CORRUPTION IN THE REVENUE SERVICE: THE CASE OF VAT REFUNDS IN BOLIVIA 

1.
INTRODUCTION

Fighting corruption has become a major challenge for most revenue agencies in the world mainly because of its purported link with tax collection.  Based on studies in a number of countries, Fjeldstad (2005a) has recently argued that at least half of the revenue that should be collected can be lost by government treasuries due to corruption and tax evasion
.  This increases revenue leakages on the funding available for public service provision.  In addition, it reduces voluntary compliance with tax laws and regulations through bribe–paying for tax evasion and contributes to demoralization of honest taxpayers as well as cynicism on non-compliers.  Lastly, corrupt tax officials exert much resistance to reforming the tax structures leading to an erosion of public trust and confidence in government institutions – undermining the legitimacy of government. 

In theory, corruption is to occur when agents (tax officers) enjoy monopoly power over clients (taxpayers), have discretionary control over provision of services (e.g. tax assessments), and operate under low levels of accountability and transparency (Klitgaard, 1988). Within this analytical framework, tax officials confront both incentives and opportunities for involving in corrupt activities. At the policy level, government should aim at providing the policy instruments capable of influencing either the incentives or the opportunities for corruption.  In particular, these policy instruments should affect the expected gain of the corrupt act, the probability of  being caught, and the size of the sanction if detected.  In this connection, if expected gains of corruption are greater than expected costs, the agent will decide to be corrupt and vice versa.  The expected gains will be higher, the greater the monopoly and discretionary power of tax officials. Likewise, the expected costs will be higher, the greater the levels of accountability and transparency they have to face (Fjeldstad, 2005a).

This chapter is aimed at illustrating a successful anti-corruption strategy in Value Added Tax (VAT) refunds (as applied to exports) carried out by the newly reformed National Tax Service (NTS) of Bolivia beginning mid-2003.  Typically, VAT refunds result from a long and often complex chain of credit regimes generated by VAT in which different “stakeholders” (taxpayers/exporters, domestic suppliers, tax officers, central government, etc.) are involved.  In a recent review of country experience, Harrison and Krelove (2005) have argued that VAT refunding may give rise to serious problems of implementation, including opportunities for fraud and corruption and denial of refunds by governments with cash shortages which make the refund process the “Achilles heel” of the VAT.  In this context, a case study will be presented describing how different forces operated in concrete situations in which tax officers allowed unlawful refunds to exporters in exchange for millionaire bribes and how the institutional reform of the Bolivian revenue service, accompanied by improved inspection/auditing and control processes and procedures, particularly in VAT refunds (as applied to exports) contributed to reducing corruption in the Bolivian NTS, leading to less tax devolutions to exporters and hence a decreased net outflow of public funds from the Treasury to offenders.  Additionally, the case study will attempt to illustrate the usefulness of “early warning” indicators for benchmarking and monitoring progress (or lack therof) of reforms, following  a mapping of the vulnerabilities (risk or threat) of corruption corresponding to each stage of the process flow as well as the possible remedial/reform measures to each of these vulnerabilities in refunding VAT to exporters. 

The chapter is organized as follows. The first section introduces the subject matter to be discussed.  The second section describes the different forms in which corruption can take place in the revenue service as well as the factors affecting the behavior of the various stakeholders and patrimonial networks engaged in these actions.  The third section discusses the policy environment in which the tax administration operates.  The fourth section shows the “core-business” processes (and sub-processes) characterizing a modern tax administration as well as their vulnerabilities to corruption, the possible reform measures to address them and the “early warning” indicators to track down those measures.  The fifth section addresses the underpinnings of the reform in a tax administration focusing on political economy considerations as well as other institutional factors influencing a purported reform aimed at combating corruption in the revenue service. In the sixth section the case study is presented including a discussion of: (i) general background issues (the Bolivian National Integrity Plan, the institutional reform of NTS and the rationale of VAT refunds); (ii) the inspection and control processes and procedures applied to VAT refunds both before and after the reform; (iii) the fraud and corruption chain identified and  illustrated by a specific example; (iv) the  “technical box” of VAT refunds in the Bolivian tax administration; (v) the relevant data on exports, tax collection and  VAT refunds to be analysed and used to see how NTS`s institutional reform along with improved auditing processes in VAT refunding contributed to less corruption and tax devolution to fraudulent exporters; and (vi) the constraints, weaknesses, threats and sustainability of the anticorruption strategy. The seventh section concludes the chapter. Finally, the eighth section includes all the bibliographic references mentioned throughout the chapter. 

II.  
THE ANATOMY OF CORRUPTION IN THE REVENUE SERVICE 

In Table No. 1, a typology of tax evasion and corruption in the revenue service is presented. At first glance, tax evasion appears to be confined to taxpayers, whereas the various types of corruption are seen to be related to different combinations of stakeholders (of which tax officers always seem to take part), including in certain cases  patrimonial networks. However, this by no means helps establishing clear-cut boundaries between the two concepts.  Indeed, as it will be shown later on, tax evasion may turn out to be sustained by corruption.  Moreover, the table also depicts two broad manifestations of corruption. One, which is perpetrated by collusion between revenue officers and taxpayers, and another, which discards the direct involvement of taxpayers, but in some cases (See types No 3.2 and No. 3.4) may include patrimonial networks.  Finally, politicians are seen to participate in two types of corruption: tax exemptions and extortion.   

Table No.1

Typology of Tax Evasion and Corruption
	No.
	Type of tax evasion / corruption 
	Mechanism of integrity violation
	Stakeholders /patrimonial networks involved

	1.

1.1

1.2

1.3
	Tax Evasion (without the Involvement of Tax Officers)

Taxable income/transactions that are not reported or are underreported in accounts

Underreporting of turnover

Overreporting of expenditures
	Several ledgers are often used, including one for taxation purposes  that may show a deficit. 

Common within retail and wholesale sectors.

An accounting trick to reduce tax burden. 


	Business taxpayers

Business taxpayers

Business taxpayers

	2.

2.1

2.2


	Collusion between Revenue Officers and Taxpayers

Tax exemptions

VAT fraud


	In some cases, the taxpayer is not registered in the tax registers, but pays a lower tax “privately” to tax collectors.

Falsified claims for VAT refunds that occur with the help of collaborators within the tax administration.


	Taxpayers, tax officers, politicians.

Taxpayers, tax officers, fictitious companies.



	3.

3.1

3.2

3.3

3.4


	Corruption without the Direct Involvement of Taxpayers

Extortion

Embezzlement of collected revenue

Fraud

Corrupt inspectors /auditors
	By taking advantage of taxpayers´s incomplete knowledge of tax legislation, revenue officers (and eventually politicians) threaten taxpayers to pay above rates.

Revenue officers steal money collected. May take place with the collusion of bank employees and/or auditors within the tax administration.

Falsifying tax receipts is common.

Internal auditing may be inefficient and corrupt.  Exacerbates the problems of corruption since it undermines the credibility of the monitoring policy. Yet tax officers working in this area may be supported by management and politicians.   
	Tax officers and politicians.

Tax officers, bank employees, patrimonial networks.

Tax officers, authorized printing house. 

Tax officers, politicians, patrimonial networks


Source:  Adapted from Table 1 in Fjeldstad (2005a). 

