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his report takes an in-depth look, from a policy 
perspective, at the possible trade-offs between 
increasing tax collection and improving the eq-

uity of the fiscal system in Peru. As part of this effort, the 
report places the Peruvian tax system in an international 
context and considers the key challenges the Government 
is facing in its drive to increase revenue while achieving 
equity goals. It also conducts qualitative and quantitative 
analyses of the impact of taxes and transfers on income 
inequality. The report outlines several policy proposals 
that would increase tax collection without jeopardizing 
equity, and it then simulates the impacts of these changes 
on collection and equity.1 

This report has been requested by the Peruvian Min-
istry of Economy and Finance (MEF) to help inform 
policies aiming to increase tax collection. The advice 
spanned the 2012-2014 period and included research 
on several tax policy-related issues, such as legal advice 
on double-taxation treaties and in-depth analyses of tax 
exemptions. To keep the focus tight, some of the work is 
not included in this report. Contributions were originally 
written in Spanish to provide the MEF with timely advice 
on the subject, and were discussed with the counterparts 
during and immediately after its preparation. As a result 

1  The report includes novel analyses and new data on tax returns 
provided by SUNAT (the tax authority) in addition to data on house-
hold surveys and national accounts. The report points out some 
methodological limitations that become important when interpret-
ing the results. The analyses of distributional and collection impacts 
only include first-order effects of the proposed policy changes. This 
means that we do not consider, for example, the impacts of the 
changes in tax rates or structure on investment and growth, which in 
turn could have implications for tax collection.

of prioritizing this process, two teams focused on differ-
ent areas of research and were able to contribute to the 
analytical base behind the ongoing tax reform. The report 
summarizes the main elements of this process and the 
resulting advice. It comes out at the same time as the fi-
nance ministry announces the first set of tax reforms that 
were informed by this work.  

Peru is in the process of implementation of a series of 
tax reforms, alongside other successful reformers such 
as Colombia and Chile. Colombia and most recently Chile 
are in the process of reforming their tax systems to make 
them more equitable and efficient. While the objective of 
increased revenue is more prominent in Peru than in Chile 
or Colombia, reforms in these countries point to a simi-
lar direction: bringing their tax systems closer to OECD 
standards. This report, in its international comparisons, 
takes into account the changes due to the Colombian 
tax reform, but since it is being written as major Chilean 
reforms are being announced, it does not include those 
changes in the analysis.

Main Findings

Increasing tax collection equitably would mean 
widening the tax base and increasing efficiency

As a result of recent improvements, Peru’s tax collec-
tion has reached a level comparable to other countries 
in the region and has recently started catching up with 
the OECD. Over the years, Peru implemented a series of 
tax reforms that have resulted in increases in collection 
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as well as in changes in the tax structure, which is now 
more similar to that of OECD countries than to that of the 
region. Still, just like most Latin American countries, Peru 
has a long way to go before reaching the OECD average 
on tax collection. 

Notwithstanding these achievements, a narrow base, a 
low efficiency and a number of exemptions have kept 
tax collection below its potential. Tax evasion and in-
formality in Peru remain high. Personal income taxes are 
collected from a narrow base consisting mostly of salaried 
workers. A high eligibility threshold effectively exempts 
nearly 90 percent of the population, and rates for the 
highest quintile are also relatively low. Income from cap-
ital is generally taxed at lower rates than income from la-
bor and evasion from the corporate income tax amounts 
to around 65 percent of its potential revenue collection. 
The value-added tax is less efficient than in comparable 
countries in the region. Other taxes, such as excise and 
property taxes, have brought in much less than their po-
tential. Tax exemptions amount to a high 2 percent of 
GDP, and are mainly applied to indirect taxation. In ad-
dition, several areas for improvement have been identi-
fied with respect to tax administration. These issues have 
been analyzed in this report, both from the point of view 
of tax collection and of their impact on equity. 

The government of Peru is aiming to increase tax col-
lection by 2 percent of GDP. Peru has been able to main-
tain a fiscal surplus throughout most of the last decade. 
But implementing its growth strategy includes increas-
ing spending on education and health, and the govern-
ment is looking to increase revenues from 16 percent of 
GDP in 2011 to 18 percent in 2016. Peru’s tax-collection 
growth over the last decade has been driven by growing 
commodity prices and improved efficiency. But with com-
modities contributing only 14 percent of total revenues, 
Peru is less dependent on natural resource revenues than 
other countries.

There are many ways in which the tax system in Peru 
can contribute to the equity agenda without sacrificing 
collection targets. Evasion, in particular, cuts potential 
tax collection by between 30 and 65 percent and affects 
equity negatively. This is especially the case among high-
er-income parts of the population because they have bet-
ter means of avoidance. Improving compliance at the up-
per end of the distribution or even widening the tax base 
would improve equity. Several other challenges of the 
tax system also harm equity, such as the property taxes 

set-up, preferential treatment of capital over labor, and in-
equitable tax administration and enforcement. However, 
careful analysis of the equity and poverty impacts would 
be needed before taking on major reforms like reducing 
informality. 

The fiscal system, including taxes and transfers, 
has become increasingly progressive

The fiscal system in Peru is progressive, but less so than 
in other LAC countries. Looking at the expenditure side, 
the degree to which direct transfers decrease inequality 
is lower in Peru than in Argentina, Uruguay or Brazil. The 
impact of education and health transfers on reducing in-
equality in Peru is strong, but by far the smallest among 
the comparator countries. On the taxation side, while the 
impact of personal income taxes is broadly in line with 
comparator countries, indirect taxes and subsidies have 
been found more equity-improving in Peru than in other 
countries. As a result, starting from household income be-
fore public transfers and taxes, inequality in Peru is similar 
to that in Uruguay and Argentina and lower than in Mexi-
co and Brazil; but after adding the impact of the fiscal sys-
tem, Peru ends up with the second-highest (after Mexico) 
inequality of the final income. 

The fiscal system has contributed to reducing inequali-
ty, with the largest impacts coming from expenditures. 
In particular, transfers are absolutely progressive, have 
stronger distributional impact than taxes, and are more 
effective when they are direct. Both taxes and social 
spending have contributed to decreasing inequality in 
Peru, but in 2011, the impact of social spending was five 
times that of taxes when measured in changes of the Gini 
coefficient. Among expenditures, health and education 
spending had the strongest overall impact on inequality. 
However, direct transfers had the highest equity impact 
per dollar spent. Direct taxes were progressive, with a 
relatively small positive impact on equity (of about 0.08 
points of Gini coefficient). Taking into account informality, 
indirect taxes produced a small, negative impact on equi-
ty of around 0.002 points of Gini. 

Over time, the positive impact on equity increased. 
Transfers became more progressive between 2005 and 
2011: the lowest two deciles of the income distribution 
received 18 percent of total transfers in 2005 and 24.3 per-
cent in 2011. Besides, health expenditures turned from 
regressive to slightly progressive during this period. The 
targeting of the poorest improved substantially over time 
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as well. On the revenue side, direct taxes became increas-
ingly more progressive, while the incidence of indirect 
taxes became more regressive over time. This is related to 
a shift in the incidence of indirect taxation to the middle 
deciles related to the reduction of informality and possi-
bly to the incidence of exemptions.

Tax informality and evasion are not equity-neutral

Tax informality and evasion declined during the years of 
our study, but remain high and costly. We estimate that 
evasion and informality in VAT tax collection constitute 
around 30 percent of potential collection: 65 percent of 
potential collection of the corporate income tax and about 
40 percent of potential collection of the personal income 
tax. The corporate income-tax evasion varies by economic 
sector, with the highest evaders in agriculture, fishing and 
construction. Finally, personal income-tax evasion is high-
est among independent workers and the rich.

Informality is also not equity-neutral: it reduces the re-
gressivity of indirect taxes, but makes direct taxes and 
tax exemptions less progressive. Except for indirect/con-
sumption taxes, tax avoidance is a source of inequality, 
since high-income taxpayers have more means to create 
legal structures to avoid taxation. Consumption taxes are 
regressive by design, because poor people spend a high-
er share of their income on food. But low-income fami-
lies in rural areas, or those shopping at street markets, are 
more likely to buy goods not subject to indirect taxes, and 
therefore informality defined in these terms makes indi-
rect taxes less regressive. Through the same mechanism, 
it also reduces the progressivity of major tax exemptions. 

But various manifestations of informality are often 
driven by different processes, and thus call for specific 
policies as well as for attention to their impacts on pov-
erty and equity. The manifestations of tax informality in 
various taxes are driven by different incentive structures. 
As a result, informality in indirect taxes is not the same 
as informality in direct taxes, and different policies would 
be needed to tackle these two types of informality. For 
example, VAT evasion by small produce markets or street 
vendors does not have the same impact on collection as 
avoidance of personal income tax by rich, independent 
workers. Likewise, their equity and poverty implications 
are vastly different. Therefore, when thinking about poli-
cy, the fact that widespread informality reduces both the 
collection and regressivity of the VAT is not as important as 
informality’s inequitable impact on personal income-tax 

collection. Likewise, although this report did not study 
the equity impacts of the corporate income taxes, large 
revenue losses due to habitual avoidance by large firms 
are likely to impact equity through under-collection of 
revenues that are needed for provision of essential public 
services. 

Any tax reform that aims to improve equity should 
carefully assess poverty impacts and include 
measures to improve compliance, control and 
audit systems

A combination of reforms in tax policy and tax admin-
istration is usually needed to equitably increase tax 
revenues. These reforms aim at reducing tax evasion and 
tax avoidance and fostering voluntary compliance. In this 
vein, tax policy and tax administration dimensions are 
inextricably intertwined since tax administration weak-
ness in controlling tax compliance can create a big gap 
between tax policy design and how the tax system effec-
tively functions in practice.

Tax policy reform initiatives can be implemented in a 
relatively short period of time, while it takes more time 
for tax administration reforms to bear fruit. Redesigning 
tax policy can be achieved even in the presence of low 
degrees of ownership on the part of relevant stakehold-
ers. However, in order to keep the reforms sustainable, it 
is critical to ensure strong tax-administration ownership. 
An assessment of expected outcomes of proposed pol-
icy options to increase tax collection needs to factor in 
time-lags in implementing changes in tax policy and ad-
ministration. Tax policy reforms also require adjustments 
in taxpayer behavior as well as adjustments in tax admin-
istration operations. Other important factor to take into 
consideration is the indirect impact on voluntary compli-
ance of tax audit interventions.

Considering the main characteristics of the tax system 
in Peru, a plan to reduce evasion and avoidance could 
bring significant additional revenues and contribute 
to equity improvements.2 Tax evasion reduces poten-
tial revenues by between 30 and 65 percent, depending 
on which tax is considered. Therefore, a plan to partial-
ly reduce tax evasion and avoidance could significantly 
increase revenues, as well as contribute to a more pro-
gressive fiscal system. In particular, reducing corporate 

2  Tax avoidance is the legal use of the tax laws to reduce tax liabili-
ty while tax evasion is an illegal activity that involves underreporting 
or concealing sources of taxable income or taxable activities.
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tax evasion could be a source of additional revenues that 
could be spent on equity-enhancing health and educa-
tion services. Cutting down evasion in personal income 
tax, while improving compliance in the highest deciles of 
the income distribution, would raise additional revenues 
and would also boost fiscal revenues, as would a reduc-
tion in VAT evasion.

But any reform that aims to reduce informality and eva-
sion needs to carefully consider its poverty impacts, 
especially those stemming from high and income-bi-
ased informality. Most importantly, in the case of VAT, 
several assumptions about the distributional qualities of 
informality, and their interaction with poverty and equity 
as the reforms are implemented, would need to be care-
fully considered when developing and prioritizing the 
specific reform plan. Similarly, for personal income tax, 
compliance is already tilted toward the lower end of the 
distribution and to salaried workers; and since evasion is 
highest among the rich and professional independent 
workers, measures to improve compliance will need to be 
specifically tailored to improve incentives in these income 
categories. 

These measures are best implemented with improve-
ments in tax administration made with a focus on equity. 

To reduce avoidance and evasion equitably, it is necessary 
to improve control-and-audit systems and ease compli-
ance costs. A gradual and careful implementation of the 
anti-avoidance and audit tools introduced by the 2012 tax 
reform can turn them into additional equity-improving 
instruments. The Peruvian General Anti-Avoidance Rule 
(GAAR) is aligned with international good practices that 
favor establishing a general rule to combat aggressive 
tax planning. Because of the complexity of controls in-
volved in its application, implementing the GAAR would 
require strengthening the audit function and enhancing 
staff skills. A sectorial approach, deep legal knowledge of 
the tax system on the part of tax auditors, and a thorough 
analysis of tax avoidance patterns are key ingredients to 
ensure the success of these initiatives.

Adjustments to the structure of the personal 
income tax would increase both collection and 
equity

There is space to adjust the structure of the personal 
income tax: a set of several measures could bring up 
to 1 percent of GDP in additional revenues and reduce 
inequality by up to 3.5 percent. The following options 
have been considered in this report, as follows: Moving 
down the income-eligibility threshold, which is among 

Summary of personal income tax reforms and their estimated impacts

Informality assumption Full formality Full formality Informality* Informality*

 Reform proposal Collection 
change, %GDP

Gini change, 
percentage

Collection 
change, %GDP

Gini change, 
percentage

1 Reduce eligibility threshold from 7 to 5 UIT 0.8 -2.7 0.4 -1.8

2 Change marginal tax rate brackets 0.1 -2.5 0.1 -1.6

3a Reduce threshold to 4 UIT, with a new tax bracket with a 
rate of 5 percent for those earning between 4 UIT and 7 UIT

0.5 -2.6 0.4 -1.7

3b Reduce threshold to 4 UIT, with new tax bracket with a rate 
of 10 percent for those earning between 4 UIT and 7 UIT

0.9 -2.7 0.6 -1.8

4 Eliminate deduction on independent labor income 0.4 -2.7 0.2 -1.7

5 Change deduction to only health and education 
expenditures

0.3 -2.7 0.2 -1.7

6 Increase the maximum marginal personal income tax rate 
to 35 percent

0.04 -2.5 0.03 -1.8

7 6 + 3a 0.5 -2.7 0.4 -2.1

8 6 + 3b 0.9 -2.8 0.6 -2.2

Source: staff calculations, see Chapter 4 of this report. * For informality assumptions, see Box 8 on page 56.
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the highest in the world and effectively exempts nearly 
90 percent of the population from personal income tax; 
Raising the top marginal rate from 30 to 35 percent and 
lowering the lowest marginal rate as more potential tax-
payers are included was also considered. Alongside these 
changes, eliminating the deduction for independent 
workers or substituting that deduction with actual ex-
penditures on health and education were analyzed to im-
prove compliance incentives for the highest deciles. Sim-
ulations suggest that a set of such measures could bring 
up to 1 percent of GDP in additional tax revenues. Such 
measures would also improve equity, potentially reduc-
ing the Gini coefficient by up to 3.5 percent (equivalent to 
an 0.013 increase in the coefficient). 

Other actions that would increase collection 
equitably include streamlining tax exemptions, 
improving the property-tax requirements and 
collection, and increasing some excise tax rates

Streamlining tax exemptions would make the tax sys-
tem more efficient, and — since informality negative-
ly affects their progressivity — it should also improve 
equity. Exemptions are costly, generate efficiency losses, 
and do not always achieve their intended objectives. A 
careful approach would eliminate exemptions on food 
products that are not part of the basic consumption bas-
ket, and also the CETICOS exemptions, substituting those 
applied to the Amazon Region by targeted public expen-
ditures. However, additional distributional analysis would 
be useful to take into account the potential impact on 
poverty under alternative informality assumptions before 
any such changes are implemented. Property taxes are 
progressive, and could bring much more revenues than 
they do currently. In particular, reducing the gap be-
tween market and appraisal values of estates and improv-
ing compliance would help bringing more revenues from 
property taxes to the local governments. The success of 
these reforms would require the strengthening of the in-
stitutional and management capacities of municipal tax 
administrations. Finally, there is also space to increase 
tax rates in some excises. However, setting the appro-
priate rate for each tax would require a thorough study 
quantifying the costs of the externalities associated with 
the consumption of each product. Improving this branch 
of taxation could also bring environmental and health 
benefits.

More analytical work is needed to support a tax-
reform agenda

This report is a starting point in the analytical work 
that is needed to support a comprehensive tax-reform 
agenda for Peru. This study is the first one in Peru to com-
bine SUNAT and household-survey data to analyze the 
revenue and equity impacts of tax policies. But it is only 
skimming the surface when it comes to the research and 
policy agenda going forward. More in-depth work needs 
to be done on understanding the mechanisms of infor-
mality and evasion and on designing policies that reduce 
these harmful phenomena while preserving equity and 
minimizing impacts on the poor. In this area, major work 
is needed to prioritize equitable improvements in tax ad-
ministration. If better and more disaggregated tax returns 
data were available, a systematic interface model of the 
fiscal system could be built to allow for testing how vari-
ous policies impact equity and collection. More use could 
be made of the data on corporate tax returns, as well as 
from other sources of firm-level data. Policy advice on all 
aspects of the tax system could be informed by such ad-
ditional analytical work in the long term. As the govern-
ment has announced a tax reform that would temporarily 
reduce revenues at a time when they are most needed, an 
analysis combining reforms and prioritizations would also 
be beneficial. Last but not least, this report only mentions 
in passing the vast agenda of fiscal-policy and tax-admin-
istration reforms that are needed to bring Peru to OECD 
standards; a broad technical assistance and research 
agenda lies ahead in this important area. 
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eru’s strong economic growth during the last 
decade has been broadly shared, resulting in a 
remarkable reduction in poverty and inequality. 

The poverty rate fell from 55 percent of the population 
in 2005 to below 24 percent in 2013. During this period, 
Peru also reduced inequality faster than any other coun-
try in the Latin America and the Caribbean region (LAC, 
Figure 1 and Figure 2). Since poverty creates under-devel-
opment traps and high inequality reduces the impact of 
growth on poverty reduction, the challenge is to sustain 
this process through continuous reform. Achieving more 
inclusive growth and reducing inequality are among the 
main objectives of the current government. 

However, Peru’s fiscal system has contributed less than 
in any country in the region to inequality reduction. A 
stream of literature shows that all taxes and transfers in 
Peru reduce inequality; however both direct and indirect 
taxes have had relatively small impacts.3 Other studies go 
as far as to suggest that taxes and transfers in Peru are re-
gressive, increasing inequality by two percentage points.4 
This report confirms that the fiscal system in Peru is pro-
gressive and explains some of the differences in the litera-
ture by the high rates of informality in Peru. 

In this context, the main goal of this report is to support 
the Government’s strategy to make growth more inclu-

3  Jaramillo, M. (2012) The Incidence of Social Spending and Taxes in 
Peru, GRADE Lima, Mimeo.
4  Goni, E., J.H. Lopez, L. Serven (2011) Fiscal Redistribution and In-
come Inequality in Latin America, World Development, Vol. 39 (2011) 
1558-1569.

sive and equitable by analyzing the impact of the tax 
system on inequality. This report focuses on the objec-
tive to increase tax collection from an equity-improving 
perspective. As part of this effort, it analyses the Peruvian 
tax system in international perspective, notes the chal-
lenges it faces, and makes a qualitative and quantitative 
analysis of the impact of taxes and transfers on inequality 
and distribution of income. 

The report also explores specific features of the Peruvi-
an tax system, including its low contribution to inequali-
ty-reduction and the role of direct and indirect taxes; a re-
duced tax base due to high informality; high tax evasion 
and avoidance; as well as possibly high eligibility thresh-
olds for the personal income tax, among others. The re-
port also analyzes policy trade-offs that arise when trying 
to equitably increase tax collection. Most importantly, it 
builds a distributional model of tax incidence that allows 
for testing of the distributional impacts of different tax 
policies.

Rationale

Fiscal policy affects inequality mainly through spend-
ing. The volume of tax collection, the incidence of tax-
ation, and the incidence of transfers are three main 
channels through which the fiscal system affects the dis-
tribution of income. Various studies have measured the 
relative importance of these channels, concluding that a 
sufficient amount of tax collection is necessary because 
the level of revenues defines the size of the public-spend-
ing envelope. The targeting of public spending is also 

Introduction
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paramount, as better-targeted programs reduce poverty 
and inequality in the fastest and most efficient way. Taxes, 
however, are usually considered of secondary importance 
when it comes to post-fiscal income distribution, as the 
revenue system has a smaller impact on distribution than 
does spending. Within the tax system, the relative effi-
ciency5 of taxes comes after the progressivity of the tax 
system in its impact on inequality.6

However, tax policy may still play a significant role. An 
inadequate tax system erodes the equity improvements 
achieved through the expenditure policy and can also 
reduce tax collection and promote informality. Thus, an 
efficient, equitable tax system that facilitates compliance 
would be most successful in contributing to poverty re-
duction and improving shared prosperity. Analyzing the 
progressivity of the tax system and the distributive effects 
of specific taxes and transfers are therefore key compo-
nents in any strategy to reduce poverty and promote 
shared prosperity. Increasing the progressivity of the tax 

5  Definitions used in this report with regard to productivity/effi-
ciency of different taxes are as follows (USAID Tax Collection Data-
base). Value Added Tax (VAT) gross compliance ratio: Ratio of actual 
VAT to a potential VAT collection, related to private consumption. VAT 
Productivity: VAT receipts as percent of GDP divided by the standard 
VAT rate. Corporate Income Tax (CIT) Productivity: CIT collection as 
percent of GDP divided by the CIT rate. Personal Income tax (PIT) 
Productivity: PIT collections as percent of GDP divided by weighted 
average PIT rate. 
6  Engel, E.M.R.A, A. Galetovic, C. Raddatz (1999) Taxes and Income 
Distribution in Chile: Some Unpleasant Redistributive Arithmetic, 
Journal of Development Economics, Vol. 59 (1999) 155-192. See also 
Goni, E., J.H. Lopez, L. Serven (2011) Fiscal Redistribution and Income 
Inequality in Latin America, World Development, Vol. 39 (2011) 1558-
1569. At the Bank and in LAC region, the following studies will be 
taken into account during preparation: regional study “Can LAC Af-
ford Opportunity for All?” under preparation led by Jozef Draaisma, 
and “Fiscal Policy in Colombia: Tapping its Potential for a More Eq-
uitable Society” (2012) by Lars Christian Moller and related papers. 

system and improving the distributive effects of taxes and 
transfers could also significantly contribute to making the 
growth process more equitable.

Making the tax system efficient, equitable and easy-
to-comply-with is essential to reaching a positive 
equity impact, but it also involves resolving complex 
policy trade-offs. An efficient (or neutral) tax system 
achieves its revenue objectives without interfering 
with consumption, investment or production decisions 
made by the different economic actors. An equitable 
tax system ensures that public expenditures are ade-
quately funded without increasing income inequality. 
Finally, ease of compliance with tax regulations involves 
low compliance and administrative costs, thus encour-
aging compliance from all types and sizes of economic 
agents. It also includes making the costs more equita-
ble. However, trade-offs may be required when trying 
to achieve all these goals while at the same time in-
creasing tax collection. For example, expanding the 
tax base or reducing informality might translate into a 
less-progressive tax system. Reducing informality might 
increase collection and make the tax system more effi-
cient, but could decrease de-facto progressivity of tax-
es. Enforcing compliance in an inequitable tax system 
might reduce progressivity, for example by focusing 
collection on specific groups of population such as sala-
ried workers. Due to these trade-offs, policy sequencing 
and prioritization may also be necessary while working 
to improve on these outcomes.

As part of its objective to achieve a more inclusive and 
shared growth, the government of Peru aims to in-
crease tax collection. Due to remarkable progress over 

Figure 1. Poverty reduction has been remarkable, and
although inequality fell more slowly…

Source: INEI,  CEPALSTAT from ECLAC (2015).
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Figure 2. … Peru’s progress on inequality reduction was
among the strongest in the region
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the last decade, tax revenues are currently in line with 
income levels, but they are lower than the regional and 
OECD average (Figure 3). Peru’s total government rev-
enues were 22.1 percent of GDP in 2013, of which 16.8 
percent of GDP were taxes. Tax collection grew steadily 
between 1990 and 2007, but has yet to recover fully from 
the aftermath of the global financial crisis of 2008 (Figure 
4). Since the mid-2000s, tax revenues were helped by in-
creased contributions from the mining sector (Figure 5). 
The government has established a goal of increasing tax 
collection to 18 percent of GDP by 2016.7 The increase 
in revenues would make more resources available for 
distribution through the public-expenditure system and 
targeted programs. High informality levels, a narrow tax 
base (due to general design, evasion, or extensive ex-
emptions and loopholes) and low GDP-per-capita levels 
are usually mentioned as factors that have negatively in-
fluenced tax collection in Peru.

Peru is in the process of implementation of a series of 
tax reforms, alongside other successful reformers such 
as Colombia and Chile. The next chapter starts by dis-
cussing in detail the sequencing of reforms in Peru and 
puts them into international and regional perspective 
(Box 1). Colombia and most recently Chile are in the pro-
cess of reforming their tax systems to make them more 
equitable and efficient. While the objective of increased 
revenue is more prominent in Peru than in Chile or Co-
lombia, reforms in these countries are aimed in a simi-
lar direction: to  bring their tax systems closer to OECD 
standards. 

7 Ministry of Economy and Finance (MEF). http://www.bcrp.gob.
pe/docs/Publicaciones/Programa-Economico/mmm-2013-2015-
mayo.pdf.

This report, in its international comparisons, takes into 
account the changes due to the Colombian tax reform, 
but since it is being written as major Chilean reforms 
are being announced, it does not include those chang-
es in the analysis. In 2012, The National Congress of Co-
lombia approved a comprehensive tax reform designed 
to improve equity, increase formal labor and simplify the 
tax system. The main objective of the reforms is to im-
prove the structure of the tax system with regards to its 
progressivity and its impact on the economy, especially 
the labor market. Additional revenue from the tax reforms 
is expected to be negligible. Presently, there are plans to 
further reform the tax system, also with a strong focus on 
improving equity.8 The 2014 Chilean Tax Reform seeks to 
increase tax collection in order to more sustainably fund 
social expenditure and reduce fiscal deficits. The reform 
also is designed to improve the vertical equity of the tax 
system through a better distribution of income and to re-
duce tax evasion and tax avoidance. Measures to reduce 
tax avoidance and tax evasion include a General Anti 
Avoidance Rule (GAAR) in the tax legislation, along the 
same lines of Peru.

Motivation and Process

This report has been requested by the Peruvian Min-
istry of Economy and Finance (MEF) to help inform its 
policies aiming to increase tax collection in an equita-
ble manner. This advice spanned the 2012-2014 period. 
It included research on several tax policy-related issues, 
such as legal advice on the double taxation treaties and 
an in-depth analysis of tax exemptions. The need for this 
particular report arose during a dialogue with the MEF 
on more specific taxation issues. To keep the report tight-
ly focused, some of the earlier work is not included. The 
MEF suggested that a broader analysis of the tax system, 
combined with simulations of its impact on income dis-
tribution, would be useful to inform their deliberations 
on the tax reform, which were in the discussion stage at 
the time. As a result of prioritizing this process, the teams 
were able to contribute to the analytical base behind the 
ongoing tax reform. This report summarizes the main el-
ements of this process and its resulting advice. Its pub-
lication coincides with MEF’s announcement of the first 

8  The 2012 reform in Colombia reflected analytical support pro-
vided by the World Bank. The work on fiscal policy and equity, tax 
expenditures and tax reform simulations served as important inputs 
for drafting the reform and passing it through Congress. In partic-
ular, the Bank’s work showed that a more progressive income tax 
structure, a more effective VAT rate system and the elimination of tax 
exemptions and benefits could contribute to greater equity, a goal 
that Colombia has set itself in its efforts to join the OECD. 

Source: WDI. Note: OECD countries highlighted in light brown.

Figure 3. The central government’s tax revenues in Peru are
in line with those of an average country with the same
income per capita, but lower than  in OECD countries

Average Tax revenue 2010-2012 (% of GDP)
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set of tax reforms that were informed by this work (see 
Context section in Chapter 1).

Because MEF had already received the advice contained 
in this work, and due to the sensitivity of some of the 
issues involved, a short version of this report has been 
agreed for publication. All contributions were originally 
written in Spanish to provide the MEF with timely advice 
on the subject, and were discussed with the counterparts 
during and immediately after preparation. For the specific 
topics considered in this report, two teams – one focusing 
on specific taxation issues, the other on fiscal incidence 
analysis and equity – worked in parallel to achieve syn-
ergy between the timeliness and analytical depth of the 
requested advice. The short version will be published in 
English and Spanish and will contain the key elements to 
help the government engage on the more challenging re-
forms (see Chapter 4). 

Scope and Methodology

This report attempts to contribute to the discussion of 
current challenges of the Peruvian tax system by focus-
ing on distributional aspects. A rigorous analytic and 
quantitative approach is applied first to analyze the tax 
system, followed by impact simulations of different policy 
options on income inequality and tax collection.

In line with this, it offers an assessment of the distri-
butional aspects of the whole tax system. When equity 
aspects of the tax system are evaluated, the focus is put 
on vertical equity, i.e., on how eventual changes on taxes 
may affect the population income distribution from a wel-

fare-improving perspective. More specifically, the analysis 
departs from describing tax incidence aspects of the cur-
rent tax system as it is, and focuses on how different tax 
policy measures may contribute to higher equity.

The impact on equity is not only considered from the 
perspective of improvements on after-tax income dis-
tribution, but also from the perspective of achieving a 
more equitable tax administration. In fact, one import-
ant source of inequality arises from the non-equitable 
application of norms and procedures across different eco-
nomic sectors and groups.    

This report uses the fiscal-incidence methodology to 
calculate distributional impacts of the taxation and 
transfer system. For tax incidence, standard incidence 
analysis was performed using the ENAHO (Encuesta Na-
cional de Hogares, Peru’s national household survey) 
database for 2005, 2009 and 2011, adjusted for the 2007 
census results. Results from the ongoing “Commitment to 
Equity” project by Tulane University were used for inter-
national comparisons. The analysis explicitly accounts for 
informality and estimates indirect tax incidence, follow-
ing Jaramillo (2012). 

The team had access to unique tax-return data, which 
helped obtain better estimates of evasion in direct 
taxes. In addition to the ENAHO households data, the re-
port uses SUNAT data on tax returns (aggregated by 100 
contributors, see Annex for a more detailed description), 
which yielded better estimates of the impact of direct 
taxes. The analysis follows Engel et al. (1999) to build a 
more precise distributional model of tax incidence. It 

Source: BCRP. Note: General government revenues are presented, including central, 
regional and local government revenues.

Figure 4. Current general government revenues grew…
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Figure 5. …more recently helped by higher mineral prices
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tests several proposed changes to the tax structure and 
the rates for their impacts on income distribution and tax 
collection. Using the methodology in Engel et al. (1999), it 
estimates the actual and reported income of each aggre-
gation group and the amount of allowances deducted, 
and then applies a direct-tax schedule to the estimated 
income. Then the results of the household survey and the 
tax return data can be compared, allowing us to see the 
effects of informality and tax evasion, and therefore build 
a more sophisticated model of tax incidence. The fact that 
the tax payments are imputed as opposed to obtained 
from the data allows us to test for the impacts of changes 
in the tax system. 

The methodology used does not account for second-or-
der effects of policies, which constrain the interpreta-
tion of the results. The report includes an innovative 
analysis of the fiscal incidence of the Peruvian tax system, 
compares it to the social-transfers program, and uses 
several methodologies to estimate tax informality and 
evasion. The use of the SUNAT data on personal tax re-
turns to complement the household survey data and the 
national accounts data not only adds information for the 
richest quintiles of the distribution, but also allows for 
more precise calculations of tax informality. A limitation 
of the methodology used is that both in equity and col-
lection calculations, we only consider first-order effects of 
the proposed policy changes. Given the relatively small 
equity impact of the tax system in general, this probably 
does not influence equity analysis significantly. But it like-
ly does influence our collection analysis. 

The specific methodological steps used to arrive to 
conclusions of the distributional analysis are briefly de-
scribed below.9 The SUNAT database includes reported 
and taxable income as well as taxes paid by individuals 
who filed their own tax forms and by salaried workers 
whose employers submitted their tax information. Each 
observation in the data obtained by the team represent-
ed 100 individuals ranked by income. SUNAT data were 
used to simulate informality patterns in household sur-
vey data. This was achieved by comparing income-tax 
payment records with potential revenue data estimated 
from the national household survey (ENAHO). Following 
the methodology of Engel et al. (1999), we first identify 
which individuals should pay taxes according to their 
income information, based on the ENAHO survey. Then, 
after identifying all potential taxpayers, we also are able 
to identify tax evaders by comparing ENAHO and SUNAT 

9  Refer to Annexes for a more complete methodology description.

surveys. Here, we assume that the probability of not pay-
ing taxes at all decreased with an individual’s income and 
that the probability of evading (i.e., not reporting any 
income whatsoever) was zero if the individual’s income 
was above the 90th percentile of the potential taxpayers’ 
distribution. Finally, by comparing the income of taxpay-
ers in the SUNAT database and taxpayers identified in the 
household survey as filers (potential taxpayers minus tax 
evaders), a factor of underreporting was identified for 
each centile of the distribution. The result of this exercise 
was a “declared income” variable, which could be directly 
compared with the “labor income” variable already found 
in the household survey. With these two variables, we 
conducted an analysis of tax informality. Also, alternative 
revenue figures could be estimated by applying different 
tax rules to the “declared income” variable. 
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Context: a balanced fiscal account and strong 
reform momentum

n the 1990s, after decades of fiscal deficits and hy-
perinflation, Peru implemented fiscal adjustments 
and structural and institutional reforms that turned 

fiscal deficits into sustainable surpluses. Between 2006 
and 2013, the fiscal account of the public sector remained 
in surplus except for the crisis years 2009-10 (see Figure 
6). Macroeconomic stability enabled the country to grow 
at an average rate of 5.5 percent between 2000 and 2013, 
to reduce its vulnerability to external shocks and to at-
tract significant foreign direct investments (Figure 7).

A series of fiscal reforms have helped support this posi-
tive fiscal situation. The Law to Strengthen Fiscal Respon-
sibility and Transparency (October 2013, Law No. 30099) 
set a macro and fiscal policy framework that incorporates 

an ex-ante Fiscal Structural Outcome Guideline as a tool 
to define Non-Financial Public Sector expenditures. The 
structural guide applicable from 2015 to 2017 states that 
the structural deficit10 should not exceed 1 percent of GDP. 

On the expenditure side, there have been improve-
ments in the efficiency of expenditures, the implemen-
tation of the performance-budget approach and the 
prioritization of expenditure execution in infrastruc-
ture. Public-debt management strategy has been suc-
cessful in achieving sustainable debt levels and maintain-
ing a decreasing trajectory of the gross public debt. This 
led to improvements in Peruvian sovereigns rating and 
brought down external and financial risk exposure. Coor-
dinated fiscal and monetary policies boosted economic 
confidence. At the same time, the government’s expen-

10  Without taking into account the effects of the business cycle or 
transitory changes in key prices.

In this chapter, the report presents a snapshot of the tax system in Peru. In describing its existing structure 
and outcomes, we place Peru’s tax system in an international context. This chapter finds the following fea-
tures of the Peruvian tax system to be of importance. The tax rates are generally in line with regional and 
international standards, except for some excise taxes. However, Peru still collects less revenue than countries 
with similar tax rates. The differences in collection with the Latin America and the Caribbean (LAC) region 
are mainly explained by lower collection rates of excise and property taxes. In addition to these taxes, the 
differences with the OECD countries are also explained by the narrower base of the personal income tax. VAT 
collection is in line with the region and the OECD countries, but VAT productivity is lower. While tax expen-
ditures are lower than in other countries in the region, they do not always achieve their intended objectives 
and remain costly (at 2 percent of GDP). And the recent increases in overall collection have been driven by 
the corporate income tax, which is highly influenced by the high commodity prices.

CHAPTER 1
Peru’s Tax System in an International 
Perspective

I
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diture strategy, which aimed to improve public service 
delivery and increase the participation of the private sec-
tor through PPPs, contributed to economic sustainability. 
Tax reforms are discussed in more detail below. In 2012, 
sunset clauses were put on the existing tax exemptions 
and the introduction of new ones was limited. In 2014, the 
government launched further supply-side reforms, which 
included improvements to the current tax system and la-
bor market, and measures to cut red tape and enhance 
transparency in public-sector procurement. These mea-
sures are expected to increase competitiveness and bring 
in more domestic and foreign investments. 

In the 1990’s, the Peruvian tax system went through a 
deep simplification process. It included putting an end 
to the proliferation of earmarks and the elimination of 
a significant number of low-productivity taxes. This re-
sulted in the current structure of the tax system, where 
most of the central government’s tax revenues come 
from the income tax, the sales tax (hereafter VAT)11 and 
the excise tax. 

Between 2011 and 2012, relying on a temporary dele-
gation of authority granted by the Peruvian parliament, 
MEF implemented a comprehensive tax-reform pack-
age. Reforms included creating rules designed to im-
prove the tax system and the adoption of internationally 
competitive standards in VAT, in customs rules and trans-
fer-pricing rules. There was also a broad anti-avoidance 
rule and enhanced tax collection, with measures that 
aimed at tackling customs evasion and smuggling activ-

11  The VAT is the sales tax,  namely, a “impuesto general a las ven-
tas” (IGV), which is levied on the value added along the production 
chain.). The refunds system works relatively well.

ities. The 2011 tax reforms included changes on the min-
ing tax-system that were designed to strike an appropri-
ate balance between raising tax revenues and attracting 
investment to the mining sector. These reforms included 
new mining royalties based on operating profits of 1 to 
12 percent to replace the sales-based royalties for com-
panies with no stability contracts; a new special mining 
tax levied on a sliding scale between 2 to 8.4 percent of 
operating margins applicable to companies with no tax 
stability contracts; and a special mining duty of 4 to 13.12 
percent of profits on the extraction of mineral resources 
(going to the central government).

Over the last decade, the Government of Peru has made 
various attempts to make the payment of taxes easi-
er, including distributing free software and improving 
e-filing. The efforts to improve e-filing and otherwise 
simplify the payment of taxes have contributed to the 
improvement of its ranking in the Doing Business Paying 
Taxes indicator as compliance time fell from 424 hours in 
DB2006 to 293 hours in DB2014. However, Peru still fac-
es considerable challenges, ranking 73rd in 2014 in the 
world on the Doing Business Paying Taxes indicator. In 
2014, in another step in the government’s efforts to de-
velop more efficient mechanisms for tax control and col-
lection, the new law introduced an electronic process for 
partial tax audits/examinations.

In 2014, several tax reforms were passed to stimulate 
the economy, attract more investment and move to-
wards OECD standards. The latest reform took the form 
of Law 30296, passed on December 31st, 2014. It includes 
a reduction of the labor income tax rate for residents, a 
gradual reduction of the corporate income tax rate from 

Source: BCRP.

Figure 6. Overall fiscal balance of NFPS
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Figure 7. Strong GDP growth
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30 percent to 26 percent over a four-year period, an an-
ticipated refund regime for the VAT for small businesses, 
a reduction in excise tax for fuels, and a gradual rise of 
the tax on dividends from 4.1 percent to 9.3 percent in 
accordance with the reduction of the corporate income 
tax rate, among others changes. The measures are ex-
pected to increase competitiveness and domestic and 
foreign investment. However, they might also postpone 
achievement of the tax-revenue target of 18 percent of 
GDP through 2016 because reducing tax rates could tem-
porarily reduce fiscal revenues. 

