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Tax Policy in Sub-Saharan Africa 

 

This paper studies tax policies as currently 

pursued in a number of sub-Saharan African 

countries against the backdrop of increasing 

worldwide economic integration and the 

pressure this puts on revenues from trade 

taxes and taxes on mobile production 

factors. This contrasts with existing 

(growing) demand for public services and 

high public debt levels, both calling for 

higher tax revenues.  

 

This paper tries to come up with answers to 

the following question: what are the most 

effective and (economically) efficient ways to 

raise sufficient domestic (tax) revenues – 

without sacrificing too much on equity? 

 

To answer this question, the tax systems of 

fifteen Sub-Saharan African countries are 

assessed on the basis of a normative 

framework, and by taking into account good 

practices found in the region and elsewhere. 

 

The framework for analysis 

The normative framework specifies that taxes should 

distort economic decision making as little as possible. 

This implies that tax bases should be as broad as 

possible and that tax rates should be moderate.  

 

For VAT this implies a low number of exemptions, 

ideally limited to basic health care and education, 

financial and insurance intermediation services and 

possibly agriculture. A single, uniform rate is to be 

preferred and the registration threshold (acting as an 

exemption for small firms) should not be set too low to 

improve effective administration of those in the tax net. 

 

The most prominent prescriptions for the corporate 

income tax are also to apply a tax base that is as 

broad as feasible, with an equal treatment of debt and 

equity, an equal treatment of domestic and foreign 

investors and generous (yet targeted) investment 

allowances. 

 

For excises, efficiency considerations play a different 

role as the nature of excises is to steer behaviour. As 

excises are typically levied to counter external effects, 

specific rates, which typically approximate these 

external costs much better than ad valorem rates, 

should be preferred. Specific excises are typically also 

easier to levy as there is no need to determine proper 

prices for the tax base. However, these need to be 

adjusted for inflation in order for revenue to keep up 

with inflation.  

 

Due attention also has to be paid to international 

compatibility of tax structure, which rules out doing 

thing untested, equity considerations, and probably 

most prominently for developing countries, 

administrative feasibility. This last issue is very 

important as administrative capacity is often limited 

and voluntary compliance – a key issue in VAT – 

tends to be quite weak. This may be aggravated by 

widespread corruption. 

 

Tax revenue ultimately depends on the combination of 

tax policy, the economic structure on which taxes are 

imposed and on the quality of the tax administration. 

The potential for revenue therefore varies from country 

to country.  
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Existing tax structures and the economic structure 

of countries 

The tax systems in the countries surveyed (Angola, 

Botswana, Burkina Faso, Ghana, Kenya, Malawi, Mali, 

Mozambique, Namibia, Nigeria, Senegal, South Africa, 

Tanzania, Uganda and Zambia) differ substantially. 

Angola, for example, does not levy a VAT but a sales 

tax. Similarly, corporate income tax (CIT) systems are 

in place in all countries, but the extent to which 

withholding taxes on dividends, interest payments and 

royalties are levied also varies significantly. All 

countries have a wide array of tax incentives present 

to stimulate (foreign) investment. This ranges from 

accelerated depreciation, targeting specific types of 

investment to blunt instruments such as extensive tax 

holidays. Personal income tax systems also show a 

wide range of differences in the scope of their tax base 

and the effective rate structure. Lastly, excises vary 

widely in the way they are levied, as specific levies or 

ad valorem rates, and in their absolute size. 

 

The countries surveyed also differ substantially in 

terms of economic structure and performance. This 

impacts on revenue potential. 

 

Assessing tax structures 

Tax structures are assessed in comparison to the 

normative framework and in comparison to good 

practices found in other countries. The assessment 

shows a number of design issues that should be 

addressed. 

 

VAT systems need to be reconsidered in three 

important aspects. First, the countries show a wide 

array of exemptions. In all cases much more 

exemptions are present than is optimal. Most of these 

exemptions could and should be carefully 

reconsidered. In addition, the size of the registration 

threshold should also be reconsidered as this allows 

better targeting of actions by the tax administration. 

Finally, a single rate should apply. 

 

In the corporate income tax, due attention should be 

paid to depreciation schedules as these are typically 

overly complex, leaving far too much room for 

arbitrage. In addition, the number of rates should be 

brought back to one, with an exception for a surcharge 

on natural resources.  

 

 

 

Finally, withholding taxes on interest payments should 

ideally be levied and these should be in line with the 

taxation of equity to prevent a distortion of the debt-

equity ratio. 

 

The number of tax incentives in the CIT should be 

reduced and tax incentives should be better targeted. 

The best way to trigger investment is by stimulating 

certain types of investment, for example, through 

accelerated depreciation and not through overly 

generous and possibly ineffective tax holidays. Some 

degree of coordination is warranted as no country can 

scale back these incentives on its own. 

 

There are gains to be made in the design of excises. 

Rates are typically too low and specific excises, 

automatically corrected for inflation, are to be 

preferred over ad valorem excises.  

 

 

 
 

 

Concluding remarks 

Raising tax revenues more (efficiently and effectively) 

can be achieved in a number of ways, as indicated 

above. As economic theory has little to say on the 

relative efficiency of broad based consumption taxes 

over income taxation or of general consumption taxes 

over specific consumption taxes, it is hard to prioritise 

the prescriptions. Most of the prescriptions have in 

common, however, that the efficiency of collections will 

increase. A less discriminatory tax system will 

increase general efficiency in the economy and a 

simpler tax system will decrease administrative and 

compliance costs of the tax system. This frees scarce 

resources for more productive purposes.  


