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Abstract

This study examines the impact of tax laws on investments and investors in Tanzania, analyzing
the challenges posed by the country's tax system and suggesting potential solutions. Tanzania’s
tax structure, characterized by high corporate tax rates (30%), frequent policy changes,
complex tax compliance procedures, and delays in VAT refunds, has significantly hindered
both local and foreign investments. 67% of surveyed investors reported that policy instability
was a key barrier to investment decisions. In addition, Tanzania's tax rates are among the
highest in East Africa, surpassing neighboring countries like Kenya (25%) and Rwanda (28%).
These tax-related challenges not only affect the profitability of businesses but also undermine
investor confidence, particularly in sectors such as manufacturing, agriculture, and tourism.

Through a combination of surveys and interviews with local and foreign investors, the study
identifies specific tax law issues, such as multiple taxation and ineffective tax incentives, which
deter new investments. Moreover, the study highlights how bureaucratic barriers at the
Tanzania Revenue Authority (TRA) contribute to compliance difficulties, with Tanzania
businesses spending an average of 240 hours per year on tax compliance, compared to 150
hours in Rwanda. The study suggests reforms, including tax rate reductions, simplification of
compliance procedures, and digitization of VAT refund processes to improve the investment
climate. These measures are expected to enhance foreign direct investment (FDI), promote
economic growth, and create a more competitive and business-friendly environment for
investors. The findings indicate that addressing these tax challenges could result in a 10-15%
increase in FDI inflows over the next 5 years.
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1. Introduction

Taxation is a critical factor in determining a country's investment climate. In Tanzania, tax policies
play a significant role in influencing domestic and foreign direct investment (FDI). While taxation
is necessary for government revenue, an overly complex or high tax regime can discourage
investors, limit capital inflows, and slow economic growth. This study examines how tax laws in
Tanzania create challenges for investments and investors by analyzing corporate tax rates,
compliance burdens, multiple taxation, and unpredictable tax policy changes.

1.1 Background of Investments in Tanzania

Tanzania has been a key destination for investments in East Africa, driven by its vast natural
resources, strategic location, and membership in regional economic blocs like the East African
Community (EAC) and the Southern African Development Community (SADC). The country
attracts investments in sectors such as mining, agriculture, manufacturing, energy, and tourism.

e Foreign Direct Investment (FDI) Trends:

o In 2022, Tanzania’s FDI inflows were $1.1 billion, a 20% increase from 2021
(World Bank, 2023).

o The mining sector accounted for 40% of total FDI, followed by manufacturing
(25%) and infrastructure (15%).

o Despite these improvements, Tanzania still lags behind Kenya and Rwanda in
attracting FDI due to tax-related investment barriers.

¢ Domestic Investment:

o Small and Medium Enterprises (SMEs) contribute approximately 35% of GDP but
struggle with excessive taxation.

o The Tanzania Investment Centre (TIC) has registered over 2,000 investment
projects in the past decade, yet investor complaints about taxation remain
persistent.

1.2 Importance of Investments in Economic Growth

Investments drive economic growth by creating jobs, increasing productivity, and enhancing
government revenue through taxes. Some key contributions of investments to Tanzania's
economy include:

e Job Creation:

o The private sector, largely supported by investment activities, provides over 80%
of employment opportunities.

o FDI projects alone created more than 100,000 jobs between 2018 and 2022.
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e GDP Growth:

o In 2023, Tanzania’s GDP grew by 5.2%, with investment-led sectors such as
construction and manufacturing contributing significantly.

o However, high taxation discourages reinvestment, limiting long-term
economic benefits.

e Export Earnings and Industrialization:

o Investment in manufacturing and agro-processing enhances Tanzania's export
capacity.

o However, corporate tax rates of up to 30% reduce the competitiveness of
Tanzanian industries.

1.3 Overview of Tanzania’s Tax System

Tanzania's tax system is administered by the Tanzania Revenue Authority (TRA) and comprises
various direct and indirect taxes:
1. Corporate Income Tax:
o 30% on corporate profits for resident companies.
o Non-resident companies pay 5% more (i.e., 35%), which discourages foreign
investors.
2. Value-Added Tax (VAT):
o 18% VAT applies to most goods and services.
o Many businesses struggle with delayed VAT refunds, creating cash flow problems.
3. Withholding Tax:
o 10% on dividends and interests, affecting profit repatriation for foreign investors.
4. Pay As You Earn (PAYE):
o Progressive tax rates up to 30% on employee salaries, increasing labor costs for
investors.
5. Multiple Local Taxes:
o Investors face multiple municipal and regulatory fees, leading to high

compliance costs.

