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Taxation and Development

Taxation also plays an important role in shapingittierest related to tax system equity, tax avoidance and
distribution of benebpts, as it is the basis for redistréuasion and the broader drive for improved governance.
tion from those with the highest incomes to those ministresearch forms part of a broader civil society effort
in need, and allows government to encourage certairexpand pubic participation in debates about taxation,
activities and discourage others by altering their and to correspondingly improve
relative prices. development outcomes.

What is less frequently noted is the broader centralhe paper begins with a brief introduction to the
ity of taxation to good governance, which encompasse®mic, social and political context in Ghana, and
the capacity, responsiveness and accountability othis is followed by a detailed overview of the existing
government. In the realm of capacity, taxation liegaat system and its limitations. The third section looks at
the administrative heart of government and providesx avoidance and evasion in various forms in order to
the foundation for the provision of public goods anidéimify ways to both increase collection and improve
implementation of effective regulation. As importagdlyity. The fourth section looks at the relationship
taxation is the venue through which citizens are mbstvireen taxation and the development of political
timately connected to the state and can be an impmansiveness and accountability, focusing on the ways
catalyst for public demands for responsiveness that taxation can become a catalyst for public demands
and accountability. for improved governance. The Pnal section concludes
and provides a set of recommendations for potential
Despite this fact, attention to the issue of taxationampaign targets and further research.
the developing world has been sorely lacking and gener
ally limited to technocratic policy and administrative
reforms. Public participation in debates about taxation
has been particularly rare despite major issues of public
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Yet it was not long before economic challenges tially larger share of the workforce. Likewise, resources
came to the fore, while the years from 1966-1982 drive the dominant economic activities, most notably
were characterised by several episodes of militaryaatea (7.6% of GDP, 38.4% of exports in 2004), min
punctuated by brief periods of civilian governmentingy4.6%, 30.2%) and timber (4.0%, 7.6%)th
1982, when the Provisional National Defense Coundthin and outside the resource sectors, a large share
(PNDC) led by Flt. Lt. Jerry Rawlings seized poweofieconomic activity in Ghana remains in the informal
another military coup the country was in a state ofsesdor, which was estimated at 38.4% of GDPsin 2000
total economic collapse, while political cohesion wakis corresponds to an even higher share of total em
highly splintered ployment, and a recent report argues that only 13.7%

of the economically active population is employed in the

Withthepublictreasurgleplete@ndeconomiactiv  formal wage economy or by government, leaving 86.3%
ity ground to a virtual halt, the new government quidkhdividuals in agriculture and the informal.sector
turned to the World Bank (WB) and International Mon
etary Fund (IMF) for Pnancial support and embarkedh recent years real GDP growth has remained strong,
on an ambitious Structural Adjustment Program (S&Byeater than 4% in every year since 2001, and hover
With opposition political forces under attack by thamgaround 6% during each of the past three years. This
regime and depleted after a decade of general dediogth has been broadly shared across sectors, though
the adjustment to the market occurred rapidly-andalyeculture has fared relatively less well while mining,
matically. While the program was not without its ccitiestruction and Pnance have all performed particularly
and may have created some short term increases\vell in recent years. These improvements in growth
poverty, it quickly came to be viewed as an SAP shavedseen matched by increased spending on the social
story, as economic growth quickly resumed; goversector and poverty reducing programs, and by strong
ment Pnances were revived and stabilised and powepsovements in revenue collection and the overall bs
rates had begun to decline by the early. 1990s  cal position of the government until 2005. Continuous

growth appears to have translated into signibcant pov

In 1992 Ghana held renewed multi-party elec erty reduction, particularly in the period since 2001.
tions, with the newly constituted National Democrdtiaggregate the World Bank estimates that poverty has
Congress (NDC), led by Rawlings, winning the elefetilem from 51% in 1991 to 28.5% in 2005. While
amidst uncertain claims of fraud by the oppobitionother studies provide slightly less optimistic bgures, the
the years both before and since the election econawérall trend is clearly strongly posifite troubling
growth, and the strengthening of the Pscal positiosigh is fairly conclusive evidence that overall inequality
the government, have continued with the notable dvasepeen on the rise between urban and rural areas, and
tion of interruptions surrounding the elections in 198@st dramatically between the north and south
and preceding the election in 2000. Political liberalisa
tion has also continued, as there was a peaceful electakihg forward, two issues loom largest on-the eco
transition of power to the New Patriotic Party (NPRjoimic and political horizon with respect to bPscal and tax
2000, and a similarly peaceful return to power by tissues. The brst is the sharp deterioration in the bscal
NDC at the end of 2008. These developments hapedéwn of the country since 2005. After dramatically
international observers to look once more at Ghan&dsang debcits from 2000-2005 the NPP government
model of economic and political development in allowed debPcits to increase dramatically beginning in
the region. 2006, while the budget debcit reached over 11% of

