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Abstract 

The mandate for developing countries to find ways of improving their tax systems and 
improve their internal sources of revenue to meet SDGs by International Monetary Fund and 
World Bank led to an assessment on the extent to which reduction in standard VAT rate is 

effective towards the improvement of Domestic Revenue Mobilization in Zimbabwe. After 
the researcher had known that the Zimbabwe debt has been extremely increasing since the 

new dispensation and yet the government is reducing the standard rate of VAT which is the 
main source of domestic revenue, the researcher therefore seeks to analyse the effect of 
standard VAT rate reduction on tax revenue, assess the effectiveness of reduced standard 

VAT rate on improving DRM as well as exploring ways of improving DRM with the aim to 
find out whether the reduction of standard VAT rate could improve DRM through increased 

VAT revenues. The Case study of PAM Golding Properties was used using both qualitative 
and quantitative approaches. Purposive sampling method was used to select 9 people who are 
directly involved in purchasing, sale and calculation of VAT to answer questionnaires, 

interviews and provide company documents for inspection. The responses of similar nature 
were grouped and analysed through the use of excel and the data was presented in the form of  

graphs, charts and tables. The data obtained from company documents were analysed in the 
form of equations and interview responses in the essay form. The findings from all questions 
were compared for validity and reliability purposes and the researcher concluded that 

standard VAT rate reduction is not effective towards the improvement of DRM to a greater 
extent. Therefore, the government should increase standard vat rates in order to increase 

revenue and reduce the VAT threshold to attract more SMEs to register for VAT and this 
study will lure future research to do the same study in other industries, economic sectors and 
regions. 

Key terms: Value Added Tax, Domestic Revenue Mobilization, Tax revenue, Sustainable 
Development Goals  
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1.0 Introduction and Background of the Study 

Most developing countries’ domestic revenue comes from taxes, and VAT (Value Added 
Tax) is the major tax for generating revenue and financing the budgets in most African 
countries including Zimbabwe. Therefore, this study seeks to assess the extent to which VAT 

rate reduction is effective towards improvement of domestic revenue mobilization in 
Zimbabwe, the case of PAM Golding Properties.  

The Sustainable Development Goals (SDGs) were created in 2012 at the United 
Nations Conference on Sustainable Development in Rio de Janeiro, Brazil, with the intention 
of establishing a set of global goals connected to the environmental, political, and economic 

difficulties that the entire world faces. Since then, all nations across the globe haven’t been at 
rest trying to figure out best ways to finance these goals. According to Calderón and Zeufack 

(2020), Since 2013, the number of nations in debt distress or at high risk has nearly doubled. 
This has made the International Monetary Fund's (IMF) Managing Director, Christine 
Lagarde, to state that "domestic revenue mobilization (DRM) is an imperative for those 

countries wanting to fulfil the new sustainable development goals"(Coplin and Nwafor 
,2019). Therefore, the issue of debt management is a prerogative in enhancing financial 

sustainability among companies in Africa and the rest of third world countries. 
Many countries have been recently altering their vat systems in order to collect more 

revenue thereby improve domestic revenue mobilization. Ireland has reduced VAT standard 

rate in 2015 from 23% to 22% in order to boost consumer spending when tax cuts are 
affordable (O’Connor et al.2014). It was believed that because the prices were relatively 

cheap, many customers would purchase commodities, hence increasing the tax basket at the 
end of the day when both the rich and the poor had purchased. 

According to the 2019 work report written by Dezan Shira and Associates, In Asia, 

China's standard value-added tax (VAT) rates were dropped as part of an RMB 2 trillion 
(US$298.3 billion) cost-cutting package, as the government sought to lower company costs. 

The 16 percent standard VAT rate in the manufacturing sector has been decreased to 13 
percent, and the ten percent rate in construction and transportation has been reduced to nine 
percent, beginning April 1, 2019. Lowering of business costs will reduce the rate of tax non-

compliance which results in more revenue collection in the long run. 
In general, consumption taxes are a cost-effective technique of raising revenue. To reduce 

economic distortions, only one standard rate should be applied to all final consumption, with 
as few exceptions as feasible. EU countries, on the other hand, levy lower rates and exempt 
certain goods and services from VAT (Cnossen, 2022).These exemptions results in the 

favourable conditions of doing business among EU countries. 
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VAT Rates in European Union Member States and the United Kingdom, as of January 

2021 

Country 
Super-reduced 

VAT Rate (%) 

Reduced VAT 

Rate (%) 

Parking VAT 

Rate (%) 

Standard VAT 

Rate (%) 

Austria (AT) – 10 / 13 13 20 

Belgium (BE) – 6 / 12 12 21 

Bulgaria (BG) – 9 – 20 

Croatia (HR) – 5 / 13 – 25 

Cyprus (CY) – 5 / 9 – 19 

Czech Republic 
(CZ) – 10 / 15 – 21 

Denmark (DK) – – – 25 

Estonia (EE) – 9 – 20 

Finland (FI) – 10 / 14 – 24 

France (FR) 2.1 5.5 / 10 – 20 

Germany (DE) – 7 – 19 

Greece (GR) – 6 / 13 – 24 

Hungary (HU) – 5 / 18 – 27 

Ireland (IE)* 4.8 9 / 13.5 13.5 21 

Italy (IT) 4 5 / 10 – 22 

Latvia (LV) –  5 / 12 – 21 

Lithuania (LT) – 5 / 9 – 21 

Luxembourg 

(LU) 3 8 14 17 

Malta (MT) – 5 / 7 – 18 

Netherlands (NL) – 9 – 21 

Poland (PL) – 5 / 8 – 23 

Portugal (PT) – 6 / 13 13 23 

Romania (RO) – 5 / 9 – 19 

Slovakia (SK) – 10 – 20 

Slovenia (SI) – 5 / 9.5 – 22 

Spain (ES) 4 10 – 21 

Sweden (SE) – 6 / 12 – 25 

United Kingdom 

(GB) – 5 – 20 

 

Source: European Commission 

Due to COVID-19, Ireland temporarily reduced its regular VAT rate from 23 percent to 21 
percent. The normal rate reverts to 23 percent on or after March 1, 2021 (Dziemianowicz and 