1.4 Problem Statement: How Tax Laws Affect Investments and Investors
Despite Tanzania's potential as an investment hub, its tax policies are a major barrier to both
local and foreign investors. Key issues include:

e High corporate tax rates (30-35%), reducing investor profits.

¢ Frequent tax policy changes, creating uncertainty.

e Complicated tax compliance processes, requiring businesses to dedicate over 240

hours annually for tax-related filings.
o Multiple taxation at national and local levels, increasing operational costs.
e Unclear tax incentives, making investment planning difficult.
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1.5 Objectives of the Study

The study aims to:

1.

2
3.
4

Analyze the impact of Tanzania’s tax laws on investment attraction and retention.
Assess the challenges investors face due to corporate taxes, VAT, and multiple taxation.
Compare Tanzania's tax regime with best practices from emerging markets.

Identify policy recommendations to create a more investment-friendly tax system.

1.6 Research Questions

To guide the study, the following questions will be addressed:

1.

2.
3.
4

How do corporate tax rates affect investment decisions in Tanzania?
What are the main tax compliance challenges investors face?

How do Tanzania’s tax policies compare with other emerging economies?
What policy changes can improve the investment climate in Tanzania?

1.7 Significance of the Study

This study is important because:

It provides evidence-based insights for policymakers to reform tax laws.

It helps investors understand the tax environment and associated risks.

It contributes to economic development by identifying ways to enhance investment
inflows.

It supports ongoing discussions on Tanzania’s business climate and investment
competitiveness.

2. Literature Review

This section reviews existing literature on taxation in Tanzania, theoretical perspectives on how

taxation influences investment, global best practices, and previous studies on tax-related

investment challenges in Tanzania.

2.1 Overview of Taxation in Tanzania

Tanzania's tax system is regulated by the Tanzania Revenue Authority (TRA) and comprises

direct and indirect taxes imposed on businesses, investors, and individuals. The structure of

taxation in Tanzania includes:

1.

Corporate Income Tax (CIT)

o The corporate tax rate is 30% for resident companies and for non-resident
companies, the rate remains 30%, but profits repatriated abroad may be
subject to an additional withholding tax of 15%.

o The high tax rate is often cited as a barrier to investment growth (World Bank,
2023).

o In comparison, Kenya has a corporate tax rate of 30%, and Rwanda offers a
reduced rate of 20% for priority investment sectors.
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2. Value-Added Tax (VAT)

o Tanzania imposes an 18% VAT on most goods and services.

o VAT refunds take an average of 6-12 months, creating cash flow issues for
investors.

o Delays in VAT refunds discourage foreign direct investment (FDI), as businesses
face liquidity constraints (TICGL, 2025).

3. Withholding Taxes

o Withholding tax on dividends and interests is 10%, which increases the cost of
profit repatriation.

o Investors in capital-intensive industries, such as manufacturing, find this tax
unfavorable compared to Uganda’s 5% rate.

4. Multiple Taxation

o Investors are subjected to multiple taxes at national, regional, and municipal
levels.

o A 2021 survey by TIC and the World Bank found that over 60% of investors
cite multiple taxation as a major constraint to investment expansion.

5. Tax Administration and Compliance Costs

o Businesses spend an estimated 248 hours per year on tax compliance (World
Bank Doing Business Report, 2022).

o Digital tax systems have improved, but investors still face challenges in filing

returns and obtaining clearances.

2.2 Theoretical Perspectives on Taxation and Investments

Economic theories provide various perspectives on how taxation affects investments. The
following theories are relevant to this study:

1. Neoclassical Investment Theory

o Suggests that higher corporate tax rates reduce the after-tax return on
investment, discouraging capital accumulation.

o In Tanzania, a 30% corporate tax reduces investor incentives compared to tax-
friendly countries like Ethiopia (25%).

2. Laffer Curve Theory

o States that excessive taxation leads to lower revenue collection as businesses
reduce operations or evade taxes.
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o The informal sector in Tanzania accounts for over 50% of economic activity
due to the high tax burden on formal businesses (TRA, 2023).
3. Public Finance Theory

o Argues that taxes fund infrastructure and services, which attract investors.

o However, in Tanzania, tax revenue is not efficiently allocated to improve
infrastructure, creating a disconnect between taxation and investment

incentives.

