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Abstract 

The Gulf Cooperation Council (GCC) member states have recently confirmed the introduction of 

the Value added tax (VAT) formally in the first quarter of 2018 across the six GCC member 

states. Therefore, the economies and markets of these countries are estimated to be directly 

influenced by this new tax. This research aims at investigating the impact of the Value added 

tax (VAT) on the Kuwaiti listed supply chain companies’ financial performance. Data analysis 

revealed significant differences in supply Chain Company’s financial performance in all of the 

four projected scenarios used in this research ranging from optimistic to pessimistic. The 

research concludes that the real negative effects of the VAT are only reflected on companies’ 

revenue and not on their net profit across all possible scenarios consistently. This conclusion 

means that the negative effect of the VAT is going to be passed on to customers rather than 

baring the negative effects with them. 
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INTRODUCTION 

The taxation system in any country is considered as one of the main income sources for the 

government to finance and meet its public sector expenses and expenditures whether it was 

social, economic or even political. The GCC countries seem to be searching for sources of 

income; therefore, the member states of these countries have confirmed the introduction of a 

local VAT system to be effective in the first quarter of 2018 at the least. As per Deloitte & 

Touche report that was published in February 2017, the Value added tax (VAT) rate will start 

with 5% the first year in Kuwait and the other GCC countries.  

The report added “This is significantly lower than The Organization for Economic Co-

operation and Development (OECD) average VAT rate of approximately 19%”.VAT is known as 

an indirect tax that is applied on the consumption of most goods and services. Price 

Waterhouse Coopers (PWC) report (January 2017) indicates that the new tax which is the VAT 

will be imposed on the businesses and companies that are involved and depend on the supply 

of goods and services as part of their main operations. 

Once the VAT taxation system is implemented in Kuwait, it is expected to have direct 

impact on different areas such as sales through the changes of the pricing system, Human 

capital (education and training), financial aspects through cash flow and purchases, suppliers 

and legal procedures. On the other side, different areas could be exempted from the 

implications of this type of taxes such as the pharmaceutical, education and healthcare sectors 

in addition to all milk and bread products. 

The overall purpose of the study is to investigate the impact of the Value added tax 

(VAT) on the Kuwaiti listed supply chain companies’ financial performance. Moreover, the 

research aims at exploring the effect of the VAT introduction on the net profit and revenue of the 

companies used in the study considering different optimistic and pessimistic scenarios. The 

importance of this study stems from the fact that there is no previous studies have been done 

on the topic in Kuwait. 

. 

LITERATURE REVIEW 

The implication of the VAT in Kuwait and the other GCC countries in the beginning of year 2018 

will have a significant impact on the financial performance of the companies that are operating 

in these countries including Kuwait. No significant research has been done yet on the VAT 

implications in Kuwait and its estimated effect of the performance of the Kuwaiti companies. 

One of the most important measures of company’s financial performance is evaluating its 

profitability. In this paper, the estimated effect of the value added tax (VAT) on the financial 

performance of the supply chain companies listed in Kuwait Financial Market will be examined. 
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Kusi (1998) states that many countries of the world depend mainly on taxation for generating 

required income to meet their financial needs. Adesola (2000) explained the (VAT) value added 

tax as a consumer tax and is charged before the goods are sold. Also, he mentioned that the 

value added tax is often defined as the sum of profit and wages. 

Tax’s main purpose is to enable the public sector to finance its activities to achieve the 

nation’s economic and social objectives. Wealth redistribution to ensure social justice can also 

be one of its goals. Therefore, taxes can be used as an instrument for achieving both micro and 

macroeconomic objectives especially in developing countries such as Nigeria, Ola (2001). 

However, Musgrave and Musgrave (2004) mention that the declining level of the revenue 

generation coming from the tax in the developing countries makes it difficult to rely on the tax as 

a tool or an instrument to achieve the economic development.  

Brautigam (2008) confirms that a good tax system can help governments in developing 

countries organize and prioritize their spending, develop and improve democratic accountability 

in addition to building stable institutions. 

Some countries like Netherland, United Kingdom, Canada and the United States have 

substantially influenced their economic development through tax revenue generated from Value 

Added Tax, Company Income Tax and Personal Income Tax and have grew through tax 

revenue (Oluba, 2008). 

