, which lead to rapiJ economic growth and a better ability to 

pay back, then the burden \viii not be very difficuH to bear. We observed in the 

previous chapter that the tax administration aml revenue allocation were a big 
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problem in a country evolving from conflict like Rwanda. The government of 

National Unity and Reconciliation is struggling to eradicate those problems in 

order to rebuild the country on a strong base. 

In contrast, if the revenue collected is not used for development goals, then the 

burden of the external debt on the state will be very hard to carry. 

3.3.2 Rwa11da11 Expe11dit11res 

ire, net lending for policy 

purposes and the payme1 

UNIVERSITY o/thi!: 

WES ERN CAPE 
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Table 3. Expenditures of the Rwandan State for the 2001 fiscal year 
I 

(In Rwandan Francs Millions) 

I. Current Expenditure 

a) Expenditure on goods and services 
Wages and salaries 

Other goods and services 
Exceptional Social Expenditures 

b) Interest payments 
Interest on Domestic debt 

I ntcrest on external debt 
c) Reimbursement of Principal amount of 

public debt 

Amortisation internal public debt 
Amortisation external Public debt 

d) Subsidies and current transfers 
Subsidies to Public Authorities 

II.Ca 

III. Payment of Arrears 
TOTAL EXPENDITURE 

108 144 

75 516 
39 026 
24 729 
11 761 
4 836 
I 420 
3 416 

13 334 

560 
12774 

1-t 457 
120 

IO 311 
3 268 

134 
624 

58 235 

56 835 
3 635 

18 000 
35 200 

1 400 
l 400 

3 932 
I 7() 312 

Source: Official gazette of tile Republic of Rwanda. Year 39 110 
3111212000 

44% 
23% 
15% 
7% 
3% 
1% 
2% 
8'Yu 

0.3% 
8%1 

9% 
O.l'Yo 

6% 
2% 

0.1% 
0.4% 

33'% 
2% 

11% 
21% 
1% 
I 'Yo 

100% 
special of 

The current expenditure is higher than the capital expenditure. It is composed of 

four parts: 

1) Expenditure on goods and services: This component compnses 

three major parts: The wages and salaries are the most important part of 

those three components. This expenditure amounts to 39 billion 
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Rwandan Francs (23%), while the second component is other goods and 

services, which is valued to 25 billion Rwandan Francs (15%). The third 

and last component of the expenditure on goods and services is 

exceptional social expenditures, which are estimated at 12 bi Ilion 

Rwandan Francs (7%). 

2) Interest payments: according to the Rwandan budget, the interests 

paid are related to the domestic and external debts. It can be observed 

that the interest paid on the external debt is more than the double of the 

interest on domestic debt (3 billion Rwandan Francs compared to 

divided into two components: amort1sat1on o f the internal public debt 

UNIVERSITY l)/the 
and the amQTti.sation of the external public debt. The latter is much 

WES ERN CA E 
higher than the forn1er. The amo11isation of external debt represents 8% 

of the total expenditure while the amortisation of internal debt is 0.3% of 

the total expenditure. This is again to stress how important the domestic 

revenue must be to prevent the country from ending up in the ruin 

because of the burden of the debts. 

4) Subsidies and current transfers: This part comprises five elements 

amongst which allowances to Public enterprises are the most important 

part amounting to 10 billion Rwandan Francs (6% of the total 

expenditure). The second element is the subsidies to llouseholds, which 
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are valued at 3 billion Rwandan francs (2%). The third component of 

subsidies and current transfers is external contributions and transfers 

amounting to 624 million Rwandan Francs (0.4%). The two last 

elements are transfers and sectoral support valued at 134 million 

Rwandan Francs (0.1 %) and the subsidies to public Authorities valued at 

120 million Rwandan Francs (0.1% of the total expenditure). 

On the other side of Rwandan expenditure, we have capital expenditure and 

net lending, which are estimated at 58 billion Rwandan Francs (34% of the 

Francs ( 1 % of the to · 

As it is observed on the tab e ( ) a ove, the tota expenditure of the Rwandan 

UN IVERS I TY oftht! 
State is estimated at Rwandan Francs 170 b1tlion. The table (4) below shows 

WES ERN CAPE 
the budget allocated to each Ministry or department. 
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Table 4. Expenditure of Rwandan State by Ministry (in Rwandan Francs 

million) 

Ministry or Department Rwandan Francs Percentage 

Presidency 4049 3.6 

Prime Minister 433 0.4 

Supreme court 708 0.6 

Defence and National security 25006 22.2 

Interior 4554 4 

Foreign Affairs 2808 2.5 

Agriculture and Forestry 1696 l.5 

Commerce, industry and 687 0.6 

Tourism 

Finance and economic l.8_423 25.3 
Planning 

·' 

Justice 
~ 

1.5 1•• •••• 1HU1'fgln ••• -• 

Education .. I .. I 

'25' '2- ~ '• " 22.7 r-- - -
Youth and sport II 93, 0.8 

Health . 
3.4 

Transport &Commt)i~tVE "IC:.10 2.3 
~~ITY of th~ 

Women in developw°ir. ST F A51'J 
~ 

0.4 
r.A PJ7. -

Public service and Labour 373 0.3 

Lands, Settlement 406 0.4 
&Environment 

Local government &social 7708 6.8 
affairs 

Energy, water & Natural 397 0.4 
resources 

TOTAL 112546 100 

Source: Official Gazette of the Republic or Rwanda 2000 
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30 

25 

Figure 1. Eiq:>enditures of Rwandan State by fv'inistry or Department 
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one Ministry to anothe 

than 20% of the total e ries are below 10%. There are 

several factors for ti rg-ga . xamined is whether these 

expenditures will cor~iJ;~tJYc~1~fPcl1i-"t () eJbJti1 the various debts of the 

WESTERN CAPE 
Rwandan Stale. A fter all, revenue from outside is higher than the one inside the 

country (51.2% against 48. 7% Official Gazelle of the Republic of Rwanda 2000). 

With regard to the budget allocated to the Ministry of Defl:nce and National 

security, the Rwandan State is trying lo stabilise the country afler damages caused 

by the genocide of 1994 and its many consequences. As started earlier, the 

country that has come through a war has a high military expenditure. However, if 

the peace is guarantied in the Country, investors (both from inside and outside the 

country) will be stimulated to invest in the country, thus increase the National 
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income. The increased national income will in tum help to pay back the loans and 

to reinvest in order to expand the economy. 

The budget allocated to the Ministry of Education will help in human investment 

while the Ministry of Finance is in charge of many goals amongst which to set up 

strategies for social and economic development. However, it is clear that if the 

external revenue decreases, the Rwandan government will not be able to sustain 

its expenditures. Hence the need to expand the domestic income and one of the 

solutions is to increase domestic revenue via taxation revenue. In addition, 

ar s that there is a need for 

refonning the tax system in Rwanda. n t 1e o owmg section, we present the 

U IVERS I TY oftht! 
different tax refonn goals that too~lace in Rwanda few years ago. 

WESThRN CAPE 

3.4 Rwanda's fiscal reform goals 

During the era 1997-1999, the Rwandan government has committed itself to some 

important fiscal refo1111 measures as summarised below by IDA and IMF 

(2000:115): 
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1. In 1997: Establishment of the Rwanda Revenue Authority, an 

autonomous institution, with its own budget. Its mission was to 

become a professional organisation characterised by integrity and 

efficiency, and is dedicated to upgrading the quality of service 

provided to the taxpaying public. Operational since January 1998, the 

RRA was and still is responsible for tax and customs administration, 

audit and investigation. 

2. In 1998: Civil service refom1 was initiated. Its objectives included 

workers and the a · 

3. In 1998: Esta monitoring system, 

including monitoring of socta sector u gets using selected 

UNIVERSITY ofthi! 
performance indicators. A Povert Obscrmto':l. unit was established 

WES ER CA ~ 
in the Ministry of Finance to monitor prngrcss in meeting targets in 

poverty alleviation and social indicators. A social sector expenditure 

review was conducted in 1998/ 1999 focusing on education, health, 

water supply, sanitation, and other social services. While the evidence 

from the IDA and IMF survey and other sources showed widespread 

poverty, there was some evidence that budget allocations to social 

sectors were increasing: from 2.5'Yo of GDP in 1997 to 3.8% in 1999 

and 3.9<Yo in 2000. 
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4. In 1998: Establishment of the Central Project u11d External 

Fi11t111ci11g Bureau. whose mission was to improve the coordination of 

investment within the Ministry of Finance. With assistance from the 

African Development Bank, the government established a 3-year 

rolling public investment program aimed at strengthening the 

preparation and monitoring of public investment projects. 

5. In 1998: Beginning of progressive reduction in maximum tariff 

rates from 60% to 40% in 1998 and to 25% in 1999. 

7. In 1998: Coffee export tax converted into an aa valorcm tax at l 6'Yo. 
UN IVERS I Yo/ thi!: 

WES ERN CA E 
8. In 1999: Public enterprises subject to income tax. 

9. In 1998-December 2001: target period for completion of 

privatisation of public enterprises. 

I 0. In January 200 I: Implementation of a modern tax Value Added 

Ta.\ at I Y!·~1 . 

Because of the many goals that Rwandan government committed itself to 

achieve, there was a need of an appropriate tax system that could secure and 
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maxnmse the tax revenue collection. As it was the case in countries such as 

Korea, South Africa and others, Rwanda introduced the VAT system to resolve its 

challenges. 

3.5 Tax reform in Rwanda 

A tax refonn has two 1m1Jor objectives amongst which the reduction of the 

country's dependence on trade tax and the increase in tax collection efficiency. 

carefully implemented. andan Revenue Authority 

(RRA) has provided a~C!2i:::~r.:"JZ~~::S~1t in the assessment of tax 

liabilities and arrears. A 

und budgetary independence 

pay rnles and other i11 ~-<? t 

the RR.A staff The reduction (even cancellation) of tax exemplions 11'il/ also 

collfribute to improvi11g tax collection. Along with ifs efforts to increase revenue 

colleclion. tile govem111ent 11111s1 establish specific fiscal ince111ives to encourage 

primte i111·cstme111. This can help in !he diver::;ijica1io11 of the eco110111ic activitv. 

thereby brvudening the tax huse. " (Ndikumww. 200 I). 