Next, Table No. 2 describes the most important factors affecting stakeholders´ and patrimonial networks´ behavior in corruption.  Note the complexity of the problem, as reflected by the variety of factors affecting the different stakeholders and patrimonial networks as well as the several interactions among them. 

Table No. 2

Factors Affecting the Behavior of Stakeholders and Patrimonial Networks in Corruption

	Stakeholder/Patrimonial                      Networks
	Factors

	Taxpayers


	1. Discretionary power of politicians and tax officers to grant exemptions.

2.    Likelihood of detection and punishment.

3.    High taxes

4.    Trust in the government which is in turn related to government´s capacity to deliver services for taxes paid and perceived compliance by other taxpayers
. 

	Tax Officials
	1. Corruption in networks, based on trust and reciprocity among network members, whereby both transaction and moral costs from corruption are reduced.

2. Corruption ubiquity, a situation in which almost everyone is corrupt, thereby weakening any commitment to honesty.

3. Low and high wages.  

4. Wage differentials among tax officers of different levels.

5. Erosion of real wages.

6. Likelihood of detection and punishment.

7. Existence of alternative employment –firing corrupt staff may backfire.

8. Markets of attractive positions – undermining the recruitment process.

9. Corrupt management that legitimizes corruption.                                                                          



	Politicians
	1. Grant  favors in the form of  tax exemptions to supporters.

2. Harass political opponents through audits.

3. Exert political interference on personnel hiring and firing  processes as well as on taxpayers´ compliance. 

 

	Patrimonial Networks
	1. Tax officers with higher salaries could be confronted with increased social obligations and be more prone to corruption.

2. Favors granted by revenue officials to members of the network may imply the forgiveness of corrupt acts.

3. To the extent that the state is unreliable in delivering basic services, ordinary people may be forced to take recourse to kinship and other social relationships to get access to them, undermining tax compliance. 




Source:  Adapted from Fjeldstad (2005a).

III.
THE POLICY ENVIRONMENT

Corruption in the revenue service is also influenced by the legal, regulatory and the policy framework that governs the tax system.  The operation of the tax system is established in a tax code. Tax codes are usually cumbersome and complex instruments that create both incentives and opportunities for corruption activities by the different stakeholders.  For instance, complex tax codes, together with the discretionary power of politicians and tax officers to grant exemptions, can motivate corruption among taxpayers.  Likewise, cumbersome tax regulations and procedures together with high taxes may lead taxpayers to evade taxes or engage in corrupt acts. Also, the nature and complexity of the tax structure and legislation provide wide discretionary powers to tax officers to interpret tax laws to allow or disallow expenses or charges.  Additionally, corruption is upheld by means of weak legal sanctions when it comes to enforce punishments on taxpayers or tax collectors who infringe the law.    

IV. THE “TECHNICAL BLACK BOX” OF THE PRINCIPAL PROCESSES IN THE REVENUE SERVICE 

In general, three “core-business” processes characterize a modern tax administration: (i) taxpayer service and voluntary compliance; (ii) revenue service control; and (iii) tax refutation, recuperation and charging
.  In Table No. 3, these processes (along with their corresponding sub-processes), are confronted with their vulnerabilities to corruption as well as the remedial measures required to address it. In addition, some preliminary “early warning” indicators are presented to track down the impact of such measures.    As mentioned before and shown in this table, the boundaries between tax evasion and corruption are no longer clear, since tax evasion may, in fact, depend on corruption to perpetuate itself (See, for example, sub-processes 2.2 and 2.4).  Moreover, the different remedial measures established in the third column of the table can be thought of as a minimum anticorruption program in the tax administration, addressing both motives (incentives) and opportunities for corruption
.  As depicted in the table, addressing corruption in Process No. 1 – Taxpayer Service and Voluntary Compliance requires organizational and regulatory measures ranging from streamlining of procedures to simplifying specific sub-processes via automation, which amounts to paying attention in this case to the motives for corruption.  By contrast, addressing corruption in Processes No 2 – Revenue Service Control and No. 3 – Tax Refutation, Recuperation and Charging requires reforms in the area of general and human resource management, which amounts to placing more emphasis in this case on the opportunities for corruption.  

V. 
THE INSTITUTIONAL UNDERPINNINGS OF REFORMS

In general, political economy considerations constitute a key factor influencing the extent to which technically sound reforms can be introduced and implemented. In essence, the political economy of reforms pertains to overcoming the resistance of vested interests. As argued by Koromzay (2004), reforms are usually about reducing rents, so that they will be opposed by those whose rents are at risk.  In addition, the 

Table No. 3 

The Technical “Black Box” of the principal processes in the tax administration 

	Processes/Sub-processes
	Vulnerabilities (risk or threat) of corruption corresponding to each process and/or  sub-process
	Possible remedial /reform measures (corresponding to each vulnerability)
	“Early Warning” Indicators (for benchmarking and monitoring

	1. Taxpayer Service and Voluntary Compliance

1.1    Pre-taxpayer education

1.2 Taxpayer identification

1.3    Approval of fiscal documents   (invoices)

1.4 Taxpayer operations

1.5 Taxpayer operations registration

1.6 Sworn tax statement (STS)

1.7    Payment of taxes
	· None.

· Accelerate the processing of  document in exchange for a bribe.

· Falsify tax invoices in exchange for a bribe.

· Provide specialized information on new procedures in place in exchange for a bribe.

· Accelerate registration of taxpayer operations in exchange for a bribe.

· Provide assistance to fill out complicated forms in exchange for a bribe.

· Provide assistance to facilitate payment of taxes in exchange for a bribe.


	· None.

· Automation to speed up the processing of document.

· Automated random checks to detect anomalies.  Self –assessment.

· New procedures are published on a regular basis and are accessible to everyone. Taxpayer service is improved substantially

· Automation to speed up registration of taxpayer operations.

· Simplification of forms made readily available to everyone.  Automation.

· Streamlining of tax payment procedure. Automation.  
	· None.

· Perception of corruption increases over a certain range 

· Perception of corruption increases over a certain range 

· Perception of corruption increases over a certain range. Perception of improvement of taxpayer service decreases below a given range.

· Perception of corruption increases over a certain range

· Perception of corruption increases over a certain range. Perception of improvement of taxpayer service decreases below a given range.

· Perception of corruption increases over a certain range. Perception of improvement of taxpayer service decreases below a given range. 

	2.     Revenue Service Control

2.1 Taxpayer identification control

2.2 Taxpayer operations control

2.3 STS control

2.4 Control of consistency between STS and taxpayer payment

2.5 Intensive control  
	· Falsify the document in exchange for a bribe.

· Ignore taxable income/transactions not reported or underreported in accounts in exchange for a bribe

· Ignore STS submission  after deadline in exchange for a bribe.                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                 

· Ignore underreporting of turnover or overreporting of expenditures in   exchange for a bribe.

· Ignore  tax sanction in exchange for a bribe. 


	· Smart controls and cross-checks with the National Identification Service. Self-assessment. 

· Automated random checks to detect anomalies.  Self –assessment.

· Automated random checks to detect anomalies. Self-assessment.

· Automated random checks to detect anomalies. Self-assessment.

