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What Is VAT and Why It
Matters to Our Economy

Every day, people purchase household items,
access mobile services, buy fuels, or eat in the
restaurants. Hidden within many of these
transactions is a small contribution that helps
run the country. This contribution is called
Value Added Tax (VAT). Understanding how VAT
works and why it matters, helps citizens see how
everyday purchases support national
development.
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1. Whatis VAT?

VAT is a commodity-based tax levied on goods
and services. It is charged on both imported
and domestically produced goods and
services. It is collected at each stage of
production and distribution. It is applied only
to the value added at each step; from the
manufacturer, to the wholesaler, to the retailer
and final burden of VAT rests on the ultimate
consumers.
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2.Who actually pays VAT?

Final consumers actually pay VAT, who are the
real taxpayers of this tax. While businesses

charge and remit VAT to the Liberia Revenue
Authority, they are just middlemen who legally
collect VAT on behalf the Liberia Revenue
Authority but the final burden of the tax falls
on consumers.
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3. How is VAT different from the current
goods and services tax?

Current goods and services tax is a single-
stage tax that is charged only once at the point
of import in case of imported goods and at
manufacturing point in case of domestically
produced goods and place of supply in case of
services. VAT is collected at multiple stages of
the supply chain.
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4.Why is VAT important to the economy?

VAT plays a critical role in supporting
economic growth. VAT is designed so that each
business pays tax only on the value it adds, not
on the full selling price. This is done through
tax credit or refund mechanism where a
business pays VAT on its purchases (input tax),
collects VAT on its sales (output tax) and pays



the difference to the Liberia Revenue Authority
when output tax is more than input tax and
claimsrefund ifit was otherwise. This prevents
double taxation, encourages investment,
supports local production, promotes exports,
and helps create jobs. A well-designed VAT
system strengthens the economy while
ensuring steady governmentrevenue.

5. How does VAT support national
development?

VAT provides a stable and predictable source of
revenue, enabling the government to plan and
fund development projects that improve living
standards and drive long-term growth.
Revenue generated from VAT helps finance
essential public services such as education,
healthcare, roads, electricity, water, security,
and social programs.

6. Does VAT help reduce dependence on
external borrowing?

Yes. By strengthening domestic revenue
collection, VAT reduces the government's
reliance on foreign aid and excessive
borrowing. This helps protect national
sovereignty and promotes sustainable
economic management.

7.Does VAT encourage fairness in taxation?

VAT spreads the tax burden across a wide base
of consumers rather than placing it on a small
group of taxpayers. Since VAT is based on
consumption, people contribute in proportion
to what they buy. This creates a more inclusive
and equitable tax system and ensures a level
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playing field for businesses.

8. How does VAT promote transparency and
accountability?

VAT requires proper invoicing, record-keeping,
and reporting. This improves transparency,
strengthens compliance, and reduces tax
evasion. Compared to goods and services tax,
excise tax and customs duties, VAT is efficient,
visible, and difficult to avoid when properly
enforced.

9.Can VAT help formalize the economy?

Yes. VAT encourages businesses to register,
keep accurate records, and operate within the
formal economy. As more businesses become
formal, the economy becomes stronger, more
competitive, and better regulated.
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10.How does VAT benefit citizens directly?

Citizens benefit from improved infrastructure,
better public services, and a more stable
economy funded by VAT revenue. When VAT is
properly collected and managed, it translates
into tangible improvements in everyday life.

VAT is not just a tax - it is a tool for
development.

By collecting VAT efficiently and transparently,
the nation can build a stronger economy,
improve public services, and create a better
future for all citizens.
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