Budlewska, 2022) and from July 1 through December 31 2020, Germany's standard VAT rate 
was also decreased from 19 percent to 16 percent, and its reduced VAT rate was reduced 

from 7 percent to 5 percent (Montag et al.2020).The reduction in the VAT rate reduces the 
much-needed revenue to the government although it creates a conducive business 
environment for businesses in the country. 
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In Africa VAT is the most powerful source of tax revenue and it is now in place in 
more than 160 countries, including most of Sub-Saharan Africa (IMF, 2021) 

 

Figure 2: VAT revenues (% of GDP) by region.  Source: UNU-WIDER (2021) 
 

Figure 2 shows average VAT revenues in percent of GDP by world regions from 1980 to 
2020, based on the UNU-WIDER Government Revenue Dataset (2021). The graph depicts 
how VAT has become more essential in all regions over the last 20 years, with Sub-Saharan 

Africa having the lowest VAT collection in terms of percent of GDP (Fjeldstad et al.2021). 
This indicates that when the amount of consumption and VAT rates are taken into 

consideration, Sub-Saharan African countries collect less VAT income than they could (IMF, 
2021). As a result, VAT in the region is considerably underperforming in terms of revenue 
generation. The VAT rate in South Africa was increased from 14 percent to 15 percent on 1 

April 2018, after remaining stable for 15 years, in an attempt to enhance tax revenue 
collection (since 1993). The rise in the VAT rate resulted in a 4.2 percent increase in 2018/19 

and a 5.8 percent increase in 2019/2020 in VAT payments (Schoeman et al.2021). The sharp 
rise in VAT increased the revenue base for South Africa although it had a negative effect on 
the profitability of firms. 

In Zimbabwe, VAT replaced the sales tax system in 2004 with the goal of reducing 
flagrant abuse of sales tax numbers by registered firms and raising more revenue for the 
government. (Madzivanyika, 2017). In an era when all nations are advocating for d omestic 

revenue mobilization in order to reduce over-reliance on aid and borrowings while 
encouraging revenue generation from within the country, Zimbabwe has just reduced the 

standard VAT rate with effect from January 1, 2020, despite the fact that the debt has 
increased in 2019 as shown on the fig 3 below. 
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Figure 3 
Government Debt to GDP in Zimbabwe 

 
Government Debt to GDP in Zimbabwe increased to 77.20 percent in 2019 from 66.20 
percent in 2018.  

Source: Reserve Bank of Zimbabwe 

 
According to Ndlovu (2021), the International Monetary Fund stated that Zimbabwe must 

restructure its external debt of more than $10 billion before receiving any new credit lines 
from the institution, and that it is no longer able to provide financial support to Zimbabwe 
due to unsustainable debt levels and official external arrears. According to the International 

Monetary Fund, Zimbabwe's government debt was 86 percent of GDP in 2020. This is why 
the goal of this research is to examine how much a drop in the VAT rate will increase 

revenue collections and improve domestic revenue mobilization.  
Furthermore, tax reductions have increased the tax burden of regular taxpayers, 

particularly in areas such as construction and real estate, which is why this study is based on 

the case of Pam Golding Properties, Zimbabwe's largest real estate company. It is also one of 
the most popular in Zimbabwe with high sales, and when sales are high, vat to be paid to 

ZIMRA is likely to be high as well. 
 

1.1 Problem Statement 

Many nations around the world, particularly developing countries, are expected and 
encouraged to focus on domestic revenue mobilization in order to reduce reliance on aid and 
borrowings while generating more revenue from taxes and other internal sources of revenue 

to finance national expenditures and development. Zimbabwe is one of the countries with a 
large number of borrowings, and special effort should be made to generate its own income 

from within the country, preferably in the form of VAT, Zimbabwe's main source of tax 
revenue. However, while neighbouring nations such as South Africa raise standard VAT rates 
in order to maximize revenue, Zimbabwe has decreased VAT from 15% to 14.5%, which has 

become a source of contention. As a result, the purpose of this study is to determine whether 
the country will be able to produce more income from vat by assessing the extent to which 

standard vat rate decrease could effectively boost domestic revenue mobilization in 
Zimbabwe, using the case of PAM Golding Properties. The case of PAM Golding Properties 
was used since it is the one of the source of VAT revenue close to the researcher and it has 

not been used as a case study for a long time. 
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1.2 Research Objectives 

1. To analyse the effects of a standard vat reduction from 15% to 14.5% on the total amount 

of revenue collected. 
2. To assess the effectiveness of standard vat rate reduction towards the improvement of 

domestic revenue mobilization 
3. To explore other ways of improving domestic revenue mobilization in Zimbabwe. 
 

1.3 Research Proposition 

Standard VAT rate affects Domestic Revenue Mobilization. Therefore, decrease in standard 

VAT rate increases domestic revenue mobilization. 

2.0 Review of Related Literature 

2.1 Introduction 

This chapter critically analyses and summarizes previous research on standard vat rate, 
reduction and domestic revenue mobilization. It highlights gaps in previous research as well 
as bringing knowledge and ideas (theories) from other researchers into debate on the topic 

addressed in this study. This chapter also contains the conceptual framework, which displays 
the study's variables. 

2.2 Value Added Tax in Zimbabwe 

2.2.1 The impact of replacing sales tax with VAT in Zimbabwe 

Prior to the introduction of VAT, the country had a single-stage sales tax in place since 1976, 
which was imposed on all goods sold locally, including services, at a rate of 15%, with a 25% 

rate for motor vehicles and a 10% rate for specified commercial vehicles and electricity 
supply (Madzivanyika, 2017).  Madzivanyika (2017) add on to say, all auto dealers, 

auctioneers, and financial agents, as well as service traders with a turnover of over 
US$5000.00 (ZW$500, 000.00) and goods traders with a turnover of US$25,000.00 (Z$2.5 
million), were required to register. Traders with a net worth of less than ZW$2.5 million but 

more than US$2,500.00 (ZW$ 250, 000.00) were eligible for voluntary registration. By the 
year 2000, preparations for the VAT, which had been scheduled for the year 2000, had 

already begun (Khuzwayo, 2019). 
According to Bonga (2017), In 2004, VAT was introduced to replace the sales tax 

system. The major motivations for the establishment of VAT in Zimbabwe were to prevent 

registered operators from abusing sales tax numbers and to increase government revenue 
(Madzivanyika, 2017). Many anomalies were being noted in the way in which operators were 

remitting tax to the government, hence the introduction of VAT. 
According to Tax Policy Centre Briefing (TPCB), retail sales taxes have a number of 

enforcement issues. Most importantly, there is no cross-reporting; the government has no 

record of the transaction, and the store in charge of submitting the tax check to the 
government is aware of this. As a result, rates of compliance may be poor. Retail sales tax 

rates of 10% or above aren't enforced in most nations because customers have a larger motive 
to evade the tax and businesses have a greater motivation to keep the revenue. Not 
surprisingly, all state sales taxes are less than 10%. 