In particular, amendments to corporate income and 
dividend tax rates were introduced, as well as chang-
es to VAT payments. VAT refunds for micro businesses 
were included that they can now claim an input refund 
on VAT paid for the import and purchase of new capital 
goods for a three-year period. The 2014 amendments to 
corporate-income and dividend tax rates are intended to 
encourage the reinvestment of profits in Peru, without 
substantially altering the effective tax rate of approxi-
mately 33 percent that traditionally has applied to resi-
dent corporate taxpayers. First, the deemed dividend rule 
for credits granted to shareholders was introduced. Prior 
to the tax reform, loans granted to related parties were 
characterized as dividends only if there was no obligation 
to repay them. After the reform, all loans granted to re-
lated parties are considered dividend distributions up to 
the amount of the taxpayer’s accumulated distributable 
profits. The new rule is intended to avoid the remittance 
of profits to shareholders in the form of credit without 
paying the applicable tax. Second, a new advanced-rul-
ing request procedure was introduced. Taxpayers with a 
direct and legitimate interest may ask the Peruvian tax 
authorities (SUNAT) about the potential tax treatment 
of contemplated transactions before implementing the 

transaction. SUNAT will reply in writing and will post the 
ruling on its website. The ruling request must be filed fol-
lowing the form, terms, and conditions to be established 
by a Supreme Decree. This process does not interrupt the 
statute of limitations, and does not relieve the corporate 
taxpayer from complying with its tax obligations. Howev-
er, the SUNAT may use the information provided by the 
taxpayers to inspect, investigate, and confirm that they 
are complying with their tax obligations.

Most of the above changes, as well as the reforms of the 
personal income tax, were in line with what is proposed 
in this report. Changes on personal income tax rates are 
applicable to the employment income of resident indi-
viduals. This measure aims to achieve a more progressive 
tax system by reducing the overall tax burden while main-
taining higher rates for high-income earners.

Given that this reform was announced as this report was 
being finalized, the analysis below does not include the 
changes introduced by the 2014 reform. As described in 
the Process section in the introduction, the analysis of this 
report served to inform the preparation of the 2014 tax 
reforms. The text therefore does not include the most re-
cently announced reforms, but makes a reference to them 
in Chapter 4, where the impacts of reform options are an-
alyzed in more detail. 

Although it is growing, tax collection  
remains low compared to countries   
with similar tax rates

Peru’s strong economic growth has been accompanied 
by a significant rise in tax revenue. In 2013, General Gov-
ernment current revenues reached 22.1 percent of GDP. 
From 2000 to 2013, they more than tripled in nominal 

Table 1: New structure of the personal income tax 

2014 2015

Brackets Rate, % Brackets Rate, %

Up to 20 UIT 15 Up to 5 UIT 8

More than 20 to 47 UIT 21 More than 5 to  20UIT 14

More than 47 UIT 30 More than 20 to 35 UIT 17

More than 35 to 45 UIT 20

More than 45 UIT 30

Source: SUNAT. Note: 1 UIT in 2015 = PEN 3,850.
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Box 1: PERu’S TAx REFoRMS iN A REgioNAl CoNTExT

In many Latin American countries, tax burdens have significantly increased since 2000 due to the higher share of direct taxes in 
tax collection and despite important declines in tariffs. Between 2000 and 2011, total fiscal revenues increased from 19.6 to 23.6 
percent of GDP in Latin America, while the tax burden (excluding social security contributions) climbed from 12.7 to 15.7 per-
cent of GDP. According to ECLAC (2013), many factors contributed to this increase in the tax burden: stronger world economic 
growth, a steady rise in commodity prices, a favorable macroeconomic context, tax reforms, tax administration improvements 
and a reduction in inequality, together with an increase in consumption. 

Recent tax reforms in the region included new taxes such as a tax on financial transactions or minimum income taxes. These 
reforms also involved an expansion of the tax base through the elimination of tax expenditures and new or increased taxes on 
the exploitation of non-renewable natural resources. The reforms also included environmental considerations, such as new 
criteria for excise taxes. Regarding the introduction of new taxes, LAC countries used “heterodox taxes” as a tool to fight several 
challenges: (i) high evasion due to the widespread informal sector, lack of compliance among taxpayers, illegal activities, etc.; 
(ii) low enforcement capacity in tax administrations; and (iii) high tax expenditures. Some of the most important heterodox taxes 
in the region are minimum-income taxes, taxes on financial transactions, simplified tax regimes and export taxes. 

However, recent reforms in the region incorporated three relatively new features:

•	 The	implementation	of	dual	taxation	systems:	as	in	the	Scandinavian	countries	and	Uruguay	(2007),	the	Dominican	Repub-
lic, Peru, El Salvador, Guatemala, Honduras, Nicaragua and Panama adopted tax reforms establishing flat rates on capital 
income, together with higher corporate tax rates and progressive tax rates on labor income. 

•	 An	emerging	 trend	to	 turn	 the	personal	 income	tax	 into	a	 tool	 that	promotes	 formal	employment:	Colombia’s	2012	tax	
reform and the income-tax reforms implemented in El Salvador and Guatemala.

•	 An	increase	in	fiscal	revenues	coming	from	the		non-renewable	natural	resources	exploitation:	in	countries	in		the	region	
that have important non-renewable natural resources, particularly hydrocarbons, governments have turned the earnings 
from commodity exports into tax revenues by sharing the operating earnings, either through public enterprises or through 
equity holdings. These firms are usually under special tax regimes, which may involve payments of rents or royalties, addi-
tional taxes on public enterprises, or special taxes levied on the production of a given resource (special production-based 
taxes). Moreover, in most cases, public or private companies that exploit these resources have been charged the traditional 
income tax at differential rates, together with special levies, often applied at progressive rates. This has been particularly 
important in the mining sector. Between 1999-2001 and 2009-2011, income from commodities rose by 7.2 percentage points 
of GDP in Ecuador, 7 percentage points in Trinidad and Tobago, 4.5 percentage points in Bolivia, 3.0 percentage points in 
Argentina, 2.9 percentage points in Chile, 2.2 percentage points in Colombia and 1.4 percentage points in Mexico and Peru.

The latest Chilean reform of 2014 aimed to increase tax revenues to finance public education. The main changes were: a gradual 
increase in the corporate income tax rate, from 20 percent to 25 percent (over a four-year period: 21 percent in 2014, 22.5 
percent in 2015, 24 percent in 2016, and 24 percent in 2017); a gradual elimination of the deferral mechanism of final taxation 
relating to earnings distributed to shareholders, which will take effect in 2017 (passing from a cash basis to an accrual basis, 
profits under the tax reform would be taxed at the shareholder level on an accrual basis under an “attribution mechanism, 
regardless of whether they are distributed). Corporate income tax paid at the entity level would remain creditable against the 
final shareholder, the tax rate remains at 35 percent but it applies whether or not earnings remain undistributed in Chile; the 
introduction of a controlled foreign corporation (CFC) regime; and the introduction of a number of general anti-avoidance rules 
(GAARs). In addition, there were changes to the individual income tax rates, which were reduced from 40 percent to 35 percent, 
also effective in January 2017. 

There are many similarities in the recent reforms in Peru, Chile (2014) and Colombia (2012). The Peruvian VAT of 18 percent 
is similar to the average of OECD countries, lower than the 19 percent levied in Chile and higher than the 5 percent and 16 
percent levied in Colombia. Corporate income tax rates have converged: Chile increased its rate from 20 percent to 25 percent; 
Peru reduced its own from 30 percent to 26 percent over a four-year period; and Colombia reduced its income tax rate from 
33 percent to 25 percent. 

Sources: Jorratt (2012), González (2009), ECLAC (2013), Lema, R. (2013), and SUNAT. 



23

terms and more than doubled in real terms.12 Tax reve-
nues also increased substantially, reaching 16.8 percent 
of GDP in 2013, a significant 3-percentage-point increase 
from the average level between 1995 and 2005 (Figure 8). 

Tax collection in Peru is on par with the LAC average 
and has been catching up with OECD average. The tax 
burden13 is at around 18 percent of GDP, compared to 
34 percent in the OECD, when including social security 
contributions; and at 16 percent versus 25 percent, not 
including the contributions (Figure 10). As mentioned 
in the introduction, this is consistent with Peru’s in-
come-per-capita levels (Figure 3). Moreover, Peru’s gap 
with OECD countries has been closing recently (Figure 

12  General Government revenues include tax revenues, social se-
curity contributions and other revenues, and increased from NS33.3 
billion to NS121 billion in nominal terms between 2000 and 2013.
13  Calculated as the ratio of tax revenues (and social security con-
tributions when specified) to gross domestic product.

11). However, revenue is still below that of countries with 
similar tax rates (Figure 9). 

The central government collects most of the tax rev-
enue. As in many countries in the region, the central 
government collects the bulk of tax revenues. However, 
in Peru, the ratio is more tilted towards the central gov-
ernment than in OECD or even LAC countries. In Peru, the 
central government collects about 95.3 percent of total 
tax revenue, while the local and state governments col-
lect only 4.7 percent. This compares with a OECD average 
of 30.6 percent and an LAC average of 22.6 percent for 
local and state governments. Nevertheless, there exists 
strong heterogeneity in Latin America (Figure 12).14

14  Due to inconsistencies between different databases, it is un-
clear whether Ecuador, El Salvador, Panama, Uruguay, and Venezuela 
do not collect local and state taxes or if these countries do not have 
statistics on them.

Figure 8. General Government fiscal and tax revenues have
increased significantly…

Source: BCRP.
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Figure 9. Peru obtains a lower level of revenues than most
Latin American countries when considering its tax rates

Tax revenue as % of GDP and Taxes on income, pro�ts 
and capital gains as % of revenue in Latin America, 2012
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Figure 10. Tax collection in Peru is comparable to the
regional average, but is lower than in the OECD…
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Figure 11. … But collection has been catching up with OECD
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Indirect taxes are a major source of revenue in Peru, but 
they are relatively less important than in LAC countries 
on average. Even though indirect taxes represent a slight-
ly higher share of tax collection than does income tax, Pe-
ru’s collection structure is somewhat more balanced than 
that of the regional average (Figure 13). In Peru in 2013, 
income tax represented 41 percent of tax revenues (or 7 
percent of GDP); in LAC, 25 percent of tax revenues (or 4.7 
percent of GDP). This compared to about equal shares in 
OECD countries at around 46 percent of tax revenues (or 
12 percent of GDP), as shown in Figure 13. 

In the last decade, the Peruvian tax system has evolved 
towards a more balanced structure. Despite the impor-
tance of indirect taxes, their share in collection remained 
relatively stable, at 46 percent of total tax collection. 
Meanwhile, direct-tax collection nearly doubled as per-
centage of GDP since early 2000s, driven by the corporate 

income tax (Figure 14, Figure 15). Total income tax reve-
nues, helped by the commodities boom, increased from 
25 percent of total revenues in 1998 (3.6 percent of GDP) 
to 41 percent in 2013 (or 6.7 percent of GDP). Overall, the 
income tax and the sales tax (VAT or IGV, or Impuesto 
General a las Ventas) represented over 80 percent of total 
tax collection.

At the central government level, the corporate income 
tax has been the main driver of the overall tax-collec-
tion increases while contributing most of the income 
tax revenues. In 2013, the corporate income tax repre-
sented 70 percent of total income tax revenues, and this 
share has increased over the years as mining boomed 
(Figure 15). In the period between 2005 and 2010, Peru 
had the third-highest income tax collection, behind Chile 
and Brazil. A substantial share of the corporate income 
tax revenue increase was due to the mining and hydro-
carbons sector. The following section looks at the role of 
this sector in tax and revenue collection in more detail.

Not dependent on mining revenues,  
but getting used to high prices

Peru is less dependent on natural-resource revenues 
than most countries in the region. With only 15.2 percent 
of total revenues coming from mining and hydrocarbons 
in 2013, Peru is less dependent on such revenues than 
other countries in the region (Figure 16).15 The natural-re-
source revenues consist of the mining corporate income 
tax (34 percent) and the oil corporate income tax (11 per-
cent), their respective regularization (10 percent), mining 

15  In 2013, mining contributed to 7.3% while oil contributed to 
7.9% of total revenues of the General Government.

Source: OECD.

Figure 12. The central government collects most 
revenues in Peru
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Figure 13. The shares of income vs indirect taxes in Peru is
more akin to that of OECD than LAC
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Figure 14. Importance of direct taxes grew…
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Figure 16. Peru is less dependent  on natural resources than
many Latin American countries
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royalties (4 percent), hydrocarbons royalties (32 percent), 
the Special Mining Tax16 (3 percent), Special Mining Duty17 
(6 percent) and the excess profits to regional govern-
ments18 (2 percent). Even though tax collection coming 
from the mining and hydrocarbons sectors declined by 23 
percent in 2013 due to lower commodity prices, fiscal rev-
enues fell only by 0.2 percentage points of GDP, reaching 
22.1 percent. 

Mining and hydrocarbons revenues have played a ma-
jor role in fiscal revenues growth, due to their increas-
ing share of the corporate income-tax collection (Figure 
18). Much of the increase in fiscal revenues in Peru is due 

16  Impuesto Especial a la Minería.
17  Gravamen Especial a la Minería.
18  Remanente de utilidades a los gobiernos regionales.

to higher commodity prices, as non-structural fiscal 
revenues amounted to around 2 percent of GDP in 
2012.19 The mining and hydrocarbons sector has been 
the main sector in terms of corporate income tax col-
lection from 2006, except in 2009, when commodity 
prices dropped during the global crisis. The domestic 
collection of the corporate income tax increased from 
1.1 percent of GDP in 2000 to 3.9 percent in 2012, and 
1.3 percentage points of this increase (almost 50 per-
cent of the increase) came from the mining and hydro-
carbons sector. As shown in Figure 17, price evolution 
has been the main cause of this increase. 

Revenues grew faster than gDP, influenced 
by the commodity boom

Peru’s tax revenues increased faster than its GDP 
during the boom of 2004-2012. Tax revenues have 
shown more than a proportionate increase as a share 

of GDP as Peru went through a period of strong and sus-
tained growth (Figure 19). The growth rate of tax collec-
tion depends on the tax structure (bases and rates), on 
the effectiveness of tax administration, and on the reg-

19  The Structural Economic Balance is a variable that isolates the 
cyclical effect of GDP and other factors that temporarily affect the 
dynamics of fiscal revenue and expenditure, and it is calculated as 
follows: Economic Balance = Structural Economic Balance + Cyclical 
Component. For the calculation of the Structural Economic Balance 
it is assumed that all the determinants of fiscal revenue and expendi-
ture (GDP, export prices, etc.) are at their potential or structural level. 
In the case of the GDP, the potential level is associated with the pro-
duction level reached when all production factors are used without 
generating inflationary pressures and macroeconomic imbalances; 
while, the potential or structural export price of commodities is that 
which equals supply and demand with no financial flows that divert 
the price from that level. See Metodología de cálculo del resultado 
fiscal estructural del Sector Público No Financiero, Grupo de Trabajo 
Tecnico, Ministry of Finance, January 2014.

Source: SUNAT, BCRP. Note: Direct taxes: Income tax. Indirect taxes: VAT, excises, and tari�s. 
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ulatory changes, as well as on structural country char-
acteristics such as socioeconomic, demographic and in-
stitutional variables. Tax system elasticity measures tax 
revenue growth depending on the tax base (usually us-
ing GDP or consumption as proxies, see Methodological 
Annex 1). If elasticity is significantly lower than one (tax 
revenues grow slower than GDP), there are likely signifi-
cant inefficiencies in the tax system.20 In Peru, on average 
between 2000 and 2012, elasticity has been high: for each 
1 percent of GDP growth, tax revenues have increased by 
between 1.3 percent and 1.5 percent (Table 2).

The high elasticity of tax revenues with respect to GDP is 
driven by the corporate income tax, and it is only partly 
influenced by the mining-sector taxation. Table 2 shows 
the corporate income tax’s elasticity to GDP under the 
five estimation methods. Elasticities range between 2.51 
and 4.69. This high elasticity may be influenced by the in-
crease in revenues from the mining companies. It should 
be noted that several of these companies had tax losses 
or paid very little tax until 2005, a situation that radically 
changed after 2006, when the price of copper went from 
US$0.8 a pound to almost US$3. But even excluding the 
mining sector, the corporate income tax elasticity remains 
high (Table 2). These high values may indicate a decrease 

20  In order to estimate elasticity, the collection was adjusted to 
exclude the effect of two discretionary changes: changes corporate 
income tax rate and changes to the VAT rate. To assess the elastici-
ty of the tax structure, tax revenues should be adjusted in order to 
exclude the effects coming from the discretionary changes attribut-
able to regulatory changes. Thus, for the elasticity estimations, tax 
revenue is calculated as it would have been if there had not been any 
change in the tax laws and administrative capacity.

in tax evasion. In this regard, Abbas and others (IMF, 2012) 
point out that since the early 2000s, revenues from corpo-
rate income tax have grown faster than aggregate income 
in all countries, reflecting the high elasticity of this tax to 
the cycle, and also due to the increasing profits that com-
panies earned before the global financial crisis.

VAT tax revenues are also highly elastic, although less 
than the corporate income tax. Table 2 also shows esti-
mates for the VAT elasticity to consumption, as public and 
private consumption have been used as proxies for the 
tax base instead of GDP.21 The elasticity under the differ-
ent calculation methods ranges from 1.3 to 2.16. 

21  Tax collection was adjusted to eliminate the discretionary 
changes that the tax rate modifications introduced.

Source: Sta� calculations based on SUNAT and BCRP. Note: Internal tax collection 
excludes tari�s, VAT on imports and refunds.

Figure 17. Mining and oil prices are behind the changes in
mining and hydrocarbons tax collection…
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Figure 18. …Which in turn drives overall revenue changes
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Peru, like most Latin American countries, has a rath-
er elastic tax system, with elasticities well above one 
for most taxes. In this regard, Fricke et al (University of 
Leipzig, 2013) relate the lower VAT income potential at the 
regional level with the increasing informality over the an-
alyzed period. On the other hand, the elasticity of the tax 
systems in LAC countries is higher than that of members 
of the European Union, where elasticities are around one. 
There is a trade-off between growth and volatility and it’s 
especially pronounced in developing countries, where 
the tax administration and the tax enforcement may be 
affected by fluctuations in the economic cycle in the short 
and medium term. 22

22  It is important to note that these methods may have some 
methodological issues. The first method would be heavily influenced 
by unusually high or low (or negative) measures of tax elasticity for 
some years. The results of the second and third methods are sensi-

The mining and hydrocarbons sector contributed the 
highest share of its GDP to the corporate income tax. 
The Mining and hydrocarbons sector is the second-largest 
contributor to the corporate income tax, after non-com-
mercial services (Figure 20, Figure 23). But when consid-
ering the corporate income tax collection by sector as a 
share of each sectors’ GDP, the mining and hydrocarbons 
sector contributed on average 13 percent of its GDP to 
the corporate income tax from 2005, well above other 
sectors (Figure 21). This higher share may be due to the 
lower informality levels in that sector. 23

tive to the end years chosen, although the third method is less sensi-
tive to that than the second. The fourth and fifth methods yield most 
adequate results, although they need coefficients to be statistically 
significant. Nevertheless, the fifth method is somewhat sensitive to 
unusual years and to the time interval used in the regression.
23  Tax collection was adjusted to eliminate the discretionary 
changes that the tax rate modifications introduced.

Table 2: Estimations of tax revenue elasticity 

Method Total tax collection 
elasticity to GDP 

(2000-2012)

Corporate income 
tax elasticity to 

GDP (2002-2012)

Corporate income 
tax elasticity to GDP 

excluding the mining 
sector (2002-2012)

VAT elasticity 
to consumption 

(2000-2012)

1) Elasticity for each year and then take the average 0.09 -0.09 1.5 1.30

2) Growth of tax revenue and tax base proxy (as 
specified in each column title) between end years

1.52 4.69 3.11 2.04

3) Growth of tax revenue and tax base proxy between 
the average of the first three years of the series and the 
last three years of the series

1.48 3.98 2.51 2.16

4) Average growth rates of real adjusted tax revenue 
and real GDP using regressions

1.32 2.51 1.98 1.73

5) Regression between real adjusted revenue against 
real GDP

1.33 2.53 1.99 1.74

Source: Staff calculations.22

Table 3: Elasticity results for Peru in several studies 

Studies Total 
collection

Corporate 
income tax

Corporate income tax, excluding 
natural resources

VAT Total collection excluding 
natural resources

Staff calculations 1.33 2.53 1.99 1.74  

Leipzig University (2013)  2.10  1.61  

IADB (2012) 1.40 2.68  1.36  

OECD (2010)  0.38    

IMF (2008)     0.85

Source: Staff calculations and comparisons based on the previously cited studies.23
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Corporate income tax: a high collection rate 
from a small number of companies

Corporate income-tax collection in Peru is substantially 
above the averages for the region and for OECD mem-
bers (Figure 25). In 2013, corporate income-tax collection 
reached 4.7 percent of GDP, higher than the regional av-
erage (2.8 percent of GDP) and the OECD average (3 per-
cent). Between 2000 and 2007, there was a rapid increase 
in the corporate income tax collection as share of GDP, as 
it increased from 1.1 percent of GDP in 2000 to 4 percent 
in 2007. This process was influenced by the high com-
modity prices, as noted above.

Both the corporate income tax revenue as share of 
GDP and the central government’s tax revenue have in-
creased substantially (Figure 24). Due to increasing com-
modity prices in the last decade, the corporate income tax 
collection has quadrupled in nominal terms since 2000. 
Furthermore, its share in central government tax reve-
nues increased from 11 to 25 percent between 2000 and 
2013. The corporate income tax dominates tax collection, 
and changes in mining and hydrocarbon revenues were 
responsible for its overall dynamics (Figure 22, Figure 23).

The corporate income tax rate in Peru is above the re-
gional average (Figure 26). The Peruvian corporate in-
come tax rate is 30 percent, above the regional and the 
OECD averages.24 However, there are some sectors or ar-
eas that enjoy lower rates (see Box 2). 

24  According to Law N 30296, corporate income tax rate has been 
reduced to 28 percent for year 2015/16.

The corporate income tax efficiency25 is high compared 
to the regional average and the OECD average (Figure 
27). Higher revenues as share of GDP together with a 
higher tax rate resulted in an efficiency rate that is higher 
than the regional and OECD averages (although the latter 
is influenced by the collection coming from the mining 
industry). However, this result is also driven by high com-
modity prices.

Corporate tax revenue is highly concentrated in a lim-
ited number of taxpayers. The group of large taxpayers 
consists of about 14,300 taxpayers who accounted for 
approximately 85 percent of total SUNAT’s collection in 
2012. There is also a high concentration within this group, 
with the 50 “mega” largest taxpayers accounting for 37 
percent of the total tax collection, followed by the next 
230 “top” taxpayers than accounted for almost 22 percent. 
The rest of the large taxpayers (about 14,000) accounted 
for almost 26 percent of the total tax revenues (Figure 28). 
Small and medium enterprises accounted only for 15 per-
cent of total corporate tax collection in 2012. 

Part of the concentration problem is related to weak 
enforcement. Tax audits and enforcement actions carried 
out by SUNAT are focused on the largest taxpayers, par-
ticularly in the mining and hydrocarbon sectors. There is a 
low degree of control across medium-size taxpayers and 
virtually no control in simplified systems for micro and 
small taxpayers (see Chapter 3).

25  Definitions used in this report with regard to productivity/effi-
ciency of different taxes follow USAID Tax Collection Database. Cor-
porate Income Tax (CIT) Productivity is CIT collection as percent of 
GDP divided by the CIT rate. 

Source: SUNAT.

Figure 20. Mining and hydrocarbons sector is the
second-largest contributor to tax collection…
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Figure 21. …But it contributed the highest share of its GDP
to the corporate income tax 
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26 

26  There are several types of income that are exempt from taxa-
tion, such as: some indemnification, compensation or benefits, some 
types of interests and dividends, etc.

27

27  Except dividends. Instead of deducting the actual expenditures 
incurred.

Box 2: iNCoME TAx 

In Peru the income tax is comprised of the following components:

•	 Corporate income tax. “Third-category” (Tercera categoría) income tax is on business revenue both from legal entities 
and from individuals. Any activity generating revenue by buying, producing or selling is subject to the corporate income tax. 
Revenue from activities related to arts or science are also covered by this tax.

•	 Personal income tax includes the tax collection from the first and second categories (capital income tax) and from the 
fourth and fifth categories (labor income tax):
- Capital income tax. “First-category” income tax (Primera categoría) mainly taxes capital income coming from the lease, 
sub-lease and cession of goods. “Second-category” (Segunda categoría) income tax is on income from capital not included 
in the first category such as interest, royalties, annuities, income from mutual funds, capital gains, dividends and profit 
distribution.
- income tax for independent workers. “Fourth-category” (Cuarta categoría) income tax is on the revenues from 
self-employed work. It also covers revenues from work as an advisor, a managing director and an official receiver, among 
others.
- income tax for salaried workers. “Fifth-category” (Quinta categoría) income tax is on the revenues from salaried work 
including bonuses, extra pay, and additional salary financial and non-cash compensation, among others.

There are several exemptions affecting both taxable persons and types of income. These include the Public Sector; some 
foundations, religious institutions, and private universities; companies established in the Centers for Export, Transformation, 
Industry, Marketing and Services (CETICOS) in Ilo, Matarani and Paita; users of the Free Zone of Tacna (ZOFRATACNA) that 
develop agro-industrial, maquila, assembly and services activities; taxpayers in the Amazon region who perform farming and/
or processing of products classified as native and/or alternative in this area, and the micro and small enterprises located above 
2,500 or 3,200 meters above sea level, depending on several conditions. Furthermore, some types of income are exempt, such 
as interest and capital gains from bonds issued by the Republic of Peru; interest received by credit unions due to operations with 
their partners and income from foreign merchandise reposted abroad from a CETICOS.

Some sectors and geographical areas enjoy lower corporate tax rates. The agricultural sector, with some exceptions (the 
provinces of Lima and Callao and some agricultural activities), enjoys a 15-percent tax rate. The companies located in the 
Amazon region enjoy a 10-percent tax when they carry out certain activities (agriculture, tourism, etc.), with a 5-percent tax 
for companies located in specific departments in the Amazon region. Likewise, those industrial companies in border areas 
that process or manufacture agricultural or fishing resources from the area must pay a 10-percent tax, under some conditions.

in order to calculate the base for the corporate income tax, all the necessary expenditures to carry out the economic 
activity can be deducted from the gross taxable income. Likewise, amortization and depreciation expenditures are allowed 
under several conditions. The compensation of losses occurred in previous years are also allowed.

Additionally, there are two special corporate tax regimes for small taxpayers. These are the Income Tax Special Regime 
(Régimen Especial del Impuesto a la Renta, RER) and the Single Simplified Regime (Régimen Único Simplificado, RUS), which 
are further analyzed in Chapter 3.

There are several exemptions and deductions to the personal income tax. While calculating the individual tax base, differ-
ent amounts can be deducted from the gross income, resulting in a particular tax threshold.26  In the case of income from capital, 
20 percent of the gross income can be deducted in order to obtain the tax base.27  Likewise, 20 percent of the gross income 
can be deducted from the self-employment income (with a 24-UIT limit and with some exceptions). Furthermore, 7 UIT can be 
deducted annually from the gross labor income (both salaried and self-employed).

Source: SUNAT. 
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(% of GDP, % of Central Government tax revenues)

% GDP (left axis) % CG tax revenues (right axis)

Source: BCRP.

Figure 24. Corporate income-tax collection grew strongly in
the first half of the 2000s
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Figure 25. Corporate income-tax collection in Peru is above
the regional average

(Corporate income tax as % of GDP, 2012)
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Figure 26. Corporate income-tax rate is also high
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Figure 27. Corporate income-tax productivity is high

(Corporate income-tax productivity = revenues as % of GDP/Tax rate)
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Figure 22. Corporate taxes dominate income tax collection
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Figure 23. The mining and hydrocarbon sector drove the
increase in corporate income tax collection
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Personal income tax: high collection  
from a narrow base

Personal income-tax collection in Peru is slightly above 
regional average, but has a long way to go before it 
reaches OECD levels. The personal income-tax collection 
grew gradually since 2007, reaching 1.9 percent of GDP in 
2013 (Figure 29). This is above the regional average of 1.3 
percent of GDP (Figure 30). However, Peru is still far from 
the OECD average of 8.5 percent of GDP.

The tax base is heavily concentrated in salaried labor. 
Collection from salaried-labor income is the main source 
of the personal income-tax revenue, accounting for about 
75 percent. The second source of revenue is the “other” 
capital gains tax (12 percent). The tax categories of inde-
pendent workers and capital gains tax categories play a 
relatively small role. Self-employment income in Peru is 
around two thirds of total labor income, so its lower share 
in the personal income tax collection is striking. Part of 
the gap is explained by the fact that several self-employ-
ment activities are taxed under the corporate income tax. 
But more importantly, it is indicative of the informality 
rates being much higher  among independent workers 
(see Chapter 3).

The current eligibility threshold effectively exempts 87 
percent of the potential taxpayers and is higher in PPP 
terms than the regional average. Based on tax return 
and household survey approximations of the average 
income, 87 percent of the potential individual taxpayers 

are exempt from paying personal income tax (Table 4). 
The personal income tax threshold – the income level at 
which a person begins paying income taxes – in Peru is 7 
UIT, or NS25,900 in 2013. While the nominal threshold is 
below the regional average, it is higher when measured 
in PPP terms as percent of GDP per capita (Figure 31). It is 
also the fourth-highest threshold (measured in PPP US$) 
among the OECD countries, only below Finland, Iceland 
and Chile. 

Personal income-tax rates in Peru are broadly in line 
with international comparators, although some policy 
space exists at the high and low ends of the income dis-
tribution. In Peru as in many other countries, the margin-
al tax rate on labor income is progressive: it increases with 
income. In Peru, it has three brackets, which range from 
15 percent (for income of up to 20 UIT), to 21 percent (for 
income between 20 to 47 UIT) and to a maximum of 30 
percent (for income higher than 47 UIT). Peru’s personal 
income tax rate does not particularly stand out (Figure 
33). However, the minimum marginal rate is above the 
regional average, while the maximum marginal rate is on 
par with the regional average but lower than in the OECD 
(Figure 32). The personal income-tax productivity is also 
in line with the region, but well below the OECD average 
(Figure 34).28 

Income-tax rates on capital gains are lower than those 
on labor income. One category of the personal income 
tax is the capital gains tax (see Box 2: Income tax). The tax 
rate that is applied to capital gains (first and second in-
come categories) is 6.25 percent; it is even lower for div-
idends, at 4.1 percent.29 There are significant differences 
across countries regarding capital-gains taxation, and 
Peru is somewhere in the middle of that scale. In terms 
of total taxation on dividends, which means taking into 
consideration the amount of both corporate and personal 
income tax, Peru shows a relatively low taxation of divi-
dends compared to the OECD countries. It is also below 
Chile and Mexico (For a more detailed discussion see 
Chapter 3, figures 86 and 87). 

28  The productivity index of a given tax is defined as the ratio of 
tax revenue as a percentage of GDP and the overall tax rate used. The 
value represents the collection gained per each point of the tax rate. 
The efficiency ratio measures the collection in terms of GDP so it is 
not affected by the size of the economy. The efficiency rate is also 
adjusted to eliminate the effect of different tax rates in order to do 
comparative analysis between countries and to analyze the tempo-
ral evolution of the tax collection. This allows to assess how far the 
collection is from its potential. This gap between the potential and 
the actual collection can be attributed to tax expenditures and tax 
evasion.
29  A very recent reform puts this rate at 6.8 percent for 2015-2017.

Source: SUNAT.

Figure 28. Corporate tax collection is highly concentrated
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(% of GDP, % of Central Government tax collection)

% GDP (left axis) % CG tax collection (right axis)

Source: BCRP.

Figure 29. Personal income tax collection has been
increasing gradually
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Figure 30. Personal income tax collection is above regional
average, but is well below the OECD average

(Personal income tax collection as % of GDP, 2012)
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Figure 33. …and the regional average
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Figure 34. The productivity of the personal income tax is in
line with the region’s

(revenues in % of GDP / tax rate) 
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Figure 31. Personal income-tax eligibility threshold in Peru
is relatively high
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Figure 32. The personal income-tax rate is broadly in line
with international comparators…
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Value-added tax: generally in line with 
comparators, but less efficient

The value-added tax collection in Peru is in line with 
both regional and OECD averages. Over the last decade, 
the value-added tax collection grew steadily (Figure 35). 
Between 2000 and 2013, VAT collection grew by 1.6 per-
centage point of GDP, driven by economic growth and de-
clining evasion. The VAT collection (net of refunds) in 2013 
represented 6.7 percent of GDP, in line with the average 
for the region and OECD countries.30

30 Exports are taxed at a 0 rate so exporters are able to claim VAT 
refunds.

The VAT rate is higher than the regional average and is 
roughly in line with the OECD average. At 18 percent, 
Peru has a higher VAT rate than the average for LAC and 
middle-income countries, and is in line with the OECD av-
erage (Figure 37). And yet VAT revenues in terms of GDP 
are at or below international comparators, which is indic-
ative of lower efficiency31 (Figure 36, Figure 38). However, 

31  Definitions used in this report with regard to productivity/effi-
ciency of different taxes follow USAID Tax Collection Database. Value 
Added Tax (VAT) gross compliance ratio is ratio of actual VAT to a po-
tential VAT collection, related to private consumption. VAT Productiv-
ity is VAT receipts as percent of GDP divided by the standard VAT rate. 
There are three related measures of VAT productivity that may be 
found in the literature: (i) the VAT efficiency/productivity ratio; (ii) 
the C-efficiency measure; and (iii) what is usually called the VAT gross 
collection measure/gross compliance. All three measures calculate 
efficiency as the ratio of actual VAT collections in the country to the 

Box 3: THE VAluE-ADDED TAx

The Peruvian IGV (Impuesto general a las ventas) works like the usual VAT: it is a tax on consumption, which goes along the 
entire production chain, taxing all the different transactions and not only the sale to the final customer. The Peruvian VAT taxes 
the following transactions: (i) the domestic sale of movable property; (ii) the provision of services in the country; (iii) construc-
tion contracts; (iv) the first sale of real properties carried out by the builders and the subsequent sales carried out by companies 
linked to the builder, with some exceptions; (v) the importation of goods.

There are several transactions that are exempt or that are not taxable under the current regulation. These include, among 
others: leasing of property and transfer of used goods done by persons who do not carry business; the transfer or import of 
goods or the provision of services carried out by certain public and private institutions; most financial services; the sale of ani-
mals, fish, milk and most agricultural products; the first sale of housing by the builders when the value does not exceed 35 UIT; 
public passenger-transport services within the country, except railways and air transport; and international cargo transportation 
services. Furthermore, there are several exemptions and benefits affecting the transactions in the Amazon region, and exports 
and some tourist and travel services are not taxed.30 

Source: SUNAT.

Table 4: Most of the taxpayers fall below the eligibility threshold for the personal income tax

Annual income 
(UIT)

Annual income 
(USD PC, thousands) Marginal tax 

rate, %
Number of persons, 

thousands
Percent 
of total

from To from To

0 7 0 14.8 -- 3,429.6 86.8

7 27 14.8 71.9 15 429 10.9

27 54 71.9 128.9 21 68.8 1.7

54 128.9 30 25.8 0.7

Total     3,953.2 100

Source: Staff calculations based on SUNAT data.
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the growth of exports, which are exempt from the VAT, 
may have negatively impacted the VAT-efficiency esti-
mate. For this reason, the VAT efficiency-consumption in-

potential revenues that would be derived from applying the stan-
dard VAT rate to, respectively, three potential tax bases: GDP, total 
consumption expenditure, and private consumption expenditure 
(Bird and Martinez Vazquez, 2010). VAT Gross Compliance ratio is 
better than VAT productivity due to the fact that it includes private 
consumption and it is closer to the VAT base. 
In principle, a VAT with no exemptions, a single rate, and full com-
pliance should result in efficiency ratios of close to 100 percent (IMF, 
2010). In practice, of course, many VATs are very far from achieving 
this goal. In fact, none of these measures gets close to the actual tax 
base on which the VAT falls, even though given the exclusion of in-
vestment and most public consumption from the VAT base in most 
countries, the VAT gross collection measure should be closer than 
the C-efficiency ratio and definitely closer than the VAT productivity/
efficiency ratio, based as it is on GDP. In addition the use of the stan-
dard VAT rate to compute potential revenues ignores the existence of 
multiple rates, some lower than the standard rate and some higher; 
exemptions and zero rating provisions are also ignored (Bird, 2010).

dex32 is often used. According to this index, if private con-
sumption was completely taxed with VAT and there were 
no exemptions or tax expenditures and taxpayers met all 
their tax obligations so the evasion rate was zero percent, 
VAT collection would be equal to private consumption 
multiplied by the tax rate and the index would be equal 
to one. Thus, the closer the indicator is to zero, the more 
tax expenditure, the more tax evasion or both (Figure 35).

From excise taxes, declining revenues

Tax revenue from the excise taxes has declined to 1 per-
cent of GDP, below the regional average and substan-

32  The VAT efficiency- consumption index is defined as the ratio 
of tax revenue as a share of private consumption, and the overall tax 
rate. Private consumption is more similar to the VAT base than the 
GDP; therefore the problem of the exports’ inclusion is minimized.

Source: SUNAT, BCRP.

Figure 35. VAT tax collection grew steadily over the last
decade
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Figure 36. VAT tax collection is in line with the region and
the OECD…
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Figure 37. … While the tax rate is higher…
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Figure 38. … Thus, VAT productivity in Peru is lower than in
the OECD and the regions
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tially below the OECD average (Figure 41). The excise tax 
is imposed on the sale and import of the following goods 
and services: fuels, motor vehicles, alcoholic and non-al-
coholic beverages, ethyl alcohol, cigarettes and other 
tobacco products, and gambling and betting services 
(see Box 4). In the last decade, the excise tax collection 
in terms of GDP decreased by almost half, from about 2 
percent of GDP to 1 percent, mainly due to lower fuel tax-
es (Figure 41). This is only half of the average excise-tax 
collection in the region and almost a third of the average 
collection in the OECD countries. 

Fuel-excise tax rates in Peru have been declining re-
cently. The Peruvian excise tax applies higher rates to 
the fuels that pollute the most. The tax rate on gasoline 
in Peru amounts to US$0.19 per liter, significantly lower 
than the simple average of the OECD countries, which 
is US$0.69 per liter (Figure 43). The tax rate on diesel in 
Peru is US$0.14 per liter, compared to a simple average of 
the OECD countries of US$0.52 per liter (Figure 44). Fur-
thermore, these taxes have decreased over the last years 
(Figure 45). 

The excise tax rate for cigarettes and alcoholic bever-
ages is also substantially below the regional and OECD 
levels. For both products, the excise tax is applied on 
quantities instead of on values, to avoid incentivizing 
increased consumption of cheap, low-quality products 
that are harmful to health. For the same reason, the tax 
on alcoholic beverages is higher for those beverages with 
higher alcohol content. In Peru, these taxes are consid-
erably lower than the OECD average. While the average 
specific tax in OECD countries amounts to US$2,837 per 
hectoliter of alcohol, in Peru it is just US$322 (Figure 46). 
Likewise, in Peru, excise tax on cigarettes represents 27 
percent of the price of the best-selling brand of cigarettes, 
compared to 40.6 percent for LAC countries (Figure 47). 
Moreover, while in Peru a specific tax of US$26.5 per thou-
sand cigarettes is charged, the simple average for OECD 
countries is US$98 per thousand cigarettes.