· Incentives for high performance, sanctions for  corrupt behavior, career development, competitive salaries


	· Data inconsistencies above a given threshold.

· Data inconsistencies above a given threshold.

· Data inconsistencies above a given threshold.

· Data inconsistencies above a given threshold.

· Perception of corruption increases over a certain range.



	3.   Tax Refutation, Recuperation and Charging

3.1 Lawsuits and litigations

3.2 Recuperation of and charging  taxpayer debts 


	· Ignore deadlines and procedures in exchange for a bribe.

· Postpone recuperation of and charging debts without justification. 
	· Incentives for high performance, sanctions for  corrupt behavior, career development, competitive salaries.

· Incentives for high performance, sanctions for  corrupt behavior, career development, competitive salaries


	· Number of lawsuits and litigations lost increases over a certain range.

· Percentage of debt recuperation and charging decreases below a given range.


Source:  National Tax Service (NTS). 

beneficiaries of the reforms are much less aware of the benefits and, for that reason, will not be willing to support them.  Moreover, rent reductions may be seen and felt as unfair because beneficiaries of the rent will not usually bear the cost of the reduction.  In this context, broad–based reforms should only be possible under a perception of 

crisis.  However, the timing of the reform will also be influenced by political leadership to the extent that it manages to reflect a perception for the need for change. Lastly, governments should move ahead in areas where the ground for reform has been best prepared.   

Among other factors influencing a purported reform aimed at combating corruption in the tax administration are: (i) enforcement of laws and regulations and prosecution of offenders; (ii) management and human resources; and (iii) capacity constraints.  

First, a successful anticorruption strategy requires the rule of law, so that when it comes to sanction corrupt behavior not only an adequate regulatory framework is in place but also it is enforced and prosecution of corrupt tax officers is assured.  This, of course, pertains to the justice system  and constitutes an external condition for reform.  

Second, management and human resources goes well beyond applying competitive wages for tax officials.  They require a career development (including not only adequate compensation but also merit-based recruitment and promotion), support systems and sufficient funds. In this connection, in recent years, many developing countries (mostly in Latin America and Africa) have made a considerable amount of effort to establish “revenue authorities whereby the tax administration function is moved out of the Ministry of Finance and transferred to a semi-autonomous agency” (Fjeldstad, 2005b). The fundamental roots of this development can be found in: (a) governments` disappointment with performance in tax collection, particularly in times of fiscal deficits, a growing demand for public funds and low levels of efficiency of the revenue agency located in the Ministry of Finance; (b) the perceptions of widespread corruption and tax evasion, together with high taxpayer compliance costs which called for urgent reform in tax administration; and (c) donors` particular interests in creating new opportunities for reforms of the tax administration once a Semi-Autonomous Revenue Authority (SARA) is in place.  However, as McCarten (2006) has recently argued, SARA may only be “enabling” but not sufficient to achieve major improvements in combating corruption and attain major tax administration efficiency gains.   

Third, in order to capture the benefits which SARA will “enable”, good managerial skills and leadership, a commitment to work process re-engineering, effective vigilance systems, some organizational changes to capture the gains of Information and Communication Technology (ICT) through replacing tax by tax organizational designs with a mix of functional and tax payer segment organizational designs, rewards for good work which might just be career ladders and effective oversight of the SARA by the President of the legislative branch or some other safe hands may be necessary (McCarten, 2006). 

VI.   CONDENSING REFORM STRATEGIES: THE CASE OF VAT REFUNDS IN BOLIVIA 

1.  
The National Integrity Plan
 

Bolivia has been a strong reformer through the 1990s.  With much donor support, successive governments made repeated attempts to improve the public sector since the successful macroeconomic stabilization in mid 1980s.  A modern legal framework for government financial management and control (SAFCO Law) was introduced and several attempts were made to advance civil service reform since the early 1990s.  But these attempts to reform the core public administration had produced little, and a high degree of informality continued to characterize both financial and personnel management.  In spite (or perhaps because) of the repeated frustrations, the government was strongly committed to implementing a comprehensive public sector reform and anti-corruption measures at the time an Institutional and Governance Review (IGR)
 for Bolivia was proposed.  The government designed a comprehensive governance reform program, the National Integrity Plan (NIP).  With Bank support, an ambitious Institutional Reform Project (IRP) was prepared (see below for details) to implement key elements of the NIP, and served as the reference for the analytical work to be done in the IGR
.
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In September 1997, just one month after taking over office, the new Government was surprised with the announcement of the 1997 TI Corruption Perception Index (CPI), which placed Bolivia as the second most corrupt perceived country in a list of around 70 countries worldwide.  The shocking news was transformed into an excellent opportunity to prepare and launch the government’s anti-corruption initiative, which was about to receive strong support from the whole population.

After doing a number of studies (one of which was the WB IGR), surveys, consultation processes, etc., at the beginning of 1998 the Government announced its National Integrity Plan (NIP), the Bolivian strategy to fight against corruption. The President himself presented the Plan in a context of high scepticism but with certain level of dispositions to collaborate from other sectors and parties.  The NIP was formulated as a long-term and comprehensive strategy to address structural issues in the public administration arena. It recognized corruption as the symptom of structural institutional weaknesses and identified the areas to be strengthened as per enhance capacities and transparency in order to overcome the corruption issue.  The NIP was comprised of three major components: (a) the Judicial Reform, which aimed at improving the justice administration as well as enhancing enforcements capacities; (b) the Public Administration Reform, which aimed at strengthening capacities in the public sector by implementing modern systems in the areas of public expenditure management and Human Resource (HR) administration; and (c) the Anti-corruption short-term plan, which promoted the implementation of specific actions aiming at building credibility to the overall program (See Figure  No. 1).

As the whole donor community responded very positively to the Government’s initiative, the Vice-president’s Office put together a proposal and claimed for financial support. As an immediate response, the World Bank prepared the IRP, which was the basis for rising additional funding from other bilateral donors who pooled a significant  amount of money to support the IRP.

The IRP was designed as the operational instrument to support the NIP implementation. The project recognized important advances made by the country in various areas of the public administration and built on the existing institutional framework.  At the same time, the IRP identified a number of conditions, including the passage of new legislation for certain areas that were necessary to implement an effective institutional building process.

The approach consisted of supporting a number of “horizontal reforms”, as per the establishment of a general normative and institutional framework for core public administration functions such as personnel management, budget management, procurement reforms, and their gradual implementation through a number of “vertical reforms”, using pilot cases (public agencies)
 under which comprehensive reform processes were to be exercised.

Horizontal reforms were based on the implementation of the general framework established since 1990 through the Financial Management and Control Law (SAFCO), recognized as a modern and adequate legal framework but with very poor implementation.  Also, the strategy stressed the need for enacting a similar framework to govern the Human Resource Administration, since politicization of the civil service was identified as one of the key issues to be overcome.  Finally, budget management and performance evaluation of public agencies was also urged as a key element for gearing the reform of public service delivery that would bring concrete benefits to citizens rather than focusing only in internal procedures and internal change.

Vertical reforms, on the other hand, were intended to build credibility to the reform process as well as learning models on how to implement various instruments and norms geared to clean up selected agencies and improve their performance capacity.  The basis for choosing such an approach, as the IGR describes, were the successful previous experiences in the country in which, given certain political agreement, key agencies like the Electoral Court, the Central Bank and specialized Superintendencies were effectively de-politicized.