In the case of a sales tax, the merchant can't always discern whether the customer is a 
consumer who should pay the tax or a business who shouldn't and has no motivation to find 

out (Gale, 2020). Tax evasion occurs when a retailer does not charge a sales tax on consumer 
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purchases. If a merchant imposes a tax on business purchases, the tax "cascades," increasing 
in value as manufacturing progresses, raising and distorting pricing. The VAT prevents 
cascading by offering a credit for taxes paid (TPCB). 

2.2.2 The structure of VAT and its computation according to ZIMRA 

Value Added Tax (VAT) is a consumption tax levied on the supply of taxable goods and 
services. A taxable supply is one that is made in the course or promotion of a taxable activity. 

A taxable activity is defined as any continuous or regular activity in Zimbabwe that involves 
the supply of goods or services for consideration. It is imposed on transactions rather than 

directly on income or profit, and is also applies to goods and services imported. The 
Zimbabwe Revenue Authority (ZIMRA) announced a notification on 15 January 2020, 
reducing the VAT rate on standard rated goods from 15% to 14.5% with effect from 1 

January 2020. 
Application for VAT is done online via the ZIMRA e-services portal, and attach soft 

copies of needed documents to the application. Required documents for compulsory 
registration includes sales records, invoices or projections and certified copy of the current 
bank statement among others. ZIMRA will process the application and carry out visits to the 

premises of the applicant to verify the indications and attachments included in the 
application. When everything is in order, ZIMRA will be able to register successful 

applicants within 14 days. 
If an operator's income exceeds or is likely to surpass ZW$1 000 000 in a 12-month 

period, they must register for VAT. As a result, if an operator earns more than ZW$84 000 

each month or month, they must register. Even if the revenue is not expected to surpass the 
$1 million level, there is a mechanism for voluntary VAT registration. VAT registration is 

not necessary for businesses that sell VAT-exempt goods like basic food stuffs, financial 
services and electricity for domestic use. The registered operator is required to: -charge VAT, 
issue tax invoices within 30 days of supply and these invoices should have the features, 

which are outlined in the Act, emit the VAT to ZIMRA and submit a VAT return on or 
before the 25th day of the month following the month in which the VAT was collected, 

maintain a record of all transactions and use electronic fiscal registers that can be linked to 
ZIMRA. 

VAT liability is calculated in a straightforward manner and is settled at net value. 

When an operator pays for taxable supplies that include VAT, this is referred to as input 
VAT; as the name implies, this is VAT incurred during the procurement process. When the 
operator creates taxable supplies, he or she is required to charge VAT, which is known as 

output VAT. In order to calculate their liability to ZIMRA, the operator subtracts input VAT 
from output VAT. 

If the result happen to be positive, that amount should be paid to ZIMRA and where 
the result is negative, ZIMRA will refund this to the taxpayer. Where the refund is $600.00 or 
less, the amount is held in credit in the taxpayer’s account and will be refunded together with 

any future refunds when such cumulative refunds reach or exceed $600.00. Returns should be 
submitted online and payments should be made through the banks. 
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Below is a calculation of VAT example: 

An operator buys taxable supplies for $200 excluding VAT and goes on to sell them for 

$240 excluding VAT. Calculate VAT liability to be paid to the government? 

Answer: 

Input VAT = $200*14.5% = $29 

Output VAT = $240*14.5% = $34.8 

VAT liability = Output VAT – Input VAT 

Therefore, Vat liability = $34.8-$29 

                                     = $5.8 

The actual amount of VAT to be remitted to ZIMRA is $5.8                                   

2.2.3 Impact of a Lower VAT Rate on Real Estate tax Liability 

Value-added tax revenues account for a large portion of many countries' total tax revenues 
(Kisanga et al. 2021). According to Steel and Harris (2020), a lower VAT rate can boost 

demand by giving people more money to spend and incentivizing customers to make 
purchases sooner rather than later to take advantage of lower prices. A lower VAT rate can 

boost demand by giving people more money to spend and incentivizing customers to make 
purchases sooner rather than later to take advantage of lower prices. 

Enterprise sales revenue is not only the most important component of profits, but it 

also serves as the primary metric for calculating enterprise value-added tax. In China, the 
sales volume of value-added tax calculated by real estate enterprises is the total price and 

other expenses obtained by ordinary tax payers from selling their developed real estate 
projects minus the land price actually paid when transferring land after business tax was 
replaced with value-added tax (Liu et al.2021). The total selling price will be relatively lower 

as the value-added tax rate levied on the sale decreases, increasing demand and the number of 
sales. At the end of the day, as the number of sales rises, so does the number of vat payments, 

resulting in an increase in output VAT and VAT liability. 
Real estate development company costs primarily refer to the costs of real estate 

development products, as well as various expenses incurred by real estate development 

companies during the development process. It primarily includes land development costs, 
housing development costs, and supporting facility development costs from a financial 

standpoint. For transactions between real estate companies and upstream suppliers, there are 
two pricing methods: one is based on tax-exclusive costs, and the other is based on tax-
included costs. In the case of excluding tax cost pricing, the reduction of the value-added tax 

rate directly leads to a reduction in the deductible input tax of business procurement (Liu et 
al.2021), which results in a small proportion of input tax subtracted from the output tax, 

hence increase in Vat payable to the government (tax liability). 
However, because the tax calculation method for value-added tax is input deduction, 

real estate companies' value-added tax will generally decrease as the tax rate is adjusted. 

First, for new real estate projects, the tax must be calculated according to the new 
lower value-added tax rate at the time when the tax obligation arises, after the tax rate is 

adjusted; the output tax decreases as the value-added tax rate is reduced (Benzarti, 2020). 
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Second, real estate companies sign sales contracts that include both tax-free and taxed 
contracts. When a contract is priced without tax, the output is usually much greater than the 
input, lowering the enterprise's final value-added tax. When the VAT rate is reduced, the 

output and input both decrease (Fan and Zhu, 2019). (Liu et al.2021) pointed out that, the 
reduction of the input tax is greater; however, the output is often greater than the input, so the 

VAT payable is also lower than before the tax rate reduction. 
 