Property taxes: missing an opportunity

Property tax collection in Peru is significantly below re-
gional and OECD averages. Generally, property tax rev-
enue as a percentage of the total local government rev-
enue ranges from 27 percent in Santarem in Brazil, to 90 
percent in Santa Fe, Argentina. The average is 67 percent 
and the city of Lima was close to 60 percent.33 However, 

33  Improving the Performance of the Property Tax in Latin Ameri-

Lima is an outlier and overall, the property tax collection 
in Peru is significantly below regional and the OECD aver-
ages (Figure 48).

ca, Claudia M. De Cesare, Lincoln Institute, 2012.
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Figure 39. The VAT efficiency-consumption index is also
below the region average, although it has increased faster
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Figure 40. The VAT efficiency-consumption index is also
one of the lowest among the OECD countries
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Figure 39. The VAT efficiency-consumption index is also
below the region average, although it has increased faster
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Figure 40. The VAT efficiency-consumption index is also
one of the lowest among the OECD countries
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Source: SUNAT.

Figure 41. The Excise tax collection has decreased 
over the last years…
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Figure 42. … And is below the region and OECD average
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Figure 45. Fuel excise-tax rates have followed a downward
trend
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Figure 46. The specific tax on alcoholic beverages is about 9
times higher in the OECD…
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Figure 43. the excise tax rate on gasoline is substantially
below the OECD average…
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Figure 44. … And so is the tax rate on diesel
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34

34  The value of the estates follows the values published annually by the Ministry of Housing and Construction, which are far from market 
value (Arias, 2011).

% Excise tax

(Share of total and excise taxes in the price of a pack of the most
sold brand of cigarettes, 2012) 

% 0ther taxes

Source: WHO.

Figure 47. … while the tax on cigarettes is low compared to
its LAC neighbors
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Figure 48. Property tax collection in Peru is below the
regional and OECD averages

(Property tax as % of GDP, 2012)
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Box 4: ExCiSE TAxES

The law establishes four different ways to apply these taxes. The first method is by value: a tax is applied on the producer’s or im-
porter’s price before taxes. This method is applied to vehicles, non-alcoholic beverages, ethyl alcohol, tobacco and gambling and 
betting services. The second method is a specific tax (by unit, weight, etc.) applied to fuel, cigarettes and pisco. Under the third 
method, the tax is applied to the sale price to the public, but currently no goods are taxed exclusively by this method. The fourth 
method is to choose the higher value from the three previous methods and apply it to alcoholic beverages (excluding pisco). 

Source: SUNAT.

Box 5: PRoPERTy TAxES

There are several taxes that local governments may regulate and collect, mainly taxes on property. These taxes are: the prop-
erty tax (impuesto predial), the real estate sales tax (alcabala) tax, the tax on vehicles (impuesto al patrimonio vehicular), the 
gambling taxes and the tax on non-sporting public shows. The first three taxes cited apply to property and represent 90 percent 
of total revenues for local governments. The gambling taxes and the tax on non-sporting public shows represented 7 percent of 
total revenues, while fines and sanctions represented the additional 3 percent.

There are three different property taxes in Peru. The property tax (impuesto predial) is levied annually and it taxes the value 
of urban and rural estates. Its tax base is the estate value,34 and the tax rates are cumulative and progressive, going from 0.2 
percent (for values below 15 UIT) to 0.6 percent (for values between 15 and 60 UIT) and up to a maximum of 1 percent (for 
values over 60 UIT). The alcabala tax levies the ownership transfer of urban and rural estates. The alcabala tax base is the higher 
amount between the appraised value and the transaction value, the latter being usually significantly higher, and its tax rate is 3 
percent; the first 10 UIT of the property value not subject to the tax. The tax on vehicles (impuesto al patrimonio vehicular) is 
also annual and taxes the ownership of motor vehicles not older than three years. Its tax base is the original purchase or import 
price, and the tax rate is 1 percent.

Source: SUNAT.
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Property tax revenues are highly concentrated in Lima. 
In 2012, revenue from property taxes (predial and alcaba-
la) was NS1.7 billion or NS59.4 per capita. More than 77 
percent of these revenues came from the Municipality of 
Lima, while the remaining 23 percent was collected in the 
remaining 25 regions. The central and southeast regions 
have the highest percentage of property tax payments 
per capita, while the Amazon region has the lowest.

The alcabala tax has increased its share in local govern-
ment revenues. In Peru in 2006, the property tax (predial) 
represented more than half of local governments’ own 
revenues. However, in 2012 this tax accounted for 43 per-
cent of total local governments’ own revenues, as its rela-
tive importance declined due to a substantial increase in 
the alcabala tax collection.

Tax expenditures: expensive,   
and not achieving their goals

Tax expenditures in Peru remained costly at 2.2 per-
cent of GDP. Eighty-one percent of tax expenditures 
came from indirect taxes, while only 19 percent came 
from direct taxes in 2014. VAT concentrated the highest 
share of tax expenditures (72 percent expected in 2015). 
Tax expenditures are also concentrated geographically in 
the Amazon region, which is almost completely exempt 
from the VAT. Thirty-three percent of the VAT tax expendi-
tures correspond to the Amazon region exemption.35 By 
sector, agriculture accounts for the highest shares of tax 
expenditures. This is related to the exemption of several 
goods and services considered essential, such as food, 
transportation, housing and education. See Figure 49 and 
50. Even though by regional LAC standards, tax expendi-
tures in Peru appear low, their costs are still quite substan-
tial (at 2.2 percent of GDP) and higher than in some other 
countries (Figure 52). 

VAT concentrates the highest share of tax expenditures, 
while those in the income tax are relatively low. VAT ex-
penditure is concentrated in four exemptions: agricultural 
products, education, the Amazon region and passenger 
transportation. These expenditures represent 0.37 per-
cent, 0.31 percent, 0.29 percent and 0.2 percent of GDP, 
respectively. 

•	 Tax expenditures in the personal income tax are re-
latively low, if deductions are not counted. The most 

35  The descriptive data in this section are from SUNAT, 2012. In-
forme de Gastos Tributarios 2012, Lima, Peru.

important tax expenditure is the exclusion from the 
tax base of the compensation for length of service, 
which represented 0.16 percent of GDP, followed by 
the exemptions of the securities’ interests and ban-
king interests that together represent 0.03 percent 
of GDP. However, the 20-percent deductions of pre-
sumed expenses in the first, second and fourth in-
come-tax categories could also be classified as a tax 
expenditures, since they exceed a reasonable deduc-
tion for expenses required to produce income, except 
in some professions in the fourth category, where the 
actual expenditure could be higher due to the nature 
of the activity.

Tax expenditures in the corporate income tax are also 
relatively low. The main tax expenditures are the reduced 
rate of 15 percent for the agriculture sector (0.04 percent 
of GDP), the deduction of profits reinvested by mining 
companies (0.03 percent of GDP), the special deprecia-
tion system for buildings and structures (0.01 percent of 
GDP), exemptions and tax credit for profit reinvestment 
of private educational institutions (0.03  percent of GDP) 
and the deduction of donations to the public sector, to 
non-profit private institutions and to the Catholic Church 
(0.02 percent of GDP). 

Tax expenditures in Peru do not always achieve their 
intended objectives. Tax expenditures seek to achieve 
the following objectives: (i) reduce the regressivity of the 
tax system; (ii) encourage the consumption of meritorious 
goods and services; and (iii) simplify the administration 
and enforcement of the tax. To achieve the first objective, 
exemptions, exclusions or reduced rates are applied on 
goods and services that represent a larger share of poor 
households’ income compared to richer households. We 
show in Chapter 2 that the tax expenditures that rep-
resent around 75 percent of the total are progressive; 
however, the poorest people do not benefit from them 
directly. This stems from the fact that their application 
is not related to the poverty levels, nor to high levels of 
informality (see Figure 53 and Chapter 2). Regarding the 
second objective, these tax expenditures seek to encour-
age the consumption of certain goods or services, which 
regardless of their impact on progressivity, are considered 
to have positive economic or social effects. These effects 
include improvements in education, health, housing, 
sports, books and cultural activities. The third objective is 
related to the difficulties in the VAT application in some 
activities, such as financial services.
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Potential tax expenditures by tax, 2014

Source: MEF.

Figure 49. VAT accounts for the highest share of tax
expenditure…
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Source: MEF.

Figure 50. …And so does the Amazon region…
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Figure 51. …And the agriculture sector

Potential tax expenditure by sector, 2014
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Figure 52. Tax expenditures in Peru are high, although they
are not the highest in the region
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Figure 53. Tax expenditures are not applied in the poorest regions. Poverty incidence and tax expenditure per capita by region

Poverty, 2011 Tax expenditures, 2013
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Box 6: WHAT iS MEANT By “TAx ExPENDiTuRES” iN PERu?

Tax expenditures are generally defined as those government expenditures carried out through tax legislation, regulations, and 
practices that reduce or defer taxes for some taxpayers. Their use is designed to foster and encourage certain economic sectors, 
activities, regions, or agents. Tax expenditures are often referred to as “foregone revenue,” since they can be considered as the 
way by which the treasury desists, either partially or totally, from applying the general tax regime to pursue a higher objective 
of political economy or social policy.

Tax expenditures can take different forms, such as the following:

•	 Exemptions:	Revenue	or	transactions	that	are	excluded	from	the	tax	base.	In	legal	regulations,	these	are	encountered	under	
various headings (e.g., exemptions, tax holidays, non-taxable events, etc.);

•	 Allowances:	Amounts	that	can	be	deducted	from	the	tax	base;
•	 Credits:	Amounts	that	can	be	deducted	from	the	tax	liability;
•	 Rate	reliefs:	Lower	tax	rates	than	those	generally	applied;
•	 Deferrals:	Postponements	or	delays	in	the	tax	payment.

In Peru, tax expenditures are considered to be deviations in relation to the benchmark system that imply a reduction in govern-
ment’s revenues, with the aim of achieving off-budget objectives. SUNAT’s sources of information are tax returns presented by 
taxpayers, tax withholders, and tax informers; national accounts statistics; official and other diverse private statistics and express 
petitions for information from both public and private entities. 

Tax expenditures account for 2.21 percentage points of GDP. VAT exemptions account for 72 percent of total tax expenditures. In 
importance, this is followed by expenditures in income tax (19 percent), tariffs (7 percent) and Excise Tax (2 percent). In sum, the 
largest amount of tax expenditures (81 percent) is related to indirect taxes, while only the remaining 19 percent are transferred 
through to direct taxes.

The VAT concentrates 72 percent of tax expenditures on basic goods, mostly food. The main goal of granting exemptions is to 
reduce local prices of essential goods and services such as food, transportation, housing and education as a redistributive tool. 
In the Amazon region, there is an almost complete VAT exemption and 30 percent of the VAT tax expenditures are allocated 
there. In the case of income tax, tax expenditures can be divided between the corporate 10 percent and the personal 9 percent. 
The main goal of tax expenditures on corporate tax is to promote the development of certain economic activities, mainly in 
agriculture and mining. Tax expenditure on personal income is used to establish an exemption for dependent workers (CTS), 
among other goals. 

Table: Tax Expenditures
Taxes % GDP % of total

VAT 1.60 72.4

CIT 0.20 9.1

PIT 0.21 9.7

Tariffs 0.15 6.8

Excise taxes 0.05 2.1

Total 2.21 100

Source: MEF (2014).
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Box 6: WHAT iS MEANT By “TAx ExPENDiTuRES” iN PERu? (CoNT.)

Tariff exemptions, and in particular the drawback mechanism, accounts for 97 percent of the cost of this tariff’s tax expenditures. 
Created in the early 1990s and reformed in 2001, the drawback mechanism aimed to boost non-traditional export performance 
by reducing its tariff rate to a 5-percent flat rate of the FOB export value, as a reimbursement of all tariffs paid for inputs used in 
export production. Studies have shown that the drawback is costly and ineffective. Its cost, with 70 percent of all payments for 
subsidies, is higher than several more-effective social expenditure programs. Its impact on export growth and in particular on 
agro-industrial products is questionable. Finally, the WTO has been investigating whether it is an export subsidy.
Excise tax expenditures are small, because their applicability has been effectively eliminated (such as with the zero tax rate on 
second-hand vehicles repaired at CETICOS, after importing of these vehicles through Tacna was banned in 2012). 

Sources: Multi-Annual Macroeconomic Framework (May 2014); Villela, L., Lemgruber, A., y Michel Jorratt. 2009. Los Presupuestos de gastos tributarios, BID Working Paper 
IDB-WP-131; World Bank (2013) Peru – Accelerating Trade Integration: Policy Actions for Improved Competitiveness; World Bank (2012) Peru – Accelerating Trade Integration: 
Policy Actions for Improved Competitiveness, World Bank, Washington DC.
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43nequality in Peru is high: the richest quintile of the 
population earns about 16 times more than the 
poorest quintile (Figure 54). And while poverty has 

declined dramatically during the period under study 
(from 55.6 percent of population in 2005 to 23.9 percent 
in 2013), inequality has been more persistent (with the 
Gini coefficient declining from 0.41 in 2005 to 0.35 in 
2013). 

Fiscal policy can help reduce inequality. Fiscal policy is 
an effective instrument for changing the distribution of 
income. While transfers and spending policies exert by 
far the most significant impacts on income distribution, 
tax policy also can contribute through increasing the en-
velope available for distribution by raising government 
revenues and by collecting taxes in an equitable way. 
Generally, as a compound result of fiscal policy, poor 
households should pay less tax and receive more trans-
fers, while the rich households should pay more taxes and 
receive fewer transfers.36 

Increasing tax collection could also reduce inequality. 
One of the objectives of the Peruvian government’s fis-
cal policy is to increase tax collection from 16.1 percent 

36  Barnard, 2009.

in 2011 to 18 percent of GDP in 2016.37 Peru’s tax system 
collects less than it should, given the current tax rates. As 
discussed in other chapters, the main reasons for this are 
a low tax base due to high informality, high tax-evasion 
and tax-avoidance rates, and a set of exemptions and a tax 
structure that contribute to reducing the base. Correct-

37  MEF, 2012.

In this chapter, we look at how the Peruvian fiscal system impacts income distribution and we compare 
the effects of spending and taxation on inequality. We do so for the years 2005, 2009 and 2011, the three 
time-periods for which data was available at the time of study. We pay specific attention to informality, as it 
substantially alters the incidence of the tax system. Given the data availability, we focus on personal income 
tax and the value-added tax only. However, we also make use of the unique SUNAT data on tax returns to 
complement the household survey (ENAHO).

CHAPTER 2
Taxation, Equity and the Fiscal System

I

Source: World Development Indicators, World Bank and OECD.

Figure 54. Peru’s inequality is high by international
standards

Gini index, last year available, vs GDP per capita in 2012
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ing these inefficiencies can increase collection and at the 
same time improve equity, thus resolving a fundamental 
tax-policy trade-off. Increasing the tax base and the col-
lection would provide more resources for social programs 
and other mechanisms that can improve the equity of the 
fiscal system. However, the impact of increased collection 
on equity would depend on the particular implementa-
tion of fiscal consolidation policies. 

This chapter looks at the distributive effect of the tax 
system in Peru and compares it to that of transfers. It 
studies the redistributive impact of the fiscal system, in-
cluding the impact of direct and indirect taxes, transfers, 

and their combination on income distribution (see Box 7). 
It focuses mainly on taxes, but uses the analysis of trans-
fers for comparisons and to paint a fuller picture of the 
fiscal system. It takes into account informality to obtain 
better estimates of the progressivity of indirect taxes, 
and estimates of evasion rates across the income distri-
bution for 2005-2012. Complementing the household 
survey with tax returns data provided by SUNAT, it builds 
a distributional model of tax incidence and tests for the 
potential impact of specific tax policies on income distri-
bution.38 It also estimates the incidence and impacts of 
the existing major tax exemptions and of some forms of 

38  Engel, Galetovic and Raddatz (1999).

Box 7: DEFiNiTioNS oF iNCoME CoNCEPTS

Fiscal incidence is defined as a change in income as a result of taxes and transfers. While the second-order agent responses 
are theoretically important, they are not included in the calculations. Market income includes monetary and non-monetary 
income such as wages, employment benefits, net income from self-employment, payments in kind and net private transfers. 
The concepts of income used in this study are explained in the diagram below. The Final Income is the sum of post-tax income 
plus government transfers for education and health.

Market income = Im

Wages and salaries, income from capital,
private transfers; before government taxes
social security contributions and transfers;

benchmark (sensivity analysis) includes
(doesn´t include contributory pensions

 TRANSFERS TAXES

Net market income = In

Disposable income = Id

Post-�scal income = Ipf

Final income = If

Note: in some cases we also present results for “�nal icome*” wich is de�ned as disposable income plus in-kind transfer minus co-payments and user fees.
Source: Lustig and Higgins (2012).

Diagram 1. Definitions of Income Concepts: A Stylized Presentation

Personal income taxes and employee
contrubutions to social security

(only contributions that are not direct
to pensions, in the benchmark case)

Direct transfers

Indirect subsides

In-kind transfers 
(free or subsidized government 

services in education and health)

-

-

-

Indirect taxes

Co-payments, user fees
+
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tax evasion. The part on transfers estimates and compares 
the incidence of direct and indirect transfers and their 
impact on income distribution.39 Contrasting the distri-
butional impact and effectiveness of transfers to that of 
taxes, it also puts Peru’s fiscal incidence in an international 
perspective.

Tax informality is not equity-neutral

High informality interferes with estimating the pro-
gressivity of taxes and transfers. The key to under-
standing the dramatic difference in results regarding 
the distributional impacts of the tax system in Peru lies 
in accounting for informality.40 Peru has one of the high-
est informality rates in Latin America.41 Although there 
are geographical differences in informality rates, they 
are generally higher in remote areas where capacity, 
information flows and state presence and enforcement 
are low. If informality is uneven, and if specific groups of 
population avoid specific taxes, its effect on inequality 
could be transferred through the tax system. For exam-
ple, labor-tax collection could be restricted to a limited 
number of people, narrowing the base and making it 
less equal: in Peru, income tax is heavily collected in the 
salaried income category, while independent workers, 
especially those from the higher deciles, avoid paying 
it.42 The effects go the other way for indirect taxes: it is 
mainly those with access to formal markets de-facto who 
pay them while households that purchase goods in rural 
areas, street vendors or produce markets are less likely to 
pay indirect taxes. See more detail on informality defini-
tion and assumptions in Box 8. 

Informality and evasion of direct taxes increase in-
equality. Informality in the payment of direct taxes in-

39  Defined as cash transfers (Juntos), in-kind transfers (food), and 
services provided (health and education).
40  There are significant differences in the literature on the role of 
Peruvian fiscal system. Like this study, Jaramillo (2012) shows that all 
taxes and transfers in Peru reduce inequality; however both direct 
and indirect taxes have relatively small impacts. However, other stud-
ies go as far as to suggest that taxes and transfers in Peru are regres-
sive: Goni et al. (2011) show that indirect taxation in Peru increases 
inequality by two percentage points. There are also disagreements 
on the role of transfers. Jaramillo (2012) shows that in-kind transfers 
(defined as government spending on health and education) have 
the largest impact on inequality but direct transfers are more effec-
tive at reducing it; while Goni et al. (2011) note that transfers have no 
effect, and that in general richer quintiles receive higher percentage 
of total transfers than do lowest quintiles. See also Jaramillo (2012).
41  According to several definitions of informality, including that 
of not paying taxes. See World Bank (2011) Peru: Trajectories towards 
Formality, Washington DC.
42  The rich might have the means to avoid taxes, and as Kleven et 
al. (2011) point out, the absence of third party reporting also helps.

creases inequality by making them less progressive. We 
see in Box 8 that the percentage of people evading direct 
taxes is higher at the lower end of the distribution. How-
ever, because independent workers from higher deciles 
have access to more sophisticated methods of evasion 
and other non-payments of taxes, the impact on distribu-
tion from this end is much more substantial, resulting in 
the negative effect of informality on equity in direct tax-
es. Moreover, the following sections also show that direct 
taxes are increasingly paid by the middle class (see for ex-
ample Figure 68). 

In Peru, informality is rendering indirect taxes less re-
gressive. Generally, indirect taxes like sales tax or VAT are 
regressive by design, because poorer households spend 
a higher percentage of their income than richer ones on 
their daily needs. However, the actual incidence of indi-
rect taxes could become progressive if informality is high. 
For example, if informality means that households with 
relatively lower incomes buy their foodstuffs and other 
consumption items at the establishments that are evad-
ing VAT (such as street vendors), the resulting effect of the 
sales tax could become progressive.43 

However, through the same mechanism, informality 
also renders tax exemptions less progressive. Likewise, 
informality would affect the incidence of the tax exemp-
tions: if the poor mostly do not pay taxes, the impact of 
exemptions from those taxes could become regressive in 
the presence of high informality. The next section below 
shows that tax exemptions are less progressive when in-
formality is taken into account: because the poor are not 
paying indirect taxes, exemptions from indirect taxes af-
fect mostly the rich. Box 8 describes the assumptions that 
we use to account for informality in the data. 

The VAT exemptions for agricultural products and those 
in the Amazon region are designed to be progressive, 
and to help poor households reduce the share of income 
spent on food. These exemptions represent more than 
50 percent of the total of VAT exemptions. Following the 
general analysis of the tax exemptions in Peru presented 
in Chapter 1, we first evaluate the impact on household 
income of VAT exemptions on agricultural products and 
those in the Amazon region, assuming perfect formality in 

43  Compare Goni et al. (2011) and Jaramillo (2012). Under an as-
sumption that is neutral to who is more informal, this effect would 
be absent.
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Box 8: iNFoRMAliTy ASSuMPTioNS

Informality is a complex phenomenon that is notoriously difficult to define. Most generally, informality is an economic activity 
that does not fully comply with all regulatory, tax, or legal requirements, but which otherwise would be legal. In practice, infor-
mality is a continuum along which a variety of actors can be defined as complying with none, some, or all of these requirements. 
Informality can result from push factors, such as the inability of economic actors to comply with regulations, and the way some 
agents are involuntarily “excluded” from the formal sector. It can also stem from a rational decision of these actors not to comply 
with regulations, based on comparison of returns, and thus result in a voluntary “exit” from the formal sector. In this report, we 
only consider the specific manifestations of informality involving evading or avoiding taxes. Needless to say that the concept and 
the size of the problem would be different depending on the tax. But our ability to define tax informality in a meaningful way 
for the purposes of this report is closely related to our ability to measure it based on the data sources available. The information 
available in ENAHO led us to use the following assumptions in this report.

Indirect taxes
To model informality in the payment of indirect taxes, we assume that the establishment in which households buy goods is 
informal (or does not pay indirect taxes) if: (i) it is located in a small village (400 houses or less) in a rural area; (ii) it is a street 
vendor or a produce market. The first of these assumptions is based on the fact that the state presence in rural areas is very 
limited, while the second identifies those shopping places — including in urban areas — that are less likely to be registered and/
or comply with their tax obligations. An alternative assumption on informality would be to assume that all households pay an 
effective rate, rather than a statutory rate, thus not making a judgment over whether rural households are more informal than 
urban households. The result of such a scenario would likely lie somewhere between the two scenarios presented here.

The assumptions made are not neutral to the level of household income. The percentage of poor households is higher in rural 
areas than in urban areas, and therefore this assumption would make any indirect tax less regressive by definition. The purchase 
of goods in places less likely to be registered, or in popular street markets – which is also more common among low-income 
families in urban areas – would also result in informality, reducing the regressivity of the sales tax. These assumptions have been 
adapted using the criteria that the Secretaría de Hacienda y Crédito Público in Mexico uses in order to estimate the VAT impact 
in the country. This assumption could be thought of as providing a lower bound on the regressive nature of indirect taxation.

These two scenarios also allow for a comparison in terms of indirect tax collection. In order to do that, the potential indirect 
tax collection in a scenario with “zero informality” (without any of the informality assumptions) was compared to the current 
collection, under the informality assumption that rural areas do not pay taxes and that evasion depends on where the shopping 
takes place. Results are shown in the table below, and they show that the amount currently collected would only represent 62 
percent of the potential collection. This percentage is lower among the poorer deciles and higher among the richer deciles. 
Moreover, the table suggests that VAT would be more regressive than under informality assumptions, as the burden on the 
poorest deciles is the highest.

Table: indirect Tax incidence with or without informality, 2011
 VAT with informality, % VAT without informality, % informality/formality, % % evasion

1 5 25.2 20 80

2 6.2 17.9 35 65

3 8.2 18 46 54

4 8.8 17.3 51 49

5 9.8 17.7 55 45

6 9.4 16.3 58 42

7 9.4 15.5 61 39

8 9.4 14.7 64 36

9 8.9 13.3 67 33

10 7.1 9.4 76 24

TOTAL 8.3 13.4 62 38
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Box 8: iNFoRMAliTy ASSuMPTioNS (CoNT.)

The table shows that 38 percent of the taxable consumption would be done under informality. This number is similar to the 
evasion rate estimated by SUNAT in 2009 (38 percent) and above the rate it estimated for 2013 (29 percent). It is important to 
mention that SUNAT estimations consider tax collection throughout the entire chain, while our estimations assume that no VAT 
is paid throughout the chain when the final consumer buys the product in an informal establishment. Thus, our estimations 
represent an upper-bound of informality vis-a-vis SUNAT estimations. The lower bound is represented by the full formality case. 

Importantly, these informality assumptions are not constant between 2005, 2009, and 2011. Generally, with time, informality 
declines because as the rural population declines, more people move to locations or markets that are relatively more formal, 
and thus tax evasion declines. This is the case in Peru: rural population declined in the period under study, and the formal retail 
markets expanded, resulting in a decline in informality over time. As a result, the persons in the lowest two deciles of the dis-
tribution are paying more indirect taxes, which can be seen in the changes in indirect tax progressivity over time (Figure 6262).

It is important to note that during any VAT tax reform, other assumptions for informality can also be made and more profoundly 
analyzed with respect to their impact on poverty and inequality. In particular, an alternative assumption would use an effective 
tax rate (VAT collections/private consumption) instead of the statutory tax rate for all households, both urban and rural. While 
such an assumption is beneficial as a lower bound and because it assumes that informality is equity-neutral, we do not consider 
it in this report because it does not fit well our model of consumption tax informality in Peru. Also, the full formality case pro-
vides the lowest bound possible for an equity-neutral informality assumption. It must be noted, however, that should Peru start 
implementing a VAT tax reform, and especially one which is aimed at increasing the tax base, this assumption must be analyzed 
alongside the others, with a specific focus on poverty and equity impacts. 

Direct taxes
Informality in direct taxes is incorporated into the analysis through estimations that compare potential tax collection and actual 
tax collection using SUNAT data. How the variable called “reported income” is constructed is explained in Annex 5B.

Table: informality in salaried and self-employed (number of taxpayers), 2011
 Potential 

Taxpayers
Actual 

Taxpayers
Actual/potential, 

percent
Evasion, 
percent

1     

2 1,593 178 11 89

3 4,331 579 13 87

4 32,340 3,484 11 89

5 77,379 10,485 14 86

6 130,395 20,489 16 84

7 245,203 44,591 18 82

8 372,482 85,009 23 77

9 557,237 163,423 29 71

10 1,053,002 566,062 54 46

Total 2,473,963 894,300 36 64

Self-employed (4th category) only[1] 629,732 71,500 11 89

Salaried (5th category) only 1,844,231 822,800 45 55

[1] A taxpayer is considered a fourth (fifth) category taxpayer when more than 50 percent of his or her taxable income comes from that source.
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the economy.44,45 For both of these, a higher share of the 
total tax exempt amount goes to higher-income house-
holds compared to lower-income households. This is be-
cause richer households consume more food and other 
exonerated goods. However, the share of exemptions 
received by the lowest 10 percent of the population is 
higher than the share of market income they receive (3.7 
percent of both exemptions vs. 1.2 percent of market in-
come). In this sense, under assumption of complete for-
mality, the exemptions improve somewhat on the market 
income, as they should increase the income of the lowest 
decile by 3 percent (Figure 56).46

44  This implies that the exemptions distribution is guided only by 
the consumption pattern of the exempt goods rather than by the 
consumption pattern of exempt goods exempted in formal estab-
lishments. A correction regarding the exemption size is applied to 
the exemption distribution, so that the result is the same as that ob-
tained by SUNAT in their estimates.
45  The first of these exemptions is simulated considering the list of 
foods consumed by the household and cataloging them according 
to whether they are exempt or not. The second is simulated consid-
ering that the consumption goods and services within the Amazon 
region are exempt from VAT. Detailed data on household consump-
tion reported by ENAHO was used to estimate the savings that re-
sulted from these exemptions.
46  The VAT exemptions considered in the analysis are the two 
most important exemptions: the exemption to the Amazon region 

However, the existence of informality makes the actu-
al incidence of tax exemptions less progressive overall, 
and regressive for the poorest quintiles. Overall, exemp-
tions are progressive: taking into account informality, the 
Gini coefficient, after indirect taxes and including exemp-
tions, decreases by 0.8 percent (or by 0.003, from 0.470 
without exemptions to 0.467 with exemptions). Informal-
ity changes the distribution of tax expenditures. When 

and the exemption to agricultural products. According to the legal 
framework, goods sales and services provision are exempt of VAT 
in the Amazon region. Likewise, oil, natural gas and oil derivatives 
consumption are also exempt of VAT and excise tax. Additionally, 
the companies that are located in the Amazon region do not have to 
pay VAT on imported goods. Accordingly, it is assumed in the simu-
lations that taxpayers in the Amazon region do not pay VAT. As a re-
sult, it is assumed that this exemption only affects final products (not 
throughout the value chain) and that everything that is produced in 
the Amazon region is purchased there. These assumptions are nec-
essary, since the spending reported through ENAHO, on which our 
estimations are based, only focus on the purchase of goods and ser-
vices. It is also assumed that taxpayers in the Amazon region pay nei-
ther VAT nor excise tax on fuels. Regarding the agricultural products 
VAT exemption, the number of exempt products is high; however, it 
is lower than the total number of agricultural products purchased by 
a given household. Then, in order to carry out the simulations, the list 
of food products purchased by each household according to ENAHO 
was compared to the list of exempt and non-exempt products. As a 
result, around 30 percent out of the 465 products reported through 
ENAHO are exempt of VAT.

Box 8: iNFoRMAliTy ASSuMPTioNS (CoNT.)

Although this estimation should adequately represent the tax incidence, the total collection found by applying SUNAT’s infor-
mality assumptions (NS5,413 million) is lower than that reported by SUNAT (NS6,361 million). This difference is caused by 
the fact that ENAHO does not adequately represent those with higher income within the distribution. Although these people 
represent a small share of the population, their revenues are substantially higher and by excluding them from the analysis, 
the amount of collected taxes is underestimated. In spite of this limitation, and since this characteristic also appears when the 
potential collection is estimated, this exercise is still useful, because it shows the relative loss in collection due to informality and 
the relative changes in collection caused by policy changes.

The table below shows the number of taxpayers and potential taxpayers by decile under a “full formality” scenario. This table 
shows that the percentage of current taxpayers by decile is substantially lower among the poorer deciles than among the richer 
ones. It is important to note that this behavior is consistent with the informality assumptions, which consider that people with 
lower revenue are more likely to evade taxes.

According to this estimation, only 36 percent of potential taxpayers are actually part of the system. We also see that evasion 
is higher among the self-employed than among employees, and particularly among the high-income self-employed. Below, a 
detailed analysis of the characteristics of the potential fourth-category taxpayers in decile 10 of the income distribution is carried 
out. In sum, 72.3 percent of potential taxpayers in this group are men, and the average age is 47. Almost 70 percent of the people 
in this group are married or are domestic partners, and the average number of people in the household is 3.5 people. Their av-
erage annual revenue amounts to 92,000 Soles and 50 percent of them are employers (the other 50 percent are self-employed). 
The people in this group work on average 47.3 hours a week. It was also found that 80.8 percent of the people in this group 
finished primary education, and 44 percent of them have completed tertiary education studies.

Source: authors, calculations on ENAHO and SUNAT, 2011.
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it is incorporated into the model, the distribution of tax 
expenditures becomes more regressive than it was under 
a scenario of perfect formality (Figure 57). This is because 
many of the exempt goods are consumed by poor house-
holds, who do not pay taxes anyway as they usually buy 
goods at the markets that evade VAT (and so the exemp-
tion is “wasted” on these goods); rich people however get 
exempted because they shop in formal markets that pay 
VAT and thus benefit from the exemptions. As a result, the 
richest 30 percent get 50 percent of the subsidies, while 
the poorest 30 percent get 11 percent, due to informality. 
As a percentage of household income, the impact of ex-
emptions ranges from 0.7 percent of income (decile 10) to 
1.1 percent (decile 1) to 1.5 percent (decile 2) and to 1.8 

percent of income (decile 3).47 This makes the exemptions 
regressive in the lowest deciles (Figure 58).

Different manifestations of informality are not neces-
sarily driven by the same processes in the economy, 
and therefore it is important to distinguish between 

47  It should be noted that under both scenarios-complete formal-
ity and informality-presence of the full amount of the exemption 
remains constant. This is because the objective is to estimate the 
effects of informality on the exemption distribution and not its mag-
nitude. This adjustment of the results can generate some results may 
seem inconsistent, for example, that the amount of the exemption 
received by the richest decile would increase under informality. This 
happens because, as the amount of the exemption received by the 
poorest deciles decreases, the amount of the exemption received by 
the richest quintiles has to increase to keep the total amount of the 
exemption constant.

1 2 3 4 5 6 7 8 9 10

Market income Tax exemptions 1 & 2

Source: Sta� calculations based on ENAHO and public accounts.

Figure 55. Tax exemptions are designed to be less regressive
than the market income

(exemptions distribution by market income decile, 2011)

0%

5%

10%

15%

20%

25%

30%

35%

40%

1 2 3 4 5 6 7 8 9 Total10

Tax exemptions on
agricultural products (1)

Tax exemptions
in Amazon region (2)

Tax exemptions
1 & 2

Source: Sta� calculations based on ENAHO and public accounts.

Figure 56. All exemptions aim to improve somewhat on the
market income
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Figure 57. The bulk of exemptions benefit richer population

(Exemptions distribution by market income 
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Figure 58. Taking informality into account, the incidence of
exemptions in their target (low) deciles becomes regressive
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2005 2009 2011
Source: sta� calculations on ENAHO.

Figure 59. Taxes and transfers in Peru reduce inequality…
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Figure 60. …but their impact is smaller than in other
countries in the region (2009)
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Figure 63. Overall impact of education and health programs
is much higher than that of direct transfers…
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Figure 64. …however, direct transfers are much more
efficient in reducing inequality and poverty

(distribution, percent of total)

0%

5%

10%

15%

20%

25%

30%

35%

40%

Taxes Social spending
Source: sta� calculations on ENAHO and national accounts statistics.
Note: assumptions of informality are included. 

Figure 61. Social spending has stronger impact on inequality
than taxes
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Figure 62. Direct taxes have higher impact on inequality
than indirect taxes

Direct taxes

(change in Gini coe�cient)

Indirect taxes

0.003

0.001

-0.001

-0.003

-0.005

-0.007

-0.009
201120092005



51

kinds of informality when making assessment of its 
impact on the fiscal system as a whole. As discussed 
in Box 8, different manifestations of informality are not 
necessarily driven by the same processes or phenom-
ena. As a result, informality in indirect taxes is not the 
same as informality in direct taxes, and different policies 
would be needed to tackle these two types of informal-
ity. Therefore, it is somewhat misleading to aggregate 
the impacts of these two types of informality to obtain 
their overall impact on the tax system. Moreover, while 
there is some reduction in the regressivity of indirect 
taxes because of informality, other aspects need to also 
be taken into account. The revenue losses from informal-
ity are likely to have a much stronger impact on equity – 
through the expenditure side of the fiscal system – than 
whatever small “benefits” that are seen in the tax system 
directly. These effects are discussed in the next section 
and in Chapter 3. 

The fiscal system is progressive, but less so 
than in other countries in the lAC

The fiscal system in Peru has one of the lowest impacts 
on inequality in the Latin America and Caribbean re-
gion. The combined impact of taxes, informality, and 
transfers on income distribution is positive: they reduce 
inequality. This was so for all three periods under study 
(2005, 2009 and 2011), with a general decline in the over-
all market income inequality with time (Figure 59). As in 
other countries, health and education expenditures have 
had the highest impact on inequality. However, in Peru 
the total impact of these expenditures is lower than in 
other countries in the region (Figure 60). The same is true 
for the impact of the tax system. As a result, the impact 
of the fiscal system on poverty and inequality is minimal 
(see Annex 2 for more details). These calculations take 
into account informality, so that they show the combined 
effect of the fiscal system and informality on income dis-
tribution, as described above (see Box 7). 

As expected, social spending has had a stronger im-
pact on inequality than have taxes. This result is con-
sistent with international experience in this area as well 
as with the theoretical literature. In Peru, taking into 
account informality, the impact of social spending on 
equity is about 10 times stronger than that of taxes, al-
though they both reduce inequality (Figure 61). Public 
spending in Peru is low by regional standards, especially 
in social spending; more than half is spent on untarget-
ed programs.

•	 Among types of expenditures, health and education 
transfers have exerted the most impact on inequa-
lity (Figure 63).48 Education and health expenditures 
made the largest contribution to the budgets of the 
poorest and were the highest by their overall size as 
expenditure categories. Without these transfers, a 
median person in the first decile would have to pay 
40 percent of their 2011 income for education and 30 
percent for health (for more details see Annex 2). The-
se expenditures were lower as a percentage of income 
for the higher quintiles, at 0.3 and 1.2 percent. Howe-
ver, they were income-neutral and unfocused on the 
poor (Figure 64).

•	 Direct transfers were the most efficient means per 
dollar spent to reduce both poverty and inequality 
(Figure 64). The efficiency of direct transfers increased 
with time. However, while the effects of direct trans-
fers are explicit in the immediate income of the par-
ticipating households, the effects of education and 
health spending are more apparent with time, and 
need to be considered in the long run. In this sense, it 
would not be prudent to make this comparison expli-
cit or use it for policy prioritization.

Direct taxes have a positive, but relatively small impact 
on inequality. Direct taxes are progressive by design. The 
highest impact of direct taxes on the Gini coefficient can 
be seen in 2011, when they reduced it by 0.008 index 
points (Figure 62). 

Even though they are regressive by design, indirect 
taxes do not have much impact on inequality in reality. 
Under the perfect formality assumptions, indirect taxes 
are regressive, because the poor spend a higher share of 
their income on food and other consumption goods that 
are subject to indirect taxation. As shown in Figure 65, the 
burden of indirect taxes is highest at the bottom of the 
distribution under perfect formality.49 But when we take 
into consideration informality, the regressive effect of the 
indirect taxes is mitigated by the fact that poor house-
holds tend to buy goods at markets that are evading 
taxes and live in areas that tend to have higher evasion 

48  Indirect transfers on education include spending on preschool, 
primary, secondary, and high school and on state bodies. Health 
transfers include EsSalud, SIS and subsidies to those under care of 
public health institutions.
49  A similar finding would take place, but at a lower level if the 
assumption were that all households are somewhat informal, pay an 
effective rate rather than a statutory rate. This would avoid making a 
judgment over whether rural households are more informal than ur-
ban households. The result of such a scenario would likely lie some-
where between the two scenarios presented here.
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rates (see Figure 65). Note that most of this effect is due 
to the assumption that rural households are informal. To 
the extent that changes to the VAT system are sought, fur-
ther research may be needed to arrive at upper and lower 
bounds on the potential impacts on poverty.