GDP in 2008. This debcit is slightly larger than the

Like most countries in the region, agriculture re peak of the bscal crisis under the NDC in 2000, and

mains the dominant sector of the economy, accounting

for 37.9% of GDP in 2004, and employing a substan IMF 2005
5 Schneider and Klinglmair 2004

1 Frimpong-Ansah 1991, Chazan 1983, Nugent 1995 6 GNCCI 2008
2 Herbst 1993, Martin 1993, Teal 2001 7 GoG 2005, Teal 2001
3 Nugent 1999 8 Teal 2001, McKay 2007, Shepherd and Gyimah-Boadi 2004

occurred despite extremely high divestiture receipts in
2008. While some popular discourse has attributed the
soaring debcit to exceptionally high spending linked

to hosting the Cup of African Nations, the reality is

that the debcit is the result of the initial budget being
exceeded across virtually all budget lines. These devel
opments have put major bscal pressure on the incoming
government and increase the likelihoodubate
mobilisation will remain near the top of the political
agenda in the immediate future

The second major issue is the prospect thatthe coun
try will begin extracting oil as early as 2010. Estimates
suggest that government revenue from oil in a very
conservative scenario would be about $200 million,
while more ambitious scenarios could yield as much
as $1.6 billion in government revendéne most
recent government budget puts tax revenue in 2011 at
$5.043 billion (7.135 billion cedis), implying that oil
revenue could amount to anywhere from 4% to 30% of
total revenue. This is likely to lead to a sharp increase in
government spending, and possibly also to reductions
in taxes, though in the latter case it will be important to
ensure that the integrity and equity of both tax policy
andadministratiois maintainedAsimportantlycoun
try experience elsewhere suggests that transparency in
the collection of oil revenues can be a major source of
corruption, and as such upgrading of the tax administra
tion presents an important means to guard against such
adverse outcomes

The budget debcit reached
over 11% of GDP in 2008

9 GoG 2009
10 Gary 2009
11 Kolstad and Wiig 2009, Oxfam America 2009
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The Tax system and the
Allocation of the Tax Burden

N atIO N al -Bxa“ on on goods and services, including a large expansion
. following the introduction of the VAT in 1998. Trade
SyStem Ove I’VIeW taxes, the third major component of tax revenue, have
remained relatively stable since the late 1980s, though
At the beginning of the 1980s the Ghanaian tax #yis masks a signibcant shift, as export taxes have been
tem was deeply in crisis. Central government taxatidoally eliminated, while tariff revenue has grown,
amounted to less than 5% of GDP, while the govelargely owing to expanded trade and improved customs
ment relied on heavy exactions from the agriculturatiministration. As with most tax systems in the region,
sector, and cocoa producers in particular, throughthere has been a growing reliance on goods and service
pricing policy in order to raise enough revenue to taxes as a share of revenue, and a declining reliance on
maintain the most basic functions of government. tidde taxes.
years since then have witnessed a dramatic reversal, as
Ghana has become one of most effective tax collebioect Taxes
measured by tax per GDP ratios in sub-Saharan Afhieatwo major components are individual income
trailing only South Africa and Kenya. tax and corporate tax, as other direct taxes, including
] capital gains, property and rent taxes, contribute very
TotalTax Revenue by Componer882-2007 (fidl)  |ittle revenue due to extremely weak enforcement. Indi
vidual income tax is a progressive tax with a top rate of
25%, while the corporate tax rate has been signibcantly
reduced over the past few years from 32.5% in 2001 to
25% in 2006. These reductions in the corporate tax
rate, coupled with improved ease of compliance, were
reRected in GhanaOs gains in the World Bank Doing
e T v  Business survey, climbing from 83rd position to 77th
position in a League of 175 countries. Ghana was for
that period among the top ten movers in the World
Bank Doing Business survey. In revenue terms, corpo
rate taxes and individual income taxes comprise almost

25%-—

20%-—

15%~

10%—

5% ~

0% — DIRECTERADEAXES|  jdentical shares of the total tax take, which is the end

O RN S SR S S S S result of steady gains in the area of individual income
(¢} [®) 9 [9) (&) (&) [9) [9) [9) ; FRSTENE ; R
taxation. Of individual income taxes the overwhelming
The overall growth of revenue, broken down by difiare (88.7% in 2007) comes from withheld taxes on
ferent tax types, is captured in Figure 1. During thiermal sector wages (PAYE), with only