2.3 Domestic Revenue Mobilization 

Mullins et al.(2020) states that, developing countries need to finance the spending necessary 
for sustainable development, with domestic revenue mobilization critical to achieving that 
goal. Domestic Revenue Mobilization refers to the generation of government revenue from 

domestic resources, from tax sources (Coplin and Nwafor, 2019). According to the IMF, the 
average additional spending required to meet the Sustainable Development Goals in five key 

areas (education, health, roads, energy, and water) in Low-Income Nations (LIC) by 2030 is 
15.4 percent of GDP, and 4 percent of GDP in emerging market countries (EME). The IMF 
estimates that domestic taxes would have to contribute 5 percentage points of GDP to the 

required additional finance in the average LIC. Because the projections only cover five 
sectors, the actual sums are likely to be far higher if all SDGs are to be met (Mullins et 

al.2020). 
Many developing nations have tax-to-GDP ratios of less than 13%, which is believed 

to be the minimum tax-to-GDP ratio required to achieve a major acceleration in growth and 

development, and significantly less than what is required to fully support spending to meet 
the SDGs. As a result, DRM is crucial for financing increased essential spending while 

maintaining debt sustainability and decreasing monetary financing (Mullins, 2020).  
Access to private debt markets is expanding for developing countries. Since 2007, 

LICs have been more reliant on non-concessional lending, which has higher interest rates 

than concessional loans (Essl et al. 2019). As a result, interest payments (as a percentage of 
tax revenue) have more than doubled in the last decade, while tax revenues (as a percentage 

of GDP) scarcely increasing (Coplin and Nwafor, 2019). Same authors Coplin and Nwafor 
(2019) also noted that, in 70 percent of low-income nations, the budgetary space has shrunk 
due to rising debt burdens, diminishing help, and insufficient DRM. This means less room for 

improving health and education, making social protection more inclusive and gender-
responsive, and combating poverty and inequality in all forms. Therefore, DRM's success 
will be crucial in avoiding an overreliance on debt to fund development goals. 

The World Bank and other major financial institutions have made DRM a priority. 
The World Bank and the International Monetary Fund (IMF) agreed at the 2015 Addis Ababa 

conference to improve diagnostic tools and develop new approaches as needed to help 
developing countries identify priority tax reforms and devise the necessary support for their 
implementation (Abrams, 2020). The Secretary-Strategy General's for Financing the 2030 

Agenda for Sustainable Development (2018–2021) aims to accelerate progress in critical 
sectors within this context. It emphasizes that, while the UN will assist countries and regions 

in developing sustainable development strategies, including through capacity-building, 
countries must also strengthen and improve the effectiveness of their tax systems in order to 
generate domestic resources for funding the government's contribution to meeting the SDGs.  

The DRM's goal is to help developed countries achieve the SDGs by strengthening 
their tax systems and finding new ways to improve tax collection or revenue collection in 
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order to help them achieve the SDGs, which include eradicating poverty in all countries and 
raising people's living standards around the world. As a result, the government must devise a 
variety of taxation methods in order to enhance the total revenue collected. As a result, this 

study focuses on one sort of tax, Value Added Tax, to see if the revenue received from it 
contributes positively to the total revenue collected.  

2.3.1 Factors influencing Domestic Resource Mobilization (DRM) 

Many factors, including but not limited to the following, influence revenue generation in 
many countries: 

 
a) Loyalty of tax payers: More income will be generated if people's attitudes about tax 

evasion alter. When compared to the number of persons who are expected to pay, the 

number of people who pay their dues (tax) on time is quite tiny (Hallsworth et al. 
2017). If the attitude can be changed, it will go a long way toward boosting the 

amount of revenue generated by the government. 
b) Motivation: According to Henry Fayol's fourteen management principles, one of 

which is motivation, motivation is defined as a driving force that stimulates a worker 

in action. Workers should be encouraged to provide their best efforts, and when this is 
done, revenue collection may increase or improve significantly. 

c) Revenue management: Mismanagement and misappropriation of revenue collected 
are common in most Zimbabwe establishments (Nyoni, 2017). The revenue gathered 
is mismanaged by the authorities, resulting in the revenue having no influence on the 

government's general populace. The collection department should be centralized, and 
roles and tasks should be rotated. If a worker has been in a job for a long period, he is 

likely to know all of the ways he can defraud the department  
d) Sensitization of the people: This entails informing and educating potential taxpayers 

on the purpose and benefits of their tax dollars. Workshops, newspapers, and radio 

stations are common ways for governments to raise public awareness. Local leaders 
are leading the sensitization efforts. Sensitization that is widespread and effective 

results in enough revenue collection and thus better service delivery. 
 

2.3.2 Value Added Tax and Domestic Revenue Mobilization 

Value-added tax (VAT) revenues account for a large portion of many countries' total tax 
collections. It is a significant source of revenue for the state budget. The tax-to-GDP ratio is 
used to measure DRM because it shows the size of tax collections in relation to the 

underlying economy that generated them and allows for comparisons between nations and 
time (Bogetic et al. 2021). According to the World Bank's collection of development 

indicators derived from officially recognized sources, Zimbabwe's tax revenue (percentage of 
GDP) was 13.6 percent in 2018 whilst VAT contributed close to 13% of the total tax revenue. 

This indicates that the Zimbabwean government will have to restructure its tax 

structures or raise rates, such as the VAT rate, in order to boost money collected and improve 
domestic revenue mobilization. Despite the fact that Zimbabwe's debt has been rapidly 

increasing since the new administration took office, the government has decided to lower the 
VAT rate in order to boost consumer spending, and however, on the actual grounds nothing 
has become cheaper due to Zimbabwe's inflation and volatile black market exchange rates. 

VAT has been reduced in some nations like US, Germany and Ireland as a temporary tax 
relief to encourage economic growth that has been harmed by COVID 19 (Devereux et 
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al.2020), but in Zimbabwe the VAT rate reduction is not for a short time that’s why the 
researcher has to study on whether this reduction will improve domestic revenue mobilization 
in order to serve the long-term sustainable goals by 2030. 