The distribution of taxes and transfers by income level is 
progressive overall, with improvements in progressivity 
of transfers over time. However, tax collection has in-
creasingly relied on the households in the middle of the 
distribution, while growing formality has negatively im-
pacted on the progressivity of taxes. Overall, both taxes 
and transfers are highly progressive: Direct taxes are paid 
predominantly by high deciles of the income distribution, 
while direct transfers are concentrated in the low deciles 
(Figure 66). Indirect taxes are paid by all income levels, 
even when informality is taken into account (Figure 67). 
Between 2005 and 2011, there has been a shift in the dis-
tribution of indirect tax payments, with incidence shifting 
to the middle deciles (Figure 68). Although it appears as a 
relative increase in regressivity of indirect taxes, this pro-
cess is a result of falling informality. It could also be relat-
ed to the changes in the incidence of tax exemptions (see 
below for further details). Transfers, on the other hand, 
have increasingly become more progressive: The first 
two deciles received 18 percent of total transfers in 2005, 
21.3 percent in 2009, and 24.3 percent in 2011 (Figure 69). 
Health expenditures used to be strongly regressive, but by 
2011, that had changed to near-neutrality (Figure 70). Ed-
ucation transfers are relatively progressive, and their pro-
gressivity has been slowly increasing with time (Figure 71). 

The expansion and improved targeting of the transfer 
programs substantially increased the incomes of the 
poorest. Direct transfers represented high percentages of 
the poorest households’ after-transfers incomes: In 2011, 
they were about 12 percent of the total income in the 
poorest decile (Figure 74). The poor also paid less tax over 
time, as their incidence has been shifting to the middle 
of the distribution in the case of indirect taxes, and to the 
higher end of the distribution in the case of direct taxes 
(Figure 72, Figure 73). Between 2005 and 2011, net recipi-
ents of transfers were stable at at 60 percent of the popu-
lation, but the average transfer increased from 5.8 percent 
of average household income to 7.7 percent. Also, while 
40 percent of the household income of the lowest decile 
in 2005 was made up of transfers, in 2011 it increased to 
80 percent (see Annex 2). Changes in transfers were due 
to increases in education and health, as well as in the Jun-
tos program.

At the household level, the impact of the fiscal system is 
inequality-reducing, with increasing impact on equity 
over time. This is shown by net transfers at the household 
level in Figure 76. The poorest 60 percent of the popula-
tion are net recipients of transfers, while the other 40 per-
cent are net payers.50 This is due to progressive direct tax-
es, neutral indirect taxes (when informality is taken into 
account), well-targeted direct transfers and large indirect 
transfers for health and education that are also increasing 
in their progressivity (although health transfers are still re-
gressive). Some tax exemptions also contribute to this re-
sult, albeit on a much smaller scale (see Chapter 3). At the 
same time, net transfers have increasingly become more 
progressive over time.

As a result of the fiscal system’s impact, about 75 per-
cent of the budget of the poorest households is net 
post-fiscal income.51 Overall, the bottom half of the 
population is receiving more transfers than paying taxes, 
while the upper part is paying more taxes than receiving 
transfers. Comparing the impact of taxes and transfers on 
household budgets, receivables from Juntos and feeding 
programs are comparable in size with those outgoing 
on payments of taxes for low deciles: direct transfers are 
about compensating the lowest decile for the taxes they 

50  This analysis does not include all the components of the social 
spending. It does not consider infrastructure spending and nota ll 
categories of spending in health are included. Should these be in-
cluded, there could be less people who are net payers, but it would 
not affect the results on the degree of progressivity of spending or 
taxes. 
51  See Annex 2 for more detailed calculations.
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Source: Sta� calculations based on ENAHO and public accounts.

Figure 65. Informality strongly impacts on the incidence of
indirect taxes
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Source: Sta� calculations based on ENAHO and public accounts.

Figure 66. Both direct taxes and direct transfers are highly
progressive
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Figure 67. Distribution of indirect taxes shows formalization
slightly increasing regressivity
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Figure 70. Transfers on health are strongly regressive, but
are becoming less so with time
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Figure 71. Education transfers are increasingly more
progressive
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Figure 68. Taxes are paid increasingly more by households
in the middle of the distribution
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Figure 69. Transfers are becoming more progressive
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Figure 74. Incidence of direct transfers is highly progressive
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Figure 75. Indirect transfers are less progressive but have
higher impact due to higher volumes
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Figure 76. Net transfers became more progressive with time
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Figure 77. Taxes paid by the lowest deciles are comparable
to the direct transfers they receive

(distribution of transfers between deciles, 2011)
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Figure 72. The incidence of direct taxes is increasingly
progressive…
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Figure 73. …but it’s close to neutral for indirect taxes
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pay (Figure 77). Indirect taxes represent about 8 percent 
of household income, and are less for the rich and more 
for the poor.52 Direct personal taxes are between 1-1.8 
percent of total income on average, and are higher for the 
rich (4.5 percent in the highest decile). 

over time, the fiscal system has contributed 
more to equity

Over time, the distribution of income became more 
equal. Over time, the distribution of market income has 
become more equal (Figure 78). This happened thanks 
to macroeconomic stability, growth and improvements 
in the fiscal system. Taxes have become less regressive 
while transfers became more progressive with time. The 
efficiency of both direct and indirect transfers increased 
with time. As tax revenues grew, there have also been sig-
nificant increases in the public spending as percentage of 
GDP, especially in health and social programs, and in par-
ticular those targeted to households.

The fiscal system contributed to a more equitable 
growth in income, helping ensure that prosperity is 
more equally shared. Poverty and inequality decreased 
dramatically between 2005 and 2011. Direct taxes, direct 
transfers, and transfers in kind contributed to the de-
crease of inequality. The final-income difference between 
the richest and the poorest two deciles fell from 13 times 
in 2005 to 9 times in 2011, and can be attributed increas-
ingly to the improvements in the fiscal system (Figure 78). 
This is supported by the literature: at least 10 percent of 
the poverty reduction was due to social policies, while la-
bor income was the main driver of poverty reduction.53 

52  This incidence is affected by the tax exemptions as well as by 
the informality. See more detail below. 
53  Inchauste, G. et al. (2012) What is behind the decline in pover-
ty since 2000? Evidence from Peru, Bangladesh and Thailand. World 
Bank – Policy research Working Paper 6199, September 2012.

Source: Sta� calculations based on ENAHO and public accounts. 

Figure 78. The impact of the fiscal system on shared
prosperity increased over time
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here are several challenges that the Peruvian 
tax system has to tackle in order to increase its 
tax collection and improve its equity. As seen in 

Chapter 1, despite lower productivity, VAT collection is 
in line with the region and OECD averages. Corporate in-
come tax collection is above the international average, to 
a great extent due to revenues coming from extractive in-
dustries that benefitted from high commodity prices. The 
rates of the major taxes are not low by international stan-
dards. The source of the low overall collection thus lies 
in the personal income tax, property taxes, and excises, 
and in the exemptions/deductions or tax administration 
weaknesses. This chapter provides a deeper understand-
ing of the main challenges of the Peruvian tax system, 
such as reducing the high informality and evasion levels 
to broaden the tax base; discussing the taxation of capital 
income; improving and redesigning simplified regimes; 
and increasing property tax collection.

informality and evasion have been very 
costly for Peru’s tax collection

Informality in Peru is high, although its final effect on tax 
collection depends on the specific structure of the tax 

system. Even though informality has decreased recently, 
it remains high even by regional standards, between 50 
and 60 percent depending on the definition used (Figure 
79 and Figure 80).54 Ultimately however, the impact of 
informality on tax collection and equity depends on the 
structure of the tax system. It is clear that the presence 
of a large informal sector has an impact on tax collection 
and equity. Informality is associated with tax evasion, and 
therefore lower tax collection. However, the structure of 
the tax system matters for the size and even direction 
of the impact. A poorly designed tax system can in turn 
cause informality, or if informality is concentrated in the 
income brackets that are below eligibility thresholds, it 
might have a minimal impact on collection (see Box 9). 
The equity dimension of informality is even less straight-
forward, and depends on the nature and specific causes 
of informality and the differences in these across the dis-
tribution. Since the impacts can be complex, we further 
analyze the Peruvian case below.

54  See also Calvo-González, O., Polastri, R. 2008. Peru: Trajectories 
towards Formality. Washington, DC: World Bank. This study found 
that: informality is higher among small firms; businesses see higher 
benefits in becoming formal in terms of paying taxes, as opposed 
to that of labor formality and as a result informal earnings are quite 
common, even among formal employees. This highlights the impor-
tance of looknig at labor income informality, as we do in this chapter.

In this chapter, the report summarizes several key challenges of the Peruvian tax system that stem from its 
design and application. The equity impacts of the personal income tax and the VAT that were described in 
the previous chapter are complemented in this one by the  analysis of corporate taxes, capital gains taxa-
tion, local taxes and excises. The analysis leads to several policy recommendations, which are evaluated in 
Chapter 4.

CHAPTER 3
Main challenges to increasing 
collection equitably

T
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The VAT tax-evasion rate in Peru declined to around 30 
percent of its potential collection, which is still high.55 
VAT tax-evasion fell from 48.5 percent in 2001 to around 
30 percent in 2012 (Figure 81). The decrease in evasion 
experienced in the past eleven years was related to ef-
forts to reduce it as well as to economic growth, which 
led to higher tax collection and the expansion of formal 
economic activities.56

55  The potential or theoretical collection is collection that would 
have been in place in the absence of evasion. It is defined as follows: 
Theoretical collection = (Theoretical tax base * Tax rate) – Tax credits.
56  Figure 81 shows a series of evasion rates for the period 2001-
2012. Until 2008, the figures are estimated by SUNAT. For the 
sub-period 2009-2012 they have been calculated through a simple 
regression based on the efficiency-consumption ratio. The VAT effi-
ciency- consumption index is defined as the ratio of tax revenue as a 
share of private consumption, divided by the tax rate. The interpreta-

Evasion of the corporate income tax amounts to around 
65 percent of its potential collection. The theoretical tax 
base is estimated based on the net operating surplus of the 
System of National Accounts. And according to these esti-
mates, tax evasion has remained relatively high and stable 
between 2006 and 2011 at around 8 percentage points of 

tion of the efficiency-consumption VAT ratio is as follows: if all private 
consumption were taxed with VAT-i.e. there were no exemptions or 
other tax expenditures-and taxpayers met one hundred percent 
their tax obligations -that is, the evasion rate was zero percent-, then 
the VAT collection would be equal to private consumption multiplied 
by the tax rate and thus, the index would be equal to one. On the 
other hand, the closer the indicator is to zero, means that there is 
more tax expenditure, more tax evasion or a mixture of both. As in 
2009 evasion increased, similar to other countries, this is consistent 
with avoidance tending to increase at the bottom of the economic 
cycle or during crises.

Box 9: iMPACT oF iNFoRMAliTy oN TAx CollECTioN AND EquiTy

Informality is usually associated with tax evasion. However, they do not always go hand in hand. As noted in OECD (2008), 
although it is proven that informal employment is concentrated in small businesses, there is no evidence that small businesses 
and the self-employed constitute the main source of tax evasion.

The impact of informality on tax collection can be significant when it comes to flat or regressive taxes, but not so much for 
progressive taxes, like the personal income tax. The regressive or flat taxes, like VAT, do not include exemptions for low-income 
taxpayers, where informality is usually concentrated, so a decrease in informality may increase collection. The extent to which 
informality affects VAT collection depends on several factors. First, it depends on how VAT exemptions overlap with the secto-
rial composition of informality; because when informality is concentrated in sectors with numerous exemptions (for example 
agriculture), its impact on collection is lower. However, if informality is concentrated in retail or services for final consumption, 
which are mostly taxed with VAT, the effect on tax revenues may be significant. Secondly, it depends on the degree of vertical in-
tegration within the informal sector, because the impact will be higher if informality goes along the entire productive chain. For 
example, if an informal company does not apply VAT in its sales, it has to pay VAT to its formal suppliers anyway. However, if the 
informal is a firm who carries out the entire production process, from the first step to the sale to the final consumer, that firm will 
evade VAT from almost the entire production chain, except those inputs bought from formal providers. Finally, it also depends 
on whether informal firms sell intermediate or consumer goods (OECD, 2008). If an informal business sold intermediate goods 
to a formal one, paradoxically, VAT collection would increase, as the latter would not deduct any input VAT from that purchase. 

On the other hand, regarding the personal income tax, several studies point out that as labor informality is associated with 
precarious jobs with low pay, in the event that all these labor relations were formalized, most likely revenue from the personal 
income tax would not increase, since such earnings rarely exceed the tax threshold. Likewise, informality would not necessarily 
produce significant revenue losses in the corporate income-tax collection, as it is usually linked to small businesses, whose 
potential tax base is relatively small and which generally enjoy simplified regimes less burdensome than the general system.

The overall impact of informality on equity, a priori, might be low. The personal income tax is the main tool to achieve progres-
sivity in tax policy. However, informality may have little impact on the progressivity and vertical equity of the personal income 
tax, for the same reason that it may not affect collection significantly: because most informal workers tend to earn incomes that 
are too low to be taxed. Informality’s impact on horizontal equity may also be not very significant, because, although informal 
workers do not pay taxes, neither would the formal workers of similar income, since their income is below the tax threshold. 
Regarding VAT, its impact on equity would depend on the factors previously discussed. Nevertheless, many studies show that 
informality may mitigate VAT’s regressivity (for a more detailed discussion, see Chapter 2).

Source: OECD (2008), Flores and Valero (2005), Jaramillo (2013).
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GDP (see Figure 82). For a detailed explanation of the esti-
mation of the corporate income tax evasion, see Annex 4.

Corporate tax evasion rates vary across sectors of the 
economy. To estimate the sectorial evasion, the collec-
tion-efficiency ratio by economic activity may be used 
as a proxy.57 If that ratio is closer to one, it indicates high 
compliance; when it approaches zero, it indicates high 
evasion or numerous tax exemptions (refer to last column 

57  The collection efficiency ratio by economic activity is calculat-
ed as follows: the corporate income tax collection of each economic 
sector is divided by the operating surplus attributed to that sector by 
the national accounts (the operating surplus is similar to the compa-
nies’ profits, therefore, if there is no evasion or no tax benefits this ra-
tio should be close to the tax rate of 30 percent). Then, the efficiency 
ratio is obtained by dividing that result by the tax rate.

in Table 5 below). While Peru’s total index is low, at 0.25, it 
varies across sectors. The mining and hydrocarbons sec-
tor exhibits the highest efficiency rates (above 0.6), while 
lower levels of compliance are seen in the agricultural, 
fishing and construction sectors. These sectors do not 
necessarily have higher evasion, though, as a lower ratio 
can also indicate higher incidence of tax exemptions or 
reduced tax rates. 

At 36 percent of its potential collection, personal in-
come tax evasion is explained by both under-reporting 
and full evasion. This study carries out an analysis of the 
effects of total evasion on the personal income tax.58 The 

58  This analysis combines data from the Household Survey (ENA-
HO, 2011) and tax returns data provided by SUNAT.

Source: SEDLAC (CEDLAS and The World Bank). (2010-2012). Note: A worker is 
considered informal if (s)he is a salaried workers in a small �rm, a non-professional 
self-employed, or a zero-income worker.

Figure 79. Productive informality
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Figure 80. Legalistic informality
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Figure 81. VAT evasion rate is on a declining trend,
but remains high
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Figure 82. Corporate income tax evasion remained relatively
constant, except for the 2008 crisis effects
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effects of informality are restricted to tax evasion, which is 
the combined result of under-reporting and non-declara-
tion of income.59 The results of this analysis show that la-
bor-income tax collection (from salaried and independent 
workers) would have reached a theoretical collection of 
around NS10,000 million in 2011, while that year SUNAT  
collected NS6,444 million in such taxes, indicating thus a 
36-percent evasion rate (Figure 83). Supporting this, it is 
estimated that only 35 percent of potential taxpayers pay 
the personal income tax. Therefore, there are more than 
1.5 million eligible taxpayers who do not contribute to 
the system at all (Figure 84). Moreover, many taxpayers 
who do pay the tax underreport their income. Income re-
corded by SUNAT is in fact lower than the income record-
ed in ENAHO by about NS1,500 million, suggesting that 
under-reporting is responsible for about one half of total 
evasion (Figure 85).

Evasion of the personal income tax is higher among the 
self-employed as compared to salaried workers. Among 
the self-employed, the actual amount collected by SUNAT 
represents only one-sixth of the estimated theoretical 
collection (NS567 million of actual collection compared 

59  To estimate evasion and underreporting the following steps 
were followed: i) the number of registered taxpayers in SUNAT was 
compared to the estimated number of potential taxpayers from 
ENAHO. The resulting difference was considered the number of 
“evaders” or “cheats”, and these taxpayers were randomly excluded 
from the sample of potential contributors; ii) the income reported 
by “taxpayers” from ENAHO was compared to the amount of income 
reported by taxpayers from SUNAT. The difference was considered as 
the degree of underreporting of income; iii) the result of this exercise 
is a variable of declared income that replicates the pattern of evasion 
and underreporting of income found in the data provided by the SU-
NAT. For more details see Annex 5B.

to NS3,3904 million of potential revenue in 2011, Figure 
83). Self-employment earnings60 should represent 34 per-
cent of the estimated potential income tax, a consider-
ably higher share than the 9 percent reported by SUNAT 
in 2011, therefore suggesting that evasion is much more 
significant among the self-employed.

Informality in the highest deciles of the income distri-
bution drives the impact on personal income tax collec-
tion. In terms of impact on collection, the low deciles of 
the income distribution are not as important (Figure 86). 
Moving up the income distribution, the revenues from 
deciles 7 and 8 are about 80 percent below potential; it is 
73 percent below in the 9th decile. In the top decile, infor-
mality is reflected in a decrease in collection by around 40 
percent, but it has the largest impact in terms of percent-
age of total collection.

Reducing informality and evasion would give the big-
gest bang for the buck in terms of tax collection, but 
depending on the tax, it might have negative poverty 
or inequality impacts.  With tax evasion and informality 
accounting for between 30 and 65 percent of the po-
tential collection, depending on the tax, reducing infor-
mality would give the biggest increase in tax collection. 
Increased monitoring and enforcement in the higher 
deciles as well as among the independent workers would 
give the highest returns in personal income tax. Below, 
we also analyze other ways of increasing collection, but 
none can compare with informality in terms of potential 
impact on revenue. However, depending on the tax, type 

60  Fourth category of the income tax.

Table 5: Efficiency rates per economic activity, 2007

 Tax 
collection

Operating 
surplus

Tax collection/ 
operating surplus

Efficiency 
rates

Agriculture 54.7 14,882 0.37 0.012

Fishery 72.6 2,048 3.55 0.118

Mining/hydrocarbons 7,230.7 38,182 18.94 0.631

Manufacture 1,449.6 31,277 4.63 0.154

Non-comercial services 2,853.7 61,146 4.67 0.156

Construction 232.3 9,278 2.5 0.083

Trade 1,363.9 21,315 6.4 0.213

Total 13,257.6 178,128.00 7.44 0.248

Source: Based on supply/ demand data of 2007, SUNAT.
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of informality being tackled, as well as on the methods 
used to reduce it, reducing informality might raise pover-
ty or inequality. The following chapter quantifies the po-
tential impacts and tries to estimate enforcement costs. 

There is space to improve personal   
income-tax progressivity

Almost 90 percent of taxpayers do not pay person-
al income tax, due to eligibility exemptions for those 
earning an annual income that is lower than 7 UIT.61 As 

61  The UIT is an adjustable reference value used in the Peruvian 
tax regulation to determine taxable income, deductions, etc. Its val-
ue is set at the beginning of every year by the Ministry of Economy 
and Finance. In 2013 was set at NS 3,700.

shown in Chapter 1, Peru has a relatively high personal in-
come tax eligibility threshold. In PPP terms, the Peruvian 
threshold is almost double the average tax threshold for 
the OECD countries (Figure 87). To pay personal income 
tax, a taxpayer needs to earn 1.5 times more than the av-
erage per-capita income (Figure 88). It is also important 
to note that the maximum tax rate only applies to those 
taxpayers who earn at least about 15 times the per-capita 
income, significantly above the regional average.

Reducing the personal income tax eligibility threshold 
would not only bring Peru closer to international bench-
marks, but it would also help on improving progressiv-
ity. This seems counter-intuitive, but reducing the eligi-
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Source: ENAHO 2011, SUNAT (2011). Note: Potential collection is estimated using 
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Figure 83. Collection of the personal income tax is
substantially lower than its potential
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Figure 84. The number of potential taxpayers is more than
double the actual number
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Figure 85. There is a significant degree of under-reporting
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Figure 86. Informality impact is concentrated in the highest deciles
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bility threshold to include more taxpayers would increase 
progressivity of the personal income tax. This is because, 
given the structure of the marginal tax rates, lowering the 

threshold would also imply higher taxes for all taxpayers 
who are above the new threshold. 

While marginal rates are in line with other countries in 
the region, there is some room to improve progressivi-
ty by adjusting their structure. Peru’s marginal rates are 
broadly in line with those in the region (Figure 89). The 
minimum marginal rate of 15 percent is one of the high-
est in the region, while the maximum rate of 30 percent 
is in the medium-low range for Latin America, as shown 
in Figure 90. For high earners, however, Peru applies a 
marginal tax rate on personal income that is below the 
average for the region (Table 6). Furthermore, this maxi-
mum rate is levied only on labor income. In this context, 
a reasonable policy option could be raising the top mar-
ginal rate to around 35 percent. That rate would tax labor 
and business income similarly (as the overall taxation for 
business income reaches 34.1 percent).62 This increase 
may mean gains in tax collection and progressivity, which 
would offset potential disincentives to work. 

The preferential treatment of capital income

Peru’s high corporate tax rates and low rates on income 
from capital result into overall capital-gains tax rates 
in line with those in the region. The overall taxation of 
capital gains (which includes corporate income tax and 
the tax on capital gains at the shareholder level) are taxed 
at 33.5 percent,63 which is in line with international prac-
tice (Figure 91). However, that is due to relatively higher 
corporate income tax rates and lower capital income tax 
rates. Figure 92 shows that Peru’s tax on dividends is lower 
than in other countries. 

In Peru, income from capital is generally taxed at a 
lower rate than income from labor. Peru opted for a du-
al-taxation system, where capital gains are taxed at flat, 
low rates, while labor income is taxed at higher rates. 
There are trade-offs when applying the double taxation 
system, and horizontal equity is a key concern (see Box 
10). In general, countries with dual taxation systems apply 
tax rates to capital income that are similar to the lower 
rate applied to labor income. But in Peru, the lowest per-
sonal income tax rate is 15 percent, while capital income 

62  [This number is the sum of the 30 percent corporate income tax 
rate and the 4.1 percent tax rate on dividends. This rate could also be 
calculated as 30 percent corporate income tax rate plus 70 percent 
times the 4.1 percent rate, in which case it is equal to 33 percent.] 
63  This rate is the result of a 30 rate on profits plus a 5 percent 
rate on the capital gains arising from net profits after the corporate 
income tax payment.

Source: SEDLAC (CEDLAS and The World Bank). (2010-2012). Note: A worker is 
considered informal if (s)he does not have the right to a pension when retired. 

Figure 87. The tax threshold in Peru is high even by OECD
standards
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Figure 88. Only taxpayers earning 1.5 times the per-capita
income would be above the tax threshold
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is taxed at 6.25 percent. The tax rate on dividends is even 
lower at 4.1 percent. Thus, capital income receives prefer-
ential treatment compared to labor income. 

The effective tax rates on capital income are even low-
er when tax-deductible expenditures are included. For 
capital gains, 20 percent of the gross income can be de-
ducted from the tax base, bringing the effective tax rate 
down from 6.25 percent to 5 percent. It should be not-
ed that the costs required to generate capital gains are 

generally low, and are unlikely to stand at 20 percent of 
gross income. Similarly, for other capital income (interests 
and leasing income, etc.), the 20 percent tax-deductible 
expenditures are high. 

low collection in excise taxes

Excise tax rates in Peru are well below those applied in 
other countries, especially in the OECD (see Chapter 1 
and Figure 93). The taxes on fuel, cigarettes and alcohol 
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Figure 89. Marginal tax rates by income level
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Figure 90. Personal income tax rates
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Table 6: Average tax rate by annual income levels

Annual salary 
(US$ PPP)

Argentina Brazil Chile Colombia Ecuador Peru Uruguay Average

5,000 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

10,000 0.0 0.1 0.0 0.0 0.0 0.0 0.8 0.2

15,000 0.0 2.7 0.0 0.0 0.0 0.2 4.5 1.2

20,000 0.0 5.9 0.7 0.0 0.9 3.9 7.2 2.5

40,000 2.2 16.1 2.6 11.2 6.7 9.5 13.6 8.7

60,000 9.1 19.9 4.4 16.8 9.5 11.3 15.7 12.6

80,000 14.2 21.8 6.5 19.8 12.0 12.8 17.2 15.3

120,000 21.2 23.7 12.0 24.2 15.8 15.6 18.8 19.3

160,000 24.6 24.7 17.0 26.4 19.2 18.7 20.1 22.0

320,000 29.8 26.1 28.1 29.7 27.0 24.3 22.6 27.2

640,000 32.4 26.8 34.1 31.3 31.0 27.2 23.8 29.9

1,280,000 33.7 27.1 37.0 32.2 33.0 28.6 24.4 31.2

Source: Staff elaboration based on legislation of each country.
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Box 10: CAPiTAl gAiNS TAx, EquiTy, AND THE DouBlE-TAxATioN SySTEM

Capital income tax consists of the first and second categories of the income tax, and they are part of the personal in-
come tax. The “First category” of the income tax (Primera categoría) mainly taxes capital income coming from lease, sub-lease 
and cession of goods. The “second category” (Segunda categoría) of the income tax levies the income from capital that was 
not included in the first category, such as interest, royalties, annuities, income from mutual funds, capital gains, dividends and 
profits distribution.

The dual-taxation system is one of several models of dividends taxation used in the world. First, the classic system 
includes the dividends in the total personal taxable income of the shareholders, together with other types of income. Second, 
there is what the OECD calls the modified classical system. It corresponds to what is commonly known as dual taxation, which 
applies a preferential flat rate to dividends. Third, the full and partial imputation schemes, which seek to avoid double taxation 
of dividends by providing a tax credit at the shareholder level that equals the corporate income tax (full imputation), or a the 
part of it (partial). Finally, in some countries dividends are fully (or partially) exempt from the personal income tax. 

The downside of dual taxation is its impact on equity. The theoretical justification for dual systems is that capital income is 
more mobile than labor income; therefore, lower capital taxation prevents capital from moving to other locations, avoiding the 
disappearance of the total potential collection. Another justification is that lower taxes on capital income contribute to avoiding 
double taxation of income, and also the promotion of investment and economic growth. However, this system has a negative 
impact on equity. For three countries in LAC, Jorratt (2012) simulated the impact on vertical equity of eliminating tax expen-
ditures, applying a flat tax with a threshold, and introducing a household income tax and a dual tax. The results show that all 
these reforms improved the Gini coefficient, except for the dual tax system. The results are similar in terms of horizontal equity, 
because a dual tax system implies that two people with a different composition of the same income are taxed differently. Cap-
ital gains are heavily concentrated in high-income population, and the lower tax rate is relatively regressive. Furthermore, the 
dual tax system with lower taxation of capital gains would also imply excessive taxation of low-income people who receive this 
type of income: under a common tax threshold for all types of personal income, a low-income person receiving interest from a 
savings account would be exempt under the tax threshold, but under a dual system, he/she would pay the flat rate.

Source: SUNAT, Jorratt (2012).

Integrated rate Top rate

Source: Robert Carroll and Gerald Prante, “Corporate Dividend and Capital Gains 
Taxation: A comparison of the United States to other developed nations, Ernst & 
Young, February 2012. Note: In Mexico the 2013 tax reform is taken into account.

Figure 91. The overall tax of capital gains is not low, due to
higher corporate income taxes
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Source: Robert Carroll and Gerald Prante, “Corporate Dividend and Capital Gains 
Taxation: A comparison of the United States to other developed nations, Ernst & 
Young, February 2012. Note: Mexico was updated with the 2013 tax reform.

Figure 92. Peru shows somewhat lower overall taxation of
business profits
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correct the negative externalities produced by the con-
sumption of the goods they tax. However, increasing 
taxes on tobacco products could have some unintended 
consequences, such as an increase in cigarette smuggling 
that might offset the increase in tax collection. Such ef-
fects would also depend on the tax rate relative to the 
neighboring countries, and traceability systems can 
be employed to significantly reduce the possibilities of 
smuggling.

Excise taxes could have equity impacts. Some excise 
taxes, such as on gasoline, are progressive, because con-
sumption is higher in high-income households. Other 
excise taxes (such as those on tobacco and alcohol) are 
regressive, because consumption of these goods usually 
represents a higher share of poor households’ income, 
compared to that of the rich households. However, since 
the consumption of these products is detrimental to 
health, taxing them might have progressive beneficial im-
pacts in the long-run. Similarly, concepts such as “green 

taxes” (such as on carbon emissions or on the import of 
high-powered gasoline vehicles, both recently intro-
duced in Chile) could have long-term implications that 
go beyond their immediate equity or their tax-collection 
contributions. However, rate-setting should be evaluated 
on case-by-case basis, since the impacts of changes in the 
taxation structure depend on the specificity of demand 
and supply in the product markets.

insufficient revenues from the property tax

Property tax is an important instrument of taxation at 
the provincial and local levels. Property tax can be an 
important component of tax collection for local govern-
ments, such as provinces and municipalities, and a source 
of fiscal autonomy. As we showed earlier in this report, tax 
collection at the local level in Peru is low and the potential 
of the property tax (impuesto predial) has not been tapped 
into to increase it. Since it is based on the market value of 
the taxed properties, property tax is also progressive. 

Source: OECD.

Figure 93. Gasoline and diesel taxes in OECD countries and Peru, 2012
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Although the market value of properties in Peru has 
increased substantially, property-tax collection did 
not follow the same pace. From 2007 to 2012, the val-
ue per square meter of property in several districts64 in 
Peru increased by 14 percent annually (on average), while 
property-tax collection only grew by 6 percent on aver-
age. In this regard, the frequency of property value up-
dates is central to maintaining an alignment between a 
property’s market value and its appraised value. In order 
to incorporate the value increases into the property tax, 
several assessment cycles can be used. Assessment cycles 
define how and when properties are reassessed in order 
to maintain the accuracy of property values; thus, the fre-
quency of revaluations is critical. There are three different 
assessment cycles: (i) mass cyclical assessments, where all 
properties are valued for tax purposes in a particular year 
and that value does not change until the next scheduled 
mass assessment; (ii) segmental reassessments, where a 
specified fraction of real property is reassessed each year; 
and (iii) annual reassessments. In Peru, municipalities can 
update their property values annually; however, it would 
be important to assess how these updates are done in or-
der to evaluate if they are realistic enough to reflect mar-
ket value increases. 

Several challenges remain to increase property tax col-
lection in Peru. The low collection of this tax stems from 
a variety of factors, including differences between the 

64  La Molina, Miraflores, San Borja, San Isidro and Surco.

appraised value and the market value of properties;65 the 
concentration of collection in a few municipalities, signif-
icant gaps in registration; a high delinquency rate; weak-
nesses in the cadastre and the low capacity of municipal 
administrations to collect taxes. But any reform that seeks 
to strengthen the financial autonomy and fiscal responsi-
bility of local authorities while increasing the vertical eq-
uity of the tax system faces several challenges. On the one 
hand, there is a problem of low capacity in local tax ad-
ministrations and the cadastres. Thus, any reform of local 
taxes must be accompanied by the strengthening of the 
institutional and managerial capacity of the municipal 
tax administrations. In addition, any measure to increase 
the collection of the property tax will have an important 
political dimension, as taxpayers will perceive that paying 
more property taxes should be linked to an increased pro-
vision of adequate public services. 

Streamlining tax expenditures

There is room to further streamline tax expenditures in 
Peru. As discussed in Chapters 1 and 2, tax expenditures 
in Peru are regressive, have less impact de facto on the 
welfare of the poor than was intended and create efficien-

65  Luis Alberto Arias (Política Tributaria para el 2011-2016, Con-
sorcio de Investigación Económica y Social (CIES) e INDE Consultores, 
2011) cites Mann (2004) who estimates that the ratio between mar-
ket value and the appraised value is 3:1 for the construction and 7:1 
for the land. It is assumed that these ratios have increased in the fol-
lowing years due to the housing market growth. And, presumably, 
this valuation gap is greater in higher value properties and proper-
ties whose use is different from household.

Box 11: ESTiMATiNg THE REVENuE PoTENTiAl oF THE PRoPERTy TAx

Cross-country variation in immovable property tax collection increases dramatically with income, since among the high-income 
countries, reliance on property taxes varies from close to nil to more than two percent of GDP. In contrast, there are more 
middle-income countries that rely only modestly on property taxes such as Peru, the Dominican Republic and Mexico, while 
other countries, such as Bulgaria, Russia, and Georgia rely on them to an important extent –around one percent of GDP. There 
is therefore a certain bias in property-tax revenue yield benchmarks.

For high-income countries, the collection potential is therefore estimated at about 2.9 percent of GDP when based on the five 
best performers, while the similar target in middle-income countries would be a much lower 0.9 percent of GDP. If these sim-
ple benchmarks are applied to other countries in each group, the potential average revenue increase among the group of 29 
high-income countries would be 2.1 percent of GDP, while 24 middle-income countries on average could raise an additional 0.6 
percent of GDP. In Peru, the recurrent (annual) property tax amounted to 0.17 percent of GDP in 2009, which is substantially 
below the average of the five best performers, 0.9 percent of GDP. This rough cross-country estimation shows that Peru could 
potentially collect an additional 0.7 percent of GDP from property taxes.

Source: Norregaard (2013).
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cy losses. Moreover, they could promote tax evasion and 
divert resources to illicit activities. The 2012 tax reform al-
ready included measures to streamline tax benefits, such 
as: (i) a general legal framework on the rules and condi-
tions for the granting and renewal of tax benefits; (ii) a 
repeal of the exemption for capital gains from the sale of 
securities.

Several tax expenditures in Peru are costly and 
have not achieved their objectives. 

•	 In the case of the Amazonian region, tax expenditu-
res are costly in fiscal and administrative terms, and 
they also encourage illegal activities.  Tax expenditu-
res at the Amazonian region aim at encouraging sus-
tainable and comprehensive development in the re-
gion, improving the conditions for public investment 
and promoting private investment. However, there 
have been no significant improvements in economic 
growth, investment, employment or tax compliance 
after the introduction of these exemptions. Also, on 
the administrative side, exemptions introduced dis-
tortions to the monitoring of tax liabilities by leading 
to tax structures that are difficult to monitor. Finally, 
there is also evidence that tax expenditures have 
allowed the appearance of some illegal activities.66

•	 The benefits from the Zofratacna and CETICO’s tax 
expenditures are lower than their direct and indi-
rect costs. Zofratacna and CETICOS aim at becoming 
centers of regional development, promoting exports 
and creating employment. But neither has achieved 
its objective of becoming an engine of regional deve-
lopment through the promotion of high value-added, 
export-oriented activities. In Zofratacna, 98 percent 
of inputs were imported while only 0.5 percent of the 
production of this area was exported. In terms of em-
ployment, the CETICOS only represent 0.5 percent of 
employment in Paita and Ilo departments. Besides, 
only 9 percent of land designated for CETICOS and 
Zofratacna has been used, and they may be associa-
ted with the raise of several negative externalities. 
Meanwhile, it is estimated that 25 percent of the smu-
ggling out of Peru illegally leaves Zofratacna and the-

66  Indeed, INEI estimated that the fuel consumption in the Ama-
zon region, according to its productive structure, should be around 
1 percent of the region’s GDP. But the actual spending on fuel in the 
Amazon region reaches 7 percent of the GDP. These facts and ad-
ditional evidence point to eventual cases of smuggling, drug traf-
ficking and illegal mining. There is also evidence of overlap between 
areas enjoying tax benefits and higher levels of drug trafficking. See 
Support to the study “Lineamientos y Evaluación del Gasto Tributario 
en el Perú”, Apoyo Consultaria, 2012. Comissioned by the WB.

re is evidence that the repaired and reconditioned ve-
hicles from these areas are involved in road accidents 
more often than others.67

improving tax administration and easing 
compliance

Redesigning the simplified regimes

Simplified systems are necessary to facilitate the ad-
ministration of the tax system. They make the tax system 
more efficient and improve compliance in sectors that are 
traditionally difficult to integrate, where there is a high 
incidence of informality and evasion and where compli-
ance costs are higher in relative terms.68 Micro and small 
taxpayers are different from larger ones across several 
dimensions. From the tax authorities’ perspective, admin-
istration costs are high compared to their revenue contri-
bution. From the taxpayers’ perspective, the complexity 
and the compliance costs of the general tax regimes are 
high and this becomes a major barrier to formality, partic-
ularly for newly created businesses. The main purpose of 
these schemes is therefore not to increase tax collection, 
as these segments usually represent a small percentage 
of total tax collection, but to improve the equity and effi-
ciency of the system. 

Simplified regimes can improve efficiency and equity. 
Tax authorities cannot cover the whole tax universe, so 
they should focus on those taxpayers that represent a 
greater risk for collection. This implies greater audit ef-
forts and resources in the large-taxpayers segment, and 
in sectors that contribute more to tax collection. Thus, 
presumptive or simplified systems for small and micro 
enterprises can be a good solution to reduce administra-
tion costs. Under these simplified systems, control may 
be based on verifications and cross-checking that does 
not require costly tax auditors. Another advantage of the 
simplified systems is that they seek to formalize those tax-
payers traditionally excluded from the general regimes 
due their strong regulatory burdens and high compli-
ance costs. Thus, in these systems, the main objective is 
to achieve efficiency and horizontal equity. If all potential 
taxpayers contribute to the tax system according to their 
capacity, compliance improves and so do the tax morale 
and the system’s legitimacy.

67  See Support to the study “Lineamientos y Evaluación del Gasto 
Tributario en el Perú” from Apoyo Consultaria, 2012. Comissioned by 
the WB
68  Bird, Richard y Wallace, Sally (2003), Is It Really so Hard to Tax the 
Hard-to-Tax?
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The choice of the right system is complex and should 
consider the characteristics of the economic situation 
and the political and social context in Peru. In order to 
do it, the scarce information currently available should be 
completed with the mentioned analysis and the study of 
several possible scenarios. Overall, an improved design of 
the simplified regimes should take into account several 
principles: (i) find the balance between simplification and 
equity; (ii) eliminate barriers to the formalization of micro 
and small enterprises; (iii) establish a transition route to 
the general regime in line with business growth; (iv) es-
tablish a special regime with simplified accounting and 
formal obligations that would be higher than the pre-
sumptive simplified system but lower than the general re-
gime; (v) establish preferably a presumptive system that 
taxes gross income instead of a system based on indica-
tors; (vi) establish preferably a multi-rate system, which is 
more equitable as it recognizes different profit margins in 
different sectors; (vi) establish a single presumptive sys-
tem replacing VAT and the income tax; (viii) establish an 
indicators system that can be used in some contexts and 
sectors; and (ix) establish an exemption for micro enter-
prises that operate at the subsistence level.

The average usage of simplified regimes in Peru is be-
low that in the region. The Peruvian RUS (Regimen Único 
Simplificado) and RER (Regimen Especial del Impuesto a la 
Renta) are below similar schemes in Brazil and Argentina 
in terms of collection, both as a share of GDP (Figure 94) 
and as a share of the total tax revenues (Figure 95). 

