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Introduction
Taxation serves as the backbone of any modern nation’s revenue system, and in
Yemen, it is no exception. As the country continues to face political, economic, and
social upheaval, the role and effectiveness of the Yemeni tax system have gained ever-
greater significance. Understanding how the Yemeni tax system works is essential for
individuals and businesses operating within Yemen, as well as for policymakers,
researchers, and the international community seeking to comprehend the fiscal
dynamics shaping this nation.

The Yemeni tax system is characterized by a blend of direct and indirect taxes, an
evolving legal framework, and administrative structures that have adapted in
response to profound changes over the past three decades. Since the unification of
North and South Yemen in 1990, Yemen has worked to merge and harmonize distinct
tax regimes, introducing modern legislation and streamlining tax collection and
administration. Despite these efforts, the system remains complex and has faced
persistent challenges, particularly in the context of ongoing conflict and widespread
economic instability.

At its core, Yemen’s taxation framework is built upon key statutes such as the Income
Tax Law and the General Sales Tax Law, providing the primary scaffolding for tax
policy and collection. Alongside personal and corporate income taxes, the system
encompasses a range of taxes, including those on profits, capital gains, property, and
imports. Unique to the country, Zakat—an obligatory religious levy—plays a vital and
parallel role in the nation’s approach to public finance. Additionally, the Yemeni
government relies on various indirect taxes such as the General Sales Tax and
customs duties, each carrying distinct rules and rates that affect local and foreign
entities alike.

The practical realities of tax collection and enforcement in Yemen are deeply impacted
by the country’s political climate, fluctuating economic conditions, and a continually
shifting administrative landscape. While reform efforts have introduced digitalization,
self-assessment mechanisms, and targeted compliance strategies, recurring
issues—including low compliance rates, a large informal sector, and frequent
institutional disruptions—complicate the path to stable and equitable revenue
generation. The division of authority, with Zakat managed by a distinct entity from the
general tax authority, further adds intricacy to the country’s tax mosaic.

This book seeks to provide a comprehensive, clear, and accessible guide to the
Yemeni tax system. Through detailed explanations of tax types, legal bases,
administrative structures, taxpayer obligations, and current reforms, readers will gain
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an in-depth understanding of how Yemen collects, administers, and relies upon tax
revenue. Special chapters are dedicated to sector-specific taxation, international
treaties, challenges unique to Yemen’s current context, and practical guidance for
both individuals and businesses navigating the tax environment.

Whether your interest in Yemeni taxation is personal, professional, or academic, this
book aims to serve as your primary reference. By shedding light on the principles,
processes, and problems inherent in Yemen’s tax system, the following chapters will
equip you to better understand this critical aspect of the nation’s governance, its
ongoing challenges, and its potential pathways toward a more effective and resilient
tax regime.
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CHAPTER ONE: The Evolution of Yemen’s Tax System
The history of taxation in the land that is now Yemen is a long and winding road, much
like the ancient trade routes that once crisscrossed its terrain. From early forms of
levies in antiquity to the complex, albeit challenged, system of today, taxation has
always been intrinsically linked to governance and the sustenance of the state. Even
in ancient civilizations, long before coined money became commonplace, taxes were
collected in kind, with agricultural produce often forming the backbone of state
revenue. Imagine the logistics of collecting a significant portion of the grain harvest –
it certainly puts modern tax filing into perspective.

Before the unification in 1990, the distinct political paths of North and South Yemen
led to the development of two separate tax systems, each reflecting the differing
ideologies and administrative structures of the Yemen Arab Republic (YAR) and the
People's Democratic Republic of Yemen (PDRY). In the North, the tax system began to
take a more modern shape following the 1962 revolution, gradually moving away from
older, more traditional forms of revenue collection. This era saw the introduction of
specific tax laws, such as those on stamp duty and taxes on wages and salaries, laying
some of the groundwork for a more formalized system.

Meanwhile, South Yemen, with its history influenced by British colonial administration
in Aden, had an earlier start in developing a more structured tax system. Legislation
was in place even before independence, and this framework continued to evolve up
until the early 1990s. The South's socialist path after independence in 1967 also
shaped its economic and, by extension, its tax landscape, though the reality on the
ground often saw a mix of state and private enterprise. The unification in 1990,
therefore, wasn't just a political merger; it was the complex task of bringing together
two distinct administrative and legal tax frameworks.

The process of merging these two systems into a single, unified tax structure for the
newly formed Republic of Yemen was a significant undertaking. It required the
harmonization of differing tax laws, rates, and administrative procedures that had
developed independently over decades. The goal was to create a cohesive system that
could effectively serve the entire country. This period saw the introduction of key
legislation aimed at establishing this unified framework.

One of the notable early steps in establishing a unified system was the introduction of
a new Income Tax Law in 1991. This law aimed to replace the previous income tax
regulations of both the North and the South, setting out common rules for the taxation
of income across the newly unified nation. This was a foundational piece in building a
single tax structure from the ground up, or perhaps more accurately, from two
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existing, different structures.