Launched in mid 1998, the NIP along with the IRP initiated its implementation with high external support but also high internal scepticism.  The Vice-president enjoyed credibility and support and the general context was particularly favorable to launch such an agenda.  Technical and financial support was also in place and the timeframe for the implementation of proposed reforms seemed to be optimum. Reality, however, proved to be much more difficult than what was expected and proposed under the NIP document and what was shown by the reformer Vice-president.  Early in its administration the Government started to show its internal weaknesses and contradictions.  Each of the participating parties was more committed to its own agenda and to cater to their activists and campaign supporters.  As a consequence of the inadequate incentives in place, as well as distorted accountability mechanisms, the coalition allies fragmented the Government and increased the perception of inefficiency and corruption that already existed.  The cuoteo practice, by which personnel was hired and fired only based on the political affiliation, was perceived as one of the most important causes for corruption, and there were no signs that such a practice would change under this administration.

2.
The Institutional Reform of the National Tax Service

On December 22, 2000, following the promulgation of Law No. 2166, the old National Service for Internal Taxes (NSIT) was transformed into the new NTS.  Of course, changing the agency`s name was not sufficient to modify its performance. NTS had to surmount a number of different obstacles clearly described in its Institutional Reform Agreement (IRA) 
 signed on July 02, 2002 among the Ministry of Finance, the IRP and the NTS
.   The major objectives of the IRA were to:  (i) improve the efficiency of the tax administration; (ii) make a qualitative change in taxpayer service; (iii) promote the modernization, concordance and streamlining of norms; (iv) provide transparency to functioning of the tax administration; (v) increase citizen tax compliance; and (vi) institutionalize the NTS
. 

 In this context, the reform strategy
 focused on three fundamental pillars:  a) human resources development; b) streamlining of norms and procedures; and c) improvement of inspection and control processes as well as fiscal intelligence.  In what follows, an attempt is made to describe the general progress in each of these areas. 

a)
Human resources development

Until 2001 the tax administration had 991 public servants.  Their average permanence was 8 months, which generated lack of institutional commitment. Training was practically non-existent and the salary levels were extremely low, approximately US$ 350 in average.  There was no civil service (administrative career) and a strong political interference accompanied a constant personnel rotation.  The absence of a labor horizon for public servants generated a negative impact on their motivation and training as well as a potential for corruption. 

As a first step in the reform process of NTS, a series of adjustments to its organizational structure were made through a new and functional organization chart leading to an ideal staff payroll with a more technical profile. The tax agency was then embarked on a comprehensive merit –based hiring process through specialized external consulting firms aimed at renewing more than 80% of its management and front-line staff.   Once this personnel was hired, they were engaged in a process of induction and training aimed at achieving at least 80 hours of training per public servant. 

b)
Streamlining of norms and procedures

In general, norms and procedures and how they are applied are central to the problem of corruption.  Prior to the process of reform there was an enormous normative dispersion, where the tax system was composed of hundreds of legal dispositions, most of which even contradictory with each other
.   In this context, in August 2003 a new Tax Code was enacted to cope with the new tendencies of international trade and technology
. This new Law contributed to strengthening the faculties of inspection and control and permitted the establishment of new guidelines aimed at improving the services provided to taxpayers. In addition, it constituted the basis for development of the new procedures and for those in elaboration.  

Streamlining of procedures and use of information technology were closely linked so that as the normative changes advanced, it made more sense to substitute the system instead of modifying it or applying maintenance processes.  Once the reform process was underway, a new Technological Plan was designed and implemented.  With the aid of the international cooperation, a new computing center was acquired under a new centralized approach to the use of information and communication services were contracted from a private enterprise.   In this context, the NTS was able to increment its computing capacity or processing of its servers by 6.000% (60 times) and its storage capacity by 8.000% (80 times) with respect to 1996. 

Likewise, in terms of software, in January 2005 a new centralized information system was implemented jumping 6 versions in the database, which also included a new on-line tax collection system through the commercial bank network.  

Additionally, in order to improve the services to taxpayers as well as the control actions, the tax administration considered strategic to proceed to a new registry of the taxpayers because approximately 50% of them did not submit their sworn tax statements or had unknown residence.  To the extent that it was not possible to locate taxpayers or notify the correct persons, these deficiencies resulted in inapplicable inspection and control procedures.  In this context, beginning January 2005 the so-called Large Taxpayers (representing approximately 75% of total tax collections) were able to submit their sworn tax statements through Internet.   

c)
Improvement of inspection and control processes and fiscal intelligence 

Nowadays, inspection and control processes constitute the cornerstone of an efficient tax administration.  One of the most important drawbacks of the old tax administration was the inexistence of fiscal intelligence due to lack of access to both internal and external information on which to apply risk criteria.  Prior to the reform, taxpayers subject to inspection and control by the tax administration were selected on a discretional basis and no objective criteria were used to identify tax evasion
. Moreover, no specialized inspection procedures were applied to the hydrocarbons sector, currently amounting to 30% of total tax collection, and there was no training to exercise control over the strategic sectors. Likewise, there were no computerized applications to monitor the inspection processes and control the results of actions in terms of cases and tax collection. 

With the advent of the reform, a new approach to inspection was implemented, which included the definition of taxpayer selection methods through fiscal intelligence and an intensive use of information technology
.   As a result, third party information systems and use of high technology were strengthened. 

Among the most important fiscal intelligence automatic processes currently applied in NTS are:

(i)
Informed Purchases versus Declared Sales
Declared sales by a supplier are confronted with an aggregation of purchases declared by his/her clients. 

(ii)
Credit cards

Verification processes for taxpayers who sold by credit card for an amount greater than declared; taxpayers that correspond to the Simplified Regime who sold with credit cards; taxpayers with expired Tax Identification Number (TIN) that continued to sell with credit cards.

(iii)
Purchases and Sales Books

Taxpayers that did not submit their purchases and sales books required by the tax administration are subject to sanctions automatically.

(iv)   Duplicated invoices

Utilized by more than one taxpayer for fiscal credit.

Finally, beginning August 2005 a new fedatario unit was implemented on a national scale to identify evasion through a simulated purchasing procedure.

As a corollary of this section, Table No. 4 shows the results of the reform in terms of tax collection.  Except for the Complementary Regime of VAT and the Transitory Program, all taxes collected by the revenue service reflect an outstanding performance (See also Graph 1)
.  This does not appear to be surprising given all the advances already described. 

3.
The Rationale for VAT Refunding

VAT refunding is defined as the process of reimbursement and reposition of taxes paid by exporters to obtain the final product and is based on the general international trade principle that “countries should not export taxes”.  This concept has been entirely incorporated in the text of GATT 94 as part of the Subsidies and Compensatory Rights Code.   