Also, one of the challenges of the Peruvian simplified 
regimes is to avoid the creation of parallel systems 
that can affect the management and objectives of the 
tax system as a whole. The advantages of the simplified 
regimes may be offset if they interfere in the general re-
gime, hindering general tax administration. Since simpli-
fied regimes offer substantially lower tax rates taxpayers 
may incur in under-declaring sales, which reduces tax 
collection. In fact, international practice shows that once 
taxpayers enter into these simplified regimes, they tend 
to stay there. This is also related to the lack of control of 
these systems for both the entry into the system and the 
compliance verification of the existing taxpayers. Fur-
thermore, there is also a lack of control over the fragmen-
tation of both operations and companies carried out in 
order to reduce tax payments (the so-called “fiscal dwarf-
ism”). As shown in Chapter 1, Peruvian simplified regimes 
have shown a low capacity to generate revenues, and in 
particular it is important to highlight that a high propor-
tion of businesses declare sales significantly below their 
actual value (Figure 96).69 

From an equity perspective, the simplified systems’ 
re-design is critical. The re-design should: (i) ensure that 
only those taxpayers who are eligible to enter the sim-
plified system are in it; (ii) reduce the tax burden differ-
ence between the general and simplified regimes; and 
(iii) promote formalization while encouraging companies 

69  Calvo-González, O. y Polastri, R. 2008. Peru: Trajectories towards 
Formality. Washington, DC: World Bank

Table 7: Design options for simplified tax regimes

Segment Main characteristics Possible approach to tax design

Micro enterprises
Micro enterprises without business establishment Fixed fee

Micro enterprises that operate at subsistence level Exemption

Micro and small enterprises 
below a certain trading 
volume threshold that 
determines the inclusion in 
the general regime 

Manufacturing or services firms

If there is a VAT threshold, this would be the benchmark trading 
volume

The trading volume thresholds may be combined with physical 
parameters or indicators

The simplified regime would have a single tax rate or multiple 
tax rates on trading volume

An indicators system may be used for sectors with high evasion 
risk and operating mainly in cash (such as transportation)

Enterprises above the 
trading volume threshold 
that determines the 
inclusion in the simplified 
regime

All activities

A special regime may be established up to a limit, with 
simplified requirements for the filing and payment of 
declarations and for the accounting and records books 
obligations.

Beyond this limit, enterprises will be under the general regime
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to transition gradually from the simplified to the general 
regime.7071 Thus, effective control measures are funda-

70  Arias, Luis Alberto (2009), op. cit.
71  Arias (2011) recommends that the tax threshold to file under 
the RUS should be reduced from NS360,000 to NS216,000 of annual 
income, the latter being 16 times the GDP per capita, which is the 
average threshold in Latin America. Also, in order to avoid the inclu-

sion of taxpayers that do not meet the requirements to be part of 
RUS, Arias proposes to combine the sales threshold with limits on 
the number of workers (5) and of square meters (100) in order to 
qualify for the RUS. Even though the general thrust of Arias’ proposal 
is suitable, a comprehensive system redesign must be preceded by 
an in-depth analysis of the economic census in order to determine 
the extent of the informal economy and the effectiveness of the cur-
rent SUNAT’s control measures, which seem low.

Box 11: SiMPliFiED REgiMES iN PERu

The Single Simplified Regime (Regimen Único Simplificado, RuS) replaces the corporate income tax and the VAT. The 
tax payment consists of fixed fees based on categories that include income-and-acquisition parameters. Taxpayers in this regime 
are not required to keep books with purchases and sales records. In this regard, there is a consensus that the thresholds to 
determine the inclusion in the RUS regime are very high (and generous), especially when compared to other simplified regimes 
in the region.70 The requirements are: gross annual income no larger than NS360,000 and gross monthly income no larger than 
NS30,000 any month; no more than one production site; fixed assets no larger than NS70,000; annual acquisitions no larger 
than NS360,000, and monthly acquisitions no larger than NS30,000 in any month. 

This system taxes individuals that carry out commerce, industry or services activities that are not considered profes-
sional. However, some activities such as transportations or real estate sales are not eligible. Thus, to file under RUS, the taxpay-
er must meet one of the following conditions

•	 Be	a	natural	person	without	an	enterprise	whose	 income	 is	generated	only	by	activities	 subject	 to	 the	3rd	 category	of	
income tax (businesses). Example: the owner of a small bakery or a store.

•	 Non-professional	natural	person	whose	income	is	generated	only	by	activities	that	generate	income	subject	to	4rth-catego-
ry income tax (non-professional activities). Example: electrician, gardener, carpenter, etc.

•	 Individual	Limited	Liability	Company.

The income-tax rate depends on gross monthly income and monthly acquisitions. The following table presents the 5 levels 
in which taxpayers under RUS are classified and the income tax they must pay.

On the other hand, there is a Special Category, which requires no fee, for taxpayers who sell or cultivate certain agricultural 
products exclusively. In 2011, according to data from SUNAT, there were around 580,000 taxpayers in RUS and they accounted 
for 0.2 percent of total SUNAT revenue.

The income Tax Special Regime (Régimen Especial del Impuesto a la Renta, RER) is a simplified income tax for indi-
viduals and corporations with net incomes below a certain threshold. This system also considers several parameters of 
income, acquisitions, assets and number of employees (net annual income no larger than NS525,000; fixed assets no larger than 
NS126,000; annual acquisitions no larger than NS525,000, and up to 10 employees). Certain activities/businesses are not allowed 
to file under the RER: construction, transport, medical doctors, accountants, engineers, lawyers, veterinaries, real-estate agent, 
travel agencies, and architects, among others. The income tax rate is 1.5% of net monthly income. It is paid on a monthly basis. 
Those businesses under RER are still VAT taxpayers and are required to keep records of purchases and sales. According to the SU-
NAT, in 2011, the number of taxpayers in this scheme amounted to 170,000 and represented 0.2 percent of total SUNAT revenues.

Level
Parameters for classification

Monthly Tax (NS)
Gross Monthly Income (no greater than NS) Monthly Acquisitions (no greater than NS)

1 5,000 5,000 20

2 8,000 8,000 50

3 13,000 13,000 200

4 20,000 20,000 400

5 30,000 30,000 600
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mental. In this sense, it would be advisable to introduce 
the obligation of requesting invoices by RUS taxpayers. 
This measure would increase compliance costs but would 
improve the system management, increasing available 
information. A redesign should also consider the use of 
automatic control mechanisms based on cross-checking, 
which are not as costly as audits but may increase the 
overall efficiency of the control programs.

implementing an anti-avoidance tool 
introduced by the 2012 tax reform

Aligned with international good practices that favor es-
tablishing a general rule to fight against aggressive tax 
planning, the Peruvian tax authority introduced a Gen-
eral Anti-Avoidance Rule (GAAR) in the tax legislation 
in 2012.72 Tax avoidance is the legal use of the tax laws to 
reduce tax liability while tax evasion is an illegal activity 
that involves underreporting or concealing sources of tax-
able income or taxable activities.73 Tax avoidance usually 

72  See: GAAR rising Mapping tax enforcement´s evolution, ERNST 
& YOUNG, 2013. There are two major categories of anti- avoidance 
rules: general and specific. A General Anti-Avoidance Rule (GAAR) is 
a set of general rules and principles to provide the tax authorities 
with mechanisms to deny tax benefits in those operations or con-
tracts with “no economic substance”, which are only intended to re-
duce tax burden or to access tax benefits. These operations comply 
formally with tax regulations but lack a real business purpose other 
than reducing the tax burden. On the other hand, the Specific An-
ti-Avoidance Rules (SAARs) norm specific schemes or transactions 
which are potentially abusive. An increasing number of countries are 
establishing general clauses (and extending the scope of existing 
clauses) to combat what is perceived as “aggressive tax planning” or 
“treaty abuse”, which has caused rising tensions between tax author-
ities and businesses. 
73  “Tax evasion in general refers to illegal practices to escape from 
taxation. To this end, taxable income, profits liable to tax or other 

involves individuals and companies at the upper end of 
the economic spectrum who manage to devise legal ways 
around the apparent intent of the law.74 Both tax evasion 
and avoidance are forms of noncompliance with tax laws. 

In all countries, there is a group of taxpayers at the 
highest level of the income distribution who have ac-
cess to these sophisticated means for tax avoidance. 
Tax avoidance is a source of inequality, as high-income 
segments of the economy, including large companies, 
can build certain legal structures to avoid paying taxes. 
To tackle tax avoidance, the Peruvian tax authority has 
introduced a general anti-avoidance rule, which has not 
been implemented yet. The implementation of this clause 
may have a significant impact on tax collection, as these 
tax-engineering operations tend to concentrate in large 
taxpayers and, especially, multinationals. 

The General Anti-Avoidance Rule (GAAR, or Norma XVI) 
seeks to improve horizontal equity and fairness in im-
plementing the tax system in Peru. The tax reform en-
acted in 2012 in Peru incorporated a GAAR, which is con-

taxable activities are concealed, the amount and/or the source of 
income are misrepresented, or tax reducing factors such as deduc-
tions, exemptions or credits are deliberately overstated (see Alm and 
Vazquez, 2001 and Chiumya, 2006). Tax avoidance, in contrast, takes 
place within the legal context of the tax system that is individuals 
or firms take advantage of the tax code and exploit “loopholes”, i.e. 
engage in activities that are legal but run counter to the purpose 
of the tax law. Usually, tax avoidance encompasses special activities 
with the sole purpose to reduce tax liabilities. (Addressing Tax Evasion 
and Tax Avoidance in Developing Countries, International Tax Compact 
(ICT), December 2010)
74  Is It Really so Hard to Tax the Hard-to-Tax? The Context and Role 
of Presumptive Taxes, Richard M. Bird and Sally Wallace, International 
Tax Program, University of Toronto, ITP Paper 0307, December 2003.

Source: Pecho (2012). Note: Data for Peru are from 2013.

Figure 94. Simplified regimes show a low revenue capacity
in terms of GDP…
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Figure 95. … And also in terms of share in total revenues
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sidered a suitable mechanism to combat tax avoidance.75 
This GAAR is closely linked to a basic interpretation prin-
ciple of tax laws. In cases of divergence between the legal 
forms used by the taxpayers and the economic substance 
of the operation, the tax law only considers the latter to 
tax the operation. Thus, tax obligations will be required 
considering the nature of the act, operation or business, 
irrespective of the legal form used by taxpayers.

Peru’s GAAR heavily draws on the corresponding clause 
contained in the Spanish legislation (article 15 of Law 
58/2003).76  This GAAR is aligned with international good 
practices that call for adopting this type of measures 
– both general and specific anti-avoidance rules – in or-
der to combat aggressive tax planning and avoidance.77 

75  Currently, the application of this norm is partially suspended. 
76  GAAR regimes share similar characteristics in terms of defini-
tion of improper or artificial arrangements designed to get undue 
tax benefits, or when it comes to providing the tax authority with 
a mechanism to look beyond the legal form of the transaction and 
focus on its economic substance. That said there are different pro-
visions in the tax systems regarding the establishment of panel 
reviews, the burden of proof, penalty regimes, or the existence of 
treaty override protections. There are also differences in terminol-
ogy and implementation procedures. In view of this, the European 
Commission has recommended Member States of the EU to adopt 
a common general anti-abuse rule in their national legislation. It is 
also recommended to use a common language across all Member 
States which is a task not exempt from difficulties. These recommen-
dations are made in the Action Plan to Strengthen the Fight against 
Tax Fraud and Tax Evasion (COM (2012)722 final).  
77  Australia has a GAAR that dates back to 1915. Recent GAARs to 
mention are China (2008), or Indonesia (2008) or Belgium (2012). In 
2012, India as a result of the outcome of the Vodafone case devel-
oped a proposal to introduce a GAAR whose effective implementa-
tion has been deferred to 2016. The USA has not a proper GAAR but 
they have a long story of judicial doctrine in addition to legal provi-
sions and statutes aimed at fighting against tax avoidance. In 2010, 
the USA codified the economic substance doctrine and one could 

In this regard, the globalization of economic and finan-
cial activity, the growth of multinational businesses and 
cross-border ownership of companies are placing increas-
ing strain on domestic tax systems and challenging the 
existing consensus on international tax rules.

The GAAR is a necessary corollary to the existence of 
specific anti-avoidance rules and was conceived as a set 
of principles that allow the tax administration to disre-
gard a tax benefit when there is a potentially abusive 
transaction. This set of principle-based rules is required 
since the tax system cannot foresee all possible abusive 
transactions that can be devised by taxpayers in the con-
text of a very dynamic environment. In addition, when op-
erating in a civil-law context, taxpayers are free to choose 
the contract or arrangement that they consider more ade-
quate to achieve a commercial or economic purpose. This 
freedom to choose the legal form entails that a general 
principle is needed to assess if a transaction is legitimate 
or it has been designed to circumvent the tax law with the 
dominant purpose of obtaining a tax benefit.

Codified tax laws define what are the transactions or 
arrangements that are subject to the tax. When taxpay-
ers are choosing a specific transaction or arrangement, 
they can have a bona fide purpose – in other words, the 
contract, scheme or arrangement is legitimate and makes 
commercial sense. But in some cases, the scheme or 
transaction has been chosen only for the purpose of ob-
taining a tax benefit. Taxpayers may choose a legal form 
that is artificial or improper and thereby can be catego-
rized as potentially abusive. GAARs are general principles 
that allow the tax authorities to disregard the legal form 
that is considered improper and focus on the economic 
substance of the arrangement.

The implementation of the GAAR will result in develop-
ing a solid jurisprudence that will facilitate a more con-
crete description of what can be considered artificial or 
improper tax planning mechanisms. Court decisions will 
give greater legal certainty to businesses and promote 
fairness and consistency to the application of the rule. 
Moreover, court decisions will feed into tax laws and will 
be conducive to improvements in the clause over time. 
However, the Peruvian government should enact legisla-
tion to establish procedures aimed at applying the GAAR. 
These by-laws would provide an opportunity to put in 
place a review panel that would oversee the implemen-
tation of the rule. In addition to ensuring consistency and 

view this as a something similar to a GAAR provision.

Source: Calvo-González, O. and Polastri, R. 2008. Note: The question asked was: “Let 
us suppose that the true sales of a business are 1,000 soles a month. How much do 
you think that a business owner like yourself would report for tax purposes?”

Figure 96. Peruvian companies tend to declare sales lower
than the actual sales
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fairness in the application of the rule, it would facilitate 
the tax administration in the implementation process. Fur-
ther development of the GAAR should include provisions 
on the burden of proof, the degree of retroactivity of the 
anti-avoidance clause and coordination between specific 
and general anti-avoidance rules, or penalty regimes.

Implementing the GAAR poses significant challenges to 
the Peruvian tax administration. The complexity of the 
controls involved in its application entails strengthening 
its audit function and enhancing the skills of its staff. It 
is a type of tax audit very different from the traditional 
tax audits that tax administrations are used to. A sectorial 
approach, deep legal knowledge of the tax system on the 
part of tax auditors, and a thorough analysis of tax avoid-
ance patterns are key ingredients to ensure success of 
these initiatives.78

Tax administration and equity

Any analysis of taxation and equity must include ele-
ments of tax administration. Tax administration plays 
an important role in ensuring fair application and en-
forcement of rules. In this sense, equity is an important 
consideration in tax administration, especially where 
it concerns horizontal equity issues (mandating similar 
taxation for the taxpayers or sectors that have equal tax 
capacity. Equity can also be considered as fairness in the 
application of the Law.79 

The existence of evasion and informality and the lack 
of adequate coverage of the enforcement mechanisms 
are important sources of inequality.80 High levels of in-

78  Even though an increasing number of countries are adopting 
GAARs, there are not many available statistics that allow for assess-
ing results of its implementation. The above-mentioned E&Y survey 
refers to China 2011 report that states that 248 GAAR cases were 
started in that year and 207 concluded, with taxes collected as a re-
sult totaling around USD 3.81 billion. There is also a lack of informa-
tion regarding the use of panel reviews such as the one that it is cur-
rently in place in Spain. It would be then very useful to have detailed 
comparative information of results obtained by tax administrations 
that have resorted to this mechanism in recent years.
79  It is relevant the approach given by Klaus Tipke, who considers 
that the fate of a tax is tied to equality. According to Tipke the princi-
ple of equality has two different implications: (a) the substantive Law 
must comply with the principle of legality and (b) the formal or pro-
cedural Law must make possible the equal application of substantive 
Law (State Tax Morale and taxpayers. Tipke Klaus, 2002). This principle 
is enshrined in the jurisprudence of the German Constitutional Court.
80  Like in the rest of this report, in this section informality is under-
stood as those taxpayers who operate outside the formal tax system 
or those that, while operating within it, do not report all their sales 
or revenues. It also includes those taxpayers that through apparently 
lawful tax planning mechanisms avoid complying with tax rules (tax 
avoidance).

formality, as in Peru, impact on the vertical equity (equity 
in income distribution) of the tax system. They also affect 
the fairness in the tax system administration (horizontal 
equity) and accordingly the tax morale, a determinant of 
compliance. For example, inequality is generated when 
high-income taxpayers succeed in hiding their income 
through avoidance mechanisms because the tax admin-
istration is not prepared to combat these behaviors. Also, 
when the tax authority does not apply the tax system 
fairly, it may lead to horizontal inequity and impact tax 
morale. This inequality can be found when there are sec-
tors or taxpayers who are not subject to control or over 
which control is lax, or when there is some weakness in 
controlling tax-avoidance behaviors.

improve control and audit systems

Weak enforcement instruments (such as tax audits) can 
lead to their inequitable application. In Peru, the audit 
action is concentrated in the segment of large taxpayers 
and particularly in the mining and hydrocarbon sectors. 
Control concentration in this segment makes sense, con-
sidering the high concentration of revenue in a limited 
number of taxpayers.81 However, what makes sense from 
an efficient-allocation-of-resources point of view may be 
inappropriate from an equity point of view. Better cov-
erage and more effective control in an environment of 
scarce resources require a combination of intensive in-
vestigations in the large taxpayers segment with massive 
controls or checks in the remaining segments. Thus, cov-
erage would expand, giving an image of greater equity 
and fairness in the application of the system. 

Withholding systems can improve VAT compliance. The 
idea behind these systems is to concentrate VAT process-
es in a group of actors, generally large taxpayers, which 
are contact points of a large number of medium and small 
taxpayers and apply these withholding mechanisms. 
While these systems involve an advance tax collection, 
they also represent a control mechanism, offsetting defi-
cits in the tax administration control systems. 

VAT withholding systems82 have been successfully used 

81  Castro, Patricio et al., Fortalecimiento Institucional de la SUNAT: 
Avances en el Plan de Mejoramiento del Cumplimiento Tributario. 
IMF, November 2012.
82  The detracciones scheme initially covered three products that 
expanded up to 34 groups of goods and services. Through this 
scheme the buyer or user of a good or service under this system de-
tracts a percentage of the payment defined by SUNAT and deposits 
it in the Bank of the Nation in a checking account on behalf of the 
seller or provider, who will use these funds to pay their tax obliga-
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in Peru for more than a decade, but they also showed 
some drawbacks. SUNAT estimated that these systems 
have been a major factor in reducing VAT evasion from 
51 to 30 percent of potential revenue.83 In 2010, revenues 
from these systems accounted for approximately 32 per-
cent of total VAT collection. Although these systems im-
prove tax collection, they can also generate costs to tax-
payers because of the complexity of administering timely 
refunds and fairly managing advanced payments or fines. 
In Peru, the existing perception of the private sector, re-
flected in the literature84 and derived from discussions 
with SUNAT, is that the main effect of these systems are: 
(i) they have increased compliance costs for taxpayers; (ii) 
they have created liquidity pressures for companies; (iii) 
they have increased administrative costs in the controls of 
VAT refunds; and (iv) they have not had a substantial net 
effect on revenues.85 

In terms of control, better coverage and a more efficient 
tax audit require new strategies. These new strategies 
should be incorporated into SUNAT’s Compliance Im-
provement Plan (Plan de Mejora del Cumplimiento, PMC) 
through the combination of intensive investigations in 
the large-taxpayers segment, with mass verifications and 
controls in other segments. Thus, coverage would expand 
while increasing equity and fairness. Control activities 
should be done through taxpayers’ segmentation. There 
is a diverse range of behaviors that require different ap-
proaches, always focusing on areas where there is more 
collection risk. 

In recent years, there have been intense efforts to cre-
ate large-taxpayers’ control units, concentrati ng audit 
activity in this high-income segment. For the highest-in-
come taxpayers, the anti-avoidance regulation plays a ma-
jor role in improving the system’s equity and collection. 
However, there are also important control weaknesses in 
medium-income segments in Latin America, and Peru is 
no exception. This has meant that not enough attention 
has been paid to the medium and small-taxpayers seg-

tions. The percepciones regime was created for fuel sales, but then 
expanded to imports and domestic sales of various industrial inputs. 
It obliges certain taxpayers designated as agentes de percepción to 
charge their customers an additional percentage to the sales price as 
a tax advance payment. This is then given to SUNAT. The retenciones 
regime involves that those designated as agentes de retención with-
hold a percentage of the purchases bought to their suppliers, which 
will be then given to the Treasury. Lema, Ruben (2012), Suggestions 
for improving tax policy.
83  SUNAT, Estimación del Incumplimiento en el IGV en 2009.
84  Lema (2012).
85  Taking into account private sector complaints, the government 
has recently announced a gradual reduction of these withholding 
systems.

ment, where control has been replaced by presumptive 
or simplified regimes.

improving the ease of compliance

High informality may be caused by a high compliance 
burden in the tax system. The tax system can become a 
barrier to the formalization of small and medium-sized 
taxpayers in general and to certain sectors where infor-
mality is more prevalent, like agriculture, retail and trans-
portation, where cash transactions are prevalent and 
where the application of the tax system is more difficult. 
The tax system may be a major obstacle due to entry bar-
riers and tax compliance costs that result in lower formal 
employment rates. This is particularly true for small com-
panies, which, according to several surveys, consider the 
tax burden and compliance costs as important factors de-
termining formalization.

A study carried out by the World Bank86 on informality 
in Peru concluded that the main factors affecting infor-
mality were: (i) strong incentives to informality related 
to high labor and tax costs; (ii) bureaucratic obstacles to 
formalization; (iii) few incentives to formalization (access 
to credit, etc.); (iv) a culture of informality; and (v) regula-
tions that change frequently and prevent long-term plan-
ning. Thus, one of the factors affecting informality and tax 
compliance is the cost of compliance, related to both the 
bureaucratic obstacles and the changing regulations. 

Compliance costs in Peru are lower than in the rest of 
the region, but are still far from the OECD average. Peru 
is in a comparatively good position in Latin America re-
garding administrative burden associated with paying 
taxes, but is still far from the average administrative bur-
den of OECD countries (Table 8).

Compliance costs are especially high for the corporate 
income tax. In order to analyze some of these costs, a 
Tax Compliance Cost survey was carried out by the World 
Bank in Peru in 2009. This survey asked certified public 
accountants to analyze the costs (both financial and in 
time) related to the registration with the tax authority, 
filing information, etc. One of the most important results 
of this survey is that the amount collected through the 
corporate income tax is, on average, less than half the cost 
of compliance. Therefore, the compliance with the corpo-
rate income tax is highly inefficient (Figure 97). The cost 

86 World Bank. 2007. Peru: Casting Light on the Shadow Economy. 
(Report No. 40220-PE).
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of compliance with the corporate income tax under the 
general regime is particularly high, as taxpayers under the 
general regime pay more to tax practitioners and tax pro-
fessionals to complete procedures. Furthermore, under 
the general regime, compliance costs can represent up 
to 10.5 percent of sales for small businesses (Figure 98). 
This implies that competitiveness can be improved and 
tax pressure might be increased by the implementation 
of more efficient procedures.

There are other factors that increase the cost of compli-
ance. The Tax Compliance Cost survey (2009) also showed 
that accountants spend a substantial share of their time 
and invest a significant amount of money to stay abreast 
of changes in laws and regulations through seminars, etc., 
and that almost half of the accountants have problems 
with the PDT (Programa de Declaración Telemática – the 
online filling program), which 20 percent consider too 
complicated. 

Table 8: Administrative burden to pay taxes in Peru is lower than regional average, but much higher than in oECD

Economy Ranking Payments by year Time (hours a year)

Chile 38 7 291

Peru 73 9 293

Ecuador 91 8 654

Colombia 104 10 203

Mexico 118 6 334

Paraguay 125 28 384

Uruguay 146 33 310

Argentina 153 9 405

Brazil 159 9 2.600

Bolivia 185 42 1.025

Venezuela, RB 187 71 792

Latin America and the Caribbean .. 30 369

OCDE .. 12 175

Source: World Bank, Doing Business 2013.

Source: World Bank. Perú: Encuesta sobre los costos de cumplimiento de las 
obligaciones tributarias 2009

Figure 97. The compliance with the corporate income tax is
highly inefficient

Average compliance cost per taxpayer vs. corporate income tax collection

Nu
ev

os
 So

les

0

1,000

2,000

3,000

4,000

5,000

6,000

7,000

Average compliance cost per
taxpayer (Income tax 3rd category)

Average collection per taxpayer
(Income tax 3rd category)

Source: World Bank. Perú: Encuesta sobre los costos de cumplimiento de las 
obligaciones tributarias 2009.

Figure 98. Under the general-regime compliance, costs can
reach up to 10.5 percent of sales
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his chapter prioritizes and simulates several po-
tential reform options. These options stem from 
previous chapters and include some proposals that 

are currently being discussed by the government or in the 
media. As a result, this section includes policy options and 
simulations on i) reducing tax evasion and avoidance, ii) 
boosting property taxes, iii) enhancing excised taxes, iv) 
streamlining tax expenditures, and v) improving personal 
income-tax progressivity. These topics were selected not 
only for their potential impacts on collection and equity, 
but also for their feasibility in the near future. In this re-
gard, they take into account the existing reform agenda in 
Peru, past reforms and recent regional experience in this 
area (See Box 11). It is important to note that other policy 
options aiming to increase collection and equity of the 
fiscal system, and not necessarily related to the changes 
in the structure of taxation, exist and should be a subject 
of future research, such as, for instance, policies aiming to 
promote private investment or to encourage formal em-
ployment. 

During the preparation of this report, these options 
have been discussed with policy-makers, and the im-

pact results have served to inform the most recent tax 
reforms. The most recent tax reforms were announced in 
Peru on December 31, 2014, as this report was being final-
ized. Among other changes, the law reduced corporate 
income tax rates and withholding tax on bearer securities 
payments, increased withholding tax rates on dividends, 
modified the deemed dividend rules, changed personal 
income tax rates and brackets to achieve a more progres-
sive tax system, and introduced a temporary-input VAT 
credit-refund mechanism for certain taxpayers (see sec-
tion on Context in Chapter 1 for more detail). 

Reducing tax evasion and avoidance 

A plan to reduce evasion and avoidance by between 
10 and 20 percentage points of potential collection 
(depending on tax) could bring in significant addition-
al revenues and contribute to equity improvements. 
For the corporate income tax, reducing evasion from 64 
percent of potential collection by ten percentage points 
would increase tax collection by 1.3 percent of GDP. For 
the personal income tax, a reduction of evasion from 
40 percent to 20 percent would increase collection by 

In this chapter, we follow up on the policy options presented in Chapters 2 and 3 and analyze their potential 
impacts on tax collection and equity. The options considered in this chapter are presented in order to illus-
trate the trade-offs that policy-makers are likely to encounter in reforming the tax system, and to outline 
first-order approximations of the simulated impacts of changes on collection and equity. They do not take 
into consideration agents’ response to the proposed changes, or study second-order or general-equilibrium 
impacts. The estimations are made more complex by the presence of high informality among the agents 
that are being incorporated into the tax base. As such, simulations presented below attempt to provide only 
approximations of actual impacts.

CHAPTER 4
Policy options and simulations of impact

T
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around 0.4 percent of GDP. Measures can also be taken 
where there are inequities in enforcement, such as for 
example resulting in substantially higher evasion among 
the self-employed. Finally, a plan to reduce evasion in VAT 
from 30 percent to 20 percent would increase tax collec-
tion by almost 1 percent of GDP. These calculations are 
only referential and based on simulations, but they high-
light the importance of combating tax evasion in order 
to increase tax revenues in Peru. The consensus among 
experts is that reduction in tax evasion is a better strate-
gy to increase revenue than an increase in tax rates, both 
from the efficiency and the equity points of view. How-
ever, while the specific strategies are built to reduce eva-
sion, especially in the VAT, special care needs to be taken 
to mitigate their impacts on poverty as well. 

A plan to reduce tax evasion should include improve-
ments in control and audit systems as well as reductions 
in compliance costs. In order to design such plan, evasion 
estimates by sector and by taxpayer groups in terms of 
evasion rates and per-capita income would help prioriti-
zation of audits. The index of sectorial efficiency shown 
in Chapter 3 is a first approach to this. As discussed in 
that chapter, personal income evasion in the top decile 
reflects a decrease in collection by around 40 percent, 
suggesting the need for a clear prioritization in the per-
sonal income tax categories. On the corporate-income 
side, tax-related barriers are identified by Peruvian firms 
as some of the main obstacles to business creation and 
growth. Twenty percent of Peruvian firms identify high 
tax administration costs as an important barrier to doing 
business in Peru. Furthermore, under the general regime, 
compliance costs can represent up to 10.5 percent of 
sales for small businesses (see Figure 96 in Chapter 3). The 
cumbersome administrative framework limits the ability 
of firms to comply with tax regulations, which generates 
high transaction costs and low compliance. 

A gradual and careful implementation of the anti-avoid-
ance regulation introduced in 2012 can be a powerful 
tool in reducing evasion, increasing revenues, and im-
proving equity. In all countries, at the highest level of the 
income distribution, there is a group of taxpayers who 
have access to sophisticated means for tax avoidance, 
which increase inequality. The Peruvian tax authority 
has introduced a General Anti-Avoidance Rule (GAAR), 
which has not been implemented yet. Its implementa-
tion may have a significant impact on tax collection, as 
these tax-engineering operations tend to be concentrat-
ed among large taxpayers and especially among multina-

tional companies. As discussed in the previous chapter, 
the GAAR is aligned with international good practices 
that favor establishing a general rule to combat aggres-
sive tax planning. These rules provide a legal base to codi-
fy key elements that assess whether a given arrangement, 
transaction, or scheme is a legitimate business operation 
in terms of its economics or commercial substance. Imple-
menting the GAAR poses significant challenges to the Pe-
ruvian tax administration. The complexity of the controls 
involved in its application requires strengthening the au-
dit function and enhancing staff skills. For a more detailed 
discussion, see Chapter 3. 

However, it is not enough to just consider the collection 
and equity impacts of the proposed reforms. Especially 
with indirect taxes, special care would need to be taken to 
gauge the poverty impact of reducing evasion. Although 
assuming that poor people are more likely to evade indi-
rect taxes, this report does not consider the second-order 
or poverty impacts of the proposed reductions in infor-
mality.

Tax administration reforms

Achieving the objective of increasing tax revenues 
would stem from a combination of tax policy and tax 
administration reforms. These reforms aim at reducing 
tax evasion and tax avoidance and fostering voluntary 
compliance. In this vein, tax policy and tax administration 
dimensions are inextricably intertwined since tax admin-
istration weaknesses in controlling tax compliance can 
create a big gap between tax policy design and how the 
tax system effectively functions in practice. 

Tax policy reform initiatives can be implemented in a 
relatively short period of time, while it takes more time 
for tax administration reforms to bear fruit. Overhauling 
tax policy design can be achieved even in the presence of 
low degrees of ownership on the part of relevant stake-
holders. However, in order to keep the reforms sustain-
able, it is critical to ensure strong tax administration own-
ership. An assessment of expected outcomes of proposed 
policy options to increase tax collection needs to factor 
in time lags in implementing tax policy and tax admin-
istration changes. Proposed improvements in controlling 
compliance require more time than implementing chang-
es in tax policy design. Additionally, the direct impact of 
tax audits on tax revenue has not been significant over 
time.87 Tax audit’s main objective is deterrence, thereby 

87  In Chile the target of the 2014 tax reform is to increase the tax 
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increasing the perception of risk and promoting volun-
tary compliance, which is vital to sustain the reforms in 
the long term.

Tax policy reforms require adjustments in taxpayer 
behavior as well as adjustments in tax-administration 
operations. It takes time to strengthen the performance 
of core functions in order to develop new administrative 
procedures, put in place new control of compliance and 
enforcement strategies, revamp  IT systems, and exploit 
tax-related information. It is also important to note that 
some actions would imply an additional administrative 
burden for taxpayers (i.e. accounting or invoicing require-
ments), thereby increasing taxpayer compliance costs.88 
Another important factor to take into consideration, as 
indicated above, is the indirect impact on voluntary com-
pliance of tax audit interventions. Even though there are 
no quantitative estimates of this effect, a broadened cov-
erage of tax audits in specific segments of taxpayers (e.g. 
large taxpayers) has an impact on voluntary compliance. 
In the years following their administrative reforms of the 
90s, SUNAT increased the tax audit coverage of large tax-
payers, which resulted in increased growths of revenue.89

Boosting property taxes

Improving the property-tax system can bring significant 
benefits, both in terms of equity and of tax collection. A 
more buoyant housing market and increases in proper-

burden in 3.02 percentage points of the GDP. It is expected that 2.50 
percentage points would come from tax policy measures and 0.52 
from reduction of tax avoidance and tax evasion
88  Mexico: Tax Reforms for Sustainable Growth and Accountabili-
ty, July 2013, the WB.
89  Achieving the full effect of tax administration reforms in terms 
of tax revenue increase requires time. During the past two decades a 
significant number of tax administrations introduced radical reforms 
in their organizational model-adoption of the semi-autonomous 
revenue authority model (ARA). This trend picked up mainly in Latin 
America and Africa and was accompanied by tax policy reforms and 
administrative improvements in terms of management and person-
nel systems reforms, broadened coverage of tax audit,  creation of 
LTUs, increased  investment in IT systems, improved taxpayer regis-
trations, and better quality of service delivery.  Taliercio (2004) explic-
itly points out that these administrative improvements, bolstered by 
good tax policy reforms, boosted revenues and improved service 
delivery. Creation of ARAS and resulting operational improvements 
have resulted in raising revenues. SUNAT (Peru’s ARA) increased the 
tax take from 8.4 percent in 1991 to 12.3 percent in 1998 as a results 
of the overhauling of HR management, the strengthening of LTU, 
and a radical reform of the tax audit function. What the data show 
according to Taliercio is that the introduction of these administrative 
and organizational changes are associated with either significant in-
creases in revenue collection or maintenance of collections in the 
face of significant policy changes. SUNAT’s collections grew by an 
average of near 11.5 per cent in real terms in the first years after the 
reforms (1992-1995). Mexico: Tax Reforms for Sustainable Growth 
and Accountability, July 2013, the WB.

ty values should result in significant increases in proper-
ty-tax collection (see Chapter 3). For that to happen, the 
valuation gap between the appraised value (which forms 
the tax base) and the market value should be small. Clos-
ing this gap would improve both collection and equity. To 
achieve this, the percentage of correctly registered prop-
erties in the cadastre should increase, alongside the for-
malization of property titles. This process would involve 
coordination between the Property Registry, local tax ad-
ministrations and the MEF.

Improvements in the administration of the property 
tax could also be beneficial. Based on international best 
practice, several options for the property-tax administra-
tion arrangements could be considered for Peru. First, for 
large municipalities, new tax administrations resembling 
SUNAT in their functions could be established, using SAT 
in Lima as a model. Second, SUNAT could manage local 
taxes centrally, especially for small and medium-sized 
municipalities. This would bring economies of scale and 
leverage SUNAT’s capacity to collect taxes. It would also 
help further integrate tax information systems, allowing 
for better use of the available information, both at the 
national and sub-national levels. Third, the Central Gov-
ernment can provide technical assistance to local tax 
administrations to boost property tax collection. Fourth, 
an additional fee on the property tax to be collected by 
the Central Government could be created. It could be a 
temporary solution while the property tax on the market 
value is effectively implemented, and it could also help 
reduce the delinquency rate. It should be noted that the 
reforms that give a greater role to the Central Govern-
ment do not aim to eliminate the municipalities’ financial 
autonomy by taking over the levying of municipal taxes. 
A tax may remain regional or local, even if its administra-
tion is carried out by the Central Government. 

Cutting tax expenditures

The removal of several tax expenditures would result 
in higher tax collection and lower administrative costs 
without significant changes in equity. It is estimated 
that removing certain tax expenditures that are less costly 
to eliminate would bring about 0.5 percent of GDP in ad-
ditional revenues. It would also lower administrative costs 
in terms of control, monitoring, refund management and 
it would reduce opportunities for evasion and avoidance 
and discourage illegal activities. There are abundant tech-
nical arguments to propose the repeal of many exemp-
tions, including the fact that they do not achieve their 
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primary objectives, they benefit the richest quintiles of in-
come distribution, they might encourage tax avoidance, 
and in some cases, they promote the creation of illegal 
activities (see Chapter 3). In several cases, therefore, there 
is a strong case for their elimination. However, in other 
cases, cutting tax expenditures might be associated with 
higher administrative costs while bringing relatively small 
benefits in terms of tax collection.  In Chapter 3, we show 
that eliminating the exemption for the Amazonian region 
would increase collection by 0.5 percent of GDP and in-
crease equity. However, in the case of food-product ex-
emptions, although theoretically there is a case for elim-
inating some of the items (those primarily consumed by 
rich households) from the exemption list, the high admin-
istrative costs of doing so make this initiative unattractive. 

Overall, there is a strong case for eliminating most tax 
exemptions over time, and – where needed –replac-
ing them by better-targeted public expenditures. For 
example, the region of San Martin eliminated local tax 
expenditures and spent the additional revenues on in-
frastructure investments. Investments in infrastructure 
and well-targeted social programs, by contributing to the 
country’s development goals in a more transparent and 
measurable way, can be more effective in achieving the 
same objectives as tax expenditures, and are either equi-
ty-reducing or more equity-neutral than tax expenditures 
(as shown in Chapter 2). 

Enhancing excise taxes

International comparisons presented in Chapters 1 and 
2 show that Peru’s excise taxes could be brought more 
in line with best practices. Setting the appropriate rate 
for each tax requires a thorough study aimed at quanti-
fying the costs of the different negative externalities as-
sociated with the consumption of each product. Taxes on 
fuel, cigarettes and alcohol help to correct negative ex-
ternalities produced by the consumption of these goods. 
There is room to improve the taxation on these products, 
especially when considering that the tax rates on pollut-
ing fuels declined over the last decade. 

Changes in excise tax rates could increase or decrease 
equity, depending on specific products; and there are 
considerations other than collection that come into 
play for most of them. Some excises, like the one on gas-
oline, are progressive, because consumption is higher in 
high-income households. Increasing the tax rate on gas-
oline would therefore improve equity. Other excise taxes 

(such as those on tobacco and alcohol) are regressive, be-
cause consumption of these goods usually represents a 
higher share of poor households’ income. However, since 
the consumption of these latter products is detrimental 
to health, taxing them might have progressive beneficial 
impacts in the long run. 

For some products, an increase in the tax rate should 
come together with a strategy to fight smuggling. For 
instance, increasing taxes on tobacco could have some 
unintended consequences, such as smuggling, which 
might potentially offset the increase in tax collection. 
However, this effect would depend on how relative tax 
rate in Peru compares to that levied on neighboring coun-
tries. Moreover, traceability systems for excise products 
can be employed, significantly reducing the opportuni-
ties for smuggling. The experience of Brazil’s tax system in 
controlling taxes on cigarettes and alcoholic beverages is 
notable in this regard. 

Peru could also explore “green taxes.” This is a rising 
trend in advanced economies. Similar to other countries, 
Peru should start thinking about imposing these “green 
taxes.” In this regard, Chile recently introduced taxes on 
carbon emissions and on imports of high-powered or fu-
el-guzzling vehicles; and the new Government plans to 
advance in this direction with the new tax reform. 

improving the personal income tax

The personal income tax has a narrow and lopsided 
base heavily concentrated in salaried income, and it 
under-taxes the rich. Personal income tax is potentially 
an important instrument to increase collection and im-
prove progressivity, but it has been hampered in Peru by 
a low taxation base, which is heavily focused on salaried 
income, thus excluding 80 of potential taxpayers, and it 
under-taxes the rich. We estimate the impact on tax col-
lection of several scenarios that shift the structure of the 
personal income tax, and we adjust deductions in order 
to increase collection. We also look at the impact on eq-
uity of these proposed changes and we discuss the out-
comes of the following policy options:90

1. Reduce the eligibility threshold from 7 to 5 UIT. Re-
duction of the tax eligibility threshold for the personal 
income tax (self-employment and salaried labor inco-
me, fourth and fifth income-tax categories) from 7 to 

90  The recent tax reform has incorporated some of these options, 
such as on marginal tax rate brakets.
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5 UIT would bring more taxpayers into the tax system, 
and would also improve equity. Option 3 below looks 
at combining this change with a lower tax rate in the 
lowest income bracket.

