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nationally unregistered.
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Taxing Informal Sectors: The Challenge

- Economic activities that are
nationally unregistered.

- Sectors that are made up of many
small operators, with highly uneven
Incomes.
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Taxing Informal Sectors: The Challenge

- Economic activities that are
nationally unregistered.

- Sectors that are made up of many
small operators, with highly uneven
Incomes.

- Overlapping sub-national, informal
and presumptive burdens, often
poorly targeted and coordinated.
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Taxing Informal Sectors: The Approaches

- Presumptive Taxation: costly,
inefficient, inequitable
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Taxing Informal Sectors: The Approaches

- Presumptive Taxation: costly,
inefficient, inequitable

- Mass registration: diluting the
register?
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Taxing Informal Sectors: The Approaches

- Presumptive Taxation: costly,
inefficient, inequitable

- Mass registration: diluting the
register?

- Limited revenues & firm growth;
substantial equity concerns
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- Targeting registration and taxation
- Research and evidence

- Concretising non-revenue goals
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Taxing Informal Sectors: The Way Forward

- Targeting registration and taxation
- Research and evidence

- Concretising non-revenue goals

- New partnerships
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Taxation and the Informal Economy: Lessons from Rwanda’s
Perspective

July 23, 2025

Denis MUKAMA
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and Risk Analysis, RRA
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Taxation of the Informal Economy in Rwanda

* RRA strategically implements measures to tax Rwanda’s large informal sector by:

1.
2.
3.
4.
5.

Adopting a risk-based taxpayer registration approach

Streamlining taxpayer services and tax structures to enhance ease of compliance
Leveraging digitalization to strengthen detection and enforcement of informality
Prioritizing taxpayer outreach and education

Investing in ongoing research and policy reforms to address informality
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1. Risk-Based Taxpayer Registration

 RRA has shifted its approach from expanding the taxpayer registry to growing the active tax
base by leveraging effective, risk-based registration and de-registration strategies

 Over 50% of CIT returns filed in 2013-2017 were nil returns — the high incidence of “active
ghosts” in Rwanda was partially due to past Mass registration campaigns that included
inoperative taxpayers, as well as the complexity of de-registration (RRA & ICTD, 2020)

v" RRA has digitalized and streamlined the de-registration process

v' RRA’s 2023/24 tax registry clean-up initiative effectively removed over 170,000
Inactive taxpayers
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1. Risk-Based Taxpayer Registration

RRA has successfully expanded its active taxpayer base by leveraging risk-based registration
strategies to identify potential non-registered taxpayers

Risk rules are dynamically updated to ensure they accurately and holistically capture
informal taxpayers that are active and sufficiently large in scale, e.g.:

* Taxpayers registered in VAT but not CIT/PIT

* Importers with CIF eligible for CIT/PIT registration

* Llocal buyers that meet the VAT registration threshold

* Taxpayers with pension contribution declarations but not registered in PAYE

* Property owners but not paying property tax

Potential taxpayers identified for registration are targeted for follow-up and compliance
monitoring
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1. Risk-Based Taxpayer Registration

In 2023/24 alone:

RRA registered 96,915 new
taxpayers who contributed
RWF 9.74 billion (~USD 7
million) in tax revenue

The Local Government Tax
(LGT) register also expanded by
115,069 taxpayers, reaching a
total of 1,347,846 (9% increase)

Call 3004 w (@rainfo

500,000
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400,000
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Number of registered taxpayers

466,593
381,742 383,461*
292,157
229,497
96 334 96 915
66,231
37,741 . i’z:ls
2019/20 2020/21 2021/22 2022/23 2023/24

M Total registered taxpayers ® Newly registered taxpayers

*RRA conducted a tax registry cleanup in 2023/24 to de-register inactive taxpayers
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2. Streamhned Services and Tax Structures