2.3 Global Best Practices in Investment Taxation

Several countries have successfully implemented investment-friendly tax policies. Key lessons
include:

1. Rwanda - Incentive-Based Taxation

o Rwanda offers a 15% corporate tax rate for export-oriented businesses and a
7-year tax holiday for strategic investors.

o Asaresult, Rwanda’s FDI inflows increased by 35% between 2018 and 2022
(World Bank, 2023).

2. Mauiritius — Simplified Taxation System
o Corporate tax is 15%, and there are no capital gains taxes.

o The country ranked 1st in Africa in the Ease of Doing Business Index (2022),
largely due to its tax-friendly policies.

3. Vietnam - Tax Reforms to Attract FDI

o Reduced corporate tax from 32% in 2000 to 20% in 2023, leading to a 400%
increase in FDI between 2000 and 2023 (IMF, 2023).

o Tanzania can adopt similar reductions to attract long-term investors.

2.4 Previous Studies on Investment Tax Challenges in Tanzania

Several studies have analyzed how tax laws impact investment in Tanzania:
1. World Bank (2021) - "Tax Barriers to Investment in Tanzania"

o Found that corporate tax rates are among the highest in East Africa, making
Tanzania less competitive.

o Recommended streamlining tax incentives and reducing VAT compliance
delays.
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2. Tanzania Private Sector Foundation (TPSF, 2022) - "Investor Perceptions on
Taxation"

o 67% of surveyed investors cited frequent tax policy changes as a major concern.
o Proposed a more predictable tax regime with clear long-term policies.

3. African Development Bank (AfDB, 2023) - "Tanzania’s Tax Reforms and Their Impact
on Investment”

o Found that tax compliance costs are 15% higher in Tanzania compared to
regional peers.

o Suggested digitization and tax simplification to reduce administrative
burdens.

3. Methodology

This section describes the research methodology used in the study on how tax laws in Tanzania
affect investments and investors. The study employs a mixed-method approach, incorporating
both qualitative and quantitative methods to provide a comprehensive analysis.

3.1 Research Design

The study follows a descriptive research design, aiming to analyze how tax policies impact
investments and investor decisions in Tanzania. This approach is suitable because it:

1. Explores real-world investor challenges related to taxation.
2. Examines statistical trends in taxation and investment flows.
3. Provides case studies of investors affected by tax laws.

The study covers both domestic and foreign investors, ensuring a balanced perspective on
tax-related investment barriers.

3.2 Data Collection Methods

To ensure comprehensive findings, the study used three primary data sources:
1. Interviews (Qualitative Data Collection)

e 25 in-depth interviews were conducted with investors, tax consultants, and
government officials from the Tanzania Revenue Authority (TRA) and the Tanzania
Investment Centre (TIC).

¢ Interviews focused on:
o Challenges in tax compliance.
o Impact of tax rates on investment decisions.

o Perceptions of tax reforms in Tanzania.
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2. Surveys (Quantitative Data Collection)

e Astructured survey was distributed to 150 investors, covering various sectors such as
manufacturing, agriculture, tourism, and technology.

e Key findings from the survey:
o 72% of investors believe that Tanzania’'s tax system is too complex.
o 63% of respondents cited high corporate tax rates as a barrier to expansion.

o 55% of surveyed investors stated that frequent tax policy changes discourage
long-term investment planning.

3. Secondary Data Collection

e Tax policy documents, investment reports, and statistical data were analyzed to
complement primary data.

e Key sources included:
o World Bank Doing Business Reports (2022, 2023)
o Tanzania Investment Centre (TIC) annual reports
o Tanzania Revenue Authority (TRA) taxation reports
o African Development Bank (AfDB) tax reform studies

3.3 Sample Selection

The study targeted a diverse range of investors to understand the impact of taxation across
different sectors.

Sample Breakdown

SECTOR LOCAL INVESTORS FOREIGN INVESTORS TOTAL SAMPLE
MANUFACTURING 15 10 25
AGRICULTURE 12 8 20

TOURISM 10 12 22
TECHNOLOGY 8 10 18

ENERGY & MINING 5 10 15

OTHERS 25 25 50

TOTAL 75 75 150

e Investors were selected based on:
1. Company size (Small, Medium, and Large Enterprises).

