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The Current State of Ghana’s Tax Policies and Their

Impact on the Economy

Tax policies play a critical role in shaping the fiscal health and economic growth

trajectory of a country.
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Highlights
Analysis of Ghana’s evolving tax policies and their effects on economic growth.
Key statistics revealing the performance of tax revenues and fiscal impact.
Projections and recommendations for improving tax policy effectiveness in the

coming years.
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Economy
Highlights:

Analysis of Ghana’'s evolving tax policies and their effects on economic growth.
Key statistics revealing the performance of tax revenues and fiscal impact.

Projections and recommendations for improving tax policy effectiveness in the
coming years.
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Research Methodology:

This analysis is based on data from the Ghana Revenue Authority (GRA), the Ministry of
Finance, and international financial organizations such as the IMF and World Bank. The
research covers the period from 2018 to 2023, focusing on tax revenue trends,
tax-to-GDP ratios, and the effects of tax policies on business and investment. Data was
cross-referenced with reports from local think tanks and economic policy research
institutions. The evaluation includes peer-reviewed academic studies on the impact of
taxation on Ghana's economy.

Page 3



Rendered from Anang Tawiah's Blog

Top 10 Key Statistics and Facts on Ghana’s Tax Policies:

1. Ghana’s tax-to-GDP ratio stood at 13.2% in 2022, below the African average
of 16.5%, indicating room for improvement in revenue mobilization.

2. The introduction of the Electronic Transfer Levy (E-Levy) in 2022 was
expected to generate $1 billion in revenue annually but underperformed, achieving
only 10% of its target in the first year.

3. Corporate income tax accounts for 25% of total tax revenues, while
individual iIncome tax contributes approximately 19%.

4. VAT (Value Added Tax) is one of the highest contributors to Ghana’s tax
revenues, contributing 30% of total tax income in 2023.

5. Ghana’s informal sector, which represents nearly 85% of employment, remains
largely untaxed, creating significant gaps in revenue collection.

6. The Ghana Revenue Authority (GRA) has increased tax compliance efforts,
raising revenues by 15% in 2022 through improved audits and enforcement.

7. Property tax collection remains underdeveloped, with property tax
contributing less than 1% of total tax revenue.

8. The Ghana tax revenue growth rate was 6.4% in 2022, below the
pre-pandemic average of 9%, due to inflation and economic slowdown.

9. Import duties contribute around 12% of tax revenue, but Ghana's reliance on
imports has created volatility in this revenue stream due to exchange rate fluctuations.

10. Ghana’s Tax ldentification Number (TIN) system has helped formalize parts
of the economy, with over 2 million individuals registered by 2023.
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Body of Article/Critical Analysis:

Tax policies play a critical role in shaping the fiscal health and economic growth
trajectory of a country. In Ghana, the debate over tax reforms has gained prominence
in recent years as the government grapples with widening fiscal deficits, rising public
debt, and an urgent need for revenue mobilization. The country’s tax system has
undergone significant changes aimed at broadening the tax base, increasing
compliance, and improving efficiency in revenue collection. However, despite these
efforts, Ghana’s tax-to-GDP ratio remains below the continental average, underscoring
the need for further reforms.

Tax Base and Informal Sector Challenges

One of the primary issues affecting Ghana’s tax policies is the large size of its informal
economy. With nearly 85% of the workforce employed in the informal sector, a
significant portion of potential tax revenue remains untapped. The inability to
effectively tax informal enterprises limits the government’s ability to generate stable,
predictable revenues. The introduction of the Tax Identification Number (TIN) system
has helped to some extent by formalizing more sectors of the economy, but a
significant gap remains. Taxing the informal sector requires innovative strategies that
do not stifle growth but encourage voluntary compliance.

Introduction of the E-Levy

In 2022, Ghana introduced the Electronic Transfer Levy (E-Levy) as part of its broader
tax reform strategy. The E-Levy imposed a tax on electronic financial transactions,
targeting the growing mobile money sector. Initially, the government projected the levy
to generate approximately $1 billion annually, addressing the need for revenue from
the expanding digital economy. However, the levy has significantly underperformed,
collecting only 10% of the projected target in its first year. This underperformance can
be attributed to public resistance, avoidance behavior, and the limited scope of digital
transactions among lower-income groups.