 RRA has prioritized simplified tax procedures to enhance compliance, including among
informal and small businesses:

v User-friendly electronic tax services — from registration and filing to payment and
account management

v Integrated digital tax management system accessible via mobile devices (MyRRA)

v' Automated SMS and email alerts to remind taxpayers of deadlines, notify them of
penalties, confirm filings, and prompt action where needed
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2. Streamhned Services and Tax Structures

Alongside streamlined services, RRA’s tax structure is designed to target higher-income
earners while protecting lower-income earners

Back in 2020, wealthy individuals paid lower effective tax rates on their income than those

earning employment income — often due to lower tax rates on income streams such as
investment earnings (RRA & ICTD, 2020)

v’ As of 2023, RRA has updated the top PIT and PAYE thresholds to ensure higher-
income earners are taxed at higher rates proportional to their income

v" RRA has maintained tiered CIT, PIT, and PAYE regimes to enable simplified declaration

processes for lower-income earners, while sustaining a calibrated minimum threshold
(last increased in 2022)
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2. Streamhned Services and Tax Structures

Tax Type Previous Tax Rate Current Tax Rate
PIT/CIT * | Rwf 1-2,000,000:0
(Flat tax regime)  Rwf 2,000,000 - 4,000,000: 60,000

* Rwf 4,000,000 - 7,000,000: 120,000
* Rwf 7,000,000 - 10,000,000: 210,000
* Rwf 10,000,000 - 12,000,000: 300,000

PIT/CIT  Rwf 12,000,000 - 20,000,000: 3%

(Lump sum regime)

PIT Before Nov 2022: From Nov 2022 to Oct 2023: e Rwf0-720,000: 0%

(Real regime) «  Rwf 0 —360,000: 0% « Rwf 0 —720,000: 0% « Rwf 720,000 — 1,200,000: 10%
 Rwf 360,000-1,200,000:20% <+ Rwf 720,000-1,200,000:20% °+ Rwf 1,200,000 — 2,400,000: 20%
 >Rwf 1,200,000: 30% * >Rwf 1,200,000: 30% * | > Rwf 2,400,000: 30%

CIT Before 2023/24: 30% 28%

(Real regime)

PAYE Before Nov 2022: From Nov 2022 to Oct 2023: e Rwf0-60,000: 0%
e Rwf0-30,000: 0% e Rwf0-60,000: 0%  Rwf 60,000 - 100,000: 10%
 Rwf 30,000 - 100,000: 20%  Rwf 60,000 - 100,000: 20%  Rwf 100,000 — 200,000: 20%
e > Rwf 100,000: 30% e > Rwf 100,000: 30% * | > Rwf 200,000: 30%
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3. Digitalization Strategies

 RRA has harnessed digital tools to detect informality and enhance compliance oversight:

v' Automated VAT input/output controls and detection of fictitious invoices submitted
via Electronic Billing Machines (EBMs)

v’ Automated revenue controls on income tax declarations

v' Dynamic dashboards to flag discrepancies in taxpayer registration data, filing and
payment outcomes, etc.

v Data matching and integration with third-party systems to identify and register new
taxpayers
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3. Digitalization Strategies

* To further strengthen digital oversight, RRA Number of taxpayers using EBM
. ey , .. 120,000
established its ‘EBM for All’ policy in 2020 /
99,922
* The policy requires all traders — including o0 90,045
those not registered for VAT — to issue 80,000 -

EBM invoices 60,000

 EBMs provide real-time visibility on
taxpayer transactions and declared sales
across the formal and informal sectors

40,000

20,000

32,193

0

* Since 2021/22, the number of taxpayers

2021/22 2022/23 2023/24
USing EBM rose by 52%, |arge|y driven by ® Non-VAT registered taxpayers using EBM
adoption among non-VAT registered firms % VAT registered taxpayers using £8M
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11




4. "T'axpayer Outreach and Education

* RRA has prioritized tailored taxpayer outreach and education, focusing especially on raising
awareness among small businesses, newly registered taxpayers, and informal actors