The idea of introducing the Value Added Tax system in Rwanda emerged with the 

introduction of an independent board of taxation known as Rwanda Revenue 

Authority (RRA). This was launched in J:muary 1998, but the Rwandan 

government announced its establishment in 1997 as mentioned above. The 
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initiative to introduce RRA was influenced by success similar bodies in Uganda, 

Ghana. Tanzania and many more. In Rwandan economic policy, there was a need 

of structuring the economy by stimulating or refonning the tax system so to 

accommodate the many programmes that need to be achieved by the State. 

As discussed earlier, Rwanda was experiencing a political crisis for a long time 

(three decades after independence), and was trying to recover from the ethnic 

tragedy, which seriously harmed the economy. To resolve some of the 

consequences of the war, there was and still is a need for a steady income for the 

created by the history o 

The section on Rwandat nda is relying too heavily on 

external revenue. This i debt, because the country has 

to pay back the debt and its re ate mteres s. 1e only hope that the Rwandan 

. . U NIYERS. TY of the! 
government has is to mcrease its domestic revenlle. 

WES ERN CA E 

The tax revenue was found to contribute up to 90'Yo of the total domestic revenue 

in recent years. It is therefore very important to maximise the revenue from that 

source, as it seems to be the only one that contributes steadily to the Rwandan 

economic growth. Because the government had to increase its revenue, but at the 

same time consider the situation of the taxpayers, the only appropriate tax refom1 

that could accommodate everyone was deemed to be to broaden the tax base by 

introducing VAT. As we have seen, such a solution was also applied in countries 

such as Korea, Cote d'Ivoire, Argentina and South Africa because they wanted to 
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enhance their tax base. It 1s m this context that Rwanda introduced VAT m 

January 2001. 

The introduction of VAT in Rwanda had three important goals as highlighted by 

RRA officials during the interview: 

I. VAT ensures that Rwandan state can continue paymg for 

programmes and services of Rwandese value, as well as contribute to 

deficit reduction effort. 

2. VAT is an essential element of the government's plan to make 

the regional mar~ . 

3. VAT improves t 

In Chapter 4, the responses o t 1e taxpayers o 1ese arguments for VAT are 

UNIVERSITY {J[tht! 
considered. As in mw ot~cr CE11t:N thc.Xtro~ced v AT, it will be shown 

that the taxpayers were not as positi ve to VAT, as were the authorities that 

introduced it. 

The Minister of Finance and economic planning H.E Dr Donald KABERUKA in 

his 2000 budget speech to the National Asse111bly, tried to encourage Rwandan 

citizens to fulfil with their civic obligations amongst which taxpaying culture. He 

stated: 

'"Paying laxes is a patriutic duty fur ll'hich twpayers should he pruud 

to acco111plisli. Instead, or so it seems. co111plai11ts aboul high taxes are 

rampant. I would like here to slate that. Gm•ern111e11t should co11ti1111e 
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ifs policit•.\' <~('lower. simpler and broodl'r tarn/ion'. We shall seek to 

i11crease reve11ue by ll'idc11i11g the tax hase and improving 

ad111i11istratio11 rather than raising taxes. For this Lo happen. 

(;01·cr11111c11t 11<:cd\· the support of Rwandans. Paying taxes is an 

im 1est111ent in our security and in the future of our country and our 

children. Tax evaders are criminals who must be tracked down and 

adequately dealt with. l.ast month. Cahinet authorised publication of 

the top 100 taxpayers in the co11nt1y I would like to thank these 

natio11a/s mu/ ente17Jriscs that are fulfilli11g national obligations. I 

shall he tabling before this House a 1111111ber of amendments to the Tax 

and Customs law that raise penalties for tax evasion and we intend 

henceforth to make public names of tax evaders and smugglers. " 

(Min is try of Finance~, ;IS99~9~~~· ~~;~~~~S:~ 

tax reform goals (Rwanda 

finance programme 

reliable tax systcn , 

ndese. Without a 

o maintain these 

programmes and to rehabilitate the Rwandan society is impaired. The 

!CHA tax system was unable to meet the above-mentioned objective. 

The Rwandan Government thus decided to replace ICHA with VAT, 

which is more reliable. This is because VAT applies a uniform rate to 

a very broad base. The very nature of VAT, as a multi-stage structure 

serves to minimise avoidance and evasion activity. The capacity to 

collect and protect revenues is also strengthened through the VAT 

legislation. The VAT legislation makes particular provisions to avoid 

arrears. Taxpayers arc required to pay VAT immediately, because the 
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tax is not a levy on taxpayer's own funds, but it is in the nature of a 

payment in trust from the taxpayer's clients. 

2. Economic growth and competitiveness: According to Rwanda 

Revenue Authority (2000:2), the !CHA system was a serious 

impediment to economic activity and job creation in Rwanda. In 

particular, ICHA was seen not as an appropriate tax system that could 

encourage industrialisation and meet the competitive challenges posed 

by international market place especially as Rwanda was making tariffs 

A substantial amot omestic production of 

all goods and ser ~ct costs of Rwandese 

exports, mak ing lJ'i'f ivf}_t~rl TY ~,°j1;~~iti ve 111 the regional 

markds. Al thl: .. i~1~ ~Jf ,v.ott:X.ff ··me favoured imports 

over domestically produced goods. Since VAT fully removes the tax 

component from the production process in Rwanda, it reduces the cost 

of investment and improves th~ ability of domestic producers to 

compete both in foreign markets and against imports from other 

countries. 

3. Fairness: VAT was considered to be fairer than the tax system it 

replaced (ICllA). The reasons for the fairness of VAT introduced in 

Rwanda are three fold (Rwanda Revenue Authority 2000:2): 
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a) VAT is applied to a much broader base. This proviJes more 

equitable treatment of gooJs and services across sectors of the 

economy. It also reduces tax-based distortions of consumer's 

choices in the market place. 

b) Relative prices under VAT reflect more accurately the 

underlying costs of goods and services. 

c) Finally, it was argued that lower income earners are also 

consitlcred. 