Consumers may profit from lower rates and exemptions, but because VAT is a 
mechanism for producing revenue, each carve out means that a higher overall VAT rate will 

be required to meet revenue targets. For offering targeted advantages, VAT is a poor policy. 
Lower food prices may benefit lower-income households, but individuals with higher 
incomes who consume more will gain more. In many circumstances, VAT refunds based on 

income or direct spending would be preferable to rate reductions or exemptions. 
Many VAT systems were inefficient even before the pandemic. Due to rate reductions 

and certain exclusions, the EU lost 15.84 percent of its VAT revenue. In order to strengthen 
public finances in the next years, officials should examine rate reductions and exemptions 
with the goal of closing the deficit. 

The pandemic has had a significant impact on VAT revenues, and a recovery in the 
economy will be accompanied by a recovery in VAT revenues. Throughout the epidemic, 

several governments have opted to utilize VAT as a mechanism to provide tax relief for 
consumption in various sectors, however VAT should not be used as a tool for relief in the 
long run. VAT refunds or direct expenditures for low-income families are more likely to be 

targeted and beneficial. If VAT is to remain a substantial source of income in the future, 
authorities must invest in upgrading VAT systems to narrow gaps and increase overall tax 

system efficiency. 

2.3.3 Improve VAT efficiency through better policy design and compliance according to 

Mullins et al. (2020). 

The VAT is a significant source of tax revenue for LICs, although it is underutilized. Low 
compliance, maybe enforcement, and possibly bad policy design are the likely causes of this 
less-than-optimal performance. The latter is typically owing to tax exemptions. To address 

these flaws, LICs should reduce concessional taxed goods and services—that is, exemptions, 
reduced rates, and zero-rated goods (except for exports)—and improve compliance, 

including, if necessary, raising the VAT registration threshold if the tax administration is 
being overburdened by small taxpayers. While there are worries that a VAT is regressive, 
LICs can use the VAT money for progressive expenditure to compensate for the progressivity 

of the tax. 
VAT exemptions are frequently rationalized as another way to lower the VAT's 

regressively, although they are not an effective tool for fostering equity. This is because, even 

if the poor spend a higher proportion of their income on a particular item (such as food), and 
the better-off spend a higher total amount.  As a result, a VAT exemption on that item 

distributes more money to the wealthy than it does to the poor. The better solution is to tax at 
the usual (standard) rate and utilize the additional revenue to support pro-poor spending that 
is more precisely targeted. Another area in need of revision is the application of VAT to the 

expanding number of digital services. Non-resident suppliers of online products and services 
could be required to register for VAT and return VAT for goods and services delivered to the 

country's citizens as a first step. 
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2.3.4 Other ways of improving Domestic Revenue Mobilization  

Limit tax expenditures: Due to high tax expenditures, also known as tax incentives, which 
include exemptions, reduced rates, special deductions, and tax credits that reduce the 

taxpayer's burden, the tax systems of LICs do not reach their revenue collection potential. All 
taxes, particularly corporate income tax and VAT, can result in tax expenditures (Mozumi 
2022, and Mullins et al.2020). While tax expenditures are commonly employed  to achieve 

various policy goals, they are expensive and often unsuccessful in achieving those goals. Tax 
expenditure reform would improve taxpayer perceptions of the tax system's fairness and 

increase budget transparency, but it would also generate greater income (Coplin and Nwafor, 
2019, and Mullins et al.2020) . Tax expenditures in Latin America account for slightly more 
than 4% of GDP on average, ranging from 1.3 percent in Bolivia and Paraguay to 8% in 

Colombia, according to estimates (Figliuoli et al. 2018). Tax expenditures in Africa average 
2.9 percent of GDP, although they can reach 7.8 percent in Senegal and exceed 20 percent of 

tax income (Mullins et al. 2020). Because tax expenditures are not properly documented, 
these estimates are likely to be underestimated. 

Observing the general principles of taxation: Although opinions on what constitutes a 
good tax system differ, most people agree that the following five basic requirements should 

be met to the greatest extent feasible (Stantcheva, 2021): Fairness or equity implies that 
everyone should pay their fair share of taxes. Adequacy means that taxes must generate 

enough income to cover society's basic necessities. Simplicity, which helps taxpayers better 
grasp the system and lowers compliance expenses, Transparency allows individuals to 
understand who is being taxed, how much they are paying, and what is being done with the 

money. Lastly Administrative ease means that laws are well known and fairly 
straightforward; forms are not overly complicated; the state can tell whether taxes are paid on 

time and correctly; and the state can determine if taxes are paid incorrectly. 

Strengthen international taxation and anti-avoidance measures: Low-income countries 
(LICs) must adapt to international tax difficulties in order to protect and maybe gain revenue 
from Multinational Corporations (MNCs) operating in their countries. Including 

straightforward and comprehensive foreign tax standards (including transfer pricing 
restrictions) in domestic legislation; setting a limit on interest deductions, as overpayment of 

interest to related parties is one of the simplest ways to move profits; levying withholding 
taxes on payments to non-residents (at rates ranging from 10% to 15% and not reduced by 
double tax treaties) to cover dividends, interest, rent, royalties, management fees, and 

technical service fees; exercising caution when entering into new double tax treaties, at least 
until countries have a clear tax treaty policy that protects their revenue base; limiting 

deductions for other non-interest payments between related parties (e.g., management fees); 
instituting a simple minimum corporate income tax in order to address potential tax 
avoidance; taxing gains on offshore indirect transfers of interests; and reconsidering tax 

breaks and incentives provided to foreign investors (Mullins et al.2020). 

Review and consider other taxes: Various types of taxes, such as environmental taxes, 
income taxes, and other consumption taxes other than VAT, as well as VAT on imports, must 

be considered by the government because they add positively to the tax revenue basket. 

Review non-tax revenues: Non-tax revenue originate from a variety of sources, including 
dividends, interest, royalties, the sale of fixed assets, rentals charged for the use of public 
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assets, fees for government services or goods, regulatory charges or licenses, and fines and 
penalties. In most countries, these fees and charges are unlikely to constitute a big source of 
revenue when compared to other major taxes, but they can be a consistent source of money 

(Moore and Prichard, 2020). 

2.4 Theoretical Review 

Taxation theories are crucial in assessing the effectiveness of VAT reduction towards 

improvement of domestic revenue mobilisation which is the improvement of tax revenue 
generation by the government to finance public expenditure and repay government’s 

debts. The Laffer curve, ability to pay theory, and deterrence model are used in this study. 