Nairayan (2003) agrees with the introduction of VAT in Nigeria as an instrument for the 

balance of payments structuring through zero-rating of exporting goods to encourage exports. 

Gendron (2005) argues that the value added tax is being favored over income tax as a tax base.  

Previous research was conducted on the effect of VAT on the company’s financial 

performance through testing its effect on different financial indicators. Huiha et al. (2009) 

concluded that the Chinese companies would increase its fixed assets investments due to the 

Value added tax. Huihua et al. (2009) also concluded that the transformation of value added tax 

would lead to the increase of fixed assets investment by considering only the perspective of 

production inputs. Pfister (2009) believes that the tax provides a stable flow of revenue and 

makes it easier for financing the development projects. 

In some African countries, natural resources generates the significant portion of tax 

revenue such as income from production sharing corporate income tax on mining and oil 

companies, Pfister (2009). The researcher adds that the tax sources are the most reliable 

sources of government income because of their certainty and flexibility characteristics. 

A study was conducted by Ironkwe and Peter (2015) found negative relationship 

between the profitability and the VAT implication. Another research proved that there is a 
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positive relationship was found when Varedi and Ebrahimi (2015) investigated the relationship 

between VAT and both profitability and liquidity indicators. 

 

RESEARCH METHODOLOGY   

This research paper aims at investigating the impact of the Value added tax (VAT) on the listed 

Kuwaiti supply chain companies’ net profit and revenue performance. These companies are 

represented through the six sectors of Consumer Goods, Consumer Services, Industrials 

Companies, Technology Companies, Banks and Basic Materials Companies in Kuwait. In order 

to explore the effect of VAT on the above mentioned companies, four possible scenarios were 

constructed according to the level of sales drop expected as a function of VAT introduction. The 

first scenario was the very optimistic one as it predicted a sales drop of only 3%, whereas the 

second less optimistic scenario reflected a drop of 6% in sales because of VAT introduction. 

The third scenario   assumed a pessimistic drop in sales up to 9% whereas the most pessimistic 

fourth scenario projected a drop that reached 12% in sales due to the effect of VAT.  

 

ANALYSIS AND FINDINGS 

Analysis of Scenario One (Most Optimistic): 

This scenario is the most optimistic one as it assumes a post VAT decrease in sales of 3% only 

for the investigated supply chain companies listed in Kuwait Financial Market. A paired sample 

T test is used to examine whether we have a significant difference between post and pre VAT 

net profit and revenue figures for this scenario. Since the results indicate that the significance 

value for the change in net profit is higher than 0.05, then we conclude that the average 

increase of 25.0583 million Kuwaiti Dinars cannot be attributed to the effect of VAT. However, 

the opposite is true for Revenue increase of 9.4794 Kuwaiti Dinars since the significance value 

for this change is less than 0.05. Therefore, we can conclude that the average increase of 

9.4794 Kuwaiti Dinars in revenue is attributed to the effect of VAT introduction as shown in 

Table 1. 

 

Table 1: Paired sample T test for scenario one 
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ANOVA analysis of post VAT net profit and revenue figures for the investigated companies in 

scenario one is used to determine any significant differences between sectors. For the net profit 

figures, the Levene’s test for equality of variance indicates that the variance between the 

investigated sectors are all equal since the significance level of F is higher than 0.050 (Table 2). 

 

Table 2: Levene’s test for equality of variance for post VAT net profit in scenario one 

 

 

Since equal variance of sectors is assumed then the Bonferroni ANOVA test is used to 

investigate the existence of any significant differences between sectors regarding the post VAT 

net profits of companies in each sector. The results revealed that there are no significant 

differences across sectors in its post VAT net profit means as Table 3 indicates.  

 

Table 3: Bonferroni ANOVA test for post VAT net profit in scenario one 
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In reference to the ANOVA test for revenue figures, the Levene’s test for equality of variance 

indicates that the variance between the investigated sectors are all equal since the significance 

level of F is higher than 0.050 as table 4 shows.  

 

Table 4: Levene’s test for equality of variance for post VAT revenue in scenario one 

 

 

Since equal variance of sectors is assumed then the Bonferroni ANOVA test is used to 

investigate the existence of any significant differences between sectors regarding the post VAT 

revenue of companies in each sector. The results revealed that there are no significant 

differences across sectors in its post VAT revenue means as Table 5 indicates.  