programmes enab lctl by V '. 11 wcver, this is not the point of 

~~~~~ 
view of many taxpaycu'r~1°IVERS~'f1ya,~f~ht~e new tax system. It seems 

to taxpay1.:rs that the Y. r 1' 1 I· . 't!~#tontributing to increase the 

prices and thus decrease their real earnings bl..'causc many of their clients have a 

low purchasing power. The reason is that although VAT is a good tax, the rate of 

1511;, is loo high for must cu11sunH.:rs. And so111I..' businessmen arc giving up their 

activities because they an: unable to compctc since all businessmen involved in 

the same activity, are not all taxed thus have competitive prices. 

Nevertheless, some taxpayers do appreciate VAT system in that it is simpler, 

broader and betler than ICHA. It also incn:ascs the revenue or the State, avoids 

tax evasion an<l above all, the n:fu11di11g sysll:.111 is highly appreciated by registered 

vendors. All these characteristics of VAT were not found in the old tax system. 
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3.6 Conclusion 

When looking at the R\vandan taxation system, it is clear that Rwanda had to 

refonn the tax system and adapt it to the changing economic situation that it faces. 

Although the fiscal system was seriously umkrmined by the crisis of the early 

nineties, a refonn of the fiscal system can significantly strengthen the 

development prospects of Rwanda. In this chapkr, I described how Rwanda is 

creating a proper public finance system using an appropriate tax system. As it was 

highlighted, the Rwandan government relies more on external revenue than on 

revenue in Rwanda, as ' 1 unt rics such as South Africa, 

Korea, Cote d'Ivo ire and othcrs that adopted tic /\ system. 

UN IVERS I TY o/ thf! 
It is not sufficient to aw1t1s 1e11rll'r:f li(j!.PEase for v AT. In the case of 

Rwanda, as indeed in any country that introduu:s a new lax. attention must also be 

paid to the perceptions or tliL' citizens who an.: responsible for paying this tax, and 

to the views of those implementing the tax rcfurm . When VAT was introduced in 

Rwanda in January 2001, taxpaycrs complainL·d regardless the arguments of the 

RwanJa Revenue Authority that VAT was a good tax. The following chapter will 

consider the responses and perceptions ()f laxpayers, revenue collectors and 

policvmakcrs to the imroduction of VAT. 
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CI-IAPTER FOUR: 

VALUE ADDED TAX SYSTEl\:l lN R\VANDA: 

PROBLEl\tl OR SOLUTION TO THE 

DEVELOP!\'IENT ISSUE'? 

4.J INTRODUCTION 

The introduction of th.~e~~!~~~~~~·~-~va~· luc addeJ tax in Rwanda in 

January 200 I was not \\ e hand, those responsible for 

implementing the tax ' \ T, while on the other hanJ 

those respunsibk for~~~~~~~~~~~~hc reasons for the new tax 

system. The question at a proper time or whether 

· : 1a 1At L ·stood the syskm'.1 Another 

question is whether VAT will kad to ccono111ic developtrn:nt because of many 

theoretical arguments in favour or it, or will it simply hinder development because 

of the many problems experienced in practice? There is no clear answer, as it 

emerges from the chapter. However, many arguments favoured the introduction or 

the VAT system in Rwanda because of its advantages over the sales tax that it 

replaced (!CHA). 

This chapter is a result of interviews conJuctcJ and of a seminar on VAT in 

R\vanda. These intervic\\'s, as was reported in the first chapter. were conducted 
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from January to March 2001, and from May to June of the same year. They 

focused on three categories of individuals: the taxpayers, revenue officials and 

policy makers. As for the seminar, it was held in Butare on Saturday, 16111 of June 

2001. It started at 9h00 and ended at l 7h00. A Hundred people were invited to the 

seminar, but only 50 persons attended. As was the case with the interview, 

different groups were invited: policy makers, revenue officials, and taxpayers in 

general including registered vendors, final consumers not registered for VAT 

purpose and academics. The results of the interviews and seminar are discussed 

below. 

introduction and fi nally t lopment from the points of 

view of taxpayers, tax co lectors an po icy ma ers. 

UN IVERS I Yo/th(? 
WESTERN CAPE 

4.2 Account of how the interview was conducted 

The interviews were conducted in two steps. First from January to March, revenue 

officials and some taxpayers were interviewed. In May and June, policy makers, 

other taxpayers and the remaining revenue officials were interviewed. The total 

number of interviewed people was 80 of whom 20 were revenue officials, IO 

policy makers and 50 taxpayers. During the interview, two methods were used. 

First, a questionnaire guide was used for the interview (see appendix I) for a 
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category of people who did understand the meaning of the interview and accepted 

to be interviewed. Second, in the case of those who seemed not to be ready for the 

interview, I talked to them infom1ally to get their views with regard to VAT. The 

results obtained were translated from Kinyarwanda (my mother tongue) to English 

in order to analyse them. 

The results were recorded following two methods. For those a questionnaire guide 

was used, I summarised their responses immediately and compkted it the evening 

when I had time. However, for those a conversation method was used, I could not 

write any thing during the interview but only when I was alone in order to allow 

method was exclusive jor reason for this method 

was that \vhen you tell t w them, especially on a topic 

such as taxation, the ti rs u want to report them to the 

revenue officials and t rnrt 1ey w1 as a resu no onger be able to continue hiding 

UNIVERSITY o/thi! 
themselves so to avoi.fl . p~it~ax. As a result, they w ill cheat you and try to 

w~S"l-ERN CAPE 
respond the way they think they should. Additionally, because of the fact that 

many of them are not educated, they do not understand the usefulness of an 

interview. 

4.3 How docs a VAT system work? 

The VAT in Rwanda operates like in other countries where it is adopted. Any 

person conducting or intending to conduct an enterprise must apply to be 
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registered as a taxpayer. An enterprise is a business in the broad sense that 

includes a) ordinary businesses (shops, contractors, lessors, manufacturers and 

wholesalers), b) trades and professions (builders, engineers, doctors, accountants 

and attorneys}, c) activities of non-profit bodies (welfare organisations, societies, 

associations and sporting clubs). The last category must make sure that they 

regularly and continuously supply goods or services on which VAT is chargeable. 

Besides, VAT in Rwanda operates on a threshold. This means to register for VAT 

purpose, a turnover of Rwandan Francs of 15 millions per annum is required for 

obligatory registration, while taxpayers below this level may voluntary register if 

below (RRA 2000:6): 

"a) Supplies cons ·11ch as health services. 

medical equipmeli1 as~§rm~~~m~~!£111d materials. funeral 

services and pas · : I TY o/ th(! 
·vestock: 

c) Some ji11a11cial and i11s11ru11ce services of basic nature: and 

cl) Guuds imported and covered under the im·estmenl Cude. " 

The VAT in Rwanda is similar to that of the other countries. According to 

Rwanda Revenue Authority (Implementation project 1999:4) and South Africa 

Revenue Service (Guide for Vendors, 1995:2). when a taxpayer is supplied with 

goods or services by another taxpayer, the supplier of those goods or services will 

levy VAT. The VAT levied by the supplier is the INPUT TAX• of the taxpayer 

• The input tax is a tax payable by a vendor on supplies made to him where the 

goods or services concerned arc acquired to him for the purposes of consumption, 
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who receives those goods and services. When the latter vendor in tum supplies 

goods or services to other persons (taxpayers), VAT must be included in the price 

charged for those goods or services. This is the 0 UT PUT TAX .. of the taxpayer. 

Where output tax exceeds input tax, the difference is the VAT payable to the 

Rwanda Revenue Authority. That is: 

OUTPUT TAX Minus INPUTTAX =VATPAYABLE 

Where input tax exceeds output tax, a refund will be made t~ the taxpayer by the 

Rwanda Revenue Authority. That is: 

INPUT TAX 

An example below illust 

For simplicity, Jet us as does not pay any production 

cost. Assume a registered taxpayer w 10 1s a w 10 esaler of a taxable item for 

UNIVERSITY o/ thf!' 
instance tyres. The price of one ~Yfe is Rwandan Francs I 0 000 excluding VAT 

WES hRN CA E 
( l 5'Yo). Mr. A has to pay a total amount of Rwandan Francs 10 000+ 15% of IO 

000=1 l 500. Because he has to make a profit on his business, Mr A sells the item 

at 12 500(V AT excluded)+ 15% of IOOO(mark up or value added)= 12 650. 

Because the VAT payable to the receiver is the output tax minus input tax, 

therefore the VAT payable is 12 650-12500= 150. 

use or supply in the course of making taxable supplies. (Deloitte & Touche 1995: 

11) 

•• The output tax is a tax levied when a vendor supplies goods and services in the 

course of conducting any business activity. (Dcloitte & Touche, 2000: IO) 
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4.4 Reasons for the introduction of VAT in Rwanda 

The introduction of VAT in Rwanda was due to many considerations. In addition 

to the above-mentioned advantages of VAT system in chapter three, the Rwandan 

State expected a lot from the system. These considerations included the following 

(interview with revenue officials and policy makers): 

1. VAT is a modern tax and encourages exports. Because VAT 

exempts exports, something, which ICHA could not do, the fonner 

should be prefer bl t th I t a e 0 e aeL~ 

~ ·- ... ... . ..... -· 
applied to each t 

-: t~7 ~bl ~ ~ ... - ·- ~~ rev" a IH'l'll ] -
>le a, I ~ ITI, 

e item: A 15% rate is 2. VAT applies 

UNIVERSITY o/ thf!' 
3. VAT leads to j ob creation. Unlike ICHA, VAT stimulates 

W S ERN CA E 
investments and thus induces job opportunities, 

4. It reduces the costs of investment. VAT fully removes the tax 

component from the production process in Rwanda and thus reduces 

the cost of investment, 

5. Moreover, it is highly recommended by IMF and \Vorld Bank. 

As argued in the IMF report (March, 1998), the quid pro quo for 

refonns such as the refonn of tariffs v.·ould be an increase in the rate 
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of ICHA and would broaden the tax base to include goods that were 

subjected to consumption tax only. 

6. VAT operates on a threshold. To register for VAT purpose, a 

vendor must have a turnover of 15 million per annum Rwandan 

Francs. This is an obligatory registration while a voluntary registration 

requires less than 15 million. 

7. VAT promotes exports and competition in the international 

their low prices. 

increase 

growth. 

exports can be used to 

induce the economic 

UNIVERSITY ofthi! 

WES ERN CAPE 
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4.5 A comparison of VAT and ICllA: Similarities and differences 

The table below gives the comparison between the two-tax systems VAT and 

ICHA. 

Table 5. Comparison of ICHA system and VAT system 

Im pot sur chi ff re d'affaires Value added tax (VAT) 
JCHA=GST 

ICHA was a cascading tax. Tax was VAT system avoids cascading, 
charged on tax thus inflating prices. 

Penalties were a 
declaration. Taxpayer 