2.4.1 Laffer curve 

The Laffer Curve is a theory developed by supply-side economist Arthur Laffer to 
demonstrate the relationship between tax rates and government revenue (Nwafor and 

Wright, 2021). The curve is used to demonstrate the point that sometimes lowering tax 
rates can result in higher total tax revenue. The Laffer curve is commonly depicted as a 

bell-shaped curve, but it is important to note that the shape of the Laffer curve will vary 
depending on employee and investor preferences for leisure, work, and other factors. 
Although the shape of the curve appears to show that as tax rates rise, so will tax 

revenues, tax revenues will begin to fall after a certain point( Splinter, 2020). As a result, 
raising tax rates isn't always the best way to generate more revenue. 

According to this study, the theory of Laffer curve addresses the objective number as 
it shows that the decrease in VAT rate can increase total revenue , therefore there is a 
direct relationship between VAT rate reduction and total revenue generated ( 

improvement of domestic revenue mobilization). However, the Laffer curve continues to 
be criticized for providing a simplistic view of economic practices (Gunter et al. 2021). 

For example, a change in policy can drastically alter the relationship between tax revenue 
and tax rate. Furthermore, the preferences of an employee and an investor will differ 
meaning to say people can continue buying properties despite the increase in tax rates 

which can still increase revenue collection at the end of the day. 
 

2.4.2 Ability to pay Theory 

One of the main taxation theories is the ability-to-pay theory (Chauke et al. 2017). 
According to the theory, taxes should be levied based on how much money people earn. 
More taxes are paid by Individuals, corporations, partnerships, and other entities who 

earn a higher income because they have the ability to do so. In other words, those who 
earn more money, for example, are expected to pay a higher tax rate (Auerbach, 2018). 

This theory is sound in the sense that it considers the financial situation of taxpayers 
which leads to more tax revenues if everyone affords to pay. 

However, ability to pay theory only applies to direct taxes such as personal income 

tax and corporate income tax, where taxpayers fall into a specific tax bracket and pay a 
specific tax rate based on their income. Different rates in one country do not apply to 

VAT, which is an indirect tax on goods and services; therefore, only one rate should be 
applied, and it should not be too high or too low so that both the rich and the poor can pay 
without one benefiting or losing too much which is the main reason behind vat rate 

reduction in Zimbabwe. 
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2.4.3 The Deterrence Model 

Allingham and Sandro developed the Deterrence model as a classic approach to tax 
compliance (1972). According to this viewpoint, taxpayers are rational individuals who make 

sound economic decisions. Their decision to avoid paying taxes is based on the likelihood of 
profit or loss as a result of the decision. The decision to evade tax is the optimisation of utility 

through the decision to dodge tax (Diller et al. 2020). If the chances of being discovered are 
high and the penalties are high, a utility-maximizing taxpayer will not avoid paying taxes. 
Due to deterrents such as extremely high compliance costs and complexity, taxpayers attempt 

to avoid paying taxes on a regular basis (Perret, 2021). Some companies and traders try to cut 
costs wherever possible, especially when compliance costs are high. 

2.5 The Conceptual Framework 

Basing on the theories as well as the research objectives and questions the researcher came up with an 
equation representing the conceptual framework model: x=ab where a=VAT rate, b=tax base( sales or 

purchases) and x which is the unknown variable=tax revenue/tax liability 
 
  Independent Variable                                                                              Dependent Variable 

 
 

 
         
                                                                         

2.6 Empirical Reviews 

2.6.1 VAT Rates and their impact on business and tax revenue 

Petr Mach conducted research on the impact of VAT rates on business and tax revenue in 

2018. According to the author, the higher the rates, the greater the temptation to avoid or 
evade taxes; as a result, he claims that there is a rule of declining marginal tax revenues: as 
tax rates rise, revenue decreases (Mach, 2018). Between 2006 and 2015, Petr Mach gathered 

data on VAT rates, VAT revenues, and stated tax base in the Czech Republic and utilized it 
to estimate the Laffer curve and identify revenue-maximizing tax rates. The author adjusted 

the raw data gathered from the Czech Republic's Ministry of Finance for inflation and 
economic growth, and the tax base and revenue were reported as a % of GDP. 

The data was presented on a linear graph , tax rate on the x-axis and tax revenue on 

the y-axis to show the Laffer curve. The results from the Laffer curve drawn and the analysis 
shows that the actual rate of 15% is lower than the revenue-maximizing rate of 21.4 % at the 

decreased rate of VAT. However, at the normal rate, the actual rate of 21% is higher than the 
revenue-maximizing rate of 18.6%, therefore taxpayers would be better off if the government 
cut the rate, while the government may also benefit. The study came to the conclusion that 

tax rates, tax base, and tax revenue support the hypothesis that the Laffer curve works, and 
that lowering a tax rate that is greater than the revenue maximising rate will benefit everyone 

( the government in terms of revenue and tax payers). 
 

Value Added Tax Rate 

Equal to 

contribution to the 

tax revenue 

mobilized 

Total Tax Revenue 

Mobilized 

Tax Base 
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2.6.2 Impact of the Reduction of VAT Rate on Southeast Coastal Real Estate 

Enterprises 

Yu Liu, Linghui Kong and Yanhua Zhang (2021) researched on s the impact of the reduction 

of VAT (value-added tax) rate in 2019 on the southeast coastal listed real estate enterprises 
from the perspectives of sales revenue, costs, tax burden, profit, and cash flow because in 

recent years, domestic scholars have not been in a small number of theories and empirical 
researches of VAT reform. The researchers used both the theoretical analysis and descriptive 
statistical analysis. They analyse the trend of sales, profits, taxes and fees related to operating 

activities, and costs for Fujian, Guangdong, Guangxi, Hainan, Jiangsu, Shanghai and 
Zhejiang from 2018 to 2020. 

The researchers determined that, in recent years, the influence of real estate 
acquisition restriction policies and the financing environment has had an effective but not 
significant impact on enterprise cash flow. Overall, the lower tax rate has a favourable 

influence on businesses. They also recommended that there is limited room and effect for 
lowering the VAT rate at the national policy level, and that more preferential tax relief 

measures should be granted directly, not just for VAT, but also for corporate income tax. As 
a result, the tax reduction strategy in the southeast coastal real estate business could be more 
effective, and it may serve as a model for similar industries in other regions to tackle similar 

challenges. 
In addition to the suggestions by the authors, companies try their hardest to fix the 

price excluding tax when signing the procurement contract, so that the final payment will be 
decreased, to compensate for the loss in deductible input tax to some extent. Reduce the 
reduction of deductible input tax and increase of enterprise tax burden caused by abnormal 

losses of inventory and raw materials caused by poor management by formulating inventory 
analysis reports and sorting materials. However, if the tax burden increase the revenue 

collected by the government will increase too. 
 