2. Change the marginal tax rate brackets. Lower the in-
come-tax bracket for the 21-percent tax rate from 27 
to 20 UIT, and from 54 to 40 UIT for the 30-percent 
tax rate (self-employment and salaried labor income, 
fourth and fifth income-tax categories).

3. Reduce the eligibility threshold to 4 UIT, combined 
with a lower tax rate. Introduce a tax bracket with a 
rate of 5 percent (option A) or 10 percent (option B) for 
those earning between 4 and 7 UIT.

4. Eliminate the deduction on independent labor in-
come. Elimination of the 20-percent deduction in the 
fourth income-tax category.

5. Limit the deduction to only health and education 
expenditures. Change the current 20 percent gross 
income deduction (fourth category) to a deduction 
based on actual expenditures on health and educa-
tion.

6. Increase the maximum marginal personal income 
tax rate from 30 percent to 35 percent.

Under an assumption of perfect formality in which all 
potential taxpayers pay their full taxes, a reduction in 

the eligibility threshold for personal income tax and of 
the additional tax bracket for those earning less than 
7 UIT (scenarios 1, 3a and 3b) would bring the largest 
increases in tax collection and the largest inequality 
reductions. The increase in collection varies between 0.5 
percent of GDP and 0.9 percent of GDP for the scenarios 
that lower the personal income tax’s eligibility threshold. 
Moreover, while payments by the middle deciles increase, 
it is the rich that contribute the most of the changes in 
total collection. For more details see Annex 5C.

The presence of informality reduces potential gains in 
tax collection and equity from manipulations of the 
eligibility threshold and the lowest marginal tax rate, 
but the changes still remain positive, increasing tax col-
lection by around 0.5 percent of GDP and reducing the 
Gini Coefficient by about 1.7 percent. Informality reduc-
es the gains in tax collection by half in proposal 1 in Table 
9, but the gains fall by much less in the other two cases. 
Reducing the eligibility threshold below 7 UIT (scenarios 
1, 3a and 3b) does not imply a significant increase in the 
number of taxpayers. But because it implies higher tax-
able income for all taxpayers, the tax base still increases. 
The increase in total tax collection would then be driven 
by the increased tax revenues from those taxpayers who 
were already in the tax base. Among these, the most af-

Table 9: impact of these reforms on tax collection and equity

  Formality Formality Informality Informality

 Reform proposal Collection 
change, %GDP

Gini change, 
percentage

Collection 
change, %GDP

Gini change, 
percentage

1 Reduce eligibility threshold from 7 to 5 UIT 0.8 -2.7 0.4 -1.8

2 Change marginal tax rate brackets 0.1 -2.5 0.1 -1.6

3a Reduce threshold to 4 UIT, with a new tax bracket with a 
rate of 5 percent for those earning between 4 UIT and 7 
UIT

0.5 -2.6 0.4 -1.7

3b Reduce threshold to 4 UIT, with new tax bracket with a rate 
of 10 percent for those earning between 4 UIT and 7 UIT

0.9 -2.7 0.6 -1.8

4 Eliminate deduction on independent labor income 0.4 -2.7 0.2 -1.7

5 Change deduction to only health and education 
expenditures

0.3 -2.7 0.2 -1.7

6 Increase the maximum marginal personal income tax rate 
to 35 percent

0.04 -2.5 0.03 -1.8

7 6 + 3a 0.5 -2.7 0.4 -2.1

8 6 + 3b 0.9 -2.8 0.6 -2.2

Source: Staff calculations, for more details see Tables 22 and 23 in Annex 5C.
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fected deciles would be those at the higher end of the 
distribution. For more details, see Annex 5C.

Changes in the deductions (proposals 4 and 5) also in-
crease tax collection, although by less than those involv-
ing shifting the eligibility threshold. The total or partial 
elimination of the deductions for the fourth income-tax 
category increases tax collection; however, the effects of 
these scenarios are concentrated almost exclusively in the 
highest decile of earnings, independently of the informal-
ity assumptions. Even though the increase in revenue is 
not the highest under these scenarios, they have the ad-
vantage of altering the current distribution of income tax 
to a lesser extent than those shifting the threshold (sce-
narios 1, 3a and 3b).

The changes in the tax brackets in the fourth and fifth 
income tax categories (proposal 2) have a moderate 
effect on collection, both in the absence and presence 
of informality.91 However, this scenario is the one that 
introduces the least changes in the distribution of the 
fourth and fifth income tax categories, as the total effect 
is focused on decile 10. But due to data limitations (under-
reporting cannot be fully corrected in the highest decile 
of the distribution in ENAHO), the effect of this scenario 
is probably underestimated. Nevertheless, alternative 
estimates92 never presented results in which the tax col-
lection increase under scenario 2 exceeded those found 
under any other of the proposed scenarios.93

Accounting for informality, the share of additional col-
lection from the richest quintiles increases in all reform 
scenarios. It should be noted that the impact is higher for 
lower deciles under the scenarios that change the eligi-
bility threshold. On the other hand, under scenarios that 
alter deductions, while there is an increase in tax collec-

91  Given the data limitations (underreporting in ENAHO cannot be 
fully corrected in the highest section of the distribution) the effect of 
this scenario is probably highly underestimated. However, alterna-
tive estimates where the income in ENAHO is escalated in a more 
important way for higher income brackets (considering data provid-
ed by SUNAT) never showed results where the increase in revenue 
under Scenario 2 was higher than any other of the proposed scenar-
ios. Simulations (as sensitivity tests for the estimates) were carried 
out where ENAHO data were scaled directly to SUNAT data for the 
highest deciles (it was assumed that underreporting was zero. These 
estimates are not presented here since they are not comparable with 
estimates of potential tax collection made using only ENAHO. 
92  In these estimates the ENAHO income data is escalated more in 
higher income brackets (considering the data provided by SUNAT).
93  As sensitivity tests to the estimates, simulations were performed 
where ENAHO data were scaled directly to SUNAT for the highest 
deciles (it was assumed that under-reporting was zero). These esti-
mates are not presented here since they are not comparable with es-
timates of potential tax collection made using only ENAHO.

tion, the impact on the lower income brackets is minimal. 
When evasion is included in the analysis, the share of in-
come tax collected from the richest deciles increases un-
der every scenario. In the scenario with deductions, about 
90 percent of the total tax revenue comes from individ-
uals in decile 10. This percentage drops to about 80-85 
percent under the scenarios with threshold. The highest 
effects on collection are still observed in the most ambi-
tious threshold scenario (3b), which involves the highest 
tax-collection expansion among the richest deciles. On 
the other hand, none of the scenarios analyzed have any 
impact on the three poorest deciles. Furthermore, none 
of the proposed reforms represent a reduction in market 
income higher than 1 percent for those deciles below the 
9th. For more details, see Annex 5C.

The increase in the marginal tax rate from 30 to 35 per-
cent only affects the richest decile. Under scenarios 6-8, 
its effect occurs only in decile 10. The first of these esti-
mates considered current fiscal rules, only changing the 
maximum tax rate. The incidence in decile 10 rose only 
from 3.9 percent to 4 percent. The increase in total reve-
nues was minimal (1.6 percent increase). The simulation 
of increasing this tax rate under scenarios 3a and 3b was 
also performed. In the first case, total collection increased 
by 2.1 percent compared to scenario 3a, and in the sec-
ond case the increase amounted to 2.3 percent compared 
to scenario 3b.

All the scenarios considered are progressive, but their 
overall impact on inequality is low. All the proposed 
reforms are marginally progressive. However, the size of 
these progressivity improvements is small, ranging from a 
Gini coefficient reduction of 1.6 percent (scenario 2) to 1.8 
percent (scenarios 1 and 3b) compared to the current sce-
nario. This analysis confirms the international evidence 
pointing to the low sensitivity of the income distribution 
to the tax structure. 
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he Peruvian tax system has a small but positive 
impact on equity. Taking into account informality, 
direct taxes have a small progressive effect, while 

indirect taxes are neutral under the informality assump-
tions adopted in this study. Compared to other countries 
in the region, the Peruvian fiscal system, through taxes 
and transfers, has a relatively low but positive impact on 
reducing inequality. The effect of informality on income 
distribution is not equity-neutral. 

Revenues from direct taxes are coming almost entire-
ly from the highest-income decile, while indirect tax-
es tend to be distributed more evenly among deciles. 
When considering the effects of taxes and transfers in 
2011, people in the six poorest deciles are net recipients 
of transfers, while those in the four richest deciles are net 
payers. This is the result of having progressive direct tax-
es, neutral indirect taxes, well-targeted direct transfers 
that represent important contributions to the poorest 
households’ income and progressive health and educa-
tion transfers.

Despite its internationally comparable tax rates and 
recent increases in collection, Peru’s tax revenues are 
lower than they are in other countries in the region 
and in OECD member states. The Peruvian tax system is 
characterized by a tax collection concentrated in a limited 
number of large taxpayers; a tax base reduced by high in-
formality and evasion; relatively high tax avoidance and a 
low marginal threshold in the personal income tax. There 
are also still weaknesses in the enforcement instruments 

(tax audits), and a clear lack of control in simplified sys-
tems for micro and small taxpayers. The potential cost of 
the current tax exemptions is above 2 percent of GDP. 

There are several challenges that the Peruvian system 
will need to deal with in order to equitably increase tax 
collection. The report includes policy options and simu-
lations on i) reducing tax evasion and tax avoidance, ii) 
boosting property taxes, iii) enhancing excised taxes, iv) 
streamlining tax exemptions, and v) improving personal 
income tax progressivity. These topics were selected and 
prioritized taking into account not only the criteria to ad-
vance towards the objectives of more revenues and more 
equity, but also their feasibility. It is important to point 
out that policy options intended to promote private in-
vestment or increase formal employment are part of a fu-
ture research agenda.

Informality and evasion generate substantial losses 
in tax revenue. A first-order estimate of these losses is 
around [9.5 percent of GDP] in foregone revenue. Eva-
sion of corporate income tax is estimated at around 65 
percent of the theoretical collection, and is most severe 
in the agricultural, fishing and construction sectors. De-
spite a decreasing evasion rate in VAT, it is still around 30 
percent of the theoretical collection. Personal income 
tax evasion is at around 35 percent, and is higher among 
the self-employed and among the high deciles of the in-
come distribution. Tackling informality and evasion are 
thus paramount to improving collection and equity in the 
corporate income tax and VAT, since these are the main 

Conclusions

T
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sources of tax revenue losses. However, a careful under-
standing of the poverty impacts of any measure designed 
to reduce informality would be need to be part of the de-
sign of these reforms, especially in the VAT. 

Informality and high compliance costs are inter-relat-
ed. In Peru, compliance costs are especially high for the 
corporate income tax, more so under the general regime. 
Under this regime, compliance costs can represent up to 
10.5 percent of sales for small businesses. This implies 
that competitiveness can be improved by implementing 
more-efficient procedures. A plan to reduce tax evasion 
should include improved control and audit systems and 
reduce the current high compliance costs. Moreover, a 
gradual and careful implementation of the anti-avoid-
ance and audit tools introduced by the 2012 tax reform 
can be also an additional equity-improving tool. Avoid-
ance is a source of inequality, since only high-income tax-
payers have the means to create legal structures to avoid 
taxation. In order to tackle this problem, the Peruvian 
tax authority introduced a General Anti-Avoidance Rule, 
which has not been implemented yet. Important tax col-
lection increases can be expected in this area, since these 
operations are often concentrated in large taxpayers and 
especially in multinational companies.

There is ample room to enhance the property tax sys-
tem due to its potential in terms of equity and tax col-
lection. A local-tax reform aimed at improving the design 
and collection of the property tax can help expand the 
equity of the tax system and the financial autonomy of the 
local governments. In this regard, it is important to close 
the valuation gap between the market and the appraisal 
values of the estates and to reduce the high non-compli-
ance levels. Furthermore, any local tax reform would also 
require strengthening the institutional and management 
capacity of the municipal tax administrations. 

There is room to substantially improve the simplified 
regimes’ design. While the goal of simplified tax systems 
is not to increase collection, they facilitate the administra-
tion of the tax system and make it more efficient, which 
improves compliance in sectors that are difficult to inte-
grate into the tax system. One of the main challenges of 
the Peruvian simplified regimes is to avoid the creation 
of parallel systems that may interfere with the general 
regime, hindering rather than helping tax administration. 
The choice of the right system is complex and should con-
sider the economic situation and the political and social 
context in Peru. However, overall, an improved design of 

the simplified regimes should take into account several 
principles, such as establishing a transition route to the 
general regime in line with business growth; establishing 
a special regime with simplified accounting and formal 
obligations and establishing a presumptive multi-rate 
system that taxes gross income, instead of a system based 
on indicators. Furthermore, control systems could be im-
proved. In this regard, controls based on verifications and 
cross-checking are more efficient because they do not re-
quire tax auditors.

International comparisons indicate there is room to 
raise some excise taxes to levels in line with internation-
al best practice. Setting the appropriate rate for each tax 
requires a thorough study in order to quantify the costs 
of the different negative externalities associated with the 
consumption of each product. There is room to improve 
taxation on these products, especially when considering 
that tax rates on polluting fuels declined in the last de-
cade. For some products, an increase in excise tax should 
come together with a strategy to fight smuggling. Trace-
ability systems for excise products can be employed to 
significantly reduce the possibilities for smuggling. The 
experience of Brazil in controlling taxes on cigarettes and 
alcoholic beverages is notable in this regard. Peru could 
also explore “green taxes,” as this is a rising trend in ad-
vanced economies and recently in Chile. 

Tax exemptions can be streamlined since they repre-
sent high costs, are rendered less progressive by infor-
mality, and sometimes only benefit the rich. Further-
more, tax exemptions generate efficiency losses, since 
the tax system becomes a potential source of evasion 
by diverting resources from taxable to exempt activities. 
Additionally, informality affects the distribution of these 
tax expenditures, making the distribution of exemptions 
more regressive than it would be under a perfect-formal-
ity scenario. Tax expenditures are especially costly in the 
VAT; however, several constraints prevent the elimination 
of many of them. Therefore, a realistic option is to repeal 
the exemptions of some food products that are not part 
of the basic food basket (for instance Brazilian nuts, arti-
chokes and mushrooms), eliminate CETICOS exemptions 
and replace the tax expenditures in the Amazon by an 
infrastructure program or targeted subsidies, which are 
considered to be more efficient to promote development. 
However, additional distributional analysis would be use-
ful to take into account the potential impact on pover-
ty under alternative informality assumptions before any 
such changes are implemented.
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The personal income-tax structure and marginal rates 
could be adjusted to improve both progressivity and 
collection. There is room to improve progressivity of the 
personal income tax because a high tax threshold effec-
tively exempts almost 90 percent of potential taxpayers, 
whose earnings are below 7 UIT. In terms of income per 
capita, this threshold is among the highest in the world, 
and a reduction of the threshold is an option. Lowering 
this threshold would be equity-enhancing, since it would 
include only a fraction more taxpayers, but would in-
crease payments from those in higher-income deciles: 
the increase in tax collection would be mainly the result 
of increased tax revenues from those taxpayers who were 
already within the tax base. 

This report concludes that the trade-off between collec-
tion and equity is not sizeable in Peru at this stage in 
tax reform. Most of the policies that we are considering 
would increase collection and improve equity at the same 
time. This includes a reduction in informality and evasion, 
the elimination of tax exemptions and deductions (espe-
cially in the personal income tax for independent work-
ers), and adjustments to the structure and marginal rates 
of the overall personal income tax. While a detailed eval-
uation of the equity and collection impacts would be re-
quired for new reforms, the relatively minor adjustments 
considered in this volume would improve collection by 
several GDP percentage points and significantly reduce 
inequality. 

This report is a starting point in the analytical work that 
is needed to support a tax-reform agenda in Peru. This 
study is the first one in Peru that combined SUNAT and 
household survey data to analyze the revenue and eq-
uity impacts of tax policies. But it only skims the surface 
in terms of the future research and policy agenda. More 
in-depth work could be done to understand the mecha-
nisms of informality and evasion, and to design policies 
that reduce these harmful phenomena while preserving 
equity and minimally impacting the poor. In this area, 
major work is needed to prioritize equitable improve-
ments in tax administration. If better tax-return data were 
available, a systematic interface model of the fiscal sys-
tem could also be built to test various policies for their 
equity and collection impacts. More use could be made of 
the data from corporate tax returns, as well as from other 
sources of firm-level data. Policy advice on all aspects of 
the tax system could be informed by such additional an-
alytical work in the long term. As the government has an-
nounced a tax reform that would temporarily reduce rev-

enues at the time when they are most needed, an analysis 
of the combination of the reforms and their prioritization 
would also be beneficial. Last but not least, this report 
only mentions in passing the vast agenda of fiscal policy 
and tax administration reforms that are needed to bring 
Peru to OECD standards; a broad technical assistance and 
research agenda lies ahead in this important area. 
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The elasticity of tax revenue measures to what extent revenue increases as the tax base grows, excluding those discre-
tionary changes in fiscal policy that affect tax collection. The elasticity is, therefore, a measure that assesses to what 
extent the adjusted tax collection increases according to the growth of its tax base, or vice versa, excluding those vari-
ations that come from the tax regulation side. For example, the elasticity of VAT collection explains how VAT collection 
increases as consumption grows, excluding from the calculation all those variations that come from changes in the tax 
rate, regulation, exemptions, etc. Therefore, in order to calculate the elasticity of a particular tax, it is necessary to adjust 
the tax collection so that the impact of discretionary changes can be separated from those changes that are purely 
economic. Thus, the elasticity is calculated as follows:

	 E	=		 ∆	%	Adjusted	tax	collection
	 	 ∆	%	Tax	base	(GDP	or	Consumption,usually)

In general, for practical purposes, in this study the only discretionary changes94 (DC) considered in the elasticities 
calculations were those that occurred in the tax rates of VAT between 2000 and 2012 and the corporate income tax be-
tween 2002 and 2012. These discretionary changes were estimated by applying the different tax rates to theoretical tax 
bases, which were obtained by applying the tax rate that was in effect at that time to the collection of each tax. Thus, the 
discretionary change is the difference between the two tax rates (the tax rate before and after the discretionary change) 
applied to the theoretical tax base. 

Once the discretionary changes have been estimated, the adjusted tax collection can be calculated:

Adjusted	tax	collection	=	Tax	collection	-	DC

In order to calculate the elasticity of every tax, or that of the whole tax system, the GDP or the consumption95 were 
used as proxies of the tax base. On the other hand, in order to eliminate the price effect, the elasticity calculations were 
done in real terms (deflated by the GDP deflator or by the private and public consumption deflators).

A tax elasticity of one means that a change of 10 percent in the tax base involves a 10 percent increase in tax revenues, 
regardless of regulatory changes. A tax elasticity greater than one means that a 10 percent increase in the tax base will 
yield increases in tax revenue higher than 10 percent. In both cases, the tax collection is considered to be elastic. On 
the contrary, tax collection is inelastic if increases of 10 percent in the tax base involve increases in tax revenue that are 
lower than 10 percent.

In order to assess the elasticity of the Peruvian tax structure, the different tax elasticities were estimated with data for 
the period 2000-2012 through five calculation methods: 

1) Calculate the tax elasticity for each year, and then take the average. This has the disadvantage that it can be 
heavily influenced by unusually high or low (or negative) measures of tax elasticity for some years, so it is the least 
accurate approach.

2) Calculate the growth of the tax revenue, and of the base (GDP or consumption), between the end years. Then 

94  Ideally the discretionary changes would be an input provided by the tax authorities. Based on the availability of these inputs the World 
Bank team will explore the possibility of applying the method called “Proportional adjustment” to the elasticity calculation.
95  Consumption consists of public and private consumption according to national accounts.

Annex 1
Methodological Annex: Elasticity calculations
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elasticity is calculated as the ratio between those two growth rates. The problem here is that the result is sensitive 
to the end years chosen. 

3) Calculate the growth of the tax revenue and of the base (GDP or consumption) between the average of the three 
end years (the average of the first three years of the series, compared with the last three years of the series). Then 
elasticity is calculated as the ratio between those two growth rates. This is less sensitive to the choice of years than 
the procedure in 2.

4) Calculate the average growth rates of the tax revenue and of the base (GDP or consumption) through regres-
sions. First of all, a regression of the log of tax revenues on the year is run, to get the average growth rate of tax 
revenue. Then, the same regression is done for the base. The growth rates are the coefficients of the independent 
variable (the year). These growth rates are used to calculate tax elasticity. This procedure generally yields sensible 
results, but is least successful in cases where the coefficients in the regressions are not statistically significant or 
where the growth rate of the base is very small.

5) Regression of the log of tax revenue on the log of the base (GDP or consumption). The coefficient on the log of 
the tax base is a measure of the tax elasticity. This approach is somewhat sensitive to unusual years (outliers) and to 
the time interval used in the regression. Likewise, it is also necessary that the coefficient be statistically significant.



92

Annex 2
Distribution and incidence of taxes and transfers

Table 10: Distribution of taxes and transfers by market income deciles in 2005, 2009 and 2011

Market 
Income

Direct 
Taxes

Net 
market 
income

Juntos Food 
Program

Avaialble 
income

Indirect 
taxes

Past-tax 
income Education Health Total 

taxes
Total 

transfers
Final 

income

2005
1 1.13% 0.00% 1.14% 17.36% 1.20% 0.97% 1.22% 10.38% 4.69% 0.86% 8.24% 1.58%

2 2.08% 0.00% 2.10% 16.28% 2.16% 1.08% 2.25% 12.98% 5.47% 0.95% 9.76% 2.64%

3 2.99% 0.00% 3.02% 16.39% 3.07% 2.28% 3.13% 12.33% 5.99% 2.02% 9.70% 3.47%

4 3.99% 0.01% 4.03% 15.33% 4.07% 3.63% 4.11% 11.89% 7.78% 3.21% 10.24% 4.43%

5 5.21% 0.01% 5.26% 10.81% 5.28% 5.10% 5.30% 11.58% 8.61% 4.51% 10.17% 5.57%

6 6.70% 0.17% 6.76% 7.13% 6.76% 7.51% 6.70% 10.32% 10.63% 6.65% 10.25% 6.91%

7 8.51% 0.07% 8.60% 7.49% 8.59% 8.86% 8.57% 9.77% 11.52% 7.84% 10.42% 8.68%

8 11.06% 1.80% 11.15% 3.98% 11.12% 12.61% 11.00% 8.13% 13.35% 11.35% 10.24% 10.98%

9 15.45% 4.75% 15.55% 3.47% 15.51% 17.46% 15.34% 7.80% 15.62% 15.98% 11.09% 15.14%

10 42.90% 93.18% 42.39% 1.75% 42.23% 40.50% 42.37% 4.81% 16.33% 46.63% 9.88% 40.60%

Total 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%

2009
1 1.08% 0.00% 1.10% 48.78% 16.20% 1.23% 0.74% 1.27% 13.53% 5.94% 0.62% 10.92% 1.75%

2 2.23% 0.00% 2.26% 25.27% 17.32% 2.35% 1.66% 2.41% 12.95% 6.60% 1.40% 10.41% 2.83%

3 3.35% 0.00% 3.40% 14.52% 16.70% 3.46% 3.10% 3.49% 12.70% 7.44% 2.62% 10.40% 3.87%

4 4.50% 0.00% 4.56% 5.97% 14.88% 4.60% 4.47% 4.61% 12.52% 8.42% 3.77% 10.47% 4.95%

5 5.78% 0.06% 5.87% 2.66% 9.60% 5.87% 6.45% 5.82% 10.88% 9.49% 5.46% 9.92% 6.08%

6 7.33% 0.40% 7.43% 0.75% 6.55% 7.41% 8.22% 7.34% 9.52% 9.78% 7.00% 9.26% 7.48%

7 9.23% 1.08% 9.35% 0.81% 7.55% 9.33% 9.88% 9.28% 8.91% 11.66% 8.51% 9.96% 9.34%

8 11.88% 1.24% 12.04% 0.46% 7.68% 12.01% 12.47% 11.97% 8.06% 12.45% 10.73% 9.97% 11.87%

9 16.31% 5.56% 16.47% 0.59% 2.66% 16.40% 17.30% 16.32% 6.73% 14.04% 15.48% 9.92% 15.98%

10 38.31% 91.66% 37.53% 0.19% 0.86% 37.36% 35.74% 37.50% 4.19% 14.18% 44.41% 8.77% 35.84%

Total 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%

2011
1 1.21% 0.00% 1.24% 49.04% 21.07% 1.39% 0.73% 1.45% 14.71% 8.65% 0.60% 12.66% 2.18%

2 2.50% 0.00% 2.55% 26.24% 21.34% 2.65% 1.85% 2.72% 13.70% 8.49% 1.52% 11.61% 3.32%

3 3.71% 0.00% 3.78% 12.61% 16.07% 3.83% 3.67% 3.84% 12.44% 8.90% 3.02% 10.75% 4.33%

4 4.97% 0.00% 5.06% 6.12% 9.01% 5.08% 5.23% 5.06% 12.02% 9.28% 4.31% 10.34% 5.46%

5 6.33% 0.26% 6.44% 2.77% 13.50% 6.45% 7.45% 6.36% 11.16% 9.81% 6.18% 10.34% 6.66%

6 7.83% 0.14% 7.97% 1.70% 6.26% 7.95% 8.81% 7.87% 10.29% 10.41% 7.28% 9.99% 8.05%

7 9.63% 1.00% 9.79% 0.49% 6.37% 9.76% 10.86% 9.66% 8.31% 10.49% 9.11% 9.17% 9.65%

8 12.01% 1.76% 12.20% 0.57% 3.07% 12.15% 13.54% 12.02% 7.56% 11.47% 11.45% 9.24% 11.85%

9 15.98% 6.60% 16.15% 0.36% 1.43% 16.08% 17.10% 15.99% 5.98% 11.37% 15.24% 8.46% 15.47%

10 35.83% 90.24% 34.84% 0.09% 1.88% 34.67% 30.76% 35.03% 3.82% 11.13% 41.27% 7.44% 33.03%

Total 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%

Source: Author’s calculations based on Household survey (Encuesta Nacional de Hogares, ENAHO) and national accounts.
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Table 11: incidence of taxes and transfers by market income deciles in 2005, 2009 and 2011

Direct 
taxes

Net 
market 
Income

Juntos Food 
Program

Available 
income

Indirect 
taxes

Post-tax 
income Education Health Total 

taxes
Total 

transfers
Final 

income

2005
1 0.00% 0.00% 5.90% 5.90% -6.60% -0.60% 25.30% 11.00% -6.60% 42.20% 35.70%

2 0.00% 0.00% 3.00% 3.00% -4.00% -0.90% 17.20% 7.00% -4.00% 27.10% 23.20%

3 0.00% 0.00% 2.10% 2.10% -5.80% -3.70% 11.40% 5.30% -5.80% 18.80% 12.90%

4 0.00% 0.00% 1.50% 1.50% -7.00% -5.50% 8.20% 5.20% -7.00% 14.80% 7.90%

5 0.00% 0.00% 0.80% 0.80% -7.50% -6.70% 6.10% 4.40% -7.50% 11.30% 3.80%

6 0.00% 0.00% 0.40% 0.40% -8.60% -8.20% 4.20% 4.20% -8.60% 8.80% 0.20%

7 0.00% 0.00% 0.30% 0.30% -8.00% -7.60% 3.20% 3.60% -8.00% 7.10% -0.90%

8 -0.20% -0.20% 0.10% 0.00% -8.70% -8.70% 2.00% 3.20% -8.90% 5.40% -3.50%

9 -0.30% -0.30% 0.10% -0.20% -8.60% -8.90% 1.40% 2.70% -8.90% 4.20% -4.80%

10 -2.20% -2.20% 0.00% -2.20% -7.20% -9.40% 0.30% 1.00% -9.40% 1.30% -8.10%

Total -1.00% -1.00% 0.40% -0.60% -7.60% -8.30% 2.70% 2.60% -8.70% 5.80% -2.90%

2009
1 0.00% 0.00% 7.50% 4.60% 12.20% -5.40% 6.80% 33.80% 16.50% -5.40% 62.50% 57.10%

2 0.00% 0.00% 1.90% 2.40% 4.30% -5.80% -1.50% 15.70% 8.90% -5.80% 28.90% 23.10%

3 0.00% 0.00% 0.70% 1.50% 2.30% -7.30% -5.00% 10.30% 6.70% -7.30% 19.20% 11.90%

4 0.00% 0.00% 0.20% 1.00% 1.20% -7.80% -6.60% 7.50% 5.60% -7.80% 14.40% 6.60%

5 0.00% 0.00% 0.10% 0.50% 0.60% -8.80% -8.20% 5.10% 4.90% -8.80% 10.60% 1.80%

6 -0.10% -0.10% 0.00% 0.30% 0.20% -8.80% -8.60% 3.50% 4.00% -8.90% 7.80% -1.10%

7 -0.20% -0.20% 0.00% 0.30% 0.10% -8.40% -8.30% 2.60% 3.80% -8.60% 6.70% -1.90%

8 -0.20% -0.20% 0.00% 0.20% 0.10% -8.20% -8.20% 1.80% 3.10% -8.40% 5.20% -3.20%

9 -0.50% -0.50% 0.00% 0.10% -0.40% -8.30% -8.80% 1.10% 2.60% -8.80% 3.80% -5.10%

10 -3.50% -3.50% 0.00% 0.00% -3.40% -7.30% -10.80% 0.30% 1.10% -10.80% 1.40% -9.40%

Total -1.40% -1.40% 0.20% 0.30% -1.00% -7.90% -8.80% 2.70% 3.00% -9.30% 6.20% -3.10%

2011
1 0.00% 0.00% 7.60% 5.10% 12.70% -5.00% 7.70% 38.90% 28.30% -5.00% 79.90% 74.90%

2 0.00% 0.00% 2.00% 2.50% 4.50% -6.10% -1.70% 17.60% 13.50% -6.10% 35.60% 29.40%

3 0.00% 0.00% 0.60% 1.30% 1.90% -8.20% -6.30% 10.80% 9.50% -8.20% 22.20% 14.00%

4 0.00% 0.00% 0.20% 0.50% 0.80% -8.70% -8.00% 7.80% 7.40% -8.70% 15.90% 7.20%

5 -0.10% -0.10% 0.10% 0.60% 0.60% -9.80% -9.10% 5.70% 6.10% -9.80% 12.50% 2.70%

6 0.00% 0.00% 0.00% 0.20% 0.20% -9.30% -9.10% 4.20% 5.30% -9.40% 9.80% 0.40%

7 -0.20% -0.20% 0.00% 0.20% 0.00% -9.40% -9.30% 2.80% 4.30% -9.50% 7.30% -2.20%

8 -0.30% -0.30% 0.00% 0.10% -0.20% -9.40% -9.50% 2.00% 3.80% -9.60% 5.90% -3.70%

9 -0.70% -0.70% 0.00% 0.00% -0.70% -8.90% -9.60% 1.20% 2.80% -9.60% 4.10% -5.60%

10 -4.50% -4.50% 0.00% 0.00% -4.50% -7.10% -11.60% 0.30% 1.20% -11.60% 1.60% -10.00%

Total -1.80% -1.80% 0.20% 0.30% -1.30% -8.30% -9.60% 3.20% 4.00% -10.10% 7.70% -2.40%

Source: Author’s calculations based on Household survey (Encuesta Nacional de Hogares, ENAHO) and national accounts.
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One of the strengths of the VAT is that when it is applied with a single rate, it does not change the relative prices of 
the different products. In the particular case of the exempt products, the effective VAT rate on these products is deter-
mined by the VAT paid on purchases of taxable supplies, which become a cost to the seller. Therefore, the effective rate 
charged on exempt products depends on the seller’s profit margin, so there will be different rates for each product and 
each seller of a particular product. Furthermore, the cascade effect of intermediate exemptions involves over-taxation 
of all goods and services that use the exempt good or service as an input. For example, the exemption on financial 
services leads banks to charge the non-deductible VAT that they paid for their inputs to their prices. That higher price 
will affect all the companies that use financial services as input and ultimately it will make all goods and services they 
produce more expensive.

The Table 12 shows the average and effective rates for taxable and exempted goods and services for each product. It 
was estimated from a simulation model based on the 2007 utilization matrix at current prices by INEI. This matrix shows 
the transactions of the economy for 365 products and 81 industries. From this data, a non-deductible VAT matrix was 
built. It shows the potential revenue from taxable transactions to final consumers and from taxable transaction to inter-
mediate exempt consumers. The cascading effect of the intermediate exemptions has been estimated at 0.9 percent-
age points. Due to the difficulties in estimating a more accurate percentage, this percentage has been calculated as an 
average for the whole economy. However, it may differ for each product and each taxpayer, depending on how much 
exempt services are used. Thus, each product is charged with a different effective tax rate. This distortion also affects 
exports, because even though they are taxed at a zero rate, the VAT refund mechanism on inputs purchases does not 
allow the VAT refund from the VAT-exempt taxpayers in the earlier stages of the production chain of exported goods. 
This distortion caused by the tax exemptions affects mostly domestically produced goods. This is because the imported 
goods are tax free, while domestic production must pay VAT on the purchase of inputs.

In the first row of the table, the effective VAT rate for all taxed goods and services is shown. Rates are measured as a 
percentage of the retail price, which includes the VAT itself. Thus, taxable goods and services support an effective VAT 
taxation of 16.17 percent of the final price. This percentage is decomposed into a direct payment of 15.25 percent 
(0.18/1.18) and a cascading effect of 0.92 percent.

The following rows show the effective VAT rates for various products exempted from VAT. In this case, the effective VAT 
rate also has two components. The first is the cascading effect, estimated at 0.92 percent. The second is the translation 
of the VAT paid on the purchase of taxed inputs. The value of this component depends on the share that exempt inputs 
represent in the cost structure of each product. For example, in the case of agricultural crops, it reaches only 0.85 per-
cent, since most agricultural inputs are also exempt. In contrast, in the land passenger transport, it is 6.57 percent, as 
this sector requires a lot of inputs that are largely taxable, such as fuel and spare parts, among others.

The above analysis shows how tax exemptions affect tax neutrality. Economic theory explains that different effective 
tax rates for each product distort consumption decisions. From the perspective of economic efficiency, it is appropriate 
that the VAT have no exemptions, potentially taxing all goods at an effective  rate of 18 percent.

On the other hand, almost all countries give privileged tax treatment to certain products. However, it is important to 
consider certain caveats in order to reduce the loss of efficiency:

Annex 3
VAT neutrality
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1) Limit as much as possible the exemptions levied on intermediate goods and services, since they generate a cas-
cading effect that increases the prices of other products and causes a different tax burden for every one of them, 
depending on the required amount of these exempt supplies.

2) Prioritize reduced rates over exemptions. Reduced tax rates have at least three advantages over exemptions:
 a. Reduced tax rates allow the legislator to define exactly the effective tax rate to be applied to certain products, 

rather than having this decision depending on the input-output coefficients of each sector, and even each producer.
 b. Reduced tax rates do not result in discrimination against domestic production, since both domestic and imported 

products will be taxed at the same rate.
 c. Reduced tax rates keep opposing interests between buyer and seller, preventing evasion through purchases wi-

thout invoice, except when the exempt producer becomes a final consumer and, therefore, he has no incentive to 
request an invoice.

3) Avoid applying zero-rate, except for exports. The zero-rate requires procedures for VAT refund, which favors tax 
fraud.

Table 12: Estimation of the implicit effective VAT rates

PRODUCT
Implicit effective VAT rates (%)

Taxed final 
consumption

Cascading 
effect

Translation exempt 
products

Total tax 
rate

Taxed goods and services 15,25 0,92 0,00 16,17

Exempt agricultural crops 0,00 0,92 0,85 1,76

Exempt animals breeding 0,00 0,92 7,19 8,11

Fish and seafood 0,00 0,92 5,81 6,72

Fertilizers and other nitrogen mixtures 0,00 0,92 0,47 1,38

Land passenger transport services urban and interprovincial 0,00 0,92 6,57 7,48

Publishing of books, directories and other editing services 0,00 0,92 6,54 7,45

Exempt IT services 0,00 0,92 0,00 0,92

Exempt financial intermediation services 0,00 0,92 3,72 4,63

Pensions services 0,00 0,92 4,54 5,46

Exempt professional services 0,00 0,92 5,38 6,30

Exempt advertising services 0,00 0,92 0,00 0,92

Exempt travel agency and tour operator services 0,00 0,92 5,24 6,16

Exempt protection, investigation, private security, and security systems 
and consulting services

0,00 0,92 4,87 5,78

Private education 0,00 0,92 3,29 4,20

Public education 0,00 0,92 1,64 2,56

Exempt private health services 0,00 0,92 5,32 6,23

Gambling, entertainment and recreation services 0,00 0,92 4,34 5,25
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Methodological approach

The approach to estimate tax evasion in the corporate income tax is the Theoretical Potential Method Using National 
Accounts, which consists of comparing the actual tax collection and the theoretical tax collection, estimated through 
macroeconomic aggregates, and defined as that collection that is possible with a 100-percent compliance rate in the 
tax payment. First, the theoretical tax base is estimated through the macroeconomic aggregate that is closest to the 
tax base, which is then adjusted to reflect differences between the two of them. Second, the theoretical tax revenue is 
calculated, using the structure of tax rates and the previously estimated theoretical tax base:

Theoretical	tax	collection	=	Theoretical	tax		base	x	Tax	rate

Then, the magnitude of the tax evasion can be estimated by calculating the difference between potential and actual 
revenue collection from the following calculation:

Evasion	amount	=	Theoretical	tax	collection	-	Actual	collection

Thus, the evasion rate will be as follows:

Evasion	rate	=												Evasion	amount												x	100
																		Theoretical	tax	collection

For Corporate income tax, this report used the methodological approach developed by Jorratt and Serra (2000), where 
the theoretical tax base is estimated from net operating surplus of the System of National Accounts (SNA). Then it is 
adjusted to reflect the difference between this macroeconomic variable and the taxable profit of companies:

Theoretical	tax	base	=	Net	operating	surplus	+	(-)		Adjustments

The Net Operating Surplus (NOS) is obtained from the system of national accounts and is calculated by subtracting from 
the gross value of production (GVP) at producer prices the following components: intermediate consumption (IC), wag-
es of employees (W), consumption of fixed capital or economic depreciation (D) and indirect taxes other than VAT (IT):

NOS	=	GVP	-	IC	-	W	-	D	-	IT

Regarding the adjustments to determine the theoretical tax base, first, net interests (I) and net rents (R) from estates 
need to be added, because they are taxable income that are not part of the operating surplus. Second, an estimation 
of the surplus of exempt or non-taxable activities (EA)96 and companies under simplified or special regimes (SR) (when 
the tax base is unrelated to net income); and allowed deductions (AD), which are not expenses required to produce in-
come (such as some donations) need to be subtracted from the net operating surplus. Third, the temporary differences 
(TD) or deferred expenses are added. The most common here is the difference between economic depreciation and tax 
depreciation, which arises when the tax legislation provides investment incentives schemes by applying accelerated 
depreciation regimes. Then the adjustments on exchange differences and monetary corrections (MC) are also added, in 

96  This is the net income. In the terminology of National Accounts net income is similar to the sum of NOS, I and R.

Annex 4
Estimation of the corporate income tax evasion



97

case theses are established in the tax. Subsequently, the losses of previous years (LPY) that are deductible for tax pur-
poses are subtracted and the tax losses (TL) of the current year are added. This is because the theoretical tax should only 
consider the sum of the positive tax results and the information in the national accounts includes the algebraic sum of 
the results from companies with profits and with losses. Thus, the theoretical tax base would be as follows:

Theoretical	tax	base	=	NOS	+	I	+	R	-	EA	-	SR	-	AD	+	TD	+	MC	-	LPY	-	TL

The theoretical tax collection is estimated by applying the tax rate on the theoretical tax base, subtracting, if applica-
ble, tax credits. In general, there is no simple way to estimate the theoretical credits, so the credits actually applied by 
taxpayers are subtracted:

Theoretical	tax	collection	=	(Theoretical	tax	base	x	Tax	rate)	-	Actual	Tax	Credits

Estimation of the theoretical tax base in the corporate income tax

Net operating surplus
It was obtained from the GDP by type of income published by INEI for 2006-2012. For the sectorial estimation, the 
2007 input-output matrix (IOM 2007) by INEI provides the information on the net operating surplus for 103 activities.