 

Table 5: Bonferroni ANOVA test for post VAT revenue in scenario one 
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Analysis of Scenario Two (Optimistic): 

This scenario is also an optimistic one (but less than the previous scenario) as it assumes a 

post VAT decrease of 6% only in sales for the investigated supply chain companies listed in 

Kuwait Financial Market. The paired sample T test results indicate that the significance value for 

the change in net profit is higher than 0.05, which leads to the conclusion that the average 

increase of 23.30980 million Kuwaiti Dinars cannot be attributed to the effect of VAT. However, 

the opposite is true for Revenue increase of 3.4481 Kuwaiti Dinars since the significance value 

for this change is less than 0.05. Therefore, we can conclude that the average increase of 

3.4481 Kuwaiti Dinars in revenue is not due to chance variation, and can be attributed to the 

effect of VAT introduction as Table 6 indicates. 

 

Table 6: Paired sample T test for scenario two. 

 

 

ANOVA analysis of post VAT net profit and revenue figures for the investigated companies in 

scenario two is used to determine any significant differences between sectors. For the net profit 

figures, the Levene’s test for equality of variance indicates that the variance between the 

investigated sectors are all equal since the significance level of F is higher than 0.050 as table 7 

shows.  

 

Table 7: Levene’s test for equality of variance for post VAT net profit in scenario two 
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Since equal variance of sectors is assumed then the Bonferroni ANOVA test is used to 

investigate the existence of any significant differences between sectors regarding the post VAT 

net profits of companies in each sector. The results revealed that there are no significant 

differences across sectors in its post VAT net profit means as Table 8 indicates.  

 

Table 8: Bonferroni ANOVA test for post VAT net profit in scenario two. 

 

 

In reference to the ANOVA test for revenue figures, the Levene’s test for equality of variance 

indicates that the variance between the investigated sectors are all equal since the significance 

level of F is higher than 0.050 as table 9 shows.  
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Table 9: Levene’s test for equality of variance for post VAT revenue in scenario two 

 

 

Since equal variance of sectors is assumed then the Bonferroni ANOVA test is used to 

investigate the existence of any significant differences between sectors regarding the post VAT 

revenue of companies in each sector. The results revealed that there are no significant 

differences across sectors in its post VAT revenue means as Table 10 indicates.  

 

Table 10: Bonferroni ANOVA test for post VAT revenue in scenario two. 
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Analysis of Scenario Three (Pessimistic): 

This scenario is a pessimistic one as it assumes a post VAT decrease of 9% in sales for the 

investigated supply chain companies listed in Kuwait Financial Market. The paired sample T test 

results indicate that the significance value for the change in net profit is higher than 0.05, which 

leads to the conclusion that the average increase of 21.56127 million Kuwaiti Dinars cannot be 

attributed to the effect of VAT. However, the opposite is true for Revenue decrease of 2.58350 

Kuwaiti Dinars since the significance value for this change is less than 0.05. Therefore, we can 

conclude that the average decrease of 2.58350 Kuwaiti Dinars in revenue is not due to chance 

variation, and can be attributed to the effect of VAT introduction as Table 11 indicates. 

 

Table 11: Paired sample T test for scenario three. 

 

 

ANOVA analysis of post VAT net profit and revenue figures for the investigated companies in 

scenario three is used to determine any significant differences between sectors. For the net 

profit figures, the Levene’s test for equality of variance indicates that the variance between the 

investigated sectors are all equal since the significance level of F is higher than 0.05 (Table 12). 

  

Table 12: Levene’s test for equality of variance for post VAT net profit in scenario three. 

 

 

Since equal variance of sectors is assumed then the Bonferroni ANOVA test is used to 

investigate the existence of any significant differences between sectors regarding the post VAT 

net profits of companies in each sector. The results revealed that there are no significant 

differences across sectors in its post VAT net profit means as Table 13 indicates. 
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Table 13: Bonferroni ANOVA test for post VAT net profit in scenario three. 

 

 

In reference to the ANOVA test for revenue figures, the Levene’s test for equality of variance 

indicates that the variance between the investigated sectors are all equal since the significance 

level of F is higher than 0.050 as table 14 shows.  
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Table 14: Levene’s test for equality of variance for post VAT revenue in scenario three 

 

 

Since equal variance of sectors is assumed then the Bonferroni ANOVA test is used to 

investigate the existence of any significant differences between sectors regarding the post VAT 

revenue of companies in each sector. The results revealed that there are no significant 

differences across sectors in its post VAT revenue means as Table 15 indicates.  