Tax refunds are accepted as an international norm based on the following principles:

a)
Final locality or destination,  in the sense that taxes should be charged to final consumers.  To the extent that the final locality or consumer of the exported merchandises is the importing country, the exporting country should not establish taxes on those goods and taxes paid by exporters should be refunded. 
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Tax on Enterprise Profits  744,39 748,77 770,07 1.122,19 1.758,47 0,59 2,84 45,73 56,70

Specific Consumption Tax (Internal Market) 299,89 353,23 376,50 432,67 507,54 17,79 6,59 14,92 17,30

VAT (Complementary Regime) 182,86 179,02 171,13 192,77 213,30 -2,10 -4,41 12,64 10,65

Other taxes 306,01 345,78 425,40 467,98 607,59 13,00 23,03 10,01 29,83

Subtotal 4.086,03 4.478,63 4.999,65 5.979,35 7.189,23 9,61 11,63 19,60 20,23

Financial Transactions Tax 313,67 632,57 101,67

Transitory Program 103,67 27,08 147,07 791,97 31,70 -73,88 443,07 438,49 -96,00

Special Hydrocarbons Tax (Internal Market) 1.116,35 1.147,57 1.034,16 1.131,63 1.864,56 2,80 -9,88 9,43 64,77

Direct Hydrocarbons Tax 2.328,11

VAT (Imports) ** 1.614,91 1.752,90 1.771,13 2.213,93 2.863,00 8,54 1,04 25,00 29,32

Special Hydrocarbons Tax (Imports) ** 183,51 164,14 53,06 15,25 21,36 -10,56 -67,67 -71,26 40,06

Specific Consumption Tax (Imports) ** 43,71 57,28 80,42 125,44 155,03 31,04 40,42 55,98 23,58

Total 7.148,19 7.627,59 8.085,50 10.571,24 15.085,57 6,71 6,00 30,74 42,70

Source: 

 NTS.

*    Includes taxes paid in cash and securities. 

** These taxes are collected by Customs. 

Years

Table No. 4

Tax Collections by Type of Taxes *

(In current millions of Bolivianos)

Type of Tax

Annual percent variation 


b)
Tax neutrality, so as to avoid double taxation on capital goods, inputs, services and other expenditures actually made by exporters and necessary for the production of export goods. 

c)
Competitiveness, to the extent that taxes are an important component of the cost of the merchandise and therefore of its competitiveness.
In this context, under Bolivian law, only three specific taxes are subject to refunding, namely the Value Added Tax (VAT), the Specific Consumption Tax and the Customs Duty (CD)
.  VAT refunds are made up to 13% (the value added aliquot in the internal market) of the merchandise FOB value, considering the maximum fiscal credit generated by the purchases and in proportion to exports versus internal sales, which are not subject to tax devolution
.  VAT refund certificates can be sold to third parties who can in turn use them to pay their own taxes.  
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VAT refund securities are issued following either an ex-ante or an ex-post verification of exporters requests.  In the first case, a review of documentation and tax facts precedes delivery of VAT refund certificates. In the second case, VAT refunds are granted to exporters once they present a warranty policy for an amount equal to that of the requested reimbursement and inspection/auditing and control activities should take place within 120 days after delivery of the VAT certificates.  

4. Inspection/Auditing and Control Processes and Procedures Applied to VAT Refunds before the Institutional Reform

Inspection/auditing and control processes and procedures applied to VAT refunds before the NTS institutional reform were characterized by their extreme complexity
, heavy reliance on programming mechanisms and discretionary methods of verification, and scant use of information technology and systems.  As a result, they were more prone to corruption.  See Figure No. 2, in which the different vulnerable points (in red) are identified in a corruption map of the VAT refund procedure before the reform.  An important feature of this flow chart is that the whole procedure depended on two large processes, namely (2) and (3), and two tax officers:  the VAT refund one and the Inspection one. Both tax officers enjoyed an enormous degree of freedom (or discretion) in their actions.    

5.
The Corruption Chain Identified in the Case Study and the New Inspection/Auditing and Control Processes and Procedures Applied to VAT Refunds after The Institutional Reform

According to the normative on VAT refunding, exporters are obliged to submit, as one of the basic requirements for refunding, the fiscal invoices obtained for acquisition of inputs, raw materials or services necessary for the elaboration of the merchandise to be exported.  Based on a number of inspection processes carried out by the Bolivian  tax administration, the following types of invoices were identified to materialize fraud and corruption in VAT refunding
: 

a) 
False and cloned invoices  

The false invoices are those not authorized for their circulation by the tax administration, whereas the cloned invoices are copies of authorized ones applied to a fictitious sale of a good or service.  This type of invoices are elaborated by underground or clandestine printing houses and commercialized by third parties. 

b)
Authorized invoices from fictitious suppliers 


Fictitious suppliers are persons of generally low economic condition that lend themselves to obtain a TIN, get authorized invoices from the tax administration and extend them in favor of defrauding exporters.  These persons are often linked to defrauding exporters. 

c)
Authorized invoices from false o non-existent suppliers


This type of invoices are obtained through more complex procedures which take advantage of the facilitation principles in the taxpayer registry whereby defrauding organizations are able to inscribe nonexistent persons or persons with false identity in the registry who then obtain authorized invoices from the tax administration and extend them in favor of  defrauding exporters. 

d)
Authorized invoices from registered suppliers


These are invoices correctly obtained that can be used for fraud. 

Regarding the exporting companies engaged in fraud, it is possible to distinguish the fictitious ones, which have a documental existence without physical infrastructure or competitiveness to export goods, from the real or tangible ones which realize productive activities and generate goods destined to exportation.   

Likewise, even though all VAT refund claims are associated with a Unique Export Statement (UES) provided by Customs, exportation may or may not have taken place or may have been realized for an inferior value or volume of the merchandise to those registered in the UES. 

In this sense, one can think of at least three different types of fraud that fictitious and real companies could perpetrate.   First, a fictitious company may obtain invoices of type a), b) or c) to get fiscal credit, not export at all, request VAT refunds and commit fraud (See Box No. 1 and Figure 3 for a concrete example of this case). Second, a real company that purchases inputs or services without an invoice and hence is not subject to any tax payment could accumulate fiscal credits through invoices a), b) or c), either export or not export, request VAT refunds and commit fraud.  Third, a real company may buy goods or services with an authorized invoice but not export at all because all those goods or services are commercialized in the internal market, request VAT refunds and commit fraud.   

Moreover, as shown in Figure No. 4, the VAT refund corruption and fraud chain will only materialize with the assistance of unscrupulous tax officers that authorize a fraudulent tax refund. 

Box No. 1    The ARGOSUR  Case

According to a recent investigation carried out by NTS in 2003, since 1998 “ARGOSUR”, a private exporting company, requested tax refunds for an approximate amount of Bs. 25 million (more than US $ 3 million) under the warranty policy modality. This amount was paid by NTS simply because tax officers ignored expiration dates of guarantee policies. Supposedly, this company was devoted to exporting gold sticks for aeronautical use, a high-technology product sold to SOUTH AMERICAN GOLD TRADERS, a fictitious American company.  The specific characteristics of the exporting goods generated some doubts among tax officers about  the validity of these transactions.   