* Initiatives include:
v' One Stop Service Center: locations at RRA headquarters and at local centers

v Education & Sensitization seminars: 120 tax education workshops held in 2023/24,
exceeding the target by 20% (including risk-based sector, new policies, etc.)

v' Communication campaigns: 16 campaigns held in 2023/34 (Confirmed by RRA/ICTD
study on effectiveness of communications and their strategies)

v Taxpayer Appreciation Month: annual event to recognize top taxpayers nationwide
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5. Research and Policy Retorms

 RRA’s efforts to curb informality are supported by ongoing analysis and policy
development, including:

v’ Statistical analysis of the existing tax gap in Rwanda

v Research on the key sectors and emerging trends in hidden economy activities

v' Investigation of the effective tax burden in Rwanda — including formal taxes, social
security contributions, and informal taxes and fees

v Announced tax policy measures focused on boosting revenue while incentivizing
formalization (e.g., by removing select VAT exemptions that benefit unregistered firms)
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Simplified tax regimes with
soclal security contributions
Lessons from Latin America to
forge a path towards
formalization

Guillermo Montt, ILO Social Protection Specialist

July 2025
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>  Many countries in the region have introduced simplified tax regimes

They substitute one or more

Ecuador Régimen simplificado para emprendedores y ) _
(2008/22) negocios populares (RIMPE) combines Income and taxes (income, VAT) with the
VAT objective of reducing the
Sales < USD 20,000/y: fixed rate administrative burden and
Sales < USD 300,000/y: progressive brackets facilitating compliance to
Guatemala Régimen de pequefio contribuyente combines economic units which have:
(1992/2012) Income and VAT. a) Low income
Units pay 5% of VAT on the basis of monthly sales. b) High number and difficult
No need for detailed accounting. reach
Electronig inyoicing required. ¢) Low organizational capacity
CRelotEl el d) High mobility (or low
survival)

+ Argentina, Bolivia, Brazil, Chile, Colombia, Costa Rica, Dominican Republic, Honduras, Mexico, Nicara’t%%m
Peru, Paraguay and Uruguay '
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Some have gone further and added social security contributions

Argentina (Monotributo)

Fixed rate combines income
tax, VAT (3-800 USD/m) and
social security contributions
(26-140USD/m)

Elegibility if monthly sales up
to USD 60,000/year. Self-
categorization into one of 11
Brackets

+Monotributo Promovido,
Monotributo Social

Offers coverage for old-age,
disability, maternity, illness

2,2M beneficiaries (>10% of
workforce)

Brazil (SIMPLES)

Combines 8 taxes and social
security contributions

Eleqibility if monthly sales up
to 70.000 USD / year

Offers coverage for old-age,
disability, maternity, illness

Social security contributions
are subsidised under MEI and
overall contributions are 5%
vs. 20% for general scheme

22,3M beneficiaries (>20% of
workforce)

Uruguay (Monotributo)

Scope limited to specific
economic activities and anual
income <55,000 USD

Offers coverage for old-age,
disability, maternity; health
requires additional payment

» ilo.org
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With several objectives in mind and an active role for tax authorities

Expand the tax base, simplify Provide a stepping stone to Expand social security
procedures and administration formalization coverage
» Like in any simplified tax  Become a transitional stage « Capitalize on the adoption of
regime for economic units to graduate simplified tax regimes to
from and enter the general tax extend social security
and social security regime coverage

Tax authorities either collect directly and then distribute to social security agencies or viceversa.
Tax authorities were instrumental in the design and implementation which was usually led by the Finance
Ministries.
Adds an indirect, social role to tax authorities’ mandate

» ilo.org
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> They have effectively formalised and extended social security to a large
number of enterprises and own-account workers

Large number of workers now covered by social security in ARG PR
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‘I\\:""{_bw del Trabajo

25
2,0

R=
+ Consideraciones para la definicion de un régimen tributario y
2 1.5 de aporte a la seguridad social simplificado en Paraguay
@)
cq.i) T_U Oscar Cetrangolo
£ 9
)
c %2 1,0