tax officers had to 

Rate is 15% 

but streamlined penalty 

which often led to aa ,~~~~~~~~~~~!ii 
une ual treatment o ff 
Payment was made · 

accounts 

Instalments were sometimes 
subject to interest and penalties. 

nt is made 
f! 
accounts, 
partment), 

in cash or into 
(Customs and 

allowed Instalments are likely to be 
allowed with interest and penalties, 

Tax base was limited. Some products Larger base. VAT broadens the 
were excluded (petroleum products). base of the ICHA, while 
More ICHA came from customs preserving its best features. More 

I 
department that is; collected on imports, VAT collection is anticipated after 

1 
, customs, 

I 

Taxpayers were less infonned and ICHA 
- law was complex, 

The ICHA system was not hannonised 
with COMESA trading partners systems 
and did not confirm to Cross-Boarder 
Initiative (CBI), 
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Taxpayers are more informed on 
VAT through public education and 
simplified interpretation of law, 

VAT system moves a step closer to 
ham1onisation in COMESA and 
confirming to the Cross-Boarder 
Initiative (CBI) 
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A drop in tariffs to confirm with CBI VAT is likely to compensate for 
implied a significant drop in the revenue loss due to hannonisation 
government tax revenue unless and CBI. All goods and services 
compensated by expanding the tax base. (except a few exempt ones) arc 
ICHA did not render itself to such a subject to VAT, 
possibility, 

ICHA was a single-stage tax. It acted as 
deterrent to multi-stage production, 

Payments of ICHA at customs were 
treated as advance ICHA payment, 

There was 
administration 

VAT is a multi-stage consumption 
tax. It encourages multi-stage 
production and attracts foreign 
investments, 

Payments on impo11s arc treated as 
INPUT tax deducted from 
OUTPUT tax to get VAT due to 
RRA, 

~""""';*er system of control and 
ion is proposed supported 

~~lma~~ 
up-to-date computerised 

)fz 

With regard to the ab')Xlf~le ( .~~no~~ h~ VAT has many advantages 

over ICHA. For both taxpayers and tax collectors, VAT has been found to be the 

more appropriate tax system. That's why the VAT has been introduced in the tax 

system in Rwanda to replace the turnover tax, ICHA. However, some of the 

disadvantages of ICHA listed above are due to the implementation of the system 

by the revenue officials. The fact that taxpayers are not as well infonned about 

ICHA than VAT seems to be the responsibility of the officials in the revenue 

office and not a problem with the system itself. Similarly, had there been a 

separate ICHA administration, tax evasion and avoidance would not have been 

such a simple matter. In my view, the same revenue service should resolve 
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problems that related to their system of administration and they should not always 

blame ICHA for everything that went wrong. 

Nonetheless, the merits of operating a VAT system far outweigh its demerits. 

Many reasons were put forward favouring the VAT tax reform and abolishing the 

previous sales tax, ICHA. However, the major reason was the need for increased 

and reliable tax revenue that will enable the government to perform its duties 

properly and increase economic growth and competitiveness in international 

market. The arguments favouring VAT were also applicable in the other countries 

that have introduced VAT in last decades. For instance, in the case of the analysed 

allows resource alloca e bias caused by the non 

neutrality, increases the 

IVERS I Y (Jf thf! 
4.6 VAT implementa ·o in Rwanda: ractical im lications 

S ER CAP 

When looking at the reality during the implementation of VAT in Rwanda, we 

clearly observed that although the system faces some constraints, it is an 

appropriate tax for Rwanda. Rwanda Revenue officials managed to get many 

more registered vendors than previously under ICHA. And with the system of tax 

invoice and bookkeeping; they have reduced tax evasion significantly. But they 

still have much to do to encourage all taxpayers to enter into the system, because 

there are some fraudulent taxpayers who pretend that their turnover is less than 

the threshold level of 15 million Rwandan Francs per annum. Furthern1ore, those 

88 



 https://etd.uwc.ac.za/

who are not registered for VAT purposes, increase the prices at the expense of 

consumers pretending that they have to pay VAT. This causes many taxpayers, 

especially consumers, to blame VAT for high prices. During the interview, both 

Officials in the Rwanda Revenue Authority and policy makers were proud of the 

VAT perfom1ance, because it seems that they have collected more revenue than 

expected from VAT during the few months the system had operated. One of the 

reasons is because VAT operates on a broad base and therefore involves many 

taxpayers than Under !CHA, although both systems had a same tax rate. 

improve the control an ystem. Other countries faced 

the same problem but t countries like Korea have 

resolved the problem by training the revenue o 1c1a s. In the case of South Africa, 

UN IVERS I TY o/ tht! 
many sectors are comQl!le.rised and this makes the control easier. 

w.£S ERN CAPE 

When it comes to the issue of progrcssivity and rcgressivily, the VAT system in 

Rwanda as well as in many other countries especially in those analysed, was 

found to be regressive as mentioned earlier in chapter two. Because low income 

people spent a large proportion of their income on consumption, and therefore pay 

proportionally more tax, they are effectively paying a higher lax rate on their 

income, at least with regard to VAT, than the high-income group. 

Referring to my own observations, it 1s noticeable that although low-income 
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group spend the total of their revenue on consumption and therefore experience a 

heavy burden of tax, they receive fewer advantages from the govemment 

comparing to the higher income groups. This can be illustrated by the case of 

infrastructures. For example, because of the limited budget of the State, the 

government has to prioritise where the infrastructures have to be built. No doubt 

the focus will be in towns and those able to cope with the life in town will benefit 

from the infrastructure. Thus, it is most likely the higher income groups who will 

benefit from it, while poor people is struggling in rural area and township. 

Therefore, there is a need for a subsidy for vulnerable groups to sustain their 

livelihoods. ~ 

~ 
~ -·- ...... ... ... -· 

ti ~tt~ r -·· :ft r1.ft • ' ~'.I] e ·- .-,_ nt rates of VAT on different To be less regressive, 
I 

types of products, and ' all lpl ) h; e a we ax , or no tax at all, on goods 

primarily bought by the 129or. Although differential rates could ensure that VAT 
UN IVERS I TY o/ thr! 

becomes a less regr s · g ~ .ft.:@./fic lA to Jffectively implement such a 

system. It opens the door to dishonest vendors who could pretend, when reporting 

to the tax authorities, that they are selling primarily those goods with low or zero 

VAT rating, while they are in fact selling goods on which the higher rates are 

applicable. This can considerably affect the government revenue and thus 

undermines one of the reasons for introducing VAT. This proposed solution is 

also difficult to apply because in practice, it will complicate the tax administration 

and control. Often it is more effective to have a single rate VAT and to then 

subsidise the goods bought by the poor. 
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4. 7 VAT towards development? 

4. 7.1 Taxpayers ••iewpoilll 

From 1he taxpayers' viewpoint. it was. in the interviews conducted in Rwanda and 

at a seminar organised there, found two different opinions about the impact the 

introduction of VAT could have on economic development. The VAT system can 

businesses do not profit 

from their activities, since all able to buy their goods 

and services because of their low pure asmg power. n addition, business people 

UN IVERS I TY ''/the' 
have to pay a tax on prq_.cf.qcts, of which the prices are al ready too high for the 

wES ERN CAPE 
consumers. consumers will keep on complaining and only a few can afford the 

higher price. 

With regards to VAT, the system of bookkeeping is very hard for the taxpayers. 

As mentioned during the seminar, the requirement that they must keep their 

records for three years is placing too big a burden on them. But, this complaint is 

due to the fact that they are not used to preserve their records. No doubt, once they 

arc used to the new system, they will favour it because it helps them to have a 

better overview of their businesses. This system also facilitates the giving of " 
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proper infomiation to the tax collectors. However, a problem that should be 

mentioned with regard to bookkeeping is that many businessmen are not trained. 

Thus, there is a need to train them to do accountancy; otherwise they will be 

obliged to engage someone else at a high cost. 

The VAT rate is considered to be too high, because many taxpayers cannot afford 

it. This is also linked to the fact that business people argue that only few 

consumers are able to afford goods at the pre-VAT prices. Consequently, some 

businessmen claimed that they could not survive under the new tax system, and 

payers do not know how the 

tax money is being use se di between what they have paid 

and the things they would want government to o. From the policymaker, it 

UN IVERS I TY o/ thf! 
makes sense not to eannark taxes. All revenue collected from different sources 

WES ERN CA E 
are put together and then used according to the government objectives to satisfy 

priority programmes. Thus, it is, under this system, not possible to show that the 

revenue from taxes was used to attain a specific goal. 

According to taxpayers, the state revenue is not efficiently administrated. They 

argue that the state revenue is used in an i1Tesponsible manner, which undennines 

taxpayers' morality. The policymakers acknowledged that there are some cases of 

mismanagement of the public revenue, but pointed out that commissions have 

been appointed to eliminate all those weaknesses. They referred to the 

92 



 https://etd.uwc.ac.za/

anticorruption commission, the general audit and above all, the good governance 

commissions, which was intended to help with the management of State revenue. 

The last problem the taxpayers raised is the problem of not being aware of the tax 

law and not knowing how to calculate taxes. As mentioned early, this is also 

related to the illiteracy of many Rwandan citizens because the available 

infom1ation related to the taxes can be found at a local level that is at each 

Province. 

introduction of VAT · nder economic and social 

development. One of introduction of VAT would 

hinder development. Th at the VAT was a burden for 

many. This resulted in fraudulent manoeuvres, w 11c 1 cu lminate in tax evasion and 

UNIVERSITY o/thi!: 
avoidance. Those unable to evade and avoid the tax, if they find the burden to be 

WES ERN CA E 
too heavy, they just drop out. As a result, tax revenue will decrease and the 

government will not attain all its goals. The mismanagement of state revenue can 

also hinder the development of the country. Although tax revenue may be high, if 

there is mismanagement, the tax revenue will help to enrich some people while 

undem1ining the livelihoods of many others. As a result, the gap between poor 