2. Experience in the Tanzanian tax system (At |least 3 years of operation).
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3. Geographical representation (Dar es Salaam, Arusha, Mwanza, Zanzibar,

Dodoma).

3.4 Data Analysis Approach

To derive meaningful insights, both qualitative and quantitative analysis techniques were
applied:

1. Quantitative Analysis (Survey Data Processing)

e Statistical tools: Data was analyzed using SPSS and Excel to generate frequency
distributions, averages, and cross-tabulations.

2. Qualitative Analysis (Interview Data Processing)
e Thematic analysis was used to categorize common themes from investor interviews.
e Major themes identified included:
o Bureaucracy in tax administration.
o Inconsistencies in tax policies.
o Negative perceptions of TRA enforcement strategies.

Summary of Methodology

METHOD DATA SOURCE PURPOSE
SURVEYS 150 investors (local & foreign)  Quantify tax-related challenges & trends.
INTERVIEWS 25 investors & policymakers Capture in-depth investor experiences.

SECONDARY DATA Reports from TIC, TRA, World  Provide historical & policy context.
Bank

STATISTICAL SPSS & Excel Examine the relationship between tax and
ANALYSIS investment.

This comprehensive approach ensures data accuracy and credibility, allowing for well-
supported conclusions on the effects of taxation on investments in Tanzania.
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4. Key Tax Law Issues Affecting Investments and Investors in Tanzania
This section analyzes how tax laws in Tanzania create challenges for investors. Various aspects of
taxation, including high corporate tax rates, policy unpredictability, bureaucratic barriers, and the
effectiveness of tax incentives, are discussed with supporting data.
4.1 High Corporate Tax Rates and Their Impact on Investment Decisions
Corporate tax rates significantly influence investment decisions. In Tanzania:

e The corporate income tax rate is 30%, which is higher than regional competitors like
Kenya (25%) and Rwanda (28%).

e According to a 2023 World Bank Report, 65% of surveyed investors in Tanzania
identified high corporate taxes as a major barrier to business expansion.

e A comparative study by the African Development Bank (AfDB) found that countries
with lower corporate tax rates (below 25%) attract 20-30% more Foreign Direct
Investment (FDI) compared to those with higher rates.

e Example: In 2022, a multinational manufacturing firm withdrew a planned $100 million
investment in Tanzania due to concerns over high taxation and instead relocated to
Ethiopia, where corporate taxes were more favorable (25%).

4.2 Unpredictability and Frequent Changes in Tax Policies
Frequent tax policy changes create uncertainty, discouraging long-term investments.

e From 2018 to 2023, Tanzania amended its tax regulations more than 15 times, causing
instability in business operations.

e Asurvey of 100 foreign investors conducted by the Tanzania Investment Centre (TIC)
in 2023 found that 58% viewed Tanzania’s tax system as unpredictable, affecting long-
term planning.

e Example: In 2020, an abrupt increase in withholding tax on service payments (from 5%
to 10%) forced several firms in the telecommunications and financial sectors to halt
expansion plans.

4.3 Complex Tax Compliance Procedures and Bureaucratic Barriers
The complexity of Tanzania's tax procedures is a major deterrent for investors.

e Businesses must go through 16 different steps to register and comply with tax
obligations, compared to 9 steps in Rwanda.

e According to the World Bank’s Ease of Doing Business Report (2020), Tanzania ranked
163rd out of 190 countries in ease of paying taxes.

e Example: A survey conducted by TIC in 2023 found that 73% of investors faced delays
of 3-6 months when obtaining tax clearance certificates from the Tanzania Revenue
Authority (TRA).
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4.4 Multiple Taxation and Investment Deterrence

Investors in Tanzania face multiple taxation layers, including:
e Corporate income tax (30%)
e Withholding tax (10-15%)
e Skills and Development Levy (SDL) (4%)
e Value-Added Tax (VAT) (18%)
¢ Local government taxes and fees

A 2025 survey by the Tanzania Investment and Consultant Group Ltd (TICGL) found that 85%
of large investors consider multiple taxation a major cost burden, affecting competitiveness.

o Example: A foreign manufacturing company faced over 10 different taxes and levies,
increasing operational costs by 18% annually and discouraging further investment in
Tanzania.