©
O ®©
£

—
25
[N 0,5
T O
c (%]
o ©
8 Q
n ° 0,0 0,0
© O M~ @ G © =— & O = 0 O M~ o & © — & ¢ = w O M~ o dh SO «— & o
m O a O o o 9 9 9 9 o @ Q@ = = = = = = $«=S = = =& & 4 & O
'qj I7,) = = = O D N N
== '
g 2 —&— Cotizantes a pensiones auténomos —&@— Cotizantes a pensiones monotributistas
v w


https://www.ilo.org/es/publications/consideraciones-para-la-definicion-de-un-regimen-tributario-y-de-aporte-la

(75N, International 6
(0N e
N\»v*V/ Organization
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They have effectively formalised and extended social security to a large
number of enterprises and own-account workers

There is an evident value-for-money case for beneficiaries .
(HOTTYY oreniacien

Nyt del Trabajo

« Social security benefits are explicitly or implicitly subsidised, which
strengthens the principle of solidarity in social security

 BRA: 5% vs 20% contribution rate in SIMPLES with a government subsidy in
MEI to receive old-age/disability/sickness benefits and health coverage Consideraciones para la defincién de un régimen tributario y

de aporte a la sequridad social simplificado en Paraguay

Oscar Cetrangolo

* ARG: The majority of monotributistas contribute USD 26 / months for
health/disability/sickness and an old-age pension

* Impact on the sustainability of social security schemes needs to be
followed closely, yet this semi-contributory scheme may be less costly
than full-fledged informality and non-contributory pensions/health

* Risk of creating second-class benefits (URY)


https://www.ilo.org/es/publications/consideraciones-para-la-definicion-de-un-regimen-tributario-y-de-aporte-la
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In Uruguay, users value the legitimacy and access to markets

For example, now, this year I’'m working almost the same as before | had
it, but I’'m earning more. Formalization allowed me to reach another type of
clientele.

e R 78 & Organ
%i- L .‘.I' X -5( I “ In ternacicna
N 1 I- g
b

. ‘!p,...n‘]}' del Trabajo

It went really well for us, because it opened up the possibility of
participating in markets, exhibitions, events, which required you to have a
formal company. And, at the same time, it offered you better marketing
opportunities. And, also, because we could work with other payment
methods.

Monotax and Social Monotax in Uruguay

And, as a secondary motivation, access to social
protection.


https://www.wiego.org/wp-content/uploads/2024/04/monotax-and-social-monotax-in-uruguay.pdf
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However, revenue mobilization and transition to full-fledged formalization

has been weak

ARG: < 0.2% of public revenue, < 0.05% GDP

0,16 0,7%
0,14 0,6%
0,12 |
0,5%
2
0,10 o)
3]
_ 0.4%
[a]
o 0,08 >
B \ <
0,3% U
[1N]
0,06 oz
3N
0,2%
0,04
0,02 0.1%
0,0%

2004 2005 2006 2007 2008 2009 20102011 201220132014 20152016 2017 2018 2019 2020 2021 2022 2023

% PBI —% Recaudacion

No transition to full-fledged formalization

 Most people remain in the scheme, self-
categorization is generally voluntary

« Costly to move up within the scheme and
even more costly to graduate

« Limited capacity to verify adequate
categorization

« Limited support to economic units to increase

productivity and graduate
» ilo.org
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The take-away point

The monotax (or simplified tax regimes with social security contributions) is an effective tool for the
expansion of (semi) contributory social security coverage with an important role for tax collection
agencies.

It is highly valued by users. If designed correctly, it can be a stepping stone to regular formal
treatment, but it more commonly results in a group of beneficiaries that remain in that second-class or
subsidised status.

It is not arelevant domestic resource mobilization strategy, but does expand the range of tools
available to show the value-for-money of tax and social security compliance.

Design and simplicity is fundamental (Colombia tried to implement, but then dismantled)

Advancing social justice, promoting decent work > iIo.org
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