 

Table 15: Bonferroni ANOVA test for post VAT revenue in scenario three. 
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Analysis of Scenario Four (Very Pessimistic): 

This scenario is a very pessimistic one as it assumes a post VAT decrease of 12% in sales for 

the investigated supply chain companies listed in Kuwait Financial Market. The paired sample T 

test results indicate that the significance value for the change in net profit is higher than 0.05, 

which leads to the conclusion that the average increase of 19.81272 million Kuwaiti Dinars 

cannot be attributed to the effect of VAT. However, the opposite is true for Revenue decrease of 

8.61483 Kuwaiti Dinars since the significance value for this change is less than 0.05. Therefore, 

we can conclude that the average decrease of 8.61483 Kuwaiti Dinars in revenue is not due to 

chance variation, and can be attributed to the effect of VAT introduction as Table 16 indicates. 

 

Table 16: Paired sample T test for scenario four 

 

 

ANOVA analysis of post VAT net profit and revenue figures for the investigated companies in 

scenario four is used to determine any significant differences between sectors. For the net profit 

figures, the Levene’s test for equality of variance indicates that the variance between the 

investigated sectors are all equal since the significance level of F is higher than 0.050 as table 

17 shows.  

 

Table 17: Levene’s test for equality of variance for post VAT  net profit in scenario four. 

 

 

Since equal variance of sectors is assumed then the Bonferroni ANOVA test is used to 

investigate the existence of any significant differences between sectors regarding the post VAT 
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net profits of companies in each sector. The results revealed that there are no significant 

differences across sectors in its post VAT net profit means as Table 18 indicates.  

 

Table 18: Bonferroni ANOVA test for post VAT net profit in scenario four. 

 

 

In reference to the ANOVA test for revenue figures, the Levene’s test for equality of variance 

indicates that the variance between the investigated sectors are all equal since the significance 

level of F is higher than 0.050 as table 19 shows.  
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Table 19: Levene’s test for equality of variance for post VAT revenue in scenario four 

 

 

Since equal variance of sectors is assumed then the Bonferroni ANOVA test is used to 

investigate the existence of any significant differences between sectors regarding the post VAT 

revenue of companies in each sector. The results revealed that there are no significant 

differences across sectors in its post VAT revenue means as Table 20 indicates.  

 

Table 20: Bonferroni ANOVA test for post VAT revenue in scenario three. 
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CONCLUSION 

The aim of this research was to explore the effect of the VAT introduction on the net profit and 

revenue of the supply chain companies listed in Kuwait Financial Market. According to the 

analysis of four possible scenarios ranging from the very optimistic one (where sales drop for 

only 3%) to the very pessimistic one (where sales drop around 12%), the real negative effects of 

the VAT is only reflected on companies revenue and not on their net profit across all possible 

scenarios consistently. This conclusion means that the negative effect of the VAT is going to be 

passed on to customers rather than baring the negative effects with them. Especially that the 

net profit of the supply chain companies is going to stay healthy and well away from the effect of 

the VAT introduction across all sectors.  

The negative effects of VAT are not going to cause a real decrease in the supply chain 

companies’ revenue until sales drop 9% or lower as a result of its introduction. Therefore, only 

pessimistic scenarios will witness a real drop in sales revenue in the market. However, ANOVA 

tests for all possible scenarios revealed that the grim effect of VAT introduction is expected to 

take roughly the same severity across all sectors of the supply chain companies including 

consumer goods and services, industrials companies, Technology companies, Banks and Basic 

Materials companies in Kuwait. 

 

RECOMMENDATIONS FOR FUTURE RESEARCH  

The current study is considered to be a first step to explore and predict the effect of the VAT 

introduction on companies in the GCC. This study is confined by its limited data availability and 

lack of previous research in the Arabian Gulf Region and the Arab World in general. Therefore, 

it is highly recommended that post VAT introduction research in conducted across all market 

sectors and in all GCC countries in order to verify current predictions and find ways to further 

reduce the negative effect of VAT on both companies and consumers across the GCC markets. 
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