and rich will remain large and poverty in Rwanda will be perpetuated. 

The opposmg view is that the introduction of the VAT system will facilitate 

<lcvelupml!nl. Although taxpayers fact:: many problems 111 paying tax, many of 
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them recognise that the VAT system is beneficial to them and is likely to lead to 

the development. They also agree that the money that Government uses must 

come from its citizens. Since VAT is ·a broad based tax, it provides each citizen 

with the chance to participate in capacity building of the country. Some of the 

advantages they receive from tax revenue are summarised below: 

1. Wages and salaries: When workers are remunerated, they can be 

stimulated to work hard and thus to contribute to the development. 

This is more effective if the remuneration is consistent. However, the 

public sector in Rwanda is known to pay its workers less money than 

the workers will ing to remember is that 

the ones who pa . In paying taxes, they 

reduce their real d1sposa mcome ano t ms cepen their poverty. But if 

UN IVERS I TY of thf? 
tax revenue is used to achieve develo_E.ment goals, it will in the long 

WESTERN t,;APE 
run contribute to alleviating poverty. Nevertheless, there is a need to 

subsidise the needy people to allow them to survive. But one must not 

ignore the limited financial capacity of the country. 

2. Public health care: Hospitals and clinics were constructed to take 

care of the health of Rwandan citizens. Because, the objective of the 

State is to alleviate poverty, the public hospital's services are cheaper 

than the private ones and sometimes free of charge for indigent 

people. 
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3. Security of the country and its inhabitants: since the 

independence, the country was plunged in conflict because of the 

ethnic crisis. Ten years ago, the Rwandan State was very unstable and 

was involved in the war. This culminated in the genocide in 1994 

where more than a million of Rwandese were killed and others left the 

country. This was reason that there was a need to increase the security 

budget, especially during the crisis to allow the government to achieve 

related goals. However, after the crisis, the priority should shift to 

other goals. The current government policy is to stabilise the country 

orphans of the gen who are still outside 

the country so that a · 

service is not only , but for all Rwandan 

residents. Development goa s are a so serve w 1en people do not live 

UNIVERSITY ofthr! 
a traumatised life because of insecurity. The local and foreign 

WES ERN CAPE 
investments in the country could possibly increase because more 

spending on security leads to greater stability in the country. 

4. Development activities: VAT can also lead to development 

activities if it stimulates investments in the country. Since exports are 

exempted, businessmen can develop industrial sector within the 

coumry and try to satisfy both the domestic and international market. 

From those activities, job creation can emerge. 

5. Human investment: Education has been found to be tl1e best way 
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of investing in human resources. This type of investment leads to the 

development of the country in the long run. Education has an indirect 

impact on development. If people are educated, they can develop 

themselves and the country, presuming, of course, that they stay in the 

country. 

6. Infrastructures: the tax revenue is also used to build infrastructure. 

If the infrastructure is maintained in a good condition, there will be 

easy communication between provinces and positive externalities will 

is well spent, it is likely 

From the point of view of tax collectors and policymakers, the VAT system 

should stimulate economic and social developmcnl. The reason being is that they 

have many expectations of the VAT system. These expectations are the following: 

1. It will increase the state revenue: The fact that VAT operates on a 

broad tax base will bring in more money and thus increase the 

government portfolio. The development issue comes into play, when 

the revenue collected is purposely used to achieve development goals. 
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It is in that sense that each Ministry and Department is allocated a 

budget lo attain and satisfy its targets amongst which the 

development's objectives. 

2. The refund system under VAT: when a vendor has paid a tax on 

its purchases, he will get a refund for the input tax paid. This will 

allow him to be competitive against big companies, who have all 

activities integrated, and therefore not paid a sales tax in the interim 

stages. 

exports are exem1 

gained from expo a ge 1 arket and the earning of 

foreign exchange. urthermore, t 1e ovemment intends to financially 

UNIVERSITY ofthf!' 
support those involved in en>ort activities, in order to encourage more 

WES .hRN CAPE 
businessmen to compete in such activity. 

4. VAT system stimulates investments: because of its nature of 

being a tax on consumption, there may be a tendency to save more and 

invest more in the productive sector. 

S. VAT in Rwanda exempts basic foodstuff in order to allow the 

poor households to satisfy their primary needs without much 

difficulties. 
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These were not the only expectations of tax collectors and policymakers. They 

also argued that VAT would bring in about 23 billion Rwandan Francs for 2001 

year, while ICHA brought only 15 billion Rwandan Francs in the year 2000. 

During the interview, the Rwanda revenue officials stated that, although VAT was 

introduced at a same rate than ICHA, it is highly increasing the Rwandan revenue 

than expected. 

The infonnal sector was identified as a major area of tax evasion. The infonnal 

sector will be included in the new tax system so that all businessmen will have to 

charge similar prices for similar goods and services. 

other requirements for re a culture of bookkeeping, 

compliance in paying f the taxation system by the 

taxpayers. A taxpayiag culture must be grown and nurtured in 
Ll N IVERS I Y of thi! 

stakeholders in the RW § ctt 11t\ft ii:A~iEresponsibility. 

Rwanda. All 

The success of VAT will also depend on how all stakeholders in the tax system 

share responsibilities and accountability, as well as how they execute their duties. 

The government of Rwanda will continue to strengthen institutional capacity of 

Rwanda Revenue Authority and review the tax policy aimed at enhancing smooth 

operation of VAT. 

In addition, some questions were addressed to revenue officials and policymakers 

with regard to VAT (see appendix I). 
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With regard to difficulties faced by tax collectors, the VAT system as it has been 

observed during the first few months of its implementation appears to be more 

efficient than the ICHA. So far, the revenue collectors' observation is that they do 

not face many problems in collecting VAT. This is because the VAT procedures 

are very clear and easy to follow, compared to the preceding turnover tax. 

However, the major problem is that taxpayers do not understand the system and 

think that VAT is an additional tax. But, to resolve this issue, revenue officials try 

to educate people by using all means of communication, such as seminars, radio 

broadcasting, televisi on, newspa11er.....an 0 er roe d th b hures on VAT and relevant 

infonnation in each ~ - ~ 

~ 

~ ITU 111111 JI 1 • 1111 r- ll II lit I 
Cl it. This approach, as we 

an n 
..... ,.,. _ -:a~ ........ _. . .... 

1en -· 1n >U 
' r discussed in chapter 2 ntries such as Korea and had 

good results. 

UNIVERSITY o/thC" . 
Another problem faciu~/evenue officials, but not crucial as the first one, is that of 

.wES ERN CA E 
insufficient staff. Because the VAT system requires a strong control, some 

revenue remained uncollected because of insufficient personnel. The taxpayers 

concerned with VAT do not always report and declare their revenue to the 

officials. Thus, there is a need to increase the number of revenue officials and 

train many tax collectors to allow them easier control of the VAT system. To be 

more efficient, there should be a computerised system to control the functioning 

of the VAT. Because VAT was presented good results, the Government has 

promised to meet the requests of the Rwanda Revenue Authority. The government 

of Rwanda seems to have the will to implement VAT successfully and is slowly 
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but surely building up the institutions, such as Rwanda Revenue Authority to 

execute their duties with minimum amount of difficulties. 

With regards to procedures, there are fixed procedures followed in collecting tax. 

Especially for VAT, because of the invoice tax system, it is easy to know how 

much value was added and therefore how much VAT will be charged. For the 

moment, according to the officials interviewed, there is no need to change the 

VAT procedures, because they have not failed yet. In fact, they seem to be 

working. 

feedbacks on the use · yers are aware of the goals 

achieved from their tax, ·ithout so many complaints. 

UNIVERSITY (Jfthi!' 
The question to establish whether VAT was introduced at a proper time, or not is 

WES ERN CA E 
straightforward. Rwandan society as observed earlier has had a fiscal obligation 

since its independence. The Rwandan society was therefore used to pay taxes. But 

the only missing thing was the education system lo bring taxpayers to be proud of 

paying lax, in order lo contribute to the capacity building of the country. Besides, 

Rwanda could not continue to rely more on external revenue than on domestic 

one. Consequently, the introduction of VAT in Rwanda was not don~ early. 

In conclusion here, like taxpayers, tax collectors and policy makers, I believe that 

VAT system can only lead to the development of Rwanda if the tax revenue is 
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well spent on socio-economic development goals and if taxpayers are aware of 

how the money from the tax 1s used. Consequently, Rwanda has chosen an 

appropriate tax system by implementing VAT provided that its administration will 

be efficient. 

4.8 Conclusion 

"Ejjeclive taxation requires stale-society reciprocity in which the 

population is rewarded for tax payment via public service delivery. 

Tax collection is c.a1~~~~~;=~~1~ili1 ~a~t~lministratively advmtced 
countries. flolve\'fJ: ·vely easier when the 

populution fee ls th 

programs 1ha1 are ce · "bl to e 

- <L•- .. ._,,•11ce socially productive 

·ge majorily of the people. " 

(Ndikumana 2 00 I )E~~~~~~~~~~!!. 

The value added tax sysU · i Fl~ 1~ (. ly be a successful system. Its 

'VESTERN CA E . 
introduction in Rwandan was a big c fial1enge to taxpayers who were ignorant of 

the new tax system. Accordingly, they thought that VAT was an additional tax 

that will impose a heavy burden. Consequently, there still is a need for more 

education to bring all taxpayers to understand and accept the new tax system. 

VAT was introduced to replace the general sales tax ICHA because of its many 

merits over ICHA. VAT avoided the cascading effects that were present in ICHA 

system; it also has a broad tax base while ICHA was limited to certain sectors. 

There were many expectations from the VAT system amongst which the increase 

of revenue in order to allow the government to achieve its many goals. Something 