The concept of operating surplus includes a variable called Mixed Income, which corresponds to the profits earned by 
individuals. The Mixed Income comprises profits of individual companies, which are taxed by the corporate income tax. 
However, it also includes income from self-employment (fourth category), classified as personal income tax, so it should 
be excluded.

Net interests
Paid and received interests are available in the integrated economic accounts in the section on primary revenue alloca-
tion. The resource part represents interests received, and paid interests are recorded in the utilization part.

Net estates rents
These rents refer to profits or losses arising from the use of land and subsoil. For example, the income a person receives 
for the lease of agricultural land or the royalties paid by a mining company are recorded under this concept. This infor-
mation comes from the primary revenue allocation tables. On the resource side received rents are recorded, and on the 
utilization side paid rents are recorded.

Exempt or not taxable activities or rents

Home ownership 
First of all, the operating surplus of home ownership should be excluded. It is the imputed income that reflects the net 
income that arises due to the ownership of a home for one’s own use. This value comes from the tables of Current and 
Accumulation Accounts by institutional sector, and corresponds to the operating surplus imputed to households. As 
the Current and Accumulation Accounts by institutional sector were not available, it was assumed that this value was 
similar to the home ownership sector in terms of GDP.

Fourth-category income
This income must also be excluded in order to correctly determine the theoretical tax base. Based on the IOM, fourth-cat-
egory income can be associated to the mixed income from the following industries: complementary transport services; 
production, design and distribution of films and sound recording; radio and television; information technology and 
data processing; other information services; professional, scientific and technical services; advertising and market re-
search services; employment agencies; security and protection services; cleaning and support services to buildings and 
garden maintenance; other administrative and support services; private education; private health; arts, entertainment 
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and recreation; and other personal-service activities. Based on the 2007 IOM, the percentage that mixed income activ-
ities under the fourth category income represent in the total operating surplus in the services sector was calculated. 
Then that percentage was applied to the net operating surplus of the services sector for every year.

Public Sector 
The public sector is exempt from income tax, except for state enterprises, so its net operating surplus should be exclud-
ed from the calculation. However, the National Accounts do not allocate an operating surplus to the public sector, so 
this variable is zero.

Private universities that are non-profit legal entities
It is reasonable to assume that as a result of this exemption, all private universities are established as nonprofit entities. 
In the IOM 2007, universities are part of the private-education category, so it is not possible to obtain the exempt oper-
ating surplus directly. Therefore, estimates of tax expenditures by SUNAT were used. These estimates are based on the 
annual statements of income tax of these entities. 

Foundations, religious institutions and nonprofit entities 
The National Accounts do not allocate an operating surplus to nonprofit entities, so this variable is zero.

Business established in the ilo, Matarani and Paita CETiCoS
According to information found on the Internet, there are around 40 companies located in these three CETICOS, many 
of them of small and medium size. Thus, their relative share of their economic sectors may very likely be insignificant, 
so an estimate of the theoretical income of these companies was not carried out. 

users of ZoFRATACNA performing industrial, agribusiness, maquila assembly and services 
activities
Tax expenditure estimates developed by SUNAT were used. These estimates are based on annual statements of income 
tax of the ZOFRATACNA users.

Amazon-region taxpayers that mainly develop agricultural activities
Tax expenditure estimates developed by SUNAT were used. These estimates are based on annual statements of income 
tax filed by these taxpayers.

Net income under special or simplified regimes
Ideally, a theoretical estimate of the net income of those companies benefiting RUS and RER would be available and 
then it would be subtracted from the theoretical tax base. The best source of information for this purpose is the National 
Economic Census (CENAC) of 2008, in which  businesses were surveyed regarding their taxation regime. The income of 
these companies for 2007 was estimated with CENAC data and for the remaining years, it was assumed that it represent-
ed the same share of the 2007 net operating surplus.

Deduction and deferrals 
It was not possible to obtain information on these variables, so they were omitted.

losses of previous and current years 

It was not possible to obtain information on these variables, so this adjustment was omitted.

Theoretical tax collection estimation
Theoretical tax collection is calculated as follows:

Theoretical	tax	collection	=	(Theoretical	tax	base	x	Tax	rate)	-	Actual	Tax	Credits
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The general tax rate is 30 percent. However, there is a reduced rate of 15 percent in the agricultural sector. Therefore, a 
weighted average tax rate was estimated using the share of the agricultural sector in the total GDP.

Actual tax collection and evasion estimation
The actual collection was obtained from the Consolidated Central Government Revenue statistics, published on SU-
NAT’s website. The revenue for a given year is the sum of: third category of a given year and Regularization of Legal 
Entities of the next year. The first is the advances made by the firms during the calendar year, while the second is the 
differences that companies pay when filing the income tax for the previous year income.

Results
The results are shown in the Table 13. Evasion in the corporate income tax reaches significant levels in Peru. Its level is 
quite stable over the estimation period, around the 64 percent of the theoretical collection.97

97  Includes tax deduction, deferred expenditures and monetary correction.

Table 13: Estimation of the Corporate income Tax Evasion (million Soles)

 2006 2007 2008 2009 2010 2011

1.
 
 
 
 

Estimated profits 186.730 206.887 234.007 243.081 277.380 315.492

Net operating surplus 187.167 209.852 237.870 246.244 281.758 317.464

Received interests 10.663 11.956 13.552 14.029 16.052 18.086

Paid interests -11.101 -12.446 -14.108 -14.604 -16.711 -18.828

Net estate rents -2.475 -3.307 -2.588 -3.720 -1.230

2.
 
 
 
 
 

Exempt activities and rents 18.548 19.928 21.889 23.462 25.087 27.001

Lease and ownership of the own home 7.408 7.713 7.990 8.315 8.440 8.674

Fourth category income 11.002 12.014 13.671 14.966 16.456 18.122

Nonprofit universities 109 167 189 143 148 159

ZOFRATACNA users 11 12 15 14 16 17

Agricultural firms in the Amazon region 19 21 24 25 27 29

3.
 
 

Net income of firms under simplified regimes 10.571 11.712 13.248 13.761 15.703 17.861

RER 8.653 9.587 10.844 11.265 12.854 14.620

RUS 1.918 2.125 2.403 2.497 2.849 3.240

4. Other adjustments97 N.D. N.D. N.D. N.D. N.D. N.D. 

5. Theoretical tax result (1-2-3-4) 157.610 175.247 198.870 205.857 236.590 270.631

6. Adjustments for tax losses 0 0 0 0 0 0

7. Theoretical tax base (5+6) 157.610 175.247 198.870 205.857 236.590 270.631

8. Average weighted tax rate 24,2% 23,9% 23,9% 23,9% 24,1% 24,5%

9. Theoretical tax collection (7x8) 38.112 41.959 47.576 49.171 57.010 66.269

10. Actual tax collection 13.793 15.506 17.137 13.547 18.639 23.717

11. Evasion (9-10) 24.320 26.453 30.440 35.624 38.371 42.551

12. Evasion rate (11/9) 63,8% 63,0% 64,0% 72,4% 67,3% 64,2%

Source: Author’s calculations.
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This study uses incidence analysis techniques to explore the distribution of costs and benefits of fiscal policy.98 Inci-
dence analysis is a procedure used to estimate how much a benefit or a tax falls on a specific socio-economic group. 
This tool has the ability to determine not only how much the assessed profit falls on the poorest groups, but also how 
progressive that intervention is (Van de Walle, 1998).

The steps to perform this analysis are: (i) to approximate the value of the transfer, the tax or the public service; (ii) to 
identify the beneficiaries who will receive or pay such transfer, tax or public service; (iii) to assign the transfer, tax or 
public service to its beneficiaries, (iv) to sort the beneficiaries by income deciles; and (v) to calculate how much of the 
analyzed benefits is distributed by income group. Usually in the literature, the value of the transfer or public service is 
assumed to be equivalent to the cost of provision (Cuesta et al., 2012). The information for the analysis is obtained from 
two main sources: public accounts and the National Household Survey (ENAHO). Public accounts are useful because 
they allow the estimation of the transfers/taxes value, while ENAHO identifies both the funders and the beneficiaries of 
fiscal policy and allows the rebuilding of its socioeconomic distribution.

The methodology used here is an incidence analysis based on income definitions, each of which involves different lev-
els of fiscal intervention. Thus, as shown in Figure 99, starting from the initial definition of market income (without fiscal 
intervention), taxes and transfers are added. As a result, we can estimate how these fiscal instruments affect households’ 
income, individually and jointly.

Thus, the income before any State intervention, the market income, is the income received by each household before 
taxes and transfers. This includes monetary and non-monetary income such as wages, employment benefits, net in-
come from self-employment, payments in kind, imputed income, net private transfers and consumption. Then, the net 
market income is the household market income after direct taxes. The disposable income is calculated by adding the 
direct transfers, which are identified to net market income. The after-tax income is the disposable income minus VAT 
and the excise tax payments. The final income is the sum of after-tax income plus the value of education and health 
government transfers. There is also an additional definition called Final Income*. This definition is the sum of health and 
education transfers over disposable income (before indirect taxes).

The incidence of taxes and transfers is defined as the decrease or increase in income as a result of these interventions. 
Thus, it is considered that the impact of these interventions on consumption appears only through increased income, 
reducing the budget constraint. In this context, implications of behavior or general equilibrium effects are not incor-
porated.

Since the information sources and the nature of the transfers and taxes analyzed are not identical, the process through 
which the value of each of these components is estimated is not always the same. Table 14 summarizes the different 
instruments to be analyzed and the method used in each case. The directly identified components are those for which 
the survey provides a value. For example, households in the survey reported how much they received from the Juntos 
program. On the other hand, there are other components whose value must be inferred from public accounts data, 
such as education spending.

98  A first analysis was performed in the framework of the “Commitment to Equity” (CEQ) directed by Nora Lustig and Peter Hakim. The proj-
ect is designed to assess the progressivity of social spending and taxation, its impact on poverty reduction and redistributive effects. Initially, 
the project has focused on Latin America. CEQ/Latin America and it is a joint project by the Inter-American Dialogue (IAD), the Center for 
Inter-American Policy and Research (CIPR), and Department of Economics of Tulane University. http://www.commitmenttoequity.org

Annex 5A
Fiscal incidence methodology
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Indirect taxes need to be imputed, since indirect taxes are not directly identifiable from the survey. Thus, the payable 
amount by household is simulated by applying the tax regulation to the reported purchases. However, several VAT 
exemptions affect the estimation of the paid VAT amount. In this analysis, the two most important exemptions are 
considered: (i) exemptions to the Amazon region; and (ii) exemptions to agricultural products. Together, they represent 
about 75 percent of the VAT exemptions

Since this method does not consider tax evasion, which in Peru is considerable, additional assumptions are applied to 
incorporate informality into the analysis. The information provided by ENAHO allows two main assumptions for model-
ing informality in the indirect taxes payment: (i) consumption in towns in rural areas (with 400 houses or less) is free of 
VAT; (ii) Sales by street vendors, farmers markets and others in similar informality conditions do not pay VAT.99

A challenge of working with household surveys and public accounts is the income underreporting in the surveys. This 
makes the information from these sources not fully comparable. To make them consistent, each definition of income, 
tax and transfers is scaled to totals obtained from national accounts net of administrative costs. Following Deaton 

99  Similar criteria are used by the tax incidence study conducted by the Secretaría de Hacienda y Credito Público in Mexico (2011).

Market income
Market income (monetary + non monetary)

before taxes and public transfers

Net market income

Disposable income

After tax income

Final income

Source: Sta� elaboration.

Figure 99. Income definitions

Direct taxes
-

+

-

+

Juntos and Food programs transfers 

Indirect taxes (VAT and excise tax on fuels) 

Health and education transfers

Table 14: identification method

Fiscal policy instrument Method

Direct taxed Directly identified 1

Juntos Directly identified

Food programs Directly identified

Indirect taxes (VAT and excise tax on fuels) Imputed 2

Education spending Imputed

Health spending Imputed

Pensions Imputed

1: Directly identified involves that the tax or transfer is directly reported in the survey.  2: Imputation consists of identify the receiver of the transfer/payer of the tax from the 
household survey and “impute” the received/paid amount from the information in the public accounts. Source: Staff elaboration
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(2005) to avoid the upward bias that occurs when scaling, the calculation of these measures will only be used for relative 
calculations, such as incidence and inequality analysis; while not-scaled measures will be used for the poverty analysis.

This study used the measures mentioned above to generate the following analyses for 2005, 2009 and 2011: 

•	 An	analysis	of	poverty	and	inequality	before	and	after	taxes.	
•	 An	analysis	of	the	incidence	of	taxes	and	transfers	by	income	deciles.	
•	 The	concentration	coefficients	for	State	transfers.	

It should be noted that not all taxes and transfers implemented by the government can be identified and/or simulated 
using the proposed methodology. Thus, from the taxes collected by the general government, only the VAT on final 
products and services, the personal income tax and the excise tax on fuels directly consumed by households can be 
identified. These taxes represent about 65 percent of the total tax revenues for 2005, 2009 and 2011, so it is considered 
to be a sufficiently large share of collected taxes to reach relevant conclusions.

In the case of social spending, almost all spending on health and education is imputed by considering the individual 
cost of providing these services. However, the situation is more complex in the case of social programs because just 
over half of the spending on social programs corresponds to programs with collective beneficiaries or groups of benefi-
ciaries, so its effect on households cannot be directly identified. Additionally, a significant number of programs with in-
dividual beneficiaries are not included because the survey does not provide information on whether or not household 
members belong to the program. Thus, it can only identify the effect of two types of programs: direct cash transfers 
(Juntos) and direct transfer programs for food. It should be noted that although the number of identifiable programs is 
limited, these account for over 70 percent of spending on social programs with individual beneficiaries and more than 
30 percent of total spending on social programs.

The estimation of indirect taxes 

Two issues are of particular interest to model the impact of indirect taxes on household income: first, how the tax ex-
emptions are included in the analysis; and, second, a more detailed analysis of how informality assumptions are used. 
A description of how these two issues are addressed in this analysis is presented below. 

Exemptions

The tax exemptions considered in this analysis are the two most important ones: the exemptions to the Amazon region 
and the exemptions to agricultural products. The Peruvian Amazon region is exempt from paying VAT on the sale of 
goods and provision of services.100 The consumption of oil, natural gas and oil derivatives is also exempt from VAT and 
Excise tax.101 Finally, companies located in the Amazon region are exempt from VAT on the imports of goods.

Thus, in the simulations, it is assumed that taxpayers in the Amazon region do not pay VAT, since the costs reported by 
the National Household Survey (ENAHO), on which our estimates are built, focus on purchases of goods and services. It 
is also assumed that taxpayers in the Amazon region do not pay excise tax on fuels.

In the case of the agricultural products exemption, the number of exempted goods is high; however, the exemption 
does not include the total food products consumed by the households. Given this, for simulation purposes, the list of 
food consumed by each household according to ENAHO was compared with the list of products that, according to 
the Law, are taxed or exempt. From the list of 465 products reported by the ENAHO, about 30 percent was classified as 
exempt from VAT. 

100  Provided that the consumption of such goods is made within the region.
101  This only applies to the departments of Loreto, Madre de Dios and Ucayali, while in Amazonas and San Martin this exemption is not 
valid.
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Thus, in order to simulate the exemptions in the Amazon region, it was considered that the goods and services for con-
sumption within the Amazon region are exempt from VAT, while in order to simulate the agricultural exemption, the list 
of consumed foods by the households was analyzed and classified as exempt or not exempt from VAT.

Informality

In this analysis, informality is important in the sense that it is not equally distributed throughout the population.102 
Informality is more common, for example, in the most remote places, where the State presence is considerably lower. 
It is also higher among firms with lower production levels or fewer employees, since these are less visible to the taxing 
agencies. Given these characteristics, it is necessary to consider the probability of evasion when modeling the distribu-
tion of taxes among households.

VAT payment in Peru represented 52 percent of total tax revenues collected by the government in 2011 and VAT evasion 
levels are quite high (35 percent, according to official estimates). However, it is still not clear how these evasion levels 
affect the distribution of indirect taxes payments. 

The academic consensus on the progressivity of taxes like VAT is that this kind of taxes is regressive. The theoretical basis 
for this claim is strong: if a tax is applied generally to any expenditure incurred by the household, those households with 
expenditure levels closer to their income (or higher propensity to consumption) will have to pay a higher share of this 
tax relative to their market income. However, the role of informality can affect the distribution of VAT payment in a way 
that is interesting to analyze.

The information provided by ENAHO allows two main assumptions for modeling informality in the payment of indirect 
taxes: (i) goods consumed in towns in rural areas (with 400 houses or less) do not pay VAT; (ii) any expenditure made 
at street vendors, farmers markets or under similar informality conditions does not pay VAT either. The first of these 
assumptions is based on the fact that the tax presence in rural areas is very limited, while the second identifies those 
shopping places that have less probability of being registered and/or complying with their tax obligations.

The assumptions made are not independent from the household income. Thus, it was found that the share of poor 
households is higher in rural areas than in urban areas, which suggests that the non-payment of taxes in rural areas 
makes the VAT less regressive. The purchase of goods in places that are less likely to be registered, such as street mar-
kets, is more common among low-income families, which would also make the VAT payment more progressive than 
expected.

102  See Gordon and Lee (2009), Kleven et al. (2009) and WB (2012).
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Potential payment estimation

Informality is one of the main causes of lower collection of income tax in the fourth and fifth categories (labor income 
tax). In the absence of informality, it would be expected that the amounts collected by these taxes were significantly 
higher under the same tax regulation. In this section, the labor income tax that households should pay in the absence 
of informality is estimated. It is calculated on the income reported by households in the National Household Survey 
(ENAHO, 2011) after scaling103 them to be consistent with the national-accounts data. This correction is performed so 
that the estimated potential revenue does not have the negative effects of income underreporting that occurs in this 
type of survey.104

To estimate labor income taxes that every household should pay, it is necessary to identify which revenues are taxable. 
Since the objective of the analysis is to estimate the payment of labor income taxes, first the labor income by household 
is estimated. Labor income is the main source of household income in Peru. As shown in Figure 100, the labor earnings 
represent about three-quarters of households’ market income105 (or income before the State intervention). The impor-
tance of labor income within the market income increases with household income. It represents 63 percent of market 
income in the poorest decile, while from the fourth decile it reaches 75 percent. Other sources of non-labor income 
include: rental income (including imputed income), pensions and allowances, donations and private transfers.

There are two types of labor earnings: monetary and non-monetary (or in kind) labor income. The following graph 
shows the share of total labor income by type (Figure 101). In lower-income deciles, non-monetary revenues represent 
a larger share of total labor income. Unlike monetary income, non-monetary is not taxed by the income tax, which 
contributes to its progressivity.

Within monetary income it is also possible to make a distinction between income categories for tax purposes. As seen 
in Figure 102, self-employment income represents a considerably higher percentage of total labor income among the 
poorest deciles. Thus, salaried work is more common among higher-income households and self-employment is more 
common among poorer households.

In order to calculate the amount of labor income tax that each worker would actually pay, the fiscal regulation is ap-
plied to the estimated income. The rule establishes a 20 percent tax deduction of net income from self-employment 
and a 7 UITs deduction on the sum of net income from the fourth and fifth income categories (salaried work). An UIT in 
2011 amounted to NS3,600, which means that only people who receive labor income above NS25,200 annually (about 
NS2,100 monthly) would actually pay these taxes.

Under existing tax rules, the labor income tax in Peru has three brackets: (i) revenues below 27 UITs a year (NS97,200 
per year or NS8,100 a month net of deductions) pay a 15-percent marginal tax rate; (ii) income between 27 and 54 UITs 
(NS194,400 annually or NS16,200 soles monthly) pay a 21-percent marginal rate; and (iii) revenues over 54 UITs a year 
pay a 30-percent marginal rate.

103  Scaling to national accounts consists of multiplying the total market income reported in the survey by a factor that makes that total 
equal to the national income (from national accounts). This process is explained in more detail in Jaramillo (2013).
104  In previous reports it has been estimated the incidence of direct taxation (Jaramillo [2013]). However, while direct taxes used for these 
calculations were those that the individuals in the survey reported paying, the estimates presented here are based on the reported earnings 
(estimating the potential tax that individuals should pay for their income). Thus, the distribution of these may be different.
105  Market and labor income considered in this section are household per capita income.

Annex 5B
Estimation of potential collection and evasion 
of the personal income tax
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Table 15 presents the estimated potential labor income tax revenue, taking into account the reported income to EN-
AHO. The tax payment as a percentage of market income is also presented (it is called incidence). According to these 
estimates, the labor income tax affects people from deciles 4 and 5 of the market income distribution (the average 
market income of these deciles is NS5,942 and NS7,561 per person per year, respectively). However, the incidence is 
higher from decile 8 and especially important among those individuals in decile 10 (9 percent of the labor monetary 
income received by the top decile).106

To analyze the potential tax collection, the composition of tax payments is analyzed according to the type of income 
from which they come. Since the labor income tax is estimated as the sum of income from fourth and fifth categories, 
determining how much the tax is for fourth-category income and how much for fifth-category income is not a calcula-
tion can be performed directly. For that reason, each type of income is estimated independently, i.e., fourth-category 
tax payments are estimated when the income of the fifth category is zero (where those that only have fifth-category in-
come and those who have some fifth-category income are included). Likewise, fifth-category tax payments are estimat-
ed when fourth-category income is zero (similarly, including those who only have fourth-category income and those 

106  Cases were found of individuals in the lowest deciles that could potentially pay, as they reported above NS25,000 of annual income, but 
have large families, so their per capita income places them in poverty even though their total earnings are not low.

Source: Sta� calculations based on ENAHO 2011.

Figure 100. Labor income as % of market income by market
income decile, 2011
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Figure 101. Labor income composition by market income
decile, 2011

Deciles of market income

0%
10%
20%
30%
40%
50%
60%
70%
80%
90%

100%

10987654321

71% 83% 90% 92% 94% 94% 95% 96% 96% 98%

Self-employment
income

Self-employment
income (% of total)

Salaried work

Source: Sta� calculations based on ENAHO 2011.

Figure 102. Labor income composition by market income
decile, 2011
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Figure 103. Potential incidence of the labor income tax on
the market income by market income decile, 2011

-9%
-7%
-5%
-3%
-1%
1%
3%
5%
7%
9%

10987654321

-6.5%-2.1%-1.4%-0.7%-0.5%-0.3%-0.1%0.0%0.0%0.0%



106

who have some fourth-category income). Table 16: Independent estimation of the fourth and fifth income tax. Table 16 
presents these results.107 Most of the collection seems to be generated by salaried workers (66 percent). Though fourth 
income category represents a significant share of the population income (39 percent), the share of taxable income from 
self-employment is less than the share of the salaried income (33.7 percent). In those deciles where the income tax pay-
ment is more important, the income taxes collected from the fourth category are between 20 percent and 35 percent 
of total revenue. The estimate of the fifth income tax category is consequently about 65 percent, and 80 percent of the 
total payment in each decile.108

From this first estimation, some preliminary conclusions can be drawn. First, labor income represents a fairly significant 
proportion of market income, especially from decile 4 (75 percent of income in deciles between 4 and 10). Non-mon-
etary labor income is only relevant in the poorest deciles and its importance almost disappears among richer families. 
Within monetary earnings, the share of salaried income increases with per-capita household income. Finally, fourth 
and fifth income tax categories in the absence of evasion would have an effect on household income from decile 4, 
but this effect would only be significant from decile 8. Additionally, most potential revenue would come from the fifth 
income-tax category (66 percent).

An estimate based on information provided by SUNAT results in a collection of fourth and fifth-category income tax of 
NS6,362 million. Thus, the estimated revenue under the assumptions presented in this section is significantly higher 
than the tax collection reported by the tax authority (1.6 times the collection reported by SUNAT), supporting the hy-
pothesis of the importance of evasion. Furthermore, the fourth-category income tax represents 34 percent of the esti-
mated potential income tax, a considerably higher percentage than the current 9 percent, according to estimates based 
on information reported by SUNAT.109 This suggests that evasion is much more significant among  the self-employed. 

107  Since the estimates in this table are calculated considering the fourth and fifth category income independently, these estimates vary 
from the estimated fourth and fifth category income (total) presented in the previous table that calculates the tax based on the sum of both 
revenues.
108  It should be noted that the results in deciles 2 and 3 show “strange” data, which do not follow the trend observed in other deciles. This 
is because the number of observations there is very small, and when they are scaled they result in disproportionate amounts. Therefore, the 
numbers there result from unusual cases. For this reason the information presented throughout the study for the first deciles of the distribu-
tion must be taken with caution.
109  SUNAT, Nota Tributaria

Table 15: Potential labor income tax payment by market income decile, 2011

 Market 
income

Monetary labor 
income

4th and 5th categories 
income tax

4th and 5th categories 
income tax

4th and 5th categories 
income tax

 Million NS Million NS Million NS % Market income % Monetary labor income

1 4,263 1,903 0 0.0% 0.0%

2 8,785 5,048 -1 0.0% 0.0%

3 13,044 8,464 -3 0.0% 0.0%

4 17,487 11,989 -21 -0.1% -0.2%

5 22,264 15,484 -60 -0.3% -0.4%

6 27,583 19,113 -129 -0.5% -0.7%

7 33,955 24,131 -293 -0.9% -1.2%

8 42,352 30,281 -577 -1.4% -1.9%

9 56,303 39,762 -1,203 -2.1% -3.0%

10 125,970 92,678 -8,225 -6.5% -8.9%

Total 352,007 248,852 -10,511 -3.0% -4.2%

Source: Staff calculations based on ENAHO 2011.
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Finally, the tax should be considered as progressive, affecting a significant share of the population only from the eighth 
decile (with an average income market reduction higher than 1 percent).

Tax evasion in labor income

From the analysis in the previous section, potential revenue was estimated to be 65 percent higher than the actual 
amount reported by SUNAT. Since tax evasion is a well-known problem in Peru, these results are not surprising. Howev-
er, they are relevant to the extent that they support the need to incorporate the effects of evasion in any estimate that 
seeks to simulate the effects of a change in tax regulation.

According to data collected by SUNAT there were 894,300 actual taxpayers registered in Peru as paying labor income 
tax in 2011. In this case, the term “actual taxpayers” refers to the number of declarants who actually paid the tax, which 
means that their income was above the 7 UITs year (NS25,200) after the fourth-category income deductions in 2011. 
Table 17 is a comparison between the number of actual taxpayers according to the official source, and the number of 
taxpayers who should be taxed according to the potential collection estimates. The last column shows the percentage 
that the actual collection (SUNAT) represents in the potential collection (ENAHO). Thus, under the assumption that the 
income reported by individuals in ENAHO (and adjusted to national accounts) represents the real income, actual tax-
payers represent only 35 percent of potential taxpayers under the current tax regulation. 

According to the table above, evasion is much more significant in the lower brackets of the distribution. Thus, while for the 
lowest bracket, actual taxpayers represent only 34.5 percent of potential taxpayers, the percentage increases to 66.4 percent 
in the middle bracket and reaches 72.7 percent in the highest bracket. The distribution of actual and potential taxpayers dif-
fers not only because of people not filing taxes, but also because some taxpayers may have under-reported their real income.

Adding evasion to the estimates of the labor income tax

The methodology used to incorporate informality in the following estimates comes from Engel et al. (1999). It aims 
to track the patterns of evasion and underreporting by comparing estimates of potential tax payment obtained from 

Table 16: independent estimation of the fourth and fifth income tax

 4th + 5th categories 
of income tax

4th category 
income tax

5th category 
income tax

4th category 
income tax

5th category
income tax

 Million NS Million NS Million NS % Income tax 4th + 5th category % Income tax 4th + 5th category

1 0 0 0 0.0% 0.0%

2 -1 -1 0 66.0% 34.0%

3 -3 0 -2 9.2% 90.8%

4 -18 -4 -14 21.1% 78.9%

5 -50 -10 -40 19.4% 80.6%

6 -115 -28 -87 24.2% 75.8%

7 -271 -89 -182 32.8% 67.2%

8 -529 -144 -385 27.3% 72.7%

9 -1,120 -329 -792 29.3% 70.7%

10 -7,951 -2,786 -5,165 35.0% 65.0%

Total -10,057 -3,390 -6,667 33.7% 66.3%

Source: Staff calculations based on ENAHO 2011.
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household surveys with actual collection reports provided by the tax authority. Thus, in the Peruvian case, the method-
ology compares the results obtained from the ENAHO to reports provided by SUNAT.

A first step is to compare the observed number of taxpayers in SUNAT databases to the number of potential taxpayers 
according to ENAHO. Thus, those taxpayers with sufficiently high income to be taxable (with income greater than 7 
UITs) according to ENAHO are compared to the number of registered taxpayers in SUNAT. As seen in the Table 18, more 
than one and a half million potential taxpayers are estimated as not making any labor-income payment. In other words, 
a million and a half potential taxpayers in ENAHO are found within the ‘non-reporting’ group.

To estimate the income of the “non-reporting” group, a sample of 1,579,663 individuals (potential taxpayers minus 
actual taxpayers) among potential taxpayers identified in ENAHO is considered, and it is assumed that these represent 
the “non-reporting” in the survey. The sample is obtained taking into account two main assumptions. The first is that 
those people that have incomes above the 90th percentile of the potential distribution always declare at least part of 
their income. This implies that people in this range may underreport income but cannot avoid the submission of a tax 
statement to the tax authorities. The second assumption is that not to file tax statements is easier for those with lower 
incomes than for those with higher incomes. Thus, when taking the sample, it is considered that the probability of not 
filing tax statements decreases linearly with the person’s income and that this probability is zero when income is above 
the 90th percentile of the distribution. 

Table 19 shows the distribution of “reporting” and “non-reporting” groups by taxable income brackets. Both among po-
tential taxpayers and between taxpayers registered in SUNAT, 90 percent or more of the individuals in the distribution 
have incomes below 27 UITs year.

Then, the “non-reporting” group in the potential taxpayers estimated with ENAHO is excluded; the collected income 
tax is compared to that obtained from SUNAT’s reports. Table 20 shows this information by taxable income brackets. 
The first column shows the potential tax payments obtained from ENAHO once the ‘non-reporting’ were excluded from 
the sample. The second presents the difference between the potential amount estimated by the “reporting” and the 
amount they actually reported to SUNAT. The third column shows the amount of taxes actually reported by the “report-
ing” to SUNAT. Finally, the fourth column is the ratio resulting of the division between the second and the first columns.

Income collected by SUNAT is lower than that recorded by ENAHO in the first two brackets, suggesting significant un-
der-reporting of income. For higher-income individuals, the amount of taxes estimated through ENAHO is below that 
reported by these individuals in SUNAT statements. This is explained by the fact that household surveys have major 
problems representing persons with higher incomes. Although adjustments have been made in order to try to mini-
mize the underreporting bias of such surveys, this correction is not enough to adequately represent the higher-income 
segment of the distribution.110 It should be noted that individuals with taxable income in this section only represent 2.8 
percent of actual taxpayers in SUNAT.

To better approximate underreporting, potential taxpayers are arranged – those not excluded randomly as part of 
the group of “non-reporting” – in centiles and the total revenue earned by each quantile is compared to that ob-
tained by applying the same procedure to the group of registered taxpayers in SUNAT. The difference is the total un-
derreported by each centile.111 The underreporting was distributed proportionally to the income of each individual 
within each quantile.

110  The methodology applied for scaling ENAHO is the same that has been used in other calculations already made with this database. The 
process followed was to multiply the income in ENAHO by a fixed factor obtained by dividing the national disposable income (obtained from 
national accounts) by total income in the Household Survey.
111  In the case of the highest quantiles, where the income reported by the SUNAT is lower than that found in ENAHO, the underreporting 
adjustment factor applied is 1. The decision of not to scale the income reported by SUNAT comes from the study’s priority of having com-
parable data under informality and with potential tax collection, so that the comparison between potential collection and collection under 
informality represents the effect of evasion and not measurement errors in the survey. An implication of this decision is that the estimated 
amount of taxes from ENAHO under informality is lower than that reported by the tax authority.
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Table 17: Number of taxpayers by tax bracket, 2011

SUNAT ENAHO SUNAT/ ENAHO

< 27 UITs 809,300 2,349,175 34.5%

27 – 54 UITs 59,700 89,966 66.4%

54 UITs < 25,300 34,822 72.7%

Total 894,300 2,473,963 36.1%

Source: Staff calculations based on ENAHO (2011) and SUNAT (2011).

Table 18: Number of potential taxpayers that do not pay labor income tax by available income bracket, 2011

SUNAT ENAHO SUNAT/ ENAHO

< 27 UITs 809,300 2,349,175 1,539,875

27 – 54 UITs 59,700 89,966 30,266

54 UITs < 25,300 34,822 9,522

Total 894,300 2,473,963 1,579,663

Source: Staff calculations based on ENAHO (2011) and SUNAT (2011).

Table 19: Distribution of “reporting” and “non-reporting” groups by taxable income brackets

 Reporting individuals Non-reporting individuals Potential taxpayers ENAHO Actual taxpayers SUNAT

< 27 UITs 769,512 1,579,663 2,349,175 809,300

27 – 54 UITs 89,966 0 89,966 59,700

54 UITs < 34,822 0 34,822 25,300

Total 894,300 1,579,663 2,473,963 894,300

Source: Staff calculations based on ENAHO (2011) and SUNAT (2011).

Table 20: labor income tax payments

 Potential payment by 
reporting individuals

Underreported 
amount

Reported amount Underreported / Potential payment 
by reporting individuals

7-27 UITs 3,684 965 2,720 26%

27-54 UITs 2,002 672 1,330 34%

más de 54 UITs 2,138 -174 2,312 -8%

Source: Staff calculations based on ENAHO (2011) and SUNAT (2011).
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The result is a variable of reported income constructed from data supplied by ENAHO that replicates the pattern of eva-
sion and underreporting found when comparing the survey data with information provided by SUNAT, as displayed in 
Table 21. It shows the potential impact of the labor income tax and the incidence of it once informal assumptions are in-
corporated. The table also includes a column that shows the variation in tax collection when the informal assumptions 
are included in the analysis. The incidence of the tax virtually disappears between deciles 4 and 7 when considering 
the effects of informality. Declining revenues in deciles 7 and 8 is higher than 80 percent, while in the 9th decile, this 
decrease is 73 percent. In the top decile, decreased evasion is around 40 percent. Thus, the incidence of labor income 
tax, after considering the effects of informality, is found only on the four highest income deciles, and a decrease of mar-
ket income higher than 1 percent only occurs in decile 10 (Figure 104). In aggregate terms, it is found that informality 
reduces tax revenues by almost half.

Potential income
tax collection

Income tax collection
with informality

Source: Sta� calculations based on ENAHO (2011) and SUNAT (2011).

Figure 104. Labor income tax estimates with and without
informality by market income deciles (as % of market
income), 2011
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Table 21: labor income tax estimates with and without informality, 2011

 Market income Potential income tax Income tax
with informality

C when adding 
informality

 Million NS % Market income % Market income Variation %

1 4,263 0.0% 0.0%  

2 8,785 0.0% 0.0% -96.3%

3 13,044 0.0% 0.0% -80.4%

4 17,487 -0.1% 0.0% -94.5%

5 22,264 -0.3% 0.0% -91.2%

6 27,583 -0.5% 0.0% -90.1%

7 33,955 -0.9% -0.1% -86.8%

8 42,352 -1.4% -0.2% -81.8%

9 56,303 -2.1% -0.6% -72.5%

10 125,970 -6.5% -3.9% -40.2%

Total 352,007 -3.0% -1.5% -48.5%

Source: Staff calculations based on ENAHO (2011) and SUNAT (2011).
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The effects of the income tax reforms may be very different under formality and informality scenarios. Tn order to show 
the effect of these scenarios, the simulations were first done under the “zero informality” scenario, then compared to 
the results with informality. The first part of this annex evaluates the impact of these reforms on potential collection 
based on ENAHO data. Then, the impact is evaluated considering the under-reporting and evasion patterns found by 
comparing ENAHO and SUNAT data.

The scenarios were chosen based on interviews with the Ministry of Finance, SUNAT and tax specialists, and are the 
following:112

1. Reduce eligibility threshold from 7 to 5 UIT for the personal income tax (fourth and fifth income tax categories) 
2. Change marginal tax rate brackets. Lower the income tax bracket for the 21-percent tax rate from 27 UIT to 20 UIT, 

and from 54 UIT to 40 UIT for the 30-percent tax rate (self-employment and salaried labor income, fourth and fifth 
income-tax categories).

3. Reduce eligibility threshold to 4 UIT, combined with a lower tax rate. Introduction of a tax bracket with a rate of 5 
percent (option a) or 10 percent (option b) for those earning between 4 UIT and 7 UIT.

4. Eliminate the deduction on independent labor income. Eliminate the 20 percent deduction in the fourth inco-
me-tax category.

5. Change the 20-percent deduction to only health and education expenditures. 

Estimation of the potential tax collection under full formality (using ENAHo)

The results of these reforms on the personal income tax are presented below. The first section presents the potential 
effects on the per-capita market income of the households by decile. The second section does the same but considers 
only labor income, so the changes in workers’ labor income can be observed.

Effects on the per-capita market income by decile under full formality

The table below shows potential personal income tax collection under the different scenarios. The increase in collection 
is higher under scenarios 1, 3a and 3b, that is when the tax threshold is reduced below 7 UIT.

Table 23 shows the impact on market income by decile. The incidence of the tax increases in the lower deciles under 
scenarios 1, 3a and 3b, while it increases more in the richest deciles (8, 9 and 100) under scenarios 4 and 5. Total collec-
tion increases in every scenario, although under scenarios 2, 4 and 5, there is no effect on the poorest deciles (1, 2 and 
3). The scenario with the lowest incidence and the lowest impact on collection is scenario 2.

Table 24 shows that under scenarios 1, 3a and 3b, tax collection increases substantially in the lower-medium deciles. 
However, collection within these deciles remains low.113

112  The tax rates and tax brackets used in the different scenarios were chosen based n Latin-American standards (USAID data Fiscal Reform 
and Economic Governance Project [2009]). 
113  The effect on the lowest deciles should be analyzed with caution since they are usually caused by outliers.