The refund claim was mostly made because of the purported purchases realized from a supplier company under the name of MIXCO whose legal representative was another person that also used to obtain VAT refund certificates.  Likewise, MIXCO cited INCOBOL, another private company stationed in Caranavi, as its unique supplier of gold sticks. INCOBOL turned out to be a fictitious enterprise.  Moreover, the fiscal invoices presented by ARGOSUR were found to be false and later on NTS was able to identify the principal supplier of the gold sticks: a poor motorcycle taxi driver with a daily income of Bs. 30 (less than 4 US$), who would have had to sell more than Bs 150 million (US$ 18,75 million) in gold in order to generate Bs. 25 million in fiscal credit to be finally captured by ARGOSUR.  Based on the information provided by this investigation, it was known that all the persons involved in the buying-selling operation traded VAT refund certificates from ARGOSUR and other companies for an approximate amount of Bs 25 million.

The selling of VAT refund certificates was carried out through 5 persons, including a former tax officer
 from the inspection and control area of  the old NSIT.  All the income coming out of the selling of VAT refund certificates was deposited in this officer`s banking accounts which were then used to obtain bank warranty policies to request tax returns for 15 exporting companies.  This person was able to maintain more than US $ 2 million in his accounts with a salary of Bs. 2.500 (US$ 312) a month.  Other former tax officers of the old NSIT involved in these irregular processes of tax refunds are currently under investigation. 

All the proofs obtained during the investigation, inspection and control processes were then presented to the Attorney´s Office with charges of  organized crime, legitimization of illicit gains, inadequate use of influences, and material and ideological falseness.  

To date, a bureaucratic process of investigation is taking place at the Attorney´s Office which, however,  has not yet made a formal imputation of the charges. Tax officers of the newly reformed NTS in charge of the investigation have since faced all sorts of threats and intimidations.
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Sources:

  National Tax Service (NTS) and National Institute of Statistics (NIS).

* Excludes hydrocarbon exports, personal effects exports and reexports.
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Table No. 6

Exports* and VAT refunds  

[image: image12.wmf]Year

VAT Collections *
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%

1994

1.809.700.735

220.375.994

12,18

1995

2.054.207.947

241.802.000

11,77

1996

2.356.866.276

212.684.492

9,02

1997

2.821.722.034

243.834.504

8,64

1998

3.217.615.748

389.742.149

12,11

1999

3.084.547.099

343.438.443

11,13
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2.927.351.790
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12,65

2001

3.217.119.519
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10,83

2002
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337.332.379

9,52

2003

3.815.727.935

363.172.603

9,52

2004

4.411.037.302

440.692.012

9,99

2005

5.261.200.127

444.324.503

8,45

Source:  

National Tax Service (NTS)

*  Includes VAT (Internal Market) and VAT (Imports).  Numbers correspond to taxes 

   paid in cash and in securities.

Table No. 7

VAT Collections and Refunds  

(In Bs.)
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Figure No. 3

GOLD STICKS OPERATION 

Source: Adapted from “La Prensa”, June 13, 2003



During the first years of the reform, the tax administration learned from its own experience and developed new processes and procedures for VAT refunds.  Unlike the processes and procedures established before the reform, those put in place after the 

reform are much simpler
, more reliable on selection methods of inspection and control activities
, and heavily supported by information technology and systems.

As shown in Figure No. 5, in the new VAT refund procedure there are less vulnerable points, a system replaces a number of processes previously controlled by one or two persons, inspections and cross-checks are performed by different tax officers and discretionary activities are drastically limited.  

6.
The “Technical Box” of the VAT Refund Process

Despite the progress made thus far, there persist some vulnerabilities of corruption in the current VAT Refund Process.  In Table No. 5 the “Technical Box” previously developed (in Section IV) for the “core-business” processes of the tax administration is replicated in order to come up with some remedial measures and warning indicators  for the risk levels (vulnerabilities) of corruption identified in Figure No. 5.   

Table No. 5

The “Technical Box” of the Stages in the VAT Refund Process after the Reform
	Stages in VAT Refund Process after the Reform
	Vulnerabilities (risk or threat)  of corruption corresponding to each stage of the -process
	Possible remedial /reform measures (corresponding to each vulnerability)
	“Early Warning” Indicators (for benchmarking and monitoring

	1. VAT Refund Claim

Taxpayer:

1.1      Submits VAT  refund claim at tax administration office

1.2     Encloses documentation both in physical and magnetic form

2.       Documentary Control

VAT  Refund Tax Officer:

2.1 Registers data in system

2.2 Recovers documentation in magnetic form

2.3 Verifies the documents (if there are observations, he prints the rejection).

3.        Consistency control

System:

3.1      Validates fiscal credits

3.3 Validates export statement

3.4 Validates Consolidated Customs Levy

3.5 Requests budget

3.6 Registers data and time of  request

4. Budget Allocation

System:

4.1     Commits and allocates budget

5.        Debt Verification

System:

5.1 Verifies executed debts.

6.       VAT Refund Certificates Issuance

VAT  Refund Tax Officer:

6.1 Registers warranty policy or final inspection report in case of prior verification

6.2 Issues VAT refund certificates

7.     Inspection Selection

System:
7.1   Selects inspection cases under risk criteria

8.     Inspection Beginning

Inspection Tax Officer (A)

8.1    Notifies beginning of inspection

9.    Inspection Process

Inspection Tax Officer (A)

9.1 Applies inspection procedures

9.2 Selects sample of invoices following procedure

9.3 Selects suppliers

9.4 Verifies payment of taxes in system and STS

9.5 Observes false and cloned invoices

9.6 Selects cross-checks

10.       Cross-checks

Inspection Tax Officer (B)

10.1    Performs cross-checks

11.     Final Report

Inspection Tax Officer (A)

11.1 Elaborates Final Report

11.2 Issues Administrative Resolution

12.     Execution of Warranty Policy

Inspection Tax Officer (A)

12.1    Executes warranty policy or reduces fiscal credit


	· None.

· None.

· Accelerates registration of data in the system in exchange for a bribe.

· Ignores errors or lack of documentation  for a bribe.

· Ignores observations in documents for a bribe.

· None.

· None.

· None.

· None.

· None.

· None.

· None.

· Accelerates registration of warranty policy or final inspection report for a bribe.

· Accelerates issuance of VAT refund certificates for a bribe. 

· None.

· Delays beginning of inspection for a bribe.

· Overrides inspection procedures for a bribe.

· Overrides procedure for selecting sample of invoices for a bribe.  

· Overrides procedure for selecting suppliers for a bribe.

· Ignores verification for a bribe.

· Ignores false and cloned invoices for a bribe.

· Overrides inspection procedures for selecting cross-checks for a bribe.

· Overrides inspection procedures for performing cross-checks for a bribe.

· Recommends issuance of tax refund certificates without justification.

· Ignores expiration dates of  warranty policy or refrains from reducing fiscal credit for a bribe.


	· None.

· None.

· Automation to speed up data  registration in the system.

· Automated random checks to detect anomalies.  Self –assessment.

· Automated random checks to detect anomalies.  Self –assessment.

· None.

· None.

· None.

· None.

· None.

· None.

· None.

· Automation to speed up registration of warranty policy or final report.

· Automation to speed up issuance of VAT refund certificates 

· None.

· Incentives for high performance, sanctions for corrupt behavior, career development, competitive salaries.

· Incentives for high performance, sanctions for corrupt behavior, career development, competitive salaries.  Automation.

· Incentives for high performance, sanctions for corrupt behavior, career development, competitive salaries Automation.

· Incentives for high performance, sanctions for corrupt behavior, career development, competitive salaries Automation.

