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1. INDIRECT TAXATION PRIOR TO VAT

The recent introduction of VAT in Cape Verde has been
the most significant change in the country’s system of
indirect taxation in the last 40 years. Prior to VAT, Cape
Verde’s indirect taxes date back to the 1960s, when a
major reform of the Portuguese colonial tax system was
undertaken. The motive for that reform lay in the creation
of a free trade area encompassing metropolitan Portugal
and all Portuguese colonial provinces: legislation enacted
in 1961 set the year 1972 as the deadline for the removal
of all tariff barriers between these territories, leading to the
ultimate creation of the Portuguese Economic Area.

The gradual reduction of tariff duties during the sixties
presented a major problem for the fiscal policy of the Por-
tuguese authorities. In fact, tariff duties had long been one
of the major sources of revenue for the colonial provinces
and if tariff duties on trade between the Portuguese terri-
tories were to be reduced, internal indirect taxes had to be
thoroughly reformed to make up for the loss of revenue —
this was the compelling reason for the creation of Cape
Verde’s imposto de consumo (consumption tax) in 1962.2
Contrary to what one might expect, the consumption tax
remained largely unchanged throughout the years of inde-
pendence and during the socialist-oriented regime that fol-
lowed. Central planning and economic stagnation led to
the marginalization of taxation as a source of revenue and
a policy tool, factors which may explain why most Por-
tuguese-speaking African countries made no serious
attempt to reform taxes until the 1990s.

Cape Verde’s consumption tax reflected the country’s par-
ticular economics and geography. As a small archipelago
with a mostly barren landscape, Cape Verde has always had
a limited agricultural and industrial output, which means
that consumption has been dependent on imports. Its isol-
ated location in the Atlantic Ocean, far from Portugal,
which is its main supplying market, and over 400 kilometres
away from the African coast made the flow of goods into
the territory fairly easy to control. Taxing imports was thus
an obvious choice for indirect taxation in the archipelago
and it is only natural that the consumption tax created in
1962 retained many of the characteristics of tariff duties.?

The consumption tax was a single-stage narrow-based tax
levied on goods. The tax applied only to the manufactur-
ing and import stages and was wholly administered by the
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customs office, no specific service being created for its
collection. The tax was due on a limited number of goods
identified by their classification under the import tariff —
manufactured goods for the greatest part — while services
were not subject to tax at all.*

The early-stage narrow-based tax meant that importers
and manufacturers paid the tax at the time goods were
released for consumption, whilst, further along the chain
of distribution, wholesalers and retailers were not subject
to the tax, but merely passed on to their customers the tax
already imposed on purchased merchandise. Service
providers were entirely outside the system: they levied no
consumption tax on services and, indeed, no tax was
levied on services up to the introduction of VAT As a

1. The author is an assistant at the Faculty of Law, University of Lisbon, and
an expert at the Centre for Fiscal Studies, Ministry of Finance. The author is
much indebted to Fatima Barbosa, at the VAT Services Department of Cape
Verde’s Tax Directorate for all information provided. Conclusions are strictly
those of the author.

2. This was openly acknowledged by Art. 15 of Decree-Law No. 44,016 of 8
November 1961, which set the legal frame for the creation of the Portuguese
Economic Area (Espaco Econémico Portugués). There is ample Portuguese lit-
erature on the colonial tax reforms undertaken in the 1960s: Pedro Soares
Martinez, “Apontamentos para o Estudo de uma Reforma da Tributagio Directa
na Provincia de Mogambique”, Ciéncia e Técnica Fiscal, No. 63 (Lisbon: 1964),
pp- 7-67; Ant6nio Braz Teixeira, “Esquema dos Sistemas Fiscais Ultramarinos”,
Ciéncia e Técnica Fiscal, No. 77 (Lisbon: 1965), pp. 139-169; “O Sistema Fis-
cal de Angola”, Ciéncia e Técnica Fiscal, No. 78 (Lisbon: 1965), pp. 211-276;
“O Sistema Fiscal de Mogambique”, Ciéncia e Técnica Fiscal, No. 80/81 (Lis-
bon: 1965), pp. 299-317. As for recent reforms in Cape Verde, José Carlos
Gomes Santos, “Sistema Fiscal de Cabo Verde: Realidade e Tendéncias”, Cién-
cia e Técnica Fiscal, No. 350 (Lisbon: 1988), pp. 133-198; Anildo Martins,
“Finangas Municipais: Algumas Notas”, Direito e Cidadania, No. 2 (Cidade da
Praia: 1998), pp. 163-190; Francisco Campanico, “A Reforma Fiscal em Cabo
Verde”, in Sérgio Vasques, ed., As Reformas Fiscais Africanas (Lisbon: 1998),
pp. 35-51; and José Carlos Gomes Santos/Carla Rodrigues, “Incidéncia
Econémica do Sistema Fiscal de Cabo Verde”, Ciéncia e Técnica Fiscal, No.
414 (Lisbon: 2005).

3. In fact, only about one tenth of the country’s land area is suitable for agri-
culture while scarce and irregular rainfall render production extremely difficult
and insufficient, imports accounting for over 80% of the foodstuffs consumed in
the country. As a whole, imports account for about 40% of GDP. Source: Cape
Verde: Poverty Reduction Strategy Paper, Country Report No. 05/135 (22 April
2005), available at www.imf.org.

4. The difficulties of taxing services under pre-retail sales taxes are described
by Ronald McMorran, “A Comparison Between the Sales Tax and a VAT”, in
IMF Tax Policy Handbook (Washington: 1995), p. 85.

5.  Some specific taxation of services existed prior to the introduction of VAT.
In fact, a tourist tax (imposto de turismo) has existed since colonial times and
was last reformed by Law 40/IV/92 of 6 April 1992. This was one of the taxes
abolished when VAT was introduced.
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