VATs are better suited to low-income countries – they actually widen inequalities in developed ones
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Our results, stemming from OLS and instrumental variable regressions, suggest that on average, VAT adoption has not necessarily led to increased inequality. However, we have found fairly robust evidence25 that when inequality is measured based on disposable income, countries with the VAT have experienced increases in inequality, whereas in countries where inequality is measured based on consumption, inequality has not increased following VAT adoption. The countries where inequality is measured using income-based Gini are more often high-income countries, and the results therefore suggest that for low-income countries, there is no evidence that the VAT would have led to widening welfare disparities. Admittedly, in the absence of income-based measurement of inequality for these countries, the impact of the VAT on income inequality cannot be examined. 
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