· Incentives for high performance, sanctions for corrupt behavior, career development, competitive salaries.  Automation.

· Incentives for high performance, sanctions for corrupt behavior, career development, competitive salaries.  Automation.

· Incentives for high performance, sanctions for corrupt behavior, career development, competitive salaries.  Automation.

· Incentives for high performance, sanctions for corrupt behavior, career development, competitive salaries.  Automation.


	· None.

· None.

· Perception of corruption increases over a certain range 

· Data inconsistencies above a given threshold.

· Data inconsistencies above a given threshold.

· None.

· None.

· None.

· None.

· None.

· None.

· None.

· Perception of corruption increases over a certain range.  Number of refund claims increases over a given range.

· Perception of corruption increases over a certain range. Issuance of VAT refund certificates increases over a given range.

· None.

· Perception of corruption increases over a certain range. Number of refund claims increases over a given range.

· Perception of corruption  increases over a certain range. Number of refund claims increases over a given range.

· Perception of corruption  increases over a certain range. Number of refund claims increases over a given range.

· Perception of corruption  increases over a certain range. Number of refund claims increases over a given range.

· Perception of corruption  increases over a certain range. Number of refund claims increases over a given range.

· Perception of corruption  increases over a certain range. Number of refund claims increases over a given range.

· Perception of corruption  increases over a certain range. Amount of  tax refunds increases over a given range.

· Number of executed warranty policies decreases over a given range.


7.
Exports, Tax Collection and VAT Refunds 

In Table No. 6 data on exports (without hydrocarbons, personal effects and reexports) and VAT refunds are presented (See also Graphs 2 and 3).   Based on this information, the following findings were made: 

a)
Except for 1998, exports (as defined above) were seen to be quite stable over the  period 1994-2001.  However, beginning 2002 a clear upward trend was detected. 

b) 
This is contrasted with data on VAT refunds which show a rather erratic behavior. 

c) 
VAT refunds as a percentage of exports reflect two different tendencies: On the one hand, except for 1996  and 1997, numbers for the period 1994-2001 show an upward trend.  On the other, data for the period 2002-2005 (the reform period) present a clear downward trend.

d)   
Both exports growth and VAT refunds growth show no clear tendencies.

e)
Growth of VAT refunds as a percent of exports reflect a clear downward trend during the NTS institutional reform period (2002-2005). 

f) 
Finally, volume of exports shows an upward trend, whereas average value per metric ton reflects a downward trend up to 2002 and a strong upward tendency thereafter.





As shown in Table No. 7 (and Graph 4), the finding in c) and e) above is further reinforced by data on VAT refunds as a percentage of VAT  collections (both in the internal market and through imports). 





In this context, it is possible to draw the following conclusion:  The institutional reform carried out by NTS beginning 2001, which included changes in inspections/auditing and control processes and procedures on VAT refunds, did indeed contribute to reducing the amounts of  refunds actually paid to exporters. 

8.
Constraints, Weaknesses and Threats as well as Sustainability of the Anticorruption Strategy  

Despite the enormous progress made during the process of the institutional reform of the Bolivian tax administration, particularly to reduce the amounts of VAT refunds actually paid to exporters, there persist important constraints, weaknesses and threats to the anticorruption strategy that require urgent attention.  First, the major constraints have to do with the deficiencies of the existing regulatory framework. So long as current norms applied to VAT refunding provide incentives to commit fraud and corruption, this unlawful behavior will not be eliminated, no matter what improvements are made in terms of processes and procedures
.  As was already mentioned in footnote 20 above, VAT refunds amount to real export subsidies very attractive not only to real, but also to fictitious and  false exporters. Second, the principal weaknesses of the anticorruption strategy pertain to the still precarious coordination with Customs, notwithstanding the fact that most cases of fraud and corruption identified in this case study come from situations in which no real exportation occurs. Third, to the extent that VAT refunds reduction was only possible through implementation of a comprehensive institutional reform, which included important changes in inspection and control processes and procedures, one important threat to the anticorruption strategy constitutes an eventual reversal of this important effort in the face of a recent change of government. Finally, from the previous analysis, it is clear that the anticorruption strategy will only be sustainable so long as the constraints, weaknesses and threats just mentioned are overcome. 

VII.  CONCLUSIONS 

From the precedent sections, it is possible to draw the following conclusions of the paper:

First,  the institutional reform carried out by NTS beginning 2001, which included changes in inspections/auditing and control processes and procedures in VAT refunds, did indeed contribute to reducing the amounts of VAT refunds actually paid to exporters and hence diminished the outflow of financial resources from the Treasury to offenders
. 

Second, a successful anticorruption strategy such as the one described in this case study was only possible after a comprehensive institutional reform of the NTS.

Third, improvements in VAT refunding procedures implied intensive use of information technology whereby human discretionary activities were replaced by a system. 
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Figure No. 1 – The National Integrity Plan
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Figure No. 2


Corruption Risk Map of VAT Refunds Procedure before the Reform
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VAT Refunds Corruption and Fraud Chain
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CORRUPTION RISK MAP OF VAT REFUND PROCEDURE AFTER THE REFORM
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Only the purchases accounting books were found





ARGOSUR obtained Bs. 25 million in VAT refund certificates from NTS for false exports of gold sticks
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SOUTH AMERICAN GOLD TRADERS


This was the name of the American  company which supposedly purchased the gold sticks.  However, there is no certification of its existence 





USA
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CARANAVI





FICTITIOUS COMPANY





FICTITIOUS COMPANY





INCOBOL


(the gold sticks producer) 


A report of the Mayoralty of Caranavi indicates that this company does not  exist
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ARGOSUR owners would supposedly transport the gold sticks in a briefcase 
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MIXCO


(the domestic supplying company)





ARGOSUR sold the VAT refund certificates to other companies








The money coming from the VAT refund certificates sale was deposited on a former tax officer`s  personal account.
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ARGOSUR SRL


(the exporting company)





























* Exclude hydrocarbon exports, personal effect exports and reexports 











�   However, the relation between corruption and tax collection does not seem to be as straightforward, particularly in more advanced countries.  Mookherjee (1997), cited in Fjeldstad (2005b), for example, has recently argued that fiscal corruption may, at least in theory, contribute to an increase in tax revenues because the possibility to negotiate bribes from evasive taxpayers motivates tax officers to work harder to detect evasion.  To the extent that taxpayers anticipate this behavior, they will try to avoid tax evasion because the probability of being caught has increased.  Thus, by making tax evasion less attractive to taxpayers, corruption may indeed increase tax collection.  Nevertheless, Fjeldstad and Tungodden (2003) have argued that using fiscal corruption as a means of collecting more taxes may not be sustainable in the long run.  


 


�    As a recent survey data show, the problem of non-payment of taxes should be addressed in terms of service delivery, better administration and information schemes, and community involvement (See Fjeldstad, 2004).  


�  Ideally, these processes could be applied to any type of taxes, including VAT.


 


�  For the distinction between motives and opportunities for corruption, see the Chapter on Corruption in Customs. 


� This section draws heavily on the paper by Leyton and Matsuda (2004). 


 


� See The World Bank (2000). 