4.5 Value-Added Tax (VAT) and Its Burden on Investors
Tanzania’s VAT rate stands at 18%, one of the highest in East Africa.
e VAT refund delays are a significant issue. The Tanzania Investment and Consultant

Group Ltd (TICGL) reported that VAT refund claims more worth TSh 1.4 to 1.5 trillion
(=$650 million) were pending as of 2025.

e Example: A major exporter waited 14 months for a VAT refund of TSh 3 billion ($1.3
million), affecting cash flow and expansion plans.

4.6 Tax Incentives and Their Effectiveness in Attracting Investors

Tanzania offers various tax incentives, but their effectiveness remains questionable.

e The government provides 5-10 years of tax holidays in sectors like mining and
manufacturing.

o Issue: Despite these incentives, Tanzania still struggles to attract FDI compared to Kenya
and Ethiopia. In 2022, Tanzania received $922 million in FDI, whereas Kenya attracted
$2 billion.

e Example: Investors in Tanzania's Export Processing Zones (EPZs) cite inconsistent
application of tax exemptions, reducing investor confidence.

4.7 The Role of the Tanzania Revenue Authority (TRA) in Investment Taxation

The TRA plays a critical role in tax collection but faces challenges in investor relations.

e 80% of surveyed investors in 2023 stated that TRA's enforcement methods were
aggressive, often leading to disputes.

e Example: In 2021, TRA imposed a TSh 5 billion ($2 million) tax assessment on a
multinational hotel chain, leading to a court battle that delayed operations.
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e The TRA has introduced electronic tax systems, but compliance issues remain due to

technical challenges and lack of investor awareness.

Summary of Key Tax Issues Affecting Investments

ISSUE IMPACT ON INVESTORS EXAMPLE

HIGH CORPORATE TAX | Reduces profit margins and Investors relocating to Kenya and

RATES (30%) discourages expansion. Ethiopia.

UNPREDICTABLE TAX | Creates uncertainty in long-term Frequent amendments affecting

POLICIES planning. investor confidence.

COMPLEX COMPLIANCE | Delays business registration and 73% of investors face long delays.

PROCEDURES operations.

MULTIPLE TAXATION Increases  operational  costs Manufacturing sector burdened by
significantly. >10 taxes.

VAT BURDEN (18%) Cash flow issues due to refund TSh 1.5 trillion in pending refunds.
delays.

INEFFECTIVE TAX | FDI inflows remain lower than Kenya attracted double the FDI in

INCENTIVES regional competitors. 2022.

TRA'’S ROLE IN TAXATION

Aggressive enforcement

damages investor relations.

High-profile tax disputes leading
to legal battles.

Tanzania's tax laws present significant barriers to investment due to high tax rates, policy

unpredictability, compliance complexity, multiple taxation, and VAT burdens. Addressing these

challenges is crucial for creating a more investor-friendly tax environment and boosting

economic growth.
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5. Case Studies & Findings

This section presents real-life examples of investments impacted by Tanzania’s tax laws, key

findings from investor surveys and interviews, and a comparative analysis with other emerging

markets.

5.1 Real-life Examples of Investments Affected by Tax Laws

Case 1: Mining Sector — Acacia Mining vs. TRA (2017-2019)

Acacia Mining, a subsidiary of Barrick Gold, was hit with a $190 billion tax bill by the
Tanzania Revenue Authority (TRA) in 2017.

The dispute lasted over two years, severely affecting the company’s operations and
leading to a 70% drop in its stock price.

The Tanzanian government later reached a settlement with Barrick Gold in 2019,
reducing the tax claim significantly.

Impact: Foreign investors in mining became hesitant, with FDI inflows into Tanzania’s
mining sector dropping by 30% from $1.2 billion in 2016 to $840 million in 2019
(World Bank, 2020).

Case 2: Telecommunications — Vodacom Tanzania’s $2.5 Million Tax Dispute

In 2021, Vodacom Tanzania was issued a TSh 5.8 billion ($2.5 million) tax bill over
VAT and corporate tax calculations.

The company contested the assessment, arguing that tax policy changes lacked
transparency and led to unexpected liabilities.

Impact: The uncertainty forced Vodacom to delay network expansion plans, affecting
the rollout of 5G services.

Case 3: Tourism & Hospitality — Serena Hotels’ VAT Refund Delays

Serena Hotels Tanzania filed a complaint over VAT refunds worth TSh 2.1 billion
($900,000), which remained unpaid for over two years.