2.6.3 Domestic Revenue Mobilization in Low Income Countries 

Mullins, Gupta and Liu (2020) carried out an exploratory study on domestic revenue 
mobilization (DRM) in Low-income Countries (LIC) with the objective of considering the 
DRM efforts in LICs and the opportunity for reforms to improve DRM due  the fact that, 

DRM has now taken on greater urgency given the fiscal implications of the COVID-19 crisis. 
On this study the author used secondary data in analysing the trends for tax revenues as a 
percentage of GDP for country groups and selected regions from 2000 to 2018 in-order to 

arrive at the results and conclusion. 
The authors concluded that, Spending needs for financing the SDGs in LICs are large 

and the need for DRM has taken on further significance due to the fiscal impact of COVID-
19. This would require reversal of fiscal measures introduced to provide support to 
households and businesses to counter income losses from COVID-19. In this regard, the 

second half of 2021 becomes crucial assuming that the pandemic is brought under control by 
then. There is potential to raise more revenues from domestic sources in LICs, but this would 

require strong political leadership to overcome resistance from vested interests. The reform 
packages should focus more on the distributive consequences of tax reforms to ensure they 
benefit the less well-off members of society. 
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2.7 Research Gap 

According to the examined literature, the majority of VAT reduction studies were primarily 
concerned with stimulating the economy through raising consumption of commodities. 

However, a few studies on the effects of VAT rates on government revenue collection have 
been conducted, but not in Zimbabwe, indicating a geographical vacuum identified by the 

researcher. Aside from the geographical gap, because the DRM issue has been trending in 
different countries since 2015, the researcher scoured recent researches and discovered that 
there is a gap that needs to be filled by researching the effectiveness of VAT rate reduction 

towards improving DRM as many countries have reduced their standard VAT rates in 
response to covid 19. 

3.0 Research Methodology  

In the study, a mixed research design was employed. A case study technique was used to 
collect and analyse data on an assessment of the extent to which the standard VAT rate 

reduction is effective towards improvement of domestic revenue mobilization in Zimbabwe. 
The case of Pam Golding Properties. The researchers made their assessment using open-
ended and closed questionnaires, as well as interview research guidelines. The sample 

included 9 personnel from Palm Gold Properties. A mixed strategy that included both random 
and non-random sampling approaches was also used. In order to facilitate subsequent 

analysis, the data was coded and entered on an SPSS spread sheet utilizing interview guides 
and questions. Major themes and sub-themes gleaned from the data gathered were used in the 
data analysis for the qualitative data. The data were analyzed using both inductive and 

deductive methods. Data was analyzed and then presented as pie charts, tables, and graphs. 
 

4.0 Data presentation, analysis and discussion 

4.1 Responses to Questionnaires Analysis 

4.1.1 The effects of a VAT rate reduction on company’s number of sales 

Fig 4.1: The effects of VAT rate reduction on company sales 

 

Source: Primary Data 2022 
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From the bar graph above (fig 4.4) represents the responses on whether the VAT rate 
reduction affect the number of sales for the company. From the responses, out of 5 
respondents who returned questionnaires 1 was neutral, 2 agree and the other 2 disagree. No 

one strongly agree nor strongly disagree. According to the researcher, since 2 who agree 
minus 2 who disagree is zero then it means the neutral is the final answer on this question 

maybe due to stiff competition from the informal sector who does not pay VAT and do their 
sales at a slightly lower price.  

If the number of sales is not affected by a VAT reduction then its highly probable that 

the tax liability might not be greatly affected. Objective number 2 is met by this analysis as it 
is showing that to a lesser extent can vat rate reduction increase government tax revenue 

which is being referred to as DRM in this study. As explained in chapter 2 that the 
Zimbabwean government reduced the standard VAT rate to boost consumer spending, 
according to this result, consumer spending is not being boosted at all since the number of 

sales is not greatly affected by the reduction in VAT rate. 

4.1.2 The effects of a decrease in VAT rate on the amount of tax liability remitted to 

ZIMRA 

Fig 4.2 VAT rate decrease increase tax liability  

 

Source: Primary Data 2022 

From the bar graph above, out of 5 responses only one agrees that the reduction in VAT rate 
led to an increase in tax liability the company pay to ZIMRA. The rest disagrees (2 disagree 

and 2 strongly disagree) meaning to say the lower the VAT rate the lower the lower the tax 
liability amount, hence objective number one has been answered by this graph as it depicts 
that the VAT reduction from 15 to 14.5 percent led to the decrease in tax liability of the 

company which is the tax revenue to the government. The results from this question also 
clashes with the research findings of Petr Mach (2018) who claims that there is diminishing 

marginal returns on tax revenue as he concluded that the lower vat rate benefits the 
government as tax revenue increases. These results also proves wrong the Laffer curve theory 
which says the lower the tax rate the higher the tax revenue. 
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4.1.3 Effects of VAT rate on government revenue. 

Fig 4.3 VAT rate and government revenue 

 

 

Source: Primary Data 2022 

The pie chart above represents the responses from 5 respondents who successfully return 

their questionnaires. 1 respondent represented by 20% of the pie agree that decrease in VAT 
rate could lead to an increase in government revenue and 2 respondents disagree while 2 
strongly disagree which means overall the decrease in VAT rate does not lead to increase in 

government revenue. Inability of government to generate more from the VAT means the 
reduction in VAT rate does not improve DRM in Zimbabwe to a greater extent hence 

objective number 2 met in this analysis. 
 

4.1.4 Calculation of VAT liability 

Vat liability= output tax less input tax: 

Where output tax is vat charged on sales (14.5%*sales) and input is vat charged on purchases 
(14.5%*purchases) 

4.1.5 The total VAT remitted to ZIMRA in 2020 

Analysis of the response from respondents and calculations done from the company 

documents inspected. 

