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Abstract

This paper evaluates the political economy and structural factors explaining the

collection efficiency of the Value Added Tax (VAT), where the collection efficiency is

determined by the probability of audit and by the penalty on underpaying, and

implementation lags imply that the present policy maker determines the efficiency of

the tax system next period. Theory suggests that the collection efficiency is affected by

political economy considerations – greater polarization and political instability would

reduce the efficiency of the tax collection, and collection is impacted by structural

factors affecting the ease of tax evasion (such as urbanization, agriculture share,

openness). We evaluate the VAT collection efficiency (VAT revenue over the aggregate

consumption divided by the standard VAT rate) in a panel of 44 countries over 1970–99.

A one standard deviation increase in durability of political regime, and in the ease and
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fluidity of political participation, increases the VAT collection efficiency by 3.1% and

3.6%, respectively. A one standard deviation increase in urbanization, trade openness

and the share of agriculture, changes the VAT collection efficiency by 12.7%, 3.9% and

−4.8%, respectively. Qualitatively identical results apply for the ratio of VAT revenue to

GDP divided by the standard VAT.
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Notes

1. The greater de-facto financial integration may be either the outcome of policy choice

(de-jure financial integration), or a by product of greater trade openness, forcing

greater de-facto financial openness (see Prasad et al. 2003; Aizenman 2004; Aizenman

and Noy 2005). See Gordon and Li (2005) and Jinjarak (2005) for tax collection

challenges facing developing countries.

2. See Gordon and Nielsen (1997) for an assessment of the gains associated with the

switch to the VAT.

3. See Ebrill et. al. (2001) for a detailed discussion of these two measures of VAT

collection efficiency. They point out that the appropriate benchmark for the VAT should
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be total consumption (being the ideal VAT base, exempting investment), and not GDP.

In addition, GDP may be subject to greater measurement error than consumption.

4. It is easy to verify that . Hence, λ is negligible when  is small. Note that audit risk is

idiosyncratic, and may be diversified away by distributing it across agents. The risk

adjustment would be zero in the presence of such insurance. Our analysis can be

extended to the case where the risk adjustment factor is positive, without affecting the

main results.

5. As in Cuikerman et al. (1992), since the tax capacity is set one period in advance,

and is reset each period, the infinite horizon equilibrium is characterized by looking one

period ahead. The symmetry of the specification implies that the policy maker at time t

is setting the tax capacity for the next period, θ, by maximizing . The term , is the

discounted expected utility of the policy maker next period, recognizing that the

equilibrium private consumption does not depend on the identity of the regime, and

that the policy maker is reappointed (losing power) with probability 1 − π (π), enjoying

utility from fiscal consumption of X(θ), respectively. The second term, −θ, is the present

resource cost of the fiscal investment in future tax capacity, reducing the present fiscal

consumption enjoyed by the decision maker.

6. France was the first to implement a VAT, in 1948. Cape Verde recently implemented

a VAT in 2004. Due to data limitations, these two countries were excluded from the

sample.

7. See Fisman and Wei (2004) for empirical evidence on the enforcement problem

dealing with tax evasion and imports.

https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.3386%252Fw10496&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1257%252F000282802320191714&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.3386%252Fw11267&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1257%252F0002828041301434&type=Scholix


The Modern VAT

Source: Unknown Repository

Tax evasion in an open economy:

Source: Journal of Public Economics

Tax Rates and Tax Evasion: Evidence from “Missing Imports” in China

Source: Journal of Political Economy

Tax structures in developing countries: Many puzzles and a possible explanation

Related research 

Recommended articles Cited by 

69

People also read

https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.5089%252F9781589060265.071&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1016%252Fs0047-2727%252897%252900044-3&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1086%252F381476&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1016%252Fj.jpubeco.2009.04.001&type=Scholix
https://www.tandfonline.com/action/clickThrough?id=112959&url=https%3A%2F%2Fwww.tandfonline.com%2Fjournals%2Foass20%2Fabout-this-journal%23aims-and-scope&loc=%2Fdoi%2Fabs%2F10.1080%2F09638190802137059&pubId=40752136&placeholderId=101378&productId=107104


Information for

Authors

R&D professionals

Editors

Librarians

Societies

Open access

Overview

Open journals

Open Select

Dove Medical Press

F1000Research

Opportunities

Reprints and e-prints

Advertising solutions

Accelerated publication

Corporate access solutions

Help and information

Help and contact

Newsroom

All journals

Books

 Sign me up

 

 

Keep up to date

Register to receive personalised research and resources

by email

Copyright © 2025 Informa UK Limited Privacy policy Cookies Terms & conditions

Accessibility

Registered in England & Wales No. 01072954 

5 Howick Place | London | SW1P 1WG

Taylor and

Francis Group

https://authorservices.taylorandfrancis.com/
https://taylorandfrancis.com/who-we-serve/industry-government/business/
https://editorresources.taylorandfrancis.com/
https://www.tandfonline.com/page/librarians
https://www.tandfonline.com/societies
https://www.tandfonline.com/openaccess
https://www.tandfonline.com/openaccess/openjournals
https://www.tandfonline.com/openaccess/openselect
https://www.tandfonline.com/openaccess/dove
https://www.tandfonline.com/openaccess/f1000
https://taylorandfrancis.com/who-we-serve/industry-government/marketing/
https://taylorandfrancis.com/partnership/commercial/advertising-solutions/
https://taylorandfrancis.com/partnership/commercial/accelerated-publication/
https://taylorandfrancis.com/who-we-serve/industry-government/business/purchasing-options/
https://help.tandfonline.com/
https://newsroom.taylorandfrancisgroup.com/
https://www.tandfonline.com/journals?&pageSize=3000
https://www.routledge.com/
https://taylorandfrancis.formstack.com/forms/tfoguest_signup
http://facebook.com/TaylorandFrancisGroup
https://twitter.com/tandfonline
http://linkedin.com/company/taylor-&-francis-group
https://www.youtube.com/user/TaylorandFrancis
http://www.weibo.com/tandfchina
https://bsky.app/profile/tandfresearch.bsky.social
https://www.informa.com/
https://informa.com/privacy-policy/
https://privacy.informa.com/trackers/en/
https://www.tandfonline.com/terms-and-conditions
https://www.tandfonline.com/accessibility
http://taylorandfrancis.com/