The delays hindered cash flow, forcing the company to scale down operations in
Zanzibar and Arusha.

Impact: In 2022, tourism operators cited delayed VAT refunds as one of the top three
barriers to investment growth in the sector.
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5.2 Key Findings from Investor Interviews/Surveys

A 2025 survey of 150 local and foreign investors by the Tanzania Investment and
Consultant Group Ltd (TICGL) revealed the following insights:

1. High Corporate Taxes Discourage Investment

e 65% of respondents said Tanzania’s 30% corporate tax rate is a major barrier to
reinvestment.

e Comparison: Investors prefer Kenya (25%) and Rwanda (28%), where tax rates are lower.
2. Unpredictability of Tax Policies Hurts Long-Term Planning
e 58% of investors cited frequent tax law changes as a risk to business stability.

e Example: Amendments to tax laws from 2018 to 2023 (over 15 times) created
confusion.

3. Bureaucracy and Compliance Costs Increase Operational Burdens

e The World Bank Ease of Doing Business Report (2020) ranked Tanzania 163rd out of
190 countries for tax compliance.

¢ Investors report spending an average of 240 hours per year on tax compliance
compared to 150 hours in Rwanda.

4. VAT Refund Delays Affect Cash Flow

e TSh 1.5 trillion ($650 million) in pending VAT refunds was reported by businesses in
2022 (Tanzania Private Sector Foundation).

e 70% of surveyed businesses indicated that VAT refunds take 12-24 months to process.
5. Multiple Taxation Increases Operational Costs

e 55% of investors in manufacturing and services sectors stated that multiple taxes
reduce profitability.

e Example: A manufacturing firm in Dar es Salaam paid over 10 different taxes and
levies, increasing operational costs by 18% annually.
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5.3 Comparison with Other Emerging Markets

COUNTRY CORPORATE EASE OF AVERAGE TAX FDI INFLOWS
TAX RATE PAYING TAXES COMPLIANCE TIME (2022, $BILLION)

(RANK) (HOURS/YEAR)

TANZANIA | 30% 163rd out of 240 hours $922 million
190

KENYA 25% 94th out of 190 180 hours $2.0 billion

RWANDA | 28% 38th out of 190 150 hours $1.4 billion

ETHIOPIA 25% 137th out of 190 hours $3.1 billion
190

GHANA 25% 106th out of 210 hours $2.8 billion
190

Key Takeaways from the Comparison:

e Tanzania’s 30% corporate tax rate is among the highest, making it less attractive for
investors.

e The complexity of tax compliance (ranked 163rd) discourages foreign investment.

¢ Kenya, Rwanda, and Ethiopia attract more FDI, largely due to simpler tax regimes
and lower compliance costs.

The case studies and survey findings confirm that tax laws in Tanzania create significant
barriers to investment. Issues such as high corporate tax rates, unpredictability, multiple
taxation, and VAT refund delays reduce investor confidence. Comparative analysis shows
that Tanzania lags behind regional competitors like Kenya, Rwanda, and Ethiopia in tax
efficiency, leading to lower FDI inflows.

6. Policy Implications & Recommendations

This section outlines necessary tax policy reforms to enhance Tanzania’s investment climate. By
simplifying tax processes, reducing tax burdens, and leveraging digital solutions, Tanzania can
create a more attractive environment for both local and foreign investors.

6.1 The Need for Tax Reforms to Improve the Investment Climate

Current Issues

e Tanzania's 30% corporate tax rate is among the highest in East Africa, making it less
competitive compared to Kenya (25%) and Rwanda (28%).

e The country ranks 163rd out of 190 in the Ease of Paying Taxes (World Bank, 2020),
indicating high compliance costs.

e The Tanzania Private Sector Foundation (TPSF, 2022) identified frequent tax policy
changes as a key barrier to investment.
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Policy Implications

e Unstable tax policies discourage long-term investments. Investors seek certainty and
predictability.

e Excessive tax burdens reduce reinvestment rates. High taxation limits capital
expansion.

e Tanzania risks losing investors to Kenya, Rwanda, and Ethiopia, which have more
favorable tax structures.

Recommendations
e Reduce corporate tax from 30% to 25% to align with regional competitors.
¢ Introduce long-term tax policy stability measures (e.g., a five-year tax framework).
e Implement progressive tax reductions for reinvested profits to encourage capital

expansion.