Annex 5C
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Table 22: Total collection under different scenarios under the assumption of complete formality, 2011

Personal income 
tax on labor 

income (4 and 5 
categories)

Reduce 
threshold 7 

to 5 UIT

Change 
marginal 
tax rate 
brackets

Reduce 
threshold to 
4 UIT, with a 
5% tax rate

Reduce 
threshold to 
4 UIT, with a 
10% tax rate

Eliminate 
deduction on 
independent 
labor income

Change deduction 
to only to health 

and education 
expenditures

Decile Million Soles Million Soles Million Soles Million Soles Million Soles Million Soles Million Soles

1 0 0 0 0 0 0 0

2 -1 -7 -1 -6 -11 -3 -2

3 -3 -21 -3 -22 -41 -5 -4

4 -21 -101 -21 -81 -140 -34 -29

5 -60 -225 -60 -169 -279 -93 -82

6 -129 -358 -129 -278 -426 -177 -163

7 -293 -683 -293 -527 -762 -401 -364

8 -577 -1,117 -577 -890 -1,204 -721 -673

9 -1,203 -1,968 -1,207 -1,634 -2,061 -1,466 -1,377

10 -8,225 -9,601 -8,709 -9,201 -9,793 -9,421 -9,136

Total -10,511 -14,081 -10,999 -12,808 -14,718 -12,323 -11,830

Total (% GDP) 2.2% 2.9% 2.3% 2.6% 3.0% 2.5% 2.4%

Source: Staff calculations based on ENAHO 2011.

Table 23: Collection under different scenarios as share of market income under full formality, 2011

 Market 
Income

Personal 
income tax on 
labor income 

(4 and 5 
categories)

Reduce 
threshold 7 

to 5 UIT

Change 
marginal tax 
rate brackets

Reduce 
threshold to 
4 UIT, with a 
5% tax rate

Reduce 
threshold to 
4 UIT, with a 
10% tax rate

Eliminate 
deduction on 
independent 
labor income

Change 
deduction to 

only to health 
and education 
expenditures

 Million 
Soles

% Market 
Income

% Market 
Income

% Market 
Income

% Market 
Income

% Market 
Income

% Market 
Income

% Market 
Income

1 4,263 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

2 8,785 0.0% -0.1% 0.0% -0.1% -0.1% 0.0% 0.0%

3 13,044 0.0% -0.2% 0.0% -0.2% -0.3% 0.0% 0.0%

4 17,487 -0.1% -0.6% -0.1% -0.5% -0.8% -0.2% -0.2%

5 22,264 -0.3% -1.0% -0.3% -0.8% -1.3% -0.4% -0.4%

6 27,583 -0.5% -1.3% -0.5% -1.0% -1.5% -0.6% -0.6%

7 33,955 -0.9% -2.0% -0.9% -1.6% -2.2% -1.2% -1.1%

8 42,352 -1.4% -2.6% -1.4% -2.1% -2.8% -1.7% -1.6%

9 56,303 -2.1% -3.5% -2.1% -2.9% -3.7% -2.6% -2.4%

10 125,970 -6.5% -7.6% -6.9% -7.3% -7.8% -7.5% -7.3%

Total 352,007 -3.0% -4.0% -3.1% -3.6% -4.2% -3.5% -3.4%

Source: Staff calculations based on ENAHO 2011.
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Effects on the per-capita labor income by decile (only for workers) under full formality

These results only show the effects on labor income, disregarding the number of household members. Thus, those in 
the highest deciles are those with the highest labor income, without considering how many people live on that income. 
Table 25 shows that the different scenarios only affect the richest deciles and that most collection is concentrated in 
decile 10.

Table 26 shows the incidence of the personal income tax on workers’ revenues, while Table 27 shows the change in 
collection by labor-income decile. The reforms that affect most the lower deciles are the same as when estimated with 
market income; however, when estimated with labor income, under scenarios 3a and 3b, personal income tax only af-
fects taxpayers over decile 6. Under scenarios 2, 4 and 5, the effect appears again only in the two richest deciles. Again, 
collection increases more (both by decile and total collection) under those scenarios that reduce the eligibility thresh-
old. Likewise, the lowest increase in collection occurs under the scenarios that lower the tax bracket for the highest tax 
rates.114 

Given the results in this first set of simulations, it can be inferred that in the absence of informality, the reforms that 
would increase more personal income tax collection are those that reduce the eligibility threshold. The application 
of a lower threshold under scenario 3a increases revenues; however, the overall increase is not as important as that 
obtained under a smaller reduction of the threshold (5 UITs instead of 4 UITs) as under scenario 1. The increase in col-
lection, however, is far more significant under a 10-percent tax, which shows that the change in the tax rate for the tax 
bracket between 4 and 7 UITs affects total collection considerably.

114  The change in potential tax collection for decile 8 under scenarios 1, 3a and 3b is so high because in the baseline scenario collection 
was close to zero.

Table 24: Shows that under scenarios 1, 3a and 3b, tax collection increases substantially in the lower-medium deciles. 
However, collection within these deciles remains low114

 Personal 
income tax on 
labor income 

(4 and 5 
categories)

Reduce 
threshold 
7 to 5 UIT

Change 
marginal tax 
rate brackets

Reduce 
threshold to 4 
UIT, with a 5% 

tax rate

Reduce 
threshold to 4 

UIT, with a 10% 
tax rate

Eliminate 
deduction on 
independent 
labor income

Change 
deduction to 

only to health 
and education 
expenditures

 Million 
Soles

Change compared 
to current personal 

income tax

Change compared 
to current personal 

income tax

Change compared 
to current personal 

income tax

Change compared 
to current personal 

income tax

Change compared 
to current personal 

income tax

Change compared 
to current personal 

income tax

1 0

2 -1 488.2% 0.0% 421.1% 842.3% 129.2% 71.0%

3 -3 626.3% 0.0% 669.0% 1338.0% 71.1% 37.8%

4 -21 378.4% 0.0% 283.1% 566.2% 62.7% 38.3%

5 -60 278.1% 0.0% 183.8% 367.6% 56.2% 37.3%

6 -129 178.2% 0.0% 115.6% 231.1% 37.8% 26.5%

7 -293 133.4% 0.0% 80.1% 160.1% 37.1% 24.3%

8 -577 93.6% 0.0% 54.4% 108.7% 25.0% 16.7%

9 -1,203 63.6% 0.3% 35.9% 71.3% 21.9% 14.5%

10 -8,225 16.7% 5.9% 11.9% 19.1% 14.5% 11.1%

Total -10,511 34.0% 4.6% 21.9% 40.0% 17.2% 12.6%

Source: Staff calculations based on ENAHO 2011.
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Table 25: Total collection under different scenarios under the assumption of complete formality, 2011

 Personal income 
tax on labor 

income (4 and 5 
categories)

Reduce 
threshold 7 

to 5 UIT

Change 
marginal 
tax rate 
brackets

Reduce 
threshold to 
4 UIT, with a 
5% tax rate

Reduce 
threshold to 
4 UIT, with a 
10% tax rate

Eliminate 
deduction on 
independent 
labor income

Change deduction 
to only to health 

and education 
expenditures

 Million Soles Million Soles Million Soles Million Soles Million Soles Million Soles Million Soles

1 0 0 0 0 0 0 0

2 0 0 0 0 0 0 0

3 0 0 0 0 0 0 0

4 0 0 0 0 0 0 0

5 0 0 0 0 0 0 0

6 0 0 0 -10 -20 0 0

7 0 -48 0 -146 -292 0 0

8 -3 -703 -3 -466 -929 -5 -3

9 -824 -2,170 -824 -1,512 -2,199 -1,095 -1,004

10 -9,361 -10,873 -9,808 -10,355 -10,993 -10,852 -10,473

Total -10,187 -13,793 -10,635 -12,488 -14,433 -11,951 -11,481

Total (% GDP) 2.1% 2.8% 2.2% 2.6% 3.0% 2.5% 2.4%

Source: Staff calculations based on ENAHO 2011.

Table 26: Potential collection under different scenarios as share of labor income under full formality, 2011

 Monetary 
Labor 

income

Personal 
income tax on 
labor income 

(4 and 5 
categories)

Reduce 
threshold 7 

to 5 UIT

Change 
marginal tax 
rate brackets

Reduce 
threshold to 
4 UIT, with a 
5% tax rate

Reduce 
threshold to 
4 UIT, with a 
10% tax rate

Eliminate 
deduction on 
independent 
labor income

Change 
deduction to 

only to health 
and education 
expenditures

 Million Soles % Monetary 
Labor Income

% Monetary 
Labor Income

% Monetary 
Labor Income

% Monetary 
Labor Income

% Monetary 
Labor Income

% Monetary 
Labor Income

% Monetary Labor 
Income

1 1,022 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

2 3,520 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

3 6,835 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

4 10,730 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

5 14,758 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

6 18,613 0.0% 0.0% 0.0% -0.1% -0.1% 0.0% 0.0%

7 23,374 0.0% -0.2% 0.0% -0.6% -1.2% 0.0% 0.0%

8 30,261 0.0% -2.3% 0.0% -1.5% -3.1% 0.0% 0.0%

9 40,737 -2.0% -5.3% -2.0% -3.7% -5.4% -2.7% -2.5%

10 98,119 -9.5% -11.1% -10.0% -10.6% -11.2% -11.1% -10.7%

Total 247,969 -4.1% -5.6% -4.3% -5.0% -5.8% -4.8% -4.6%

Source: Staff calculations based on ENAHO 2011.



115Then, based on the findings under scenarios 4 and 5, it is found that the change in deduction for the 4th-category 
personal income tax has important effects, but those effects are lower for the poorest deciles if instead of removing the 
deduction, one makes this a conditional expenditure on education and health deduction. Finally, based on the results 
under scenario 2, it can be inferred that changes in the tax brackets for the highest tax rates have minimal effect on the 
total potential collection.

Estimation of the potential tax collection under informality

In order to estimate the effect of informality, the already presented methodology was used: (i) the assumptions that the 
share of non-reporting individuals remains the same under the current situation; and (ii) the distribution of under-re-
porting by centile remains constant.

Effects on the per capita market income by decile under informality

Table 28 below shows that when informality assumptions are included, the largest increase in collection occurs again 
under scenarios 1, 3a and 3b, while the lowest increase happens under scenario 2.

By including evasion assumptions in the analysis, the percentage of personal income tax that is collected from the 
income of the richest deciles increases in all simulations. Under scenarios 2, 4 and 5, about 90 percent of total revenue 
comes from individuals in decile 10. This percentage decreases to around 85 percent in scenarios 1 and 3a and is 82 
percent under scenario 3b.

As shown in Table 29, the impact of the income tax payment occurs only in the three richest deciles under the current 
scenario and scenario 2. The range of effects is broader in simulations 4 and 5, being significant in the last four deciles.115 
Under scenarios 1, 3a and 3b the effect of the tax on household income appears in the 6 richest deciles. Thus, these 

115  Only those deciles where the impact of the personal income tax was higher than 0.1 percent of the total income market of the decile 
were considered

Table 27: Change in potential tax collection under the different scenarios under full formality, 2011

 Personal income 
tax on labor 

income (4 and 5 
categories)

Reduce 
threshold 7 to 

5 UIT

Change 
marginal tax 
rate brackets

Reduce 
threshold to 4 
UIT, with a 5% 

tax rate

Reduce 
threshold to 
4 UIT, with a 
10% tax rate

Eliminate 
deduction on 
independent 
labor income

Change deduction 
to only to health 

and education 
expenditures

 Million Soles % current personal 
income tax

% current 
personal income 

tax

% current personal 
income tax

% current 
personal 

income tax

% current personal 
income tax

% current personal 
income tax

1 0       

2 0       

3 0       

4 0       

5 0       

6 0       

7 0       

8 3 25219.1% 1.5% 16670.6% 33339.8% 68.0% 14.2%

9 824 163.4% 0.0% 83.4% 166.9% 32.9% 21.9%

10 9,361 16.2% 4.8% 10.6% 17.4% 15.9% 11.9%

Total 10,187 35.4% 4.4% 22.6% 41.7% 17.3% 12.7%

Source: Staff calculations based on ENAHO 2011.
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Table 28: Total collection under different scenarios and under assumption of informality, 2011

Personal income 
tax on labor 

income (4 and 5 
categories)

Reduce 
threshold 5 

to 7 UIT

Change 
marginal 
tax rate 
brackets

Reduce 
threshold to 
4 UIT, with a 
5% tax rate

Reduce 
threshold to 
4 UIT, with a 
10% tax rate

Eliminate 
deduction on 
independent 
labor income

Change deduction 
to only to health 

and education 
expenditures

Decile Million Soles Million Soles Million Soles Million Soles Million Soles Million Soles Million Soles

1 0 0 0 0 0 0 0

2 0 0 0 -1 -1 0 0

3 -1 -2 -1 -3 -5 -1 0

4 -1 -10 -1 -9 -18 -2 -2

5 -5 -29 -5 -25 -45 -9 -7

6 -13 -57 -13 -48 -80 -20 -17

7 -39 -132 -39 -113 -176 -64 -53

8 -105 -293 -105 -262 -364 -149 -128

9 -331 -683 -332 -632 -803 -428 -389

10 -4,918 -6,209 -5,187 -6,218 -6,580 -5,797 -5,556

Total -5,413 -7,416 -5,683 -7,311 -8,072 -6,470 -6,152

Total (% GDP)s 1.1% 1.5% 1.2% 1.5% 1.7% 1.3% 1.3%

Source: Staff calculations based on ENAHO 2011 and SUNAT 2011.

Table 29: Collection under different scenarios as share of market income under informality, 2011

 Market 
income

Personal income 
tax on labor 

income (4 and 5 
categories)

Reduce 
threshold 
5 to 7 UIT

Change 
marginal 
tax rate 
brackets

Reduce 
threshold to 
4 UIT, with a 
5% tax rate

Reduce 
threshold to 
4 UIT, with a 
10% tax rate

Eliminate 
deduction on 
independent 
labor income

Change deduction 
to only to health 

and education 
expenditures

 Million 
Soles

% Market Income % Market 
Income

% Market 
Income

% Market 
Income

% Market 
Income

% Market 
Income

% Market Income

1 4,263 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

2 8,785 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

3 13,044 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

4 17,487 0.0% -0.1% 0.0% -0.1% -0.1% 0.0% 0.0%

5 22,264 0.0% -0.1% 0.0% -0.1% -0.2% 0.0% 0.0%

6 27,583 0.0% -0.2% 0.0% -0.2% -0.3% -0.1% -0.1%

7 33,955 -0.1% -0.4% -0.1% -0.3% -0.5% -0.2% -0.2%

8 42,352 -0.2% -0.7% -0.2% -0.6% -0.9% -0.4% -0.3%

9 56,303 -0.6% -1.2% -0.6% -1.1% -1.4% -0.8% -0.7%

10 125,970 -3.9% -4.9% -4.1% -4.9% -5.2% -4.6% -4.4%

Total 352,007 -1.5% -2.1% -1.6% -2.1% -2.3% -1.8% -1.7%

Collection under different scenarios as share of market income under informality, 2011.
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last three simulations involve a greater impact on less-affluent deciles since they imply a reduction in the minimum 
income required to pay taxes. Significantly, none of the simulations presented have impacts on the 3 poorest deciles. In 
addition, under none of the options is there a decline in income higher than 1 percent for deciles lower than decile 8.

Table 30 shows how collection increases considerably more under scenario 3b. It is important to note that this scenar-
io involves an increase in collection from medium deciles and also contains the highest increase among the richest 
deciles. Overall, the trends of the results are similar to those under the assumption of full formality: the highest increase 
in collection occurs under scenarios 1, 3a and 3b while the lowest increase happens under scenario 2, where the only 
increase in collection occurs in decile 10.

It is also important to analyze the impact of these reforms on equity. Table 31 shows the different Gini coefficients be-
fore and after personal income tax, including under the current situation (row 2). All the simulations presented involve 
changes that are marginally progressive. However, the size of the changes is minimal, ranging from 0.1 percentage 
points (under scenario 2) to 0.3 percentage points (scenarios 1, 3a and 3b) of Gini coefficient’s variation. Thus, this anal-
ysis confirms the low sensitivity of income distribution to changes in the tax system.

Effects on the per-capita labor income by decile (only for workers) under informality

As shown in the tables below, the incidence of the personal income tax when considering evasion and under-report-
ing is concentrated in the richest deciles. Thus, the effect of the personal income tax is concentrated in the two richest 
deciles under the current scenario and under scenarios 2, 4 and 5, while it has some incidence on the third richest decile 
under scenarios 1 and 3a. Scenario 3b is the only one with an incidence higher than 0.1 percent of labor income in the 
four richest deciles in the distribution.

Table 30: Tax collection change under different scenarios and under informality, 2011

 Personal income 
tax on labor 

income (4 and 5 
categories)

Reduce 
threshold 5 to 

7 UIT

Change 
marginal tax 
rate brackets

Reduce 
threshold to 4 
UIT, with a 5% 

tax rate

Reduce 
threshold to 
4 UIT, with a 
10% tax rate

Eliminate 
deduction on 
independent 
labor income

Change deduction 
to only to health 

and education 
expenditures

 Million Soles % change 
compared 
to current 

income tax

% change 
compared 
to current 

income tax

% change 
compared 
to current 

income tax

% change 
compared 
to current 

income tax

% change 
compared 
to current 

income tax

% change compared 
to current income tax

1 0

2 0 1073.9% 0.0% 1238.5% 2501.0% 204.6% 162.5%

3 -1 335.1% 0.0% 380.9% 741.8% 12.2% -19.5%

4 -1 766.1% 0.0% 712.9% 1468.6% 79.3% 33.1%

5 -5 452.5% 0.0% 380.6% 756.5% 65.4% 38.0%

6 -13 349.3% 0.0% 273.8% 529.3% 57.7% 33.4%

7 -39 241.9% 0.0% 194.0% 356.2% 66.2% 37.9%

8 -105 178.6% 0.0% 149.0% 246.3% 41.9% 21.7%

9 -331 106.5% 0.4% 91.0% 142.6% 29.3% 17.4%

10 -4,918 26.2% 5.5% 26.4% 33.8% 17.9% 13.0%

Total -5,413 37.0% 5.0% 35.1% 49.1% 19.5% 13.7%

Source: Staff calculations based on ENAHO 2011 and SUNAT 2011.
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The results when analyzing labor income are similar to those obtained using market income. The highest increase in 
collection occurs under scenario 3b, but it is also the scenario that involves the highest increase in collection from the 
poorest deciles. The scenario that involves fewer changes in the tax burden distribution is scenario 2.

From the analysis presented in this annex, several conclusions can be drawn, First, informality reduces potential collec-
tion significantly; given the assumptions made, evasion and underreporting causes that collection is concentrated in 
the higher income deciles. Thus, fiscal policies that aim at increasing collection through reducing the threshold under 
7 UITs (scenarios 1, 3a and 3b) do not have a significant impact on collection in the middle deciles. However, in the 
absence of informality, the threshold reduction to 4 UITs can cause that even individuals within households in deciles 2 
and 3 (poor according to their per capita market income) will pay taxes.

Table 32: Total collection under different scenarios and under informality, 2011

Monetary 
labor 

income

Personal income 
tax on labor 

income (4 and 5 
categories)

Reduce 
threshold 
5 to 7 UIT

Change 
marginal 
tax rate 
brackets

Reduce 
threshold to 4 
UIT, with a 5% 

tax rate

Reduce 
threshold to 
4 UIT, with a 
10% tax rate

Eliminate 
deduction on 
independent 
labor income

Change deduction 
to only to health 

and education 
expenditures

Million 
Soles

Million Soles Million 
Soles

Million 
Soles

Million Soles Million Soles Million Soles Million Soles

1 1,022 0 0 0 0 0 0 0

2 3,520 0 0 0 0 0 0 0

3 6,835 0 0 0 0 0 0 0

4 10,730 0 0 0 0 0 0 0

5 14,758 0 0 0 0 0 0 0

6 18,613 0 0 0 -1 -1 0 0

7 23,374 0 -3 0 -11 -22 0 0

8 30,261 0 -57 0 -51 -102 0 0

9 40,737 -53 -281 -53 -186 -367 -56 -50

10 98,119 -5,359 -7,075 -5,629 -7,062 -7,580 -6,414 -6,102

Total 247,969 -5,413 -7,416 -5,683 -7,311 -8,072 -6,470 -6,152

Total (% GDP) 51.0% 1.1% 1.5% 1.2% 1.5% 1.7% 1.3% 1.3%

Source: Staff calculations based on ENAHO 2011 and SUNAT 2011.

Table 31: gini coefficients under different scenarios, 2011

Gini coefficient % change in Gini

Market income 0.4761

Net income (after personal income tax) 0.4689 -1.5%

Simulation 1 0.4675 -1.8%

Simulation 2 0.4686 -1.6%

Simulation 3a 0.4678 -1.8%

Simulation 3b 0.4674 -1.8%

Simulation 4 0.4680 -1.7%

Simulation 5 0.4682 -1.7%

Source: Staff calculations.
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Table 33: Collection under different scenarios as share of labor income under informality, 2011

Monetary 
labor 

income

Personal income 
tax on labor 

income (4 and 5 
categories)

Reduce 
threshold 
5 to 7 UIT

Change 
marginal 
tax rate 
brackets

Reduce 
threshold to 
4 UIT, with a 
5% tax rate

Reduce 
threshold to 
4 UIT, with a 
10% tax rate

Eliminate 
deduction on 
independent 
labor income

Change deduction 
to only to health 

and education 
expenditure

Million 
Soles

% Monetary Labor 
Income

% Monetary 
Labor 

Income

% Monetary 
Labor 

Income

% Monetary 
Labor Income

% Monetary 
Labor Income

% Monetary 
Labor Income

% Monetary Labor 
Income

1 1,022 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

2 3,520 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

3 6,835 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

4 10,730 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

5 14,758 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

6 18,613 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

7 23,374 0.0% 0.0% 0.0% 0.0% -0.1% 0.0% 0.0%

8 30,261 0.0% -0.2% 0.0% -0.2% -0.3% 0.0% 0.0%

9 40,737 -0.1% -0.7% -0.1% -0.5% -0.9% -0.1% -0.1%

10 98,119 -5.5% -7.2% -5.7% -7.2% -7.7% -6.5% -6.2%

Total 247,969 -2.2% -3.0% -2.3% -2.9% -3.3% -2.6% -2.5%

Source: Staff calculations based on ENAHO 2011 and SUNAT 2011.

Table 34: Change in collection under different scenarios and under informality, 2011

Personal income 
tax on labor 

income (4 and 5 
categories)

Reduce 
threshold 5 to 

7 UIT

Change 
marginal tax 
rate brackets

Reduce 
threshold to 4 
UIT, with a 5% 

tax rate

Reduce 
threshold to 
4 UIT, with a 
10% tax rate

Eliminate 
deduction on 
independent 
labor income

Change deduction 
to only to health 

and education 
expenditures

Million 
Soles

% current 
personal 

income tax

% current 
personal 

income tax

% current 
personal 

income tax

% current 
personal 

income tax

% current 
personal 

income tax

% current 
personal 

income tax

1 0

2 0

3 0

4 0

5 0

6 0

7 0

8 0 34692.6% 0.0% 31039.8% 62225.3% 72.8% 35.2%

9 -53 427.0% 0.0% 248.5% 587.1% 4.8% -5.7%

10 -5,359 32.0% 5.0% 31.8% 41.4% 19.7% 13.9%

Total -5,413 37.0% 5.0% 35.1% 49.1% 19.5% 13.7%

Source: Staff calculations based on ENAHO 2011 and SUNAT 2011.
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Therefore, informality is very important when considering policies to increase tax revenues. While an increase in collec-
tion can be achieved by reducing the thresholds, in practice only a small percentage of individuals within that range 
would be effectively taxed. Thus, the most important part of the increase in collection comes from higher taxation to 
those taxpayers who were already within the tax base. So, that is the reason why the expansion under these simulations 
is concentrated in the highest deciles.

The reforms that change the 4th category deduction (scenarios 4 and 5) also have significant potential effects on col-
lection; however, these increases are considerably lower than those under scenarios 1, 3a and 3b. The total or partial 
elimination of this deduction causes an increase in collection also among the poorest deciles; however, the effects of 
these reforms are concentrated almost exclusively in the highest decile of earnings, both in absence and presence of 
informality. Thus, despite the increase in revenue is not the highest under these scenarios, they have the advantage of 
changing to a lesser extent the current distribution of the personal income tax.

Finally, based on the results under scenario 2, changes in the tax brackets of the highest tax rates have minimal effects 
on collection, both in absence and presence of informality. However, this scenario is the one with minor changes in 
the personal income tax distribution since its total effect focuses on the richest labor income decile. Given the data 
limitations (underreporting in ENAHO cannot be fully corrected in the top of the income distribution), the effect of this 
scenario is probably the most underrated. However, alternative estimates where the income from ENAHO is scaled for 
higher income brackets considering data provided by SUNAT, never showed results where the increase in collection 
under scenario 2 exceeded that found under other scenarios.116

Considering the potential tax reforms progressivity, all reforms considered are progressive, meaning that they mar-
ginally improve income distribution, measured by the Gini coefficient. However, in line with international evidence its 
effects are minimal.

The estimates presented here consider the impact of various reforms applying current patterns of evasion -estimated 
from SUNAT’s data- to the total potential contributors –obtained from ENAHO-. If these estimates would be made from 
SUNAT data only, one would have to assume that the only taxpayers after the reforms would be those currently regis-
tered in the system. Although the latter could be more accurate regarding the effects of reforms on the fifth category 
income tax, estimates together wiht ENAHO data have important advantages.

The main advantage of these estimates is that they allow the comparison among different reform scenarios based on 
information that is not restricted to those taxpayers registered in SUNAT. For example, changes in the minimum thresh-
old can be analyzed, which otherwise would be impossible if we only considered current taxpayers. The joint use of 
databases allows the estimation of the informality effects under different reform scenarios.

Despite these advantages, there is the problem of significant underreporting in the household survey. Therefore, the 
estimates presented underestimate collection under the different scenarios. However, these estimates are still illustra-
tive. The same pattern of underreporting occurs in scenarios with and without informality and within each simulation. 
Therefore, the estimates are still useful.

It is also important to highlight that the simulations performed are static scenarios and do not consider questions of 
general equilibrium. Thus, for example, changes in tax rates do not consider the effects on reporting or on their proba-
bility of evasion. It should also be noted that the proposed scenarios are just some of the possible scenarios of reform 
that could be considered. Thus, different simulations could be analyzed in future research.

Three additional simulations were carried out, whose results are presented in the tables below:

116  Simulations (as sensitivity tests for the estimates) were carried out where ENAHO data were scaled directly to SUNAT data for the 
highest deciles (it was assumed that underreporting was zero). These estimates are not presented here since they are not comparable with 
estimates of potential tax collection made using only ENAHO.
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1. Increase the marginal tax rate to 35 percent
2. Scenario 3(a) + increase the marginal tax rate to 35 percent
3. Scenario 3(b) + increase the marginal tax rate to 35 percent

The increase in the marginal tax rate from 30 percent to 35 percent only affects the richest decile. Under these sce-
narios, the effect occurs only in decile 10. The first of these estimates considered current fiscal rules only changing the 
maximum tax rate. The incidence in decile 10 rose only from 3.9 percent to 4 percent. The increase in total revenues was 
minimal (1.6 percent increase). The simulation of increasing this tax rate under scenarios 3a and 3b was also performed. 
In the first case, total collection increased by 2.1 percent compared to scenario 3a and in the second case the increase 
amounts to 2.3 percent compared to scenario 3b.

Table 35: increase the marginal tax rate from 30 percent to 35 percent under different scenarios

 Market income Income tax +35% tax rate Incone tax 3a + 35% tax rate Income tax 3b + 35% tax rate

 Million Soles % Market income % Market income % Market income

1 4,263 0.0% 0.0% 0.0%

2 8,785 0.0% 0.0% 0.0%

3 13,044 0.0% 0.0% 0.0%

4 17,487 0.0% -0.1% -0.1%

5 22,264 0.0% -0.1% -0.2%

6 27,583 0.0% -0.2% -0.3%

7 33,955 -0.1% -0.3% -0.5%

8 42,352 -0.2% -0.6% -0.9%

9 56,303 -0.6% -1.1% -1.4%

10 125,970 -4.0% -5.1% -5.4%

Total 352,007 -1.6% -2.1% -2.3%

Table 36: Without the increase of the marginal tax rate from 30 percent to 35 percent

 Market incomeo 4th and 5th category income tax Income tax 3a simulation Income tax 3b simulation

 Million Soles % Market income % Market income % Market income

1 4,263 0.0% 0.0% 0.0%

2 8,785 0.0% 0.0% 0.0%

3 13,044 0.0% 0.0% 0.0%

4 17,487 0.0% -0.1% -0.1%

5 22,264 0.0% -0.1% -0.2%

6 27,583 0.0% -0.2% -0.3%

7 33,955 -0.1% -0.3% -0.5%

8 42,352 -0.2% -0.6% -0.9%

9 56,303 -0.6% -1.1% -1.4%

10 125,970 -3.9% -4.9% -5.2%

Total 352,007 -1.5% -2.1% -2.3%
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The “Lineamientos y Evaluación del Gasto Tributario” conducted by Apoyo Consultoria analyzed three tax expenditures: 
(i) exemptions to the Amazon region, (ii) Special Economic Zones (CETICOS, Zofratacna) and (iii) VAT exemptions to 
agricultural products. These tax expenditures represent 0.9 percent of GDP and 45 percent of total of tax expenditures. 
The main conclusions are summarized below.

impact evaluation of tax expenditures in the Amazon region

The exemptions to the Amazon region have not had the expected impact on attracting investment and improving the 
life quality of the population. Furthermore, these expenditures generate tax and administrative costs and create distor-
tions as they benefit more higher-income consumers and encourage illegal activities. It is also important to consider 
the opportunity cost of maintaining these exemptions, which is linked to stop collecting tax revenues that could be 
used for public investment projects or social programs with greater impact on social outcomes and economic growth.

In this regard, it is advisable to gradually eliminate exemptions to the Amazon region. In order to do that, it would be 
necessary to define a technical and political strategy. This strategy should include the creation of a technical team who 
would define the central arguments for this decision and would anticipate questions from groups adversely affected 
by the elimination of this exemption. It would also be advisable to replicate the successful experience of San Martín’s 
replacement of exemptions for infrastructure investment in other regions. Below a summary of the assessment of the 
tax exemptions in the Amazon region is shown (Table 37).

impact evaluation of the CETiCoS tax expenditure

Zofratacna and CETICOS have not achieved their objective to become an engine of regional development through the 
promotion of high value-added export-oriented activities. The size of the commercial activity in these areas (measured 
in terms of number of firms and employment) is not enough for this purpose. Consequently, the benefit of this tax ex-
penditure is lower than the generated direct and indirect costs. The reasons behind this failure are not specific to these 
areas. Conversely, inadequate infrastructure, poorly defined property rights, instability and lack of clarity in the rules 
and the low quality of human capital are constraints that affect many areas in the country. Tax benefits have proved to 
be insufficient to offset them.

Therefore, the recommendation of this study is to eliminate the tax exemptions to CETICOS and Zofratacna. APOYO 
Consultoría considers that the benefit of eliminating these exemptions is higher than the cost. The benefits of eliminat-
ing these exemptions include the fiscal resources that would be generated by business activities after the reallocation 
of productive factors and the smuggling reduction. In addition, the benefits include the positive impact on the busi-
ness climate and the long-term growth generated by the investment in infrastructure, finance steadily with additional 
revenue.

The cost of eliminating these tax expenditures is low. The reallocation of productive factors after such elimination 
should be inexpensive, because the main activity in the area, the consumer goods commercialization, is not capital in-
tensive. Furthermore, this reallocation would have already started because the repair and reconditioning of used vehi-
cles was only allowed until December in Zofratacna and until December 2012 in CETICOS. Therefore, the elimination of 
the tax expenditure would only impact less than half of companies currently operating in these areas. Below a summary 
of these tax exemptions is shown (Table 38).

Annex 6
Assessment of tax expenditures
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Table 37: Assessment of the Amazon region tax expenditures

 VAT and Excise tax 
exemption to fuels

VAT exemption Exemption of VAT 
on imports to the 

Amazon region

Special tax credit Tax refund to trade 
sector

Which is the 
exemption's 
objective?

Encourage sustainable and comprehensive development in the Amazon region, improving the conditions for public investment 
and promoting private investment

Beneficiaries: Which 
indicators measure 
the achievement of 
the objectives?

Development: Poverty and inequality; Private investment: Regional private investment (no data), employment and revenues

How much is the 
estimated cost of this 
tax expenditure?

NS233 million (0.04 % 
of GDP)

NS435 million (0.08% 
of GDP)

NS141 million (0.02% 
of GDP)

NS24 million (0.01% 
of GDP)

NS125 million (0.02% 
of GDP)

Which are the 
administrative and 
compliance costs?

Due to the high smuggling levels, they are assumed to be high High, due to the 
complexity of the tax 

expenditure: 50% rate 
of the gross monthly tax 
in Loreto, Madre de Dios 

y part of Ucayali and 
25% for the rest of the 

Amazon region

High, due to the 
complexity of the tax 
expenditure: it only 
affects the products 

specified in the 
Appendix of Decreto 

Ley 21503

Which is the 
exemption impact? 
Which are the 
distributional 
effects?

Local evidence and the study estimations cannot find a positive impact since the tax expenditures benefitted more higher-income 
population

Does the tax 
expenditure 
encourage fraud, 
evasion or any other 
externality?

Yes, because fuel can 
be easily transported to 

nearby areas and there is 
evidence of illegal use of 

this benefit

Yes, because products can be easily transported to 
nearby areas and the benefit is not focused on the 

poorest

Yes, it generates 
incentives to inflate 

purchases to obtain a 
higher tax credit

Yes, it creates 
incentives to 

categorize the firm as 
a company in the trade 

sector to obtain the 
benefit

Did the tax 
expenditure achieve 
its objectives? Are 
the gains higher 
than the direct and 
indirect costs?

No clear evidence has been found of these exemptions importantly benefitting the population. It cannot be argued that the gains 
have been higher than the costs. However, there is evidence of a relation between tax exemptions and smuggling, illegal mining 

and drug trafficking

Is there any other 
fiscal policy option 
that could achieve 
the objectives 
sought by the tax 
expenditure?

Yes, public investment 
in infrastructure and 
education to increase 

productivity in the area

Yes, social programs 
focused on increasing 

local productivity

Yes, coordination of 
export chains in order 

to be able to compete in 
international markets

Yes, public investment in education and 
infrastructure to improve competitiveness in the 

area

Recommendations To define a technical and political strategy to gradually eliminate tax exemptions in the Amazon region

Source: Consultancy for the study “Lineamientos y Evaluación del Gasto Tributario, carried out by APOYO Consultoría commissioned by the World Bank.
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Evaluation of the impact of the agricultural products tax expenditure

Exemptions for agricultural products included in Appendix 1 of VAT Law are not effective and are not adequate, since 
they do not consider the reality of the target group: rurality as a structural problem and limited links among the produc-
tion units. Therefore, in order to improve the living conditions of the rural agricultural population, it is recommended 
to prioritize social programs.

However, it is also recommended to keep the exemption in Appendix 1, because the elimination of the tax expenditure 
would generate more costs than benefits. Nevertheless, it is recommended to evaluate the desirability of maintaining 
the complete list of products. As possible criteria to evaluate each of the products contained in the Appendix, it is sug-
gested to assess:

•	 The	type	of	production	(subsistence	or	not),
•	 The	type	of	final	consumption	(luxury	good	or	not)
•	 The	product	destination	(export,	local	agricultural	industry,	local	final	consumption)
•	 Inputs	in	the	agricultural	production	process	that	have	been	proved	to	have	positive	effects	on	productivity	(althou-

gh it must include certain restrictions such as type of input to ensure that the benefit is focused on small producers).
•	 Goods	whose	production	is	fragmented,	geographically	dispersed	and	with	low	productivity	levels	and	whose	con-

trol is very expensive compared to the tax collection benefit.

Table 38: impact evaluation of tax exemptions to CETiCoS

 Benefits to exporters VAT and Excise tax exemption to 
vehicles' reconditioning

VAT and IPM exemption 
to merchandise 

commercialization

Which is the exemption's 
objective?

CETICOS' objectives are to create centers of regional development, to attract national and foreign investments, to 
promote exports and to create direct and indirect employment

Beneficiaries: Which indicators 
measure the achievement of the 
objectives?

Users of CETICOS and Zofratacna working on specific activities. Impact should be measured in terms of private 
investment levels, employment, number of firms and amount of exports in the area

How much is the estimated cost of 
this tax expenditure?

CETICOS' tax exemptions cost NS61 million (0.01 % of GDP)

Which are the administrative and 
compliance costs?

They should be low as these benefits are grated to formal firms that have to be registered with SUNAT in order to 
obtain these benefits

Which is the exemption impact? 
Which are the distributional 
effects?

CETICOS contributed to the vehicles repair and reconditioning activity and, overall, to activities related to consumer 
goods' imports, with few productive local linkages. The number of established firms, generated employment and 

amount of exports have been minimal

Does the tax expenditure 
encourage  fraud, evasion or any 
other externality?

No, because it is subject to a certain 
level of exports (until June 2011)

They create externalities: (i) Some 
reports point to a higher propensity 

to traffic accidents of the vehicles 
reconditioned in CETICOS; (ii) Loss of 
competitiveness of the new vehicles 

industry

Smuggling problems, as some 
products are taken out without the 

proper declaration

Did the tax expenditure achieve its 
objectives? Are the gains higher 
than the direct and indirect costs?

No; furthermore, it seems that direct costs (lower tax collection) and indirect ones (smuggling and vehicles quality) are 
higher than the benefits

Is there any other fiscal policy 
option that could achieve the 
objectives sought by the tax 
expenditure?

Yes, public investment in infrastructure in the area to increase productivity

Recommendations To eliminate the tax exemption to CETICOS and Zofratacna

Source: Consultancy for the study “Lineamientos y Evaluación del Gasto Tributario, carried out by APOYO Consultoría commissioned by the World Bank.
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Table 38: impact evaluation of tax exemptions to CETiCoS

 VAT General Regime (Appendix 1)

Which is the exemption's objective? To promote investment, increase productivity and improve life conditions of the small agricultural producers

Beneficiaries: Which indicators measure 
the achievement of the objectives?

Investment: to increase productivity and the technology level; Life conditions: to reduce poverty

What is the estimated cost of this tax 
expenditure?

According to the Ministry of Finance, the cost is NS2,200 million a year (0.39% of GDP). However, according to 
the study's estimates, the cost is around NS400 million a year

Which are the administrative and 
compliance costs?

Administrative costs are low because the tax collection effort is low, versus a high number of productive units 
in the agricultural sector. Nevertheless, the control costs are higher due to the evasion opportunities created by 
this tax expenditure

Which is the exemption impact? Which 
are the distributional effects?

There is no significant impact on productivity, investment in technology and living conditions of the families 
in the agricultural sector. The exemption has negative effects on equity as it involves a higher transfer to 
agricultural producers and high-income consumers

Does the tax expenditure encourage 
fraud, evasion or any other externality?

Tax expenditure has created opportunities for evasion and avoidance and it may be used by persons that 
should not benefit from them

Did the tax expenditure achieve its 
objectives? Are the gains higher than the 
direct and indirect costs?

No, the available information shows that investment levels in the productive process by small farmers are 
very low. It also shows that the impact on productivity was not significant. Furthermore, families linked to the 
agricultural sector still suffer from high poverty levels

Is there any other fiscal policy option that 
could achieve the objectives sought by the 
tax expenditure?

There are other mechanisms, such as social programs, which could be more equitable and effective to improve 
the lives of the families, mainly for those in rural areas

Recommendations To keep the exemption because the administrative cost to eliminate it (over NS470 million a year) would be 
higher than the benefit (additional tax collection of NS400 million a year)

Source: Consultancy for the study “Lineamientos y Evaluación del Gasto Tributario, carried out by APOYO Consultoría commissioned by the World Bank.
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