to remember here is that the Rwandan government is trying to be financially self-
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reliant and reduce its debts. The on1y one major source of domestic revenue m 

Rwanda is the tax revenue. which contributes to over 90% of domestic revenue in 

200 I. This is why the tax system has to be more appropriate to respond to the 

government programmes. And VAT was seen to be an appropriate tax system in 

Rwanda. 

However, when looking at the impact of VAT in the development process in 

Rwanda, there are arguments for and against VAT's role in development. With 

regards to the qua]ities of VAT system, taxpayers, tax co11ectors and po1icy 

makers agree that VAT can Jead to the deve]opment. Some of the reasons induce: 

good management system of 

the revenue generated. 

In taxpayers' view, the government revenue was seen to be mismanaged. They 
UN IVERS I Y ofthf! 

suggested that the state revenue must be dealt w ith care to ensure the 
WES ERN CAPE 

achievements of different goals amongst which the devc1opment ones. Under this 

condition, each and every Rwandan Citizen will benefit from the outcome of their 

efforts of paying tax. On the other hand, the government is concerned with the 

problem of mismanagement of the state r~venue and has committed itself to 

combating co1n1ption. For that purpose. the Rwandan state has set up some 

commissions such as good governance and anti-corruption commission to control 

the management of the state revenue. As VAT is continuing to increase the tax 

revenue, we hope that its outcome will greatly contribute to resolve many 

financial problems of the Rwandan government. 
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CHAPTER FIVE: 

SUMMARY, CONCLUSION AND 

RECOMMENDATIONS 

5.1 Summary 

Taxes are seen to be an important source of revenue in all countries. They are 

Added Tax is known t 

Rwanda it was introd 

countries investigated in this 

outh Africa in 1991 and finally in 
of thf! 

o · CAPE 

We have observed that the VAT system can be efficient depending on what type 

of VAT adopted. The different countries analysed had adopted different types of 

VAT and this contributed to the success or failure of their tax system. 

In the Argentinean, VAT was expected to bring in many taxpayers and did indeed 

increase the number of firms compared to the sales tax it replaced. 

As in many other countries where VAT is levied, Argentina taxes imports and 

exempts exports. However, the VAT adopted in Argentina was of an income type 
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and did not have as good results as expected. It has been also noticed that in 

Argentina VAT did not apply to all sectors. Some of the sectors like the 

agricultural sector were exempted from the VAT system. And this undermined 

Argentina's tax system. As Osvaldo et al. ( 1990: 117) concluded: 

"The impe1fections of the VAT in Argentina are not related tu the 

external sector. They are instead caused by the type of VAT adopted, 

the use of exemptions to promote regional or sectoral ohjectives. and 

the exclusion of certain sectursji·om the .\y!)'fem ". 

The fact that some sectors are excluded from the VAT system undern1ined the 

neutrality of the tax with regard to resource allocation. 

· d did significantly increase 

revenue. This was also ed countries in this study. ln 

Korea, as in the othe was introduced, there were 

often arguments for 1Jir'jb~¥s1ZtR~ enerally, the arguments for 

WESTERN CAPE 
VAT outweighed the arguments against its miPlementation. Some arguments for 

the VAT were the following: VAT allowed an efficient allocation of resources, 

increased Government revenues; it promoted exports, stimulated domestic 

investment and savings and reduced the non-neutrality of taxes. Some of the 

arguments against VAT in Korea and in other counties were: the regressivity of 

VAT; and the system of bookkeeping, which has put a burden on the taxpayers. 

Additionally, taxpayers thought that VAT was a tax likely to increase prices. 

Because small businesses in Korea were an important ~omponem of its economy, 

there was an escape clause for such businesses. They did not have to pay the 

entire VAT rate, but these businesses were subjccteJ to a specific rate of 2%, in 
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contrast to the larger businesses that were liable for a 10% VAT. The VAT 

system in Korea has contributed to the steady growth of indirect tax revenue and 

is now the single most important source of government tax revenue. 

In Cote d'Ivoire, as was the case in Korea, VAT was beneficial for the economy. 

The lvorian TVA-TPS was more neutral than the preceding production tax. The 

TV A-TPS avoided the cascading effect bias towards vertical integration. The new 

tax system offered improvements in neutrality, and equity, and eased the tax 

administration. It did not involve significant rate increases over its production tax 

domestic activity. Ev ined some non-neutrality, it 

In 1991, the introduction of VAT m out nca was intended to achieve many 

. UNIVERSITY ()/the-
goals. However, the tVlthSAfriERo~o~ion dif not ease the task of VAT 

introduction. In South Africa as was the case in other countries where VAT was 

introduced; the common reason for criticising VAT was its regressivity. 

Nevertheless, despite this, VAT in South Africa had many ad vantages over the 

general sales tax it replaced. This is not a particularity of South Africa, but was 

also the case in Rwanda, Korea and Cote d'Ivoire. The revenue officials in South 

Africa Revenue Service faced many challenges in collecting tax, but successfully 

coped with these. 
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After the independence in Rwanda, the taxation system that prevailed in 1960s 

was undermined by the political crisis of the time. The Rwandan government 

introduced the Value Added Tax system because of it being so strongly 

recommended by the Brettonwood institutions such as the IMF and the World 

Bank. The introduction of VAT in Rwanda was also expected to increase 

government revenue. 

In Rwanda the revenue from taxes did contribute to over 90% of the total 

domestic revenue in 200 I fiscal year, but only 45% of overall revenue (Official 

implemented in Janua financial difficulties that the 

country faced and to try 

U IVERS I TY o/ thti" 
According to taxpayeq;irrevenue collectors and poli~ makers, VAT in Rwanda is 

"ESTERN CAP~ 
likely to contribute to economic development. 

However, some shortcomings were found in the system of tax administration and 

also in the taxpayers' culture of paying Lax. The government is trying to resolve 

these problems by setting up commissions such as an anti-corruption and a good 

governance commission. The Rwanda revenue authority is trying to train people 

on VAT issues in order to encourage them to contribute honestly to the capacity 

building of the country. The evaluation of VAT after few months of its 

introduction seems to be very satisfactory. According to revenue officials, it has 
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already brought in more than expected revenue. And this influenced the Rwandan 

state to support the Rwanda Revenue Authority to efficiently achieve its targets. 

5.2 Conclusion 

In this study, the focus was on the value added tax system in Rwanda, but with 

reference to other countries such as Argentina, Korea, Cote d'Ivoire and South 

Africa. Internationally, VAT was recommended as an appropriate tax system, 

cascading effect, the nm · to control taxpayers, and the 

high possibilities of tax s1 an 

UNIVERSITY o/the 
In countries analysed in this stugy, VAT was in most cases successfully 

WESTERN CA E 
introduced, but fa iled in the case of Argentina. The success of the VAT system is 

clearly dependent on the type of system adopted. Unlike other countries, 

Argentina implemented an income type of VAT. This and the exemptions given to 

some sectors caused the failure of VAT in Argentina. 

The Korean, South African and lvorian cases adopted a consumption type of VAT 

and as a result, the new tax system had a positive impact on their income level and 

development. 
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The broad, neutral and less regressive VAT seems to be the perfect choice for a 

tax system. However. because of the social, economic and administrative 

problems. there is a need for deviation from that simple structure. No country has 

achieved, or will attempt to adopt, such a perfectly broad and neutral VAT. The 

need to reduce regressivity in the structure of the tax for reasons of equity in 

income distrihution leads to pressures to include zero-rating for some essentials 

and for goods designed for some special groups. It also leads to have higher than 

the standard tax rates for other goods that are considered non-essentials or 

luxuries. The commitment to certain social and economic policies will determine 

the country in question. 

The Rwandan tax refom1, as observed, was very le p u for Rwanda to adapt to 

UN IVERS I TY ''/the' 
the changing econom ic ~ttJ<l.tjon that it faced. The fiscal system was seriously 

WES ERN CAPE 
undennined by the crisis o f the early nineties. and a rcfonn of the fiscal system 

was needed to strengthen the development prospects of Rwanda. 

As already mentioned, the Rwandan government relies heavily on external 

r:evenue. Thus. it was necessary to increase the national revenue. VAT was found 

to be an appropriate tax to enhance revenue in Rwanda, as was indeed the case in 

countries such as South Africa, Korea, Cote d'Ivoire and others that adopted the 

VAT system. 
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In Rwanda, VAT was introduced in January 2001 at a rate of 15% to replace the 

general sales tax ICHA because of its many merits over ICHA. VAT was found lo 

avoid the cascading effects that were present in ICHA system; it has also a 

broader tax base while ICHA was limited to certain sectors. There were many 

expectations from the VAT system, amongst which that it would increase 

revenue. 

However, when looking at the impact of VAT on the development process in 

Rwanda, arguments were presented for and against VAT. With regards to the 

exports, increase the g rs, tax collectors and policy 

makers agreed that V /\. ic development of Rwanda. 

However, there was als nt of the revenue generated. 

In taxpayers' view, the government revenue was not well a<lministered. They 

UNIVERSITY 1)fth~ 
suggested that the state must deal with more cat'e with the revenue it receives to 

WESTERN CA E 
ensure the achievements of developmental goals. If this is done, each and every 

Rwandan Citizen will benefit from their efforts to pay tax. The government was 

also concerned with the problem of mismanagement of the state revenue and has 

committed itself to combating corruption and to good governance. 

In the introductions, some questions were raised with regard to VAT implementation in 

Rwanda: 

l. Given the low level of income of the majority of Rwandan citizens, is the VAT rate 

affordable to them? As we have observed and according to taxpayers during interviews 
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and the seminar, the rate of 15% was been found to be high because most of the 

taxpayers have low income. 

2. Should this rate be the same on all goods or is there a need for different rates 

according to the ability to pay for goods? (For example, a high VAT rate on luxury 