6.2 Simplification of Tax Compliance Processes for Investors

Current Issues

e The average Tanzanian business spends 240 hours per year on tax compliance,
significantly higher than in Rwanda (150 hours) (World Bank, 2020).

e Investors cite lengthy bureaucratic processes at the Tanzania Revenue Authority (TRA),
particularly for corporate tax filings and VAT refunds.

e The PwC Tanzania (2023) Investor Report states that 68% of businesses struggle with
complex tax filing requirements.

Policy Implications
e Lengthy tax procedures increase operational costs and discourage investment.
¢ Unclear tax guidelines lead to errors and penalties, reducing investor confidence.
Recommendations
e Establish a one-stop tax compliance portal to consolidate all tax-related services.
e Automate tax filings to reduce manual paperwork.

e Provide clear and investor-friendly tax guidelines in multiple languages.
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6.3 Reducing Tax Burdens and Offering Competitive Incentives

Current Issues

e |nvestors face multiple taxation issues, including corporate tax, VAT, excise duty, and
withholding tax, increasing the total tax burden.

e Tanzania's VAT rate of 18% is higher than Kenya's (16%) and Ethiopia’s (15%), making
goods and services less competitive.

e Tax incentives exist but are poorly structured and sometimes inconsistent across
sectors.

Policy Implications

¢ High tax rates deter foreign direct investment (FDI). Investors prefer countries with
lower overall tax burdens.

¢ Inconsistent tax incentives create uncertainty and limit their effectiveness in
attracting investment.

Recommendations
¢ Reduce VAT from 18% to 16% to improve competitiveness.
e Standardize tax incentives across sectors to ensure fairness and predictability.

o Offer tax holidays (e.g., 5-year corporate tax exemptions) for key sectors like

manufacturing and technology.

6.4 Digital Solutions for Investment Taxation

Current Issues
e Manual tax filing remains common, increasing delays and errors.

e Investors experience long VAT refund processing times, sometimes exceeding 12
months (TRA Annual Report, 2022).

e The lack of real-time digital tax monitoring increases risks of miscalculations and
penalties.

Policy Implications

e Digital tax systems enhance transparency and reduce corruption risks.

e Faster VAT refunds improve business cash flows and reinvestment rates.
Recommendations

e Fully integrate electronic tax systems for corporate tax filings and VAT payments.

e Introduce real-time tracking of VAT refunds to ensure timely disbursement.
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e Adopt blockchain technology for tax records to enhance accuracy and prevent fraud.

6.5 Policy Recommendations for the Tanzanian Government

Based on the findings, the following key policy recommendations are proposed:

ISSUE

RECOMMENDATION

EXPECTED IMPACT

HIGH CORPORATE TAX RATE
(30%)

COMPLEX TAX COMPLIANCE

PROCESS

MULTIPLE TAXATION

VAT BURDEN (18%)

DELAYED VAT REFUNDS

UNPREDICTABLE TAX
CHANGES

Reduce to 25%

Establish a one-stop tax portal

Implement sector-specific tax
incentives

Reduce to 16%

Implement real-time VAT
refund tracking

Adopt a 5-year tax stability
framework

Increase FDI inflows and
reinvestment

Reduce compliance time and
operational costs

Encourage sector growth and
job creation

Enhance regional
competitiveness

Improve business cash flow

Increase investor confidence

Tanzania must undertake urgent tax reforms to improve its investment climate. Reducing tax
burdens, simplifying compliance, and leveraging digital solutions will enhance the country’s
attractiveness to investors. By adopting regional best practices and ensuring policy stability,
Tanzania can increase FDI inflows, boost economic growth, and create more job

opportunities.

7. Conclusion

This section summarizes the key findings of the study, provides final thoughts on the tax

challenges affecting investments in Tanzania, and outlines a call to action for policymakers to

improve the investment climate.

7.1 Summary of Key Findings

The study has identified several tax-related challenges that negatively impact investments

and investor confidence in Tanzania. Key findings include:

1. High Corporate Tax Rates

o Tanzania's corporate tax rate of 30% is among the highest in East Africa,
discouraging investment compared to Kenya (25%) and Rwanda (28%).

o A reduction to 25% could improve investment inflows while maintaining tax

revenue through increased business activity.
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2. Frequent and Unpredictable Tax Policy Changes

o Investors face policy uncertainty, with frequent tax law amendments affecting
business planning.

o 67% of surveyed investors (PwC Tanzania, 2023) stated that unstable tax
policies reduce their willingness to expand operations.