 Due to fear of the organization-PAM Golding Properties that the researcher may publish the 

research findings and everyone will know their confidential information, the researcher was 
then shown a few VAT remittance forms and a list of sales transaction. According to 
ZIMRA, transfer of land which has already been developed by a registered property 

developer is subject to VAT at the rate of 14.5% and the purchaser pays the VAT meaning 
the selling price will be VAT inclusive. 

Mostly Real Estates buys undeveloped lands or commercial buildings from non-
registers developers and sale them as developed. Therefore, they tend to have only VAT 
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output hence, no refunds from ZIMRA since there is no input tax. The researcher read 
through the list of transactions of PAM Golding and select a transaction of a sale of Arcturus 
commercial property of $160 000. The fiscal invoice for the sale was inspected by the 

researcher and found out that a rate of 14.5% was charged and the client paid $183 200 
inclusive of VAT. 

For the researcher to see the actual effect of vat rate reduction from 15-14.5% on tax 
revenue, the author calculates the tax revenue government will receive from the commercial 
property sale at both 15% and 14.5% using the same tax base so that other factors like 

inflation, changes in demand and difference in property quality/value will be held constant. 
The equation in the conceptual framework was used: x=ab where a is tax base (sales value), b 

is standard VAT rate, x is tax liability or government tax revenue. 

From the transaction: a=$160 000 

 b=14.5% / 15% 

 x=? 

  

Equation1 @14.5% x= $160 000*14.5% 

 x= $23 200 

  

Equation 2 @15% x=160 000*15% 

 x= $240 000 
 
From the above solved equations solved: the sale of Commercial property when the rate is 

14.5% the government will receive $23 200 as tax revenue. However,  from the same 
transaction if the standard VAT rate was to remain at 15% it means the government revenue 

was supposed to be $240 000. Therefore, tax revenue increases as standard VAT rate 
increases which is completely opposite of the Laffer curve theory which was proved correct 
and working in the journal entitled VAT rates and their  and their impact on business and tax 

revenue by Pet Mach (2018). The objective number 1 of analysing the effect of standard VAT 
rate reduction on tax revenue has been met and satisfied with the calculations which have let 

to the objective number 2 which is determined by tax revenue increase. If the tax revenue 
increases with an increase in VAT rate then it means the standard VAT rate reduction is not 
effective towards improvement of Domestic revenue mobilization to a greater extent. 

 

4.2 Responses to Interview Questions Analysis 

4.2.1 The effect of VAT rate on the amount of tax liability remitted to ZIMRA 

Most of the interviewees said that increase in VAT rate means increase in liability in terms of 

rentals and sale of residential homes since it increase with more magnitude for output vat as 
compared to input vat. The higher the output VAT, the higher the tax liability. If the tax 

liability increase, the government receives more as revenue from internal source thereby, 
improving Domestic Revenue Mobilization. Therefore, from this interview question it is 
crystal clear that reduction in standard VAT rate of 15% to 14.5% does not effectively 

increase tax revenue. This will be exactly as what has been pointed out by Liu et al (2021) in 
the journal reviewed in chapter 2 that even though reduction of the input tax is greater, the 

output tax is often greater than input tax therefore VAT payable is also lower than before 
VAT rate reduction. 
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4.2.2 Ways in which the VAT system contributes positively towards Domestic revenue 

Mobilization. 

According to the 3 interviewees in this study, the VAT rate should be increased so that the 

amount of tax liability for companies will increase thereby giving a chance to government to 
collect more revenue from the value added tax thus, improving the Domestic Revenue 

Mobilization. From the interview responses it is crystal clear that to a lesser extent reduction 
in VAT rate could effectively improve DRM in Zimbabwe (objective 2), that’s why the tax 
foundation illustrated that even though consumers may benefit from lower rates but because 

VAT is a mechanism for producing revenue, each carve out means that a higher standard 
VAT rate will be needed to meet revenue targets and be able to pay external borrowings of 

the nation. 

4.2.3 How can Zimbabwe improve DRM? 

Two interviewees said the increase of withholding tax rate will force many companies to 

register for VAT hence increase in revenue for government. The other interviewee pointed 
out the issue of reduction in VAT threshold so that most of small to medium enterprise 
(SMEs) will register for VAT. This question response met objective number 3 of exploring 

ways of improving DRM in Zimbabwe. 

5.0 Research Findings 

The following is a list of the major findings of this research regarding the effectiveness of vat 

rate reduction towards the improvement of Domestic Revenue Mobilization. 
i. The research revealed that the decrease in standard VAT rate from 15%-14.5% does 

not increase tax revenue. 

ii. Domestic Revenue Mobilization increases as tax revenue increases and therefore , to a 
lesser extent the standard VAT rate reduction effectively improve DRM in Zimbabwe 

iii. Laffer curve theory does not work in developing countries like Zimbabwe. 
iv. It’s not every products’ demand or consumption which increases as standard VAT 

rate increase because some goods have inelastic demand. 

v. Increase in withholding tax rates and reduction of VAT thresholds are ways of 
improving DRM 

vi. Some tax policies works depending on the nation that is whether it is a developing or 
a developed nation. 

 

5.1 Conclusion on Research Proposition 

From the research findings, it can be concluded that standard VAT rates affects DRM. 

However, the idea proposed by the researcher that decrease in standard vat rate improves 
DRM has been nullified in chapter four since almost all of the responses of respondents 
disagree and do not support that standard VAT rate reduction lead to an increase in tax 

revenue mobilized. Therefore, the proposition holds no water. 

5.2 Recommendations 

5.2.1. ZIMRA must not adopt policies without proper assessment on its effect to other      

policies. For example, reduction in standard VAT rate may boost the economy but do harm to 
the generation of tax revenue since all goods and services do not have elastic demand. Proper 
analysis should be done before implementation or adoption of policies. 
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5.2.2 ZIMRA should implement and change VAT rates considering that Zimbabwe is a 
low-income country. What works in developing countries cannot work in a 
developing country. 

5.2.3 The ZIMRA should increase standard VAT rates in order for the government to 
generate more revenue. 

5.2.4 PAM Golding Properties and other real estate companies should buy land and 
properties for resale from VAT-registered companies so that the tax burden will be 
reduced. 

5.3 Areas of further research 

1. Other researchers can do the same research in other industries like the Wholesale and 
Retail industry or Small to Medium Enterprise. 

2. Other researchers may look at other tax systems effects or impacts on Domestic revenue 
mobilisation 

3. Others can do an experimental research the same topic but using ZIMRA case. 
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