However, the path to a seamlessly integrated tax system was far from smooth. The
different economic philosophies and administrative capacities of the former North and
South presented considerable challenges. Merging civil services and rationalizing
public enterprises inherited from the South's more centrally planned economy added
layers of complexity to the unification process that extended to the tax administration
itself.

The early years of unification were also marked by significant economic pressures. The
return of a large number of Yemeni workers from Saudi Arabia and Kuwait following
Yemen's stance during the 1990-91 Gulf War put a strain on public finances. This,
coupled with a decline in oil revenue during some periods, highlighted the need for a
robust and efficient tax system to generate much-needed government income.

Efforts were made to reform the tax system throughout the 1990s, often with the
support of international financial institutions like the International Monetary Fund and
the World Bank. These reforms aimed to stabilize the economy, increase revenue
collection, and create a more favorable environment for investment. The focus was on
broad structural and legislative changes.

A key area of reform was the tax policy itself, with objectives including expanding the
tax base and integrating the informal sector into the formal tax system. Given that a
significant portion of the Yemeni economy operated informally, bringing these
activities into the tax net was, and remains, a considerable challenge. It's a bit like
trying to herd cats, but with economic activity instead of felines.

The mid-1990s saw attempts to introduce further changes to the income tax law,
including unifying corporate tax rates. Prior to this, different rates could apply
depending on factors such as the type of business and whether it was resident or non-
resident. Simplifying these structures was part of the broader effort to create a more
transparent and manageable tax system.

Another significant development in the evolution of Yemen's tax system was the
introduction of a General Sales Tax (GST). Plans for a broad-based consumption tax
were discussed and developed, eventually leading to the implementation of the GST,
which functions similarly to a Value Added Tax (VAT). This marked a shift towards
relying more on indirect taxation as a source of government revenue.

The General Sales Tax Law, which was eventually applied, aimed to expand the tax
base by imposing a tax on the sale and import of a wide range of goods and services.
While initially met with some dispute from the business community, the GST became a
fixture of the tax system, with a standard rate applied to most items, though specific
goods like telecommunication services and cigarettes were subject to higher rates.
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Throughout the late 1990s and into the 2000s, the Yemeni Tax Authority continued to
pursue modernization efforts. These included initiatives focused on improving
administrative procedures, enhancing the self-assessment system for taxpayers, and
moving towards the digitization of tax operations. The aim was to increase efficiency
and compliance.

The establishment of a unified tax number system and a dedicated unit for large
taxpayers were also part of these reform efforts. These steps were intended to
streamline tax administration and improve the collection of revenue from key
economic players. It's a logical approach: focus resources where the potential for
revenue is highest.

In 2010, a new Income Tax Law was enacted, repealing the previous 1991 law and
introducing further changes to the tax framework. This law aimed to refine various
aspects of income taxation for both individuals and corporations, including
adjustments to tax rates and clarifying definitions related to residency, sources of
income, and permanent establishments.

The 2010 law, for instance, reduced the top personal income tax rate for residents and
set a flat rate for non-residents. It also lowered the general corporate tax rate while
maintaining higher rates for specific sectors like telecommunications, oil, and gas,
reflecting the economic significance of these industries. Investment projects were
often granted a reduced corporate tax rate to encourage economic activity.

Beyond income and sales taxes, other forms of taxation have also been part of the
Yemeni revenue landscape throughout its evolution. Customs duties on imports and
exports have historically been a significant source of income, regulated by specific
customs laws and procedures. The administration of customs has also seen efforts
towards modernization and alignment with international standards.

Property tax is another long-standing element of the tax system, levied on the value of
real estate and rental income. This type of tax provides a consistent, albeit sometimes
challenging to collect, revenue stream for the government and local authorities. The
specific rates and collection mechanisms have also evolved over time.

Zakat, the mandatory Islamic charitable contribution, also plays a unique role in
Yemen's revenue system. While based on religious principles, its collection has, at
various times, been integrated to some extent with the state's financial
administration, though managed by a separate entity from the main Tax Authority. Its
administration has been a subject of discussion and proposed reforms.

The evolution of the Yemeni tax system hasn't occurred in a vacuum; it has been
deeply intertwined with the country's political and economic trajectory. Periods of

Sample from MixCache.com - The Online eBook Marketplace



SHARING STRICTLY PROHIBITED - For personal use of the licensed account only - See MixCache.com Terms of Use.

SA
MPL

E 
CO

PY

stability have allowed for reform and modernization, while times of conflict and
fragmentation have posed significant challenges to tax collection and administration.
The ongoing conflict, in particular, has severely impacted the functioning of the tax
system, leading to fragmented control over revenue streams and hindering effective
collection.

Despite the considerable hurdles, the narrative of Yemen's tax system is also one of
persistent efforts to adapt and improve. From the initial merging of two disparate
systems to ongoing initiatives for digitization and enhanced compliance, the
underlying goal has been to build a revenue system capable of supporting the state
and its services. The challenges are immense, but the history shows a continuous,
albeit often difficult, process of evolution and reform in the pursuit of a more effective
tax framework.
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