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IMF/RMTF Webinar Series on the VAT

The IMF and the RMTF will host a series of virtual events on the VAT in the coming
months. The series, comprising four webinars covering different aspects of the
VAT, will be short, each running for up to two hours, and targeted at strategic-
level VAT issues. The webinars will mainly entail an arganized discussion among
small panels, leading to an exchange of views and Q&A
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Overview BACKTOTOP &

It Is time to refocus tax discussions on the fiscal contribution of the VAT. The
workhorse of budgets in many countries has been the VAT for decades, and this
will continue to be the case in the foreseeable future. However, in many countries,
the VAT remains a source of controversy related to VAT policy design and
legislation, difficulties in properly managing VAT compliance, and the overall
distributional concerns. Key issues to be addressed in the webinars are: what have
we learned in the last 20 years; the role of VAT in the post-COVID-19 recovery;
squity, efficiency, and administrative complexity; and VAT compliance and
administration.

Overview

= Recent VAT trends
» Rates, bases, e-commerce
» Response to pandemic, inflation

= VAT for development

» VAT as critical factor for revenue
mobilization — and state building

= VAT agendafor Asian countries
» Improving core design of VAT
» Exploit benefits from digitalization
» Emerging/specificissues



Recent VAT trends




VAT Revenue Trends
(% of GDP)

VAT Revenue in Asia has been gradually increasing until the Pandemic,
but is lower than elsewhere in the world
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VAT Revenue by Income Group
(% of GDP)

VAT Revenue is comparatively low in advanced and emerging Asia;
in LICs revenue had increased significantly before the Pandemic

Global VAT revenue as % of GDP Asia VAT revenueas % of GDP
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Standard VAT Rates
(%)

VAT rates are comparatively low in Asia,
most notably in advanced Asia

Global median VAT rate Median VAT rate- Asian countries
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VAT C-efficiency

VAT C-efficiency is comparatively high in Asia,
with remarkable progress in Asian LICs during past decades

Vat C-Efficiency Global by income Vat C-Efficiency-APD Countries by
group income
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Actual VAT Revenue

VAT C — Cl =
ef fictency Standard VAT Rate x Consumption




Recent VAT issues

= Pandemicresponse

» Multiple policy measures:
exemptions, temporary rate cuts,
targeted relief for small firms

» (Administrative measures:
accelerate refunds, defer VAT
payment)

= Cost-of-living crisis

» (Temporary) VAT cuts or
exemptions
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VAT Response during Pandemic
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VAT for
development




Low Tax/GDP ratios in several Asian countries
are holding up growth

= Recall ‘tipping point’at 15% = Several countries still below this
tipping point

» Gaspar et al. find that lower levels » Mostly LIC, yet also EMs

systematically hamper growth

prospects
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COVID-19: increased already sizeable
financing needs to achieve SDGs

Pre-COVID assessment of additional spending needed in 2030 to achieve high Additional spending needs pre-and
outcomes in selected sectors of SDGs (% GDP)
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Tax effort in most Asian countries is
considerably below tax capacity
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VAT is essential to achieve ambitions

= VAT effectiveness (money machine)

» Approximately 20-25% of total
revenue in Asia — which is lower than
elsewhere but rising

= VAT efficiency

» VAT appears less distortive to
economic growth — especially if base
IS broad (see recent IMF paper)

= VAT equity

» Compromising VAT systemto pursue
equity is ill-advised

VAT as ashare of Total Revenuein Asian
countries
0.3

0.25
0.2
0.15 ———

0.05

0

O NIA O X LD OO A DO O N IAT W X D o0 A W90
O O " O QO O O O O O NN AV N N AXNT NN NN
PR PP PR PP PP PR R R PP PR P P P QP

= Advanced Emerging ==Low Income

13


https://www.imf.org/en/Publications/WP/Issues/2019/05/07/The-Value-Added-Tax-and-Growth-Design-Matters-46836

VAT agenda for
Asia




Policy priorities

= VAT rates

» Scope for higher rates as part of medium-
term revenue strategy, see e.g. Japan — |
Indonesia — Singapore 7

VAT rates are comparatively low in Asia (6%),
most notably in advanced Asia

Global median VAT rate

Median VAT rate- APD countries

| N
» Several Asian countries have withstood ; R N
pressures to introduce multiple VAT rates _ __
= VAT bases

» Exemption creep still looming, which
creates distortions and compliance risks

» Spending policies and PIT (much) more
efficient to address equity concerns (as e.qg.
Singapore has done)
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VAT Thresholds

Thresholds differ between advanced and emerging/LIC Asia;
variation between individual countries is large

VAT threshold as % of GDP per capita in 2020

VAT Registration Threshold as a % of GDP Per Capita for APD
Countries 81

30
30

25
25

20
20 1
15 1
’ I | I

& QJ

[ |
5 \/\ \{(}éﬁ\&’b Q'b Q)Q\\ b\fbe,%\tb \'\} P b

[é;]

o

(&)]

o

& » &
> 2 o E N ARSI eQ & \0@ SRR
MNP L O \05‘0\\{-.\ocbéfbo,bero.’bo@\«Oo.\
0 ® Qc}'bo,g\ @Q& S + (on RS g\/@ \Y\O (\‘\Q %%‘&q %&\VQ ENPN AR
2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 i \{\\6\ v ¢ rbee‘ Q A\*\o
X > N
Advanced Emerging ===Low Income o Q’DQ Q}(\Q
’a

16



VAT and e-commerce - scope for raising revenue
(more about this in session on Administration)

Asian countries could significantly expand VAT revenue by effectively
S A taxing imported digital services (0.05 - 0.17% GDP)

Asia-Pacific and Fiscal Affairs Departments

Expanding VAT regimes can contribute directly to revenue collection ...
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Specific VAT issues

= Sectoral issues

» Agriculture — special treatment beyond VAT threshold?
» Construction — pre-tax on sale of new residences

= VAT across borders
» Structure decentralized VAT in federations — taxing trade between states

» Coordination of policies between countries — e.g. to address tax competition in
tourism between Island states
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Thank You!

IMF VAT Webinar Series



https://www.imf.org/en/News/Seminars/Conferences/2020/09/01/imf-rmtf-webinar-series-on-the-vat

