
                 
     In Septem

ber 2000, the revised tax 
revenue figure projected for 2000/2001 
w

as M
K

18.2 billion. In D
ecem

ber 2000, 
this figure w

as revised and increased to 
M

K
 19.8 billion. This revision assum

ed 
a depreciation of the K

w
acha against the   

U
S D

ollar of a 21%
 and a resultant i

m
-

port quantum
 of 2.52%

. It also took into 
account the expected petrol price i

n-
crease. Follow

ing the International 
M

onetary Fund M
ission in M

arch 2001, 
the tax revenue figure w

as adjusted 
slightly dow

nw
ards to M

K
 19.7 billion 

and then re-adjusted dow
nw

ards in M
ay 

2001 to M
K

 19.45 billion as the true 
effects of the changes in oil price and 
exchange rate m

ovem
ent w

ere realised.  
The average m

onthly collection for 
the 3

rd and 4
th quarters of 2000/2001 w

as 
M

K
 1.76 billion. The 2000/2001 ou

t-
turn, how

ever, put overall annual collec-
tions at M

K
 19.852 billion, M

K
 366 

m
illion above the M

ay 2001 target. This 
w

as, am
ong other factors, due to an i

n-

crease in collection effort by M
alaw

i R
evenue A

uthority.  
G

overnm
ent funded M

R
A

 an additional sum
 of M

K
 20 

m
illion to assist w

ith tax enforcem
ent. In addition, tobacco 

prices w
ere relatively favourable in the 2000/2001 fiscal 

year than in the 1999/2000 fiscal year. 
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Tax B
uoyancy 

A
ny tax system

 should be adequately stable and 
buoyant in order to enable a country to m

eet its i
n-

creasing financial com
m

itm
ents as its gross dom

estic 
product (G

D
P) grow

s. If the tax revenue of a country 
is stable and buoyant, there is a high probability that 
its public expenditure needs w

ill be adequately m
et 

over tim
e. 

 W
e define tax buoyancy and tax

 elasticity as the 
indicators w

hich are used to estim
ate the change in 

tax revenue w
ith change in G

D
P. These provide good 

revenue perform
ance indicators because it is easy to 

tell how
 w

ell a country is doing based on m
ovem

ents 
in G

D
P. If G

D
P is grow

ing m
or

e than tax revenues 
then it could be one policy indicator that the tax 
structure needs reform

. 
 Tax buoyancy is the ratio of the percentage 

change in tax revenue, including changes in tax co
l-

lection due to changes in the tax base or tax rates or 
both, to the percentage change in G

D
P. To calculate 

the tax buoyancy, 
ex-post percentage changes in     

tax     
revenue are used. 

So, if          
Tax revenue in year i 

                
G

D
P in year i      

                
                               (continued on page 2) 
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P
1  is the value added at the farm

er level = W
L+

rK
;    w

here W
=w

age rate; L=Labour 
hours; r=cost of capital and K

=capital used; 
     
Suppose that the price of flour sold by the m

iller is P
2  and the price of bread sold by 

the baker is P
3 ;  then 

V
alue added at the level of farm

er = P
1  

V
alue added at the level of m

iller = P
2  – P

1  
V

alue added at the level of the baker = P
3  – P

2  
C

onsequently total value added  = P
3  

 A
rriving at the tax base using the crediting m

ethod gives the follow
ing; 

 
Farm

er pays = TP
1  

M
iller pays = TP

2  - TP
1  

 B
aker pays = TP

3  – TP
2  

Total Tax Paid = TP
3  

 Therefore, the advantage of V
A

T is that it elim
inates the cascading effect by rem

o
v-

ing out all input taxes paid during each transaction – no double taxation.  This m
eans 

that the tax is effective at the last price or last point.   
 If w

heat per loaf of bread w
as M

K
 18 and vale added at each stage of production 

w
as M

K
 4 and w

e assum
e a 20

%
 surtax is im

posed at each stage of production then 
tax liability w

ould be calculated as follow
s: 

(a)
M

iller = (20%
)(M

K
 18) = M

K
 3.6 

(b)
B

aker = (20%
)(M

K
 22 + M

K
 3.6 - M

K
 3.6) = M

K
 4.4 

(c)
R

etailer = (20%
)(M

K
 26 + M

K
 4.4 - M

K
 4.4) = M

K
 5.2 

Final price = K
18 + M

K
 5.2 = K

 23.2 

     In the last issue, w
e w

rote on the principles 
of V

alue A
dded Tax (V

A
T) and its characteri

s-
tics.  V

A
T is an indirect tax collected at various 

stages of production or distribution based on the 
value added at each stage.  V

alue added is a proc-
ess by a producer (m

anufacturer, distributor, etc.) 
that adds value to the raw

 m
aterials or purchases 

that he/she is using to m
a

ke a good or a service 
before the new

 or im
proved good or service is 

sold.  
        In this issue, w

e illustrate how
 V

A
T is calcu-

lated  by giving an exam
ple of a bread m

anufa
c-

turer. 
             First:  A

lthough in M
alaw

i w
e have Su

r-
tax, in all its characteristics and intent, it operates 
like a V

A
T system

. A
n invoice or credit m

ethod 
for com

puting surtax or (value added tax) is used.  
In this m

ethod, the output is taxed and a credit is 
given for the taxes paid on inputs.  If t1  is the rate 
of tax on output and 

t2   is the rate on input and 
tax liability is given by T,   then; 