goods that are purchased by high-income group and a low VAT rate for the remaining 

goods of course with exemptions for basic foodstuffs) . With regards to multiple rates 

under VAT system, I realised that this is difficult to adopt since it complicates the tax 

control and administration and allows taxpayers to make false statements. I suggested 

zero rating tax for basic foodstuffs mostly by low-income people and a 

standard rate for the re~~i~~~~~~iiiDi(l that it was also necessary for the 

10useholds. The current situation in 

Rwanda is that there is xcept for medical fee for the most 

indigent people with proo . 

UN IVERS I TY o/ thf!: 

WES ERN CAPE 
3. What has been done to ensure that the taxpayers do not consider the tax to be a burden 

but also to be beneficial? With the introduction of VAT, the Rwanda Revenue 

Authority, tried to inform people about the system through the use of radio and 

television broadcasting, holding seminars, newspapers etc. But evidence shows that this 

attempt to educate the people was insufficient, since all taxpayers are not fully informed 

about VAT. 
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4. How could it be ensured that the tax revenue collected is efficiently used? There are 

no concrete feedbacks on how the tax revenue collected is used, and this shortcoming is 

likely to be among the reasons for taxpayers hating taxes in general. 

5. Which lesson should Rwanda learn from the experience of other countries with the 

introduction of VAT? As stated earlier, there are many lessons that Rwanda could learn 

from the experiences of other countries. That is why we have chosen to analyse not only 

those who succeeded with the implementation of VAT, but also one that failed to get 

good results, so that Rwanda could avoid its mistakes. 

proposing recommenda 

other researchers interest e analysis further. 

U IVERS I TY of the: 

WES ERN CAPE 
5.3 Recommendations 

Because the value added tax is about improving the socio-economic condition of 

Rwanda, it is in my view important to support the system from all the sides. It is 

in the light of its role in our society that I fornmlate the following proposals: 

1. To taxpayers, I invite them to be proud to pay tax. However, many taxpayers do 

complain about complying with their civic obligations. As patriots, Rwandese 

should enjoy contributing to the capacity building of the country and know that 

their efforts do not profit only an individual case (taxpayer or policy maker) but 
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the entire community. To make this possible, they should control how the revenue 

from their taxes is used, asking for feedbacks . The research suggests that 

taxpayers should also seek for infomiation related to taxes, so that they can be 

aware of what is happening. To ease their tax burden, I will suggest taxpayers to 

invest in the more productive sectors so that after paying tax, they can 

successfully continue their businesses. 

2. To Revenue officials, the research recommends that they improve their 

education system. Firstly, they should keep on infonning all taxpayers, using all 

they can actively contribu to ic growth of the country. 

This, if successful will cncoura&_e_taxpayers to be honest with themselves and to 
UN .VERSITY u/thc-

sincerely comply with ~Eo~lj_ ~oft& ~el caE aign to increase public 

awareness of VAT, Revenue officials should also involve taxpayers who 

understand the system and are willing to help them. In my view this is important, 

because once someone who is involved in the same activity is paying its tax 

without problem, he can easily convince other potential taxpayers under the same 

conditions to enter the system. Revenue officials should reward honest taxpayers 

giving some prize and severely punish those who evade and avoid taxes. 

3. To policy makers, there are also proposals to enhance the good results from the 

tax system they introduced. It was mentioned that in Rwanda taxpayers do not get ·' 
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proper feedback on how the money raised through taxes are utilised. This leads 

taxpayers to question the usefulness of taxes and attempt to avoid paying them. 

My suggestion is that policy makers should infon11 the taxpayers of different 

programmes that have to be achieved from their tax revenue. Additionally, they 

should get good feedback on how the money from their pockets was spent and 

what was achieved. I will even go further and suggest that taxpayers should be 

involved in decision making especially where they are themselves concerned, 

example in fixing the tax rate. Thus, by involving taxpayers in the decision 

making with regards to tax issues, they will feel more concerned and integrated in 

outside the decision-ma · glected and strangers to the 

taxes. This can be 

feasible by asking Depu i , a y and policy makers in the 

Ministries to go to the oca eve sue 1 as provmce or istrict and discuss the tax 

UN IVERS I TY of the! 
issues with taxpayers interested. After ~e_ttin..s_ tlieir views, the decision will be 

WESTERN L;APE 
made at a national level. However, this can be efficient only if taxpayers are full 

aware of the necessity of taxes to a country. Therefore an appropriate tax 

education is needed. In Korean case, to make VAT more comprehensive to 

taxpayers, they have used methods such as showing movies in the whole country, 

which reflect and tackle each and every issue of VAT. To those taxpayers who do 

not comply with the rule, penalties must be applied. The computer system is also 

helpful to case the control for revenu.:: officials. In Korea, again, a registration 

system using taxpayer identification numbers was introduced, which greatly 

eased the process of computerisation. If Rwanda Revenue Authority applies all 
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the methods used in successful countries, the results will be much better. 

4. To researchers, I recommend the following: 

With regards to the above recommendations, they should look at the practicability 

of involving taxpayers in decision-making and the feasibility of the above-

mentioned proposals. 

UN VERSITY o/the

WESTERN CAPE 
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APPENDIX 1: QUESTIONS GUIDE OF INTERVIEW 

1. QUESTIONS TO OFFICIALS IN THE REVENUE OFFICE. 

- How do you find the evolution of Rwandan taxation system since its 

independence? 

What are the difficulties faced by the tax collectors? If any, what have you 

done to avoid them, and what more do you think should be done? 

- Are there any fixed procedures, which are being followed in the collection of 

taxes? 

- Do you think there is a need for c 

What are the reason AT? Please discuss the 
; 

.. 

ktllc~"~all(U"'1111,\J1rctctice of these two different 

systems. 

What campaigns have you had to explain VAT to t e people paying it? 
UNIVERSITY ofthi! 

At what rate is V 8..I to b~ introduced or, at what rate has VAT 
W S1ERN CA E 

introduced? 

been 

This rate is higher than the !CHA rate was. Does this mean that VAT will 

impose a heavier burden on the taxpayer than !CHA? 

Have this been explained to the taxpayers? Do they understand how VAT will 

actually work? 

What s were the criteria used to come to that rate 

Is the VAT rate too high or too low? Please motivate your answer. Will VAT 

bring in more or less tax than ICHA did? Please motivate your answer. 

What do you think about the progressivity/regressivity of VAT? 
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Do you think the introduction of VAT is being done in a way (or has been 

done in a way) that the taxpayers understand its benefits? 

If yes, what in particular has been done (or is being done) that helped 

taxpayers to understand the new system? 

If no, what do you think should have been done (or should be done) to help 

them to understand and accept the new system? 

2. QUESTIONS TO TAXPAYERS 

Do you see taxes as a benefit or a burden for you? Please motivate your 

answer? 

What are the difficu~lt~· ~!~~~~~~~~ 
What do you expect ~ftil-i·lflll~~~~~lfJ.g-J~~u have paid your tax? 

Do you think VAT i "ICHA" system? If yes/no 

why? 

What VAT rate do ,....,, .... ~ ......... W JOOi.iWJr«!! 

Do you thing the 

, ~u? 

E 

How do you think tax administration can be improved? 

3. QUESTIONS TO POLICY MAKERS 

How do you use the revenue collected from tax? 

What are the developmental goals you hope to achieve with the tax revenue? 

How can you ensure that the tax collected is efficiently used? 

What do you do to bring taxpayers to consider tax not only as a burden but 

also beneficial to them? 

Are there any concrete feedbacks to taxpayers how the tax is used so that they 

may no.t avoid and evade tax? 
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Is the tax burden on the poor and on the wealthier comparable to the benefits 

they respectively receive from Government expenditures? 

Are taxpayers involved in the process of fixing the tax rate? If not, why not? 

If yes do you take their opinion into account? 

U IVERS I TY o/ thf! 

WESTERN CAPE 



 https://etd.uwc.ac.za/

Jeanne 

Seraphine Mukecuru 

Symphrose 

Kayitaba 

Kayitankore Bernard Narcisse 

Mme Rufangura 

Bosco 

Annonciate 

Mme Runyange 

Maman Gisele 

Anselme Karayenzi 

Marnan Patrick 

Chantal 

Guido Nsonera 

Athanase 

Tharcisse 

Mudenderi Sylvestre 

Silas Mureramanzi 

Uzziel Ndagijimana 

Steve Boshya 

Mugisha Fred 

U IVERS I TY of the: 

WESTERN CAPE 

Africa Fulgence 

Rwamasirabo Olivier 

Rutayisire Ngango Emmanuel 

Chantal R wakazina 

Rutaremara 

Kamanzi Richard 



 https://etd.uwc.ac.za/

ll 

APPENDIX 2: Dates of interviews and seminar and list of interviewees and 

participants in the seminar. 

a) Dates 

From January to March 2001, the first interviews were focused on some taxpayers and 

revenue officials. 

From May to June 2001, the second interviews were directed to policy makers and the 

remaining taxpayers and revenue collectors. 

On 16th of June 200 l, the seminar was held in Butare city at the National University 

club. It started at 9h00 and ended at l 7h00. 

Munyaneza Philemon 

Mbarushimana Jean de Die 

Nkurunziza Martin 

Abraham 

Esperance 

Rutayisire 

Patricia 

Sebukangaga 

Emmanuel Gakwaya 

Josepha 

Raphael 

Jeanne 

Semuhungu Vincent 

Mukashema Immaculee 

Claude 

COP ABU 

Jeph Mimosa 

Gahenda 

Mugengana 
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APPENDIX): AN INTERNATIONAL COMPARISON OF VAT SYSTEMS 

YEAR OF SINGLE RA TE: MULTIPLE 
COUNTRY ,IMPLEMEN- STANDARD RATE LIST OF EXEMPTIONS ZERO-RATINGS REDUCED RA TE: LIST OF LUXURY-RATED: LIST OF 

TATION RATE STRUCTURE ITEMS ITEMS 

Mgentina Jan 1975 1', 25 18% oo publications Exporu 27% oo power. nawral gas and 
W llel' delivery l«ViceS water 
Milk 
Medicines 

Priv11e1 ~ales 
Life &. ' t · ---' ~~ 

ln&emapooar'&rgo ~s ; 
lnllsport ti1 . 1: 
Property raflfl.f 

"""""' It; Educations ~ hea*" 
Stock exchahg ~ 

!!! Sponmg ev~ ~ 
Service of ~i yn. , ... - . ~ I ,,... .. ... • ' Austtia Jan 1973 10, 21, 32 Banking " i!etaq-opcn 10% oo besic foods and farm 32% on passenger, eJ&ale cars, .... ,,_,_~ I ~i·r1 foreign products mocorcycles, aircraft, sailing and 

ln1UR11ce~eu ~ Prinled malerial, e.g maguines mocorboats and yachts, fun. 
Educational \. J icea ti · pri - iransportation of perfumes and jewellery 
Ucrvy. mi1'E1 ~~a goo~ 
activities ~ s:i •. transportation o{ 

-~ 

· ship Of' aircraft r.t'1 l'Q . < 

scnices provided by social 
secwity instilur.ions 

Bangladclh 15 Food 
Cloching 
Transport 