�  The Bolivia IGR was aimed at understanding the country´s public sector and identifying challenges and possible directions for an ambitious and indispensable second-generation reform agenda.  By exploring the concept and causes of informality, the IGR underscored the most significant obstacles facing the incipient Bolivian bureaucracy.  Broadly defined as a set of actual behavioral patterns followed by public servants without taking into consideration the letter and spirit of the existing rules, informality was seen to exist in several areas of public administration such as implementation of the SAFCO Law, public expenditure and personnel management.  In general, its underlying causes were associated with the dynamics of politics.  In addition, the IGR cited a weak private sector incapable of generating employment, politician´s interest in obtaining electoral support from and control of the government bureaucracy, and a fragmented party system which forced political organizations to negotiate coalition agreements as sources of patronage and clientelism.  Finally, deficiencies in the formal rules and procedures,  weakness of supporting institutions in the face of a de facto “operational decentralization” in line agencies without corresponding development of institutional capacities for “normative centralization”, Ministry of Finance´s  traditional concern about fiscal discipline at the expense of strategic allocations and efficiency in resource use, and delays in the implementation of the Statute of the Public Officials were all found to present obstacles to the development of a well-functioning government.  In this context, the IGR provided four central recommendations, namely: (i) de-politicization of public sector personnel management; (ii) strengthening of central oversight capacity in financial and personnel management; (iii) learning from the recent successful experience of the autonomous regulatory agencies (Superintendencies) in an attempt to replicate it in other public sector entities; (iv) use of “citizens voice” as a way to exercise social control over public administration (See Zuleta, 2000).


�  Initially, the following public entities were selected as pilot agencies in the IRP: Ministry of Finance (including Customs and Revenue Service), Ministry of Housing and Basic Utilities, Ministry of  Sustainable Development, Ministry of Agriculture, Cattle and Rural Development, Ministry of Education, Culture and Sports and Prefecture of Oruro. 


�  These obstacles were: (i) politicization in selection of personnel; (ii) tax policy aimed at providing exemptions, benefits and preferences to specific taxpayer sectors; (iii) low quality of rules and procedures that conspire against an effective and efficient tax administration; (iv) poor inter-institutional  relations with other public and private entities to allow for exchange and exploitation of accounting and economic information to be used for tax collection purposes; (v) deficient human resources and lack of training; (vi) insufficient, untimely and ill-distributed financial resources that affect the possibility to meet institutional ends and goals; (vii) inadequate administrative and technical organization; (viii) lack of  internal culture of costumer service; and (ix) undefined communication strategy to launch NTS` corporative image and promote citizen tax compliance.  


 


� Even though the IRA was signed on that date, the institutional reform of NTS only started on September 15, 2001, once its new Executive President and Board of Directors were appointed by the President of the Republic, after being nominated by two thirds of the members of the Deputy Chamber of Congress.  This date also marks the beginning of NTS as a SARA (See Fjeldstad, 2005b).


  


�  Interestingly, in line with Koromzay´s (2004) contention (See Section V. above), this broad-based reform was launched in the middle of a crisis.  In fact, during the period 1999-2003, in average and in  constant 1990 prices the Bolivian economy grew at a rate of 1.97%, whereas during the period 1993-1998 its growth reached 4.74% (See http://www.ine.gov.bo).





�  The authors are indebted to Mario Arduz, General Manager of NTS for the information provided to describe the reform strategy of the Bolivian revenue service. 





� Notwithstanding the progress made in this area, there persist exemptions obtained by social and political influential groups that continue to fracture the tax system by means of special regimes (the Simplified Tax Regime – STR, the Integrated Tax Regime – ITR, and the Unified Agricultural Regime UAR) that conspire against the correct application of the VAT. 





� In this connection, particular emphasis was placed on use of technology for sworn tax statements through Internet, notifications by email, etc.  





�  In 2001, 75% of inspection and control cases were selected on a discretional basis without participation of automatic systems. 





� In June 2005, about 80% of cases subject to inspection were selected through automatic methods without participation of tax officers.


 


� These findings are further reinforced by VAT evasion figures, a better indicator of efficacy of a tax administration, that show an important downward trend: 42% in 2001; 39% in 2002; 35% in 2003 and 29% in 2004 (See http://www.impuestos.gov.bo).  





� This section draws heavily on the technical document elaborated by Suárez (2004).


 


� According to Harrison and Krelove (2005), in Bolivia a 100% of VAT refund claims are made by exporters. 


 


� This rule appears to be pervasive for the Treasury because it entails a real export subsidy.  Moreover, to the extent that certain operational costs incurred by exporters such as  labor payments, social contributions and depreciation are not subject to VAT, this norm is also contradictory in its own terms because it implies that the exporter constitutes a simple intermediary incapable of generating value or making these expenditures.  


      


�  The authors are indebted to Mario Arduz, General Manager of NTS, for the information provided to develop this sub-section.





� The Instructions Guide DAF No. 02-09-07 enacted on April 05, 1997 was a 60-page confusing document without a flow chart and including irrelevant information on specific functions of personnel in charge of inspection/auditing and control activities.  





�    The authors are indebted to Mario Arduz, General Manager of NTS, for the information provided to develop this sub-section.





�  Strictly speaking, these unlawful refunds often operate on the basis of fictitious exports and different sorts of fraud and are, for that reason, closer to organized crime than to conventional tax evasion, “the main difference being that, unlike conventional VAT evasion, they rely on transactions that never actually take place” (Pashev, 2005). 





� According to recent information published by an important Bolivian newspaper, between 2002, 2003 and the first semester of 2004 and after a number of audits performed, the NTS discovered 207 tax officers involved in corruption who were consequently fired from the revenue service.  Out of these 207, 134 former tax officers were indicted, 60 ended up with an administrative responsibility and 4 were imputed with penal charges.  Moreover, for the first time since the institutional reform was implemented, 2 former tax officers were convicted on charges of extortion (See “La Prensa”, January 5, 2005). 


 


� The Technical Guide No. FIS-GT-CED-V01-019 enacted on July 10, 2003 is a 21-page straightforward document with a flow chart including only relevant information on inspection/auditing and control processes and procedures of VAT refunds.





27  For example, sample selection of invoices related to exports is nowadays carried out following a much more orderly procedure whereby: (i) the universe of invoices subject to verification is quantified; (ii) supplier invoices are grouped in order of importance; (iii) analysis criteria are applied interacting with the Tax Collection Integrated System (TCIS); and  (iv) a minimum fiscal credit (50%) subject to verification is established.  





� There is still work to be done to look for an alternative regulatory framework for VAT refunds.  One option may be to move on to a VAT retention system such as the one currently being applied in Peru, Argentina and Chile. Harrison and Krelove (2005) describe a number of other approaches that have been adopted by several countries  to deal with VAT refund problems. 


 


� However, this conclusion should be taken with caution.  As Harrison and Krelove (2005) suggest, the challenge for tax administrations is indeed  “to strike a balance between applying effective controls to protect revenue, while ensuring that compliant taxpayers are not overburdened with compliance costs”.  In this connection, another important issue subject to further enquiry, particularly for a small and land-lacked country, such as Bolivia,  may be whether Bolivian exporters  face higher transactions costs than other developing countries to sell their products abroad, so that effective controls to overprotect revenue could also have negative consequences for the economy as a whole.  
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