 
T = t1 *output- t2 *input 

  
Firm 1                       Firm 2                     Firm 3 
              P

1                  P
2                  P

3         
   

 U
nderstanding the V

alue A
dded Tax (V

A
T) 

Phone: (265)-789-355 
Fax: (265)-789-173 

Em
ail: finance@m

alawi.gov.m
w 

Visit our web site at: http://www.finance.
m

alawi.gov.m
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January

February
M

arch
A

pril
M

ay

Total R
evenue

2255.14
1609.31

1509.79
2001.39

1925.81

Total Tax R
evenue

2131.38
1499.51

1392.29
1854.60

1732.84

       P
A

Y
E

366.77
283.65

304.32
302.73

354.10

       A
ssessm

ents
55.36

52.85
90.75

109.76
110.40

       P
rovisional

473.93
113.93

114.72
451.90

51.38

      W
ithholding

164.66
121.72

94.24
107.87

203.44

       Im
port D

uty
189.11

201.76
154.37

221.93
216.56

       M
iscellaneous                                                                      

110.29
30.90

92.75
2.53

87.10

       Im
port S

urtax
284.65

305.89
144.84

250.88
336.26

        Local S
urtax

209.98
210.08

180.66
226.73

193.02

       E
xcise D

uty
241.21

210.69
246.80

132.42
204.94

       O
ther Taxes

75.42
8.04

8.84
87.86

15.65

Tax R
efunds

-40.00
-40.00

-40.00
-40.00

-40.00

N
on tax revenue

123.75
109.80

117.50
146.79

192.97

 
Farm
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M
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B
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C
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T
he O

xford advanced English learners’ di
c-

tionary defines evasion as the act of avoiding 
som

ething that is legally or m
orally required.  

Tax evasion can therefore be loosely defined as 
illegal and deliberate failure to pay tax. B

ut 
w

hy is tax evasion a problem
? 

For the sake of argum
ent, assum

e the
re is 

100 m
illion kw

acha of incom
e tax evasion in 

M
alaw

i. W
hy is this a problem

? The answ
er 

m
ay appear obvious and one could argue that if 

evasion w
ere to vanish then the central govern-

m
ent budget deficit w

ould be 100 m
illion kw

a-
cha low

er than w
ould otherw

ise be the case. 
A

lternatively, governm
ent could spend an extra 

100 m
illion kw

acha m
ore to finance es

sential 
services such as health care, education and i

n-
frastructure.   

These, how
ever, are not satisfactory a

n-
sw

ers to the question. R
educing the gover

n-
m

ent deficit or expanding existing governm
ent 

program
s can be financed in a num

ber of other 
w

ays such as raising tax rates, broa
dening the 

tax base, or introducing a new
 tax. The real 

question is w
hether curbing evasion is superior 

to alternative m
ethods o

f achieving our fiscal 
objectives. 

C
onsider the follow

ing hypothetical exam
ple. If all 

eligible taxpayers underestim
ate their tax liability 

by say, 20 percent, then the governm
ent could  sim

-
ply raise the tax rate by the sam

e m
argin to realise 

the desired revenue. In this case, spending m
oney 

on tax enforcem
ent could 

be a w
aste of resources. 

The problem
, how

ever, is that not everyone evades 
taxes and, indeed, those w

ho do evade do not evade 
by the sam

e proportionate am
ounts.  Furtherm

ore, 
different people have different m

otives for evading 
taxes w

hich include personal characteristics such as 
one’s attitude tow

ards governm
ent, one’s w

illin
g-

ness to gam
ble, etc. Secondly, others evade taxes 

because of opportunities and potential rew
ards for 

evasion. Therefore, as long as these differences o
c-

cur, then evasion creates serious inequalities and 
inefficiencies in the econom

y. For exam
ple, evasion 

creates horizontal inequi
ty because people w

ith 
equal abilities to pay result in paying different 
am

ounts. M
oreover, if the rich can evade taxes m

ore 
easily than the poor, then evasion could defeat the 
vertical equity principle of progressivity. It is clear 
that w

idespread evasion
 endangers the fairness of 

the tax burden and has substantial econom
ic cost.  

Therefore, it is the duty and responsibility of al
l 

citizens to pay taxes for fairness sake besides co
n-

tributing the taxes for the nation’s needs. 

The Evils of Tax Evasion 
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