Corporate Taxation and Business Climate

Corporate income tax remains one of the largest contributors to Ghana’s overall tax
revenue, accounting for 25% of the total tax intake. However, Ghana’s corporate tax
rate, currently set at 25%, has been criticized for discouraging private sector
investment, particularly from small and medium-sized enterprises (SMEs). High
corporate taxes, coupled with frequent changes in tax regulations, create uncertainty
for businesses. As Ghana seeks to attract foreign direct investment (FDI) and stimulate
domestic industries, the government must balance its need for tax revenue with the
necessity of creating a more business-friendly tax environment.

VAT and Consumption Taxes

Value Added Tax (VAT) has consistently been one of the most significant contributors to
government revenue, generating around 30% of tax revenues in 2023. However,
Ghana’s VAT system has faced criticism for being regressive, as it disproportionately
affects lower-income households. The government has sought to mitigate this by
exempting essential goods from VAT, but the effectiveness of these exemptions
remains a subject of debate. Increasing VAT compliance, particularly among businesses
in the informal sector, remains a challenge for tax authorities.

Property Tax and Revenue Gaps
Property taxation remains a largely untapped resource in Ghana’s tax policy framework.

Property tax contributes less than 1% to total government revenue, even though it has
the potential to be a significant revenue source, particularly in urban areas. Weak
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enforcement, outdated property valuation systems, and political resistance to
increasing property taxes have hampered the development of this revenue stream.

Effective reform in this area could significantly improve local government finances and
reduce the reliance on central government transfers.
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Current Top 10 Factors Impacting Ghana’s Tax Policies:

1. Large Informal Sector: A significant portion of Ghana’s economy remains
untaxed, limiting the effectiveness of tax policies.

2. Public Resistance to New Taxes: The introduction of the E-Levy was met with
widespread public opposition, reducing its revenue potential.

3. High Corporate Tax Rates: The 25% corporate tax rate is viewed as a
disincentive to private sector investment and business growth.

4. Volatile Import Duties: Fluctuations in import volumes and exchange rate
volatility impact customs and import duty revenues.

5. Inflationary Pressures: High inflation erodes the real value of tax revenues and
reduces consumer spending, which affects consumption taxes.

6. Weak Property Tax Collection: Outdated property valuation and poor
enforcement have limited property tax contributions.

7. Inefficiencies in Tax Administration: Gaps in tax enforcement and
compliance, particularly in the informal sector, weaken the overall tax base.

8. Digital Economy Growth: The rise of mobile money and digital transactions
presents new opportunities and challenges for taxation.

9. International Trade Agreements: Ghana’'s trade agreements and participation
in regional economic blocs, such as ECOWAS, affect customs duties and tax policies.

10. Political Pressures: Tax reforms often face resistance from political actors and
the general public, slowing implementation.
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Projections and Recommendations:

The outlook for Ghana’s tax policies will be shaped by the government’s ability to
address the structural weaknesses in its revenue collection system. The IMF and World
Bank have both emphasized the need for Ghana to increase its tax-to-GDP ratio to at
least 16.5% to achieve fiscal sustainability.

Key recommendations include:

1. Expanding the Tax Base: The government should focus on formalizing the
informal sector and developing innovative mechanisms to ensure that small businesses
and self-employed individuals contribute to tax revenues.

2. Reforming Property Taxes: Updating property valuation systems and
enforcing property tax collection could provide a significant source of local government
revenue.

3. Improving Tax Compliance: Strengthening tax audits, expanding digital tax
filing systems, and enhancing taxpayer education can help increase compliance and
reduce evasion.

4. Balancing Tax Rates: The government should review corporate tax rates and
gonsider lowering them to encourage business growth while expanding the overall tax

ase.

5. Leveraging Digital Transactions: The rise of the digital economy presents
new avenues for taxation, and the government should explore ways to improve the
collection of digital taxes without hindering innovation.
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Conclusions:

Ghana’s tax policies are at a critical juncture, as the government seeks to increase
revenue collection to address fiscal deficits and public debt. While reforms such as the
E-Levy and improvements in tax administration have shown promise, significant
challenges remain, particularly in the informal sector and property taxation. By
expanding the tax base, improving compliance, and fostering a more business-friendly
environment, Ghana can achieve more sustainable revenue growth and support its
long-term economic development goals.
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Notes:

Tax revenue data is subject to revision based on updated reports from the Ghana
Revenue Authority.

Future tax projections depend on both domestic policy changes and global
economic conditions.
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