Belgium Ja.n 1971 6, 17, 1,, 25, Exporu 1% Gold 
33 Sale/lease of rul escate 6% Basic Goods: foodsluffs, 

Deposit and acceptance of funds tnvel costs, books &. soap 
ln1UR11ce brokering 12% very 1imiled use 
Services ol lawyen &. medical 
Education & 1ibnry 1C1Vices 
Theatrical, muaical, ocher artistic 
performances 
Sport facilitiea 
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--------------------·----- ·-· 

COUNTRY 

Bolivia II 

Braz.ii • 

Canada 

Chile II 

China 

Colombia 

_Costa Rica 

COie d' Ivoire • 

Cypni1 

Czech 
Republic 

YEAR OF 

I IMPLEMEN· 
TATION 

I 
Oct 1973 

Jan 1967 

Jan 1991 

Mac 197S 

Jan 1984 

Jan 197S 

Jan 197S 

Jan 1960 

Des 1992 

SINGLE RATE: 
STANDARD 

RATE 

I 1l 

I 7 

I 18 

ZS 

8 

MULTIPLE 
RATE 

STRUCTURE 

17, 2S 

8 - 43 

4, 12, IS, 20, 
JS 

11, 5 - 75 

s. 23 

LIST OF EXEMPTIONS I ZERO-RATINGS 

None I Exporu 

Samples, agriculluce supplies 
industrial products, iaxi services 
specified imporu, fuel fot Brazilian 
ships 
Expocu of fmished manufactut'Cd goods 

Basic groceries, heahh care and 
fmancial 4s r, 1.- "' 
Lening of iht1im~ hJc~;· .. · ' 
Nonbusine•"Mtllles .....i -1 · 

'" ~;::1.et
0

;:j]~ t · !~3ei~~ii 
MoSI loan~t'lj 
Cultunl an · v 
Hotel serv· . Jatil tuil 

L..; ........... 

~ tj 
F Cenain ~s. $ sa\ll~ 

selling of spec~~Gnp( ~ 

1-C -...... ~ 
._ -,,. L"'i 

Basic foodstuffs 
Medical products 
Real esute 
Various Olher goods 

Ren IS 

• 
.... " 

Exporu 

) 

Banking 
Medical service1 
Immovable property tranaactioas 

Sale and leasing of large 
airaafi and corrunercial ships 
New1papen and magazines 

Financial, insunnce, education, heahh 
care 

REDUCED RATE: LIST OF 
ITEMS 

I 3% on· exporu of primacy and 
semi-fuiished products 

Food, energy, healing and 
moSI service1 

LUXURY-RATED: LIST OF 
ITEMS 

Luxury ilems subject to sales as 
well as VAT 

20% smaller can 
3S% Wines, spiriu, larger can 
45% privaie airaafi and cars 
over US$35,000 

:>nd 

R 
er< 
ist · 
Iey 
. :~;~) ~ 

ne.,a: 
:e.Jas 
:; ,;»,Jo;' . 
lt1$e':h 
:the · ~ 
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YEAR OF SINGLE RATE: MULTIPLE 
· COUNTRY IMPLEMEN- STANDARD RATE LIST OF EXEMPTIONS ZERO-RA TINGS REDUCED RATE: LIST OF LUXURY-RATED: LIST OF 

TATION RATE STRUCTURE ITEMS ITEMS 

Denmark July 1967 22 Public heahh services, and hospital Exporu 
1reaonen1, social and mosl cduca1ional Sale and leasing of large aic-
services, culiural aclivi1ics, nonprofcs- crafl and conunercial ships 
sional sporu, passcngCI" 1ransporution. Newspapers and magazines 
ule and lcuing of real csiatc, insu-
ranee, banking 

Ecuador ' July 1970 Buie ~oods~s. ~inc books, 
.~ 

magazmes, cws an 
0 

11n .I -

produ~ts, fRI ~I ~""-(Qm,_.., .... ; 
panics, ,. 1 . busmess 1r •er of ; asselS uponCiifi~ mJ ... on·-- • 
lions IO nori~fit o iu · · ... w 

share lransf.g:a; t;:rj ... \ 
~-... 

:;:;;i • Finland Oct 1990 21:21 ~ --· ~ _ .. . Cll 

France Jan 1968 5.5. 18.6, 22 Transport 2 ....,. 
.I 

Food producls and medicines 
Services on real es(ate3 Rd i g and insurance Books 

Sortv.:are n ~ . ; Water 

Banlcmg a~es ..., ·- 1,1 
Oiher lis1ed products 

Rent or sa . lra~s 

--~ Education .mdnedictl and la 

vices ~ ~ ~ 

SIOCkexchaiigetran')ers 
Direct sales from primary producers of 
agricullUral and forestry products 

Germany Jan 1968 7, 15 Medical services 
Sales of land and buildings 
Lease and renlS from leuing land & 
lodgings 
Financial and insurance services 

Grceu Jan 1987 8. 18. 36 Most banking. insurance and services of Agriculiural goods. food 
state-owned organisations printed malerial and art . 

Guatemala Aug 1983 7 Exports 
Services provided by banks and other 
fmancial inslitulions 
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YEAR OF SINGLE RA TE: MULTIPLE 
COUNTRY IMPLEMEN- STANDARD RATE LIST OF EXEMPTIONS 

TATION RATE STRUCTURE 

Honduras Jan 1976 7 

Hungary Jan 1988 15, 25 Sales of land, financial aervices, postal, 
social and educational aervices 

Indonesia Apr 1985 11 Export of goods 
Reiail sales under Rp. 1 billion 
Sales of unproceso oods, e.g. agri-

cullural pr~ 
Banking, in :Gd 
Manpowu~ice , 
Social. hea@i)nd ieaaca..: - · 
Land and~· 
Hotel an~ 
Services _ u 

~ ell ......... 
L...o 

Ireland Nov 1972 10, 12.5, 21 Most insurance an~Hi3nku ~ices 

n ~ 
> Q 
~ 

~-
~ 

~ ~ 

Israel • July 1976 16 

llaly Jan 1973 9, 1', 38 Exports 

ZERO-RATINGS 

medicines 
Cllport 

-· 'I. ; 

5 
; 

·~ • 
~to ~ 

""' T I 
A --- ... 

_,Sh ldi clothing 
~ 

w - I 1111 

Export lrallsactions 

REDUCED RATE: LIST Of'. 
ITEMS 

Basic food producu 
Medical insuumenu 
Worics of art 

Relief: 
Capital equipment, spares, raw 
llllltcr-ials for apfl'"Ovcd invest-
ment projcct.s 
Capital equipment for 
manufacturing 
Purchases of goods and su-
vices for export 
Imports used for aid-funded 
projcct.s 
Temporary imports of equip. 
for oil and gas industry 

Construction aervices 
lnvnovable goods 
Most newspapus 
Hotel and other 
accommodation 
Fuel for heating and lighting 
Hotel and restaurant meals 
Certain agricultunl aervices 
Telecommunications aervices 
Adult clothing and footwear 
Repair and lllllintenance of 
vehicles and lllllchinery 

Agriculture, fishery, food 
producu, lllllgaz.ines and books 
Foodsluff s, soap, telephone 
and broadcasting, tell.tiles, 
reslllurant meals, ·hotel aervices 
records, musical instnunenu, 
antiquarian books and l.iveslOClc 

LUXURY-RATED: LIST OF 
ITEMS 

10%, 2091> and 3591> depending 
OR type of goods 

3891> on can over 2,000 C .C fun 
and photographic equipment 

...... 
'.:>nd 

R 
er-c 
ist · 
Iey 
. ;:~ .;: :, 

:~1 ;. ' 
ne .az 
:e~Ja§t 
:·~•·" ' 1e&se-h· 
:the·K 
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YEAR OF SINGLE RA TE: MULTIPLE 
COUNTRY lMPLEMEN- SfANDARD RATE LISf OF EXEMPTIONS ZERO-RATINGS REDUCED RATE: LISf OF LUXURY-RATED: LISf OF 

TATION RATE SfRUCTURE ITEMS ITEMS 

Japan Apr 1989 l. 6 

Kenya Jan 1990 18, 25, 100 Exporu 

Kazal<hsian Jan 1992 28 

.Korea • July 19n u Financial and insucance services Expons and other goods and Business wilh small tumovc.-s 

Rcal e~~sc serv~-1 which earn foreign 
Profess' · by 

"' accoun~d~ la · al transportation 
Ba~ic n salties. · • passenger! 
tnnsport,C'etlica•~ • 
servicea, ~I -:t;b1 oic:poone l ; 
service&, ~s, e . spar and mau-

~ ~ 
: 

z.inea · ~ 

l..uxembourg Jari 1970 3. 6, 12 Manag~feeM~ invi 
-- ... _ .. _ I c';;;; , Professional services and 

- ~ 
8anJc opemtiQns ,,_ 

I 
II works of art 

Insurance and mdirOnan services 
~ 

Most food and milk products, 
Medical ~ca:~ ' hotels . 

Madagascar I Jan 1969 lS ~~ 

' 
Q f 

Sales of~ S. ~If 
Mexico • Jan 1980 6, lS. 20 .... eria· !;I gricullunl goods 

Credic in ~ Listed basic foodsll.lffs 
Residential conslruction Exporu of goods and services 
Banlcing services 
Medical services 
Types of public en1er1ainmcn1 
Moll activities of government agencies 

Nelherlands Jan 1969 6, 18.5 Insurance &. banlting, immovable Exporu Foodsll.lffs, phannaceulical 
property International iransport of goods goods, books, maguines, 
Leasing &. renting of immovable , Activities within bonded neW3f>Aperl, agricullunl 
property, Services by hospilals, wacehouscs or equivalents products, public iransport 
physicians, psychologists, dentiJu 
social & cullunl activities 

\ 
Education services 
Services by composers, wri&en &. 
journalists 
Tnde unions 
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YEAR OF SINGLE RA TE: MULTIPLE 

COUNTRY IMPLEMEN- STANDARD RATE LIST OF EXEMPTIONS 
TATION RATE STRUCTURE 

Nica..-gua • Jan 1975 6, IS 

Norway Jan 1970 21 

Panama Mar 1977 s lnheriiances, legacies, gifts, transfers of 
shares, exports, transfers on free zones, 
food, medicines, fuel 

~ c • 
Paraguay Jan 1991 lt Exports 

Primary r~ ~ - lv~gc- -Peru II July 1976 ,, 
pr ~o ~am 

I.Ible or min · na~ an1 

ICl'Vices ~ ......... m .. -
Philippines Jan 1988 u Exporu &. to ~s 

under lhc in~a~¥fgre 
1 

, :nts 

z ...... 
Portugal Jan 1986 8, 17, 30 

i-3 
I n ~ 

> e 
~ 
~ ...... 

~ 
:=r-i 
~ 

Russia June 1991 8 - 28 Financial &. insurance services, 
gambling, education provided by stale 
schools &. universilics and funeral 
services 

Senegal Mar 1961 - 7, 20, 30, 34, Long list 
1980 so 

50\lth Africa Sepe 1991 14 Banlcing and insurance 

ZERO-RATINGS 

-... 
~\ ~ , .~ 

I 

~ • • • 
; , I 

I ~ t -
I " fl' II' • 
1 

; 
Ill .. 

~ 

Goods &. ICl'Vices exponed 
from Convnonweailh of 
Independent Stales, rented 
living accommodations 
property acquired while 
priV1tising 

Expoo 
basic foodstuffs 

REDUCED RATE: LIST OF 
ITEMS 

Certain foodstuffs 

------ ------- -----4i111 

LUXURY-RATED: LIST OF 
ITEMS 

Basic food producu wilhout 
transformation, Phannaccutical 
producu 
Books &. educational products 
Elecuicily 
DicseUFucl 
Ho1el accommodation 

30% 
34% on oil products 
15% on lelephooc services 

Dnd 

R 
er• 
ist · 
Iey 
. ~ · .;: ~ 

·./; ... 

ne .a. 
:e~Ia:s 
:,.:,.~;· 
lea.Jirh 
'the · l' 
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YEAR OF SINGLE RA TE: MULTIPLE 
COUNTRY IMPLEMEN- STANDARD RATE LIST OF EXEMPTIONS ZERO-RATINGS REDUCED RA TE: LIST OF LUXURY-RATED: LIST OF 

TATION RATE STRUCTURE ITEMS ITEMS 

Spam Jan 1986 6, 12. 33 Most banking activities, Expoiu & . Basic nccessi1ies 
related services, Jnsunnce 
Cer11in consuhlng services It. 
1ransai:tions rela1ing IO industrial 
pcoperty 

Sweden I Jan 1969 25 Hea~ ~&~I ca ~ial Dail "'lews~pen Food, hoicl & restaurant 

:;:~ 2! 
_ ' · medicines, services & public tnnspon 

I 
... 

fuel v 
Banking Mmutci.-1 .... • 
lnsuran ~ -
..-~'"" I • 
Concert~ s • 
Cinema~ea I & 1 rV~il I 

ii 
t Nationalz t&'dio • services . ~ = 

Taiwan • Apr 1986 5 n ~ I 1,5 % 1Mual sales volumes 
~ I 

_. 
~ foreign countries between Bah! 600,000 and > = ~ I Inn 11111 tnnsportation: Bahl 1,200,000 

""d 
~ 

~ gp :a 

~ -~ 
govenunentagencies 

~ or sta ~ enterprises 
Sales IO lhe U. N, consulate 
genenls & embassies 
Sales between bonded 
warehouses & expor1 
processing z.ones . 

Trinidad Jan 1990 15 Insurance 
Cauin banking services 
Sloek brokerage 
Education 
Medical & dental services 

Tobago Jan 1990 15 Insurance 
Certain banking services 
Sloek brokerage 
Education 
Medic:al & dental services 
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YEAR OF SINGLE RA TE: MULTIPLE 
COUNTRY IMPl.EMEN· STANDARD RATE LIST OF EXEMPTIONS ZERO-RA TINGS REDUCED RA TE: LIST OF LUXURY-RATED: Ll!>"T OF 

Turkey • 

United 
Kingdom 

Uruguay 

Sources: 

Notes: 

TATION RATE STRUCrURE ITEMS ITEMS 

Jan 1985 I. 12, 20 Banlcin~ insC:L 
I -

lnsuran~pos~i I 
.., 
.B: 

~ 

' Apr 1973 15 Banlcin~ JI ~ essilies: foods, books 

Ceruin ~~pert:.;an .. ' ns c:uucauor ~·j! ~VIie consumption 

& heal*i · Of' domestic charity 

~ ~ 
Fi ~ii ·'s clothing 

I ~ ie l Ices of social nature 

Jan 1968 I. 5, 21 BroadZ~ges ~~a~I i ~ ' ucu, real eSllle, Necessities 

and lnlda. • lo sales and E ~ . ~ F,ltunl machinery. food such as fish and meal 
services r derfdd -.~ Medicines ..... 1 

, oil, millc '. 

> ~ lll I 
s, books , 1n1CRs1 on lnteresu of loans granted to 

~ • siu , lnnsportation of individuals 
"'ti So 

~1 ~ Hotels activities 

~ 
- reil dia1e leases and banking 

~ 
services 

VAT Monilor • 1993; Coopers&. Lybr'and, International Tax Summaries - 1993; Deloille &. Touche lntemational, International Tax and Business Guide, various issues; International Monetary Fund, VAT.· 
AdminufTative and Policy Issues, October 1991; Uni! foe Fiscal Analysis. Dep111men1 of Finance. 

Races shown in bold type represent the 11andard nces. 
I Countries that have changed from multiple races to a single nte. 
• Countries that have changed from single nee to nwlliple nces. 

' 
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