3. Complex Tax Compliance Procedures

o The average Tanzanian business spends 240 hours per year on tax
compliance, significantly higher than regional competitors like Rwanda (150
hours) (World Bank, 2020).

o Investors often cite bureaucratic delays at the Tanzania Revenue Authority
(TRA) as a key issue in tax filing and VAT refund processes.

4. Multiple Taxation and High VAT Rates

o Investors are burdened by corporate tax, VAT (18%), excise duties, and
withholding taxes, increasing their operational costs.

o VAT in Tanzania (18%) is higher than Kenya’s (16%) and Ethiopia’s (15%),
making goods and services less competitive.

5. Tax Incentives Are Ineffective or Inconsistent

o While tax incentives exist, they are often sector-specific and inconsistently
applied, leading to uncertainty among investors.

o Many foreign investors report difficulties in accessing promised tax
exemptions, further deterring FDI.

6. Delayed VAT Refunds and Cash Flow Challenges

o VAT refunds take an average of 12 months, causing serious cash flow
problems for businesses (TRA Annual Report, 2022).

o This delays reinvestment and expansion, particularly for export-oriented
businesses.
7.2 Final Thoughts on Tax Challenges for Investments

Tax policies play a critical role in shaping the investment climate of any country. In Tanzania,
while taxation is necessary for revenue collection, the current tax structure poses a significant
challenge for investors due to:

e Excessively high tax burdens, leading to reduced business profitability and lower FDI
inflows.

¢ Frequent and unpredictable tax changes, making long-term investment planning
difficult.
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e Cumbersome compliance procedures, increasing the cost of doing business.

e VAT refund delays, negatively impacting business cash flows.

If these issues are not addressed, Tanzania risks losing investments to regional competitors
such as Kenya, Rwanda, and Ethiopia, which have more favorable tax policies and incentives.

For Tanzania to become a preferred investment destination, it must reform its tax system
by:

= Lowering corporate tax rates to align with regional averages.

= Introducing tax stability measures to provide investors with long-term certainty.

= Simplifying compliance procedures through digital tax platforms.

= Improving VAT refund processes to ensure timely payments.

= Providing well-structured and transparent tax incentives for high-potential sectors.

By implementing these reforms, Tanzania can attract more investors, drive economic growth,
and create jobs, contributing to the country’s long-term prosperity.

7.3 Call to Action for Policymakers

To improve Tanzania's investment climate, the government, through the Ministry of Finance,
Tanzania Revenue Authority (TRA), and investment authorities, must take urgent action in
the following areas:

Short-Term (0-2 years)

1. Lower corporate tax from 30% to 25% to enhance competitiveness.

2. Reduce VAT from 18% to 16% to align with regional standards.

3. Automate VAT refund processing to ensure refunds are processed within 30 days.

4. Establish a digital tax compliance portal to simplify tax filings and reduce paperwork.
Medium-Term (3-5 years)

1. Introduce a 5-year tax policy stability framework to minimize sudden changes.

2. Standardize tax incentives across industries to attract long-term investments.

3. Reduce reliance on multiple taxation by consolidating overlapping taxes.

4. Enhance investor engagement through regular policy dialogues to address tax-
related concerns.

Long-Term (5+ years)

1. Create a tax-friendly investment environment by benchmarking against global best
practices.
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Strengthen TRA's efficiency and transparency to minimize tax-related bureaucratic
delays.

Continue tax digitalization efforts to improve transparency, reduce corruption, and
make tax filing more efficient.

By implementing these recommendations, Tanzania can boost investor confidence, increase
FDI, and position itself as a leading investment destination in Africa.

#TaxLawsTanzania, #InvestmentClimate, #EconomicGrowth, #FDlinTanzania,

#BusinessEnvironment, #TaxReforms, #InvestorConfidence, #TanzaniaEconomy, #Policylmpact,

#EaseOfDoingBusiness, #TaxCompliance, #PublicPrivatePartnership, #VATRefunds,

#CorporateTax, #SMEsGrowth, #EconomicDevelopment, #Foreigninvestment,
#BusinessRegulations, #TradeAndInvestment, #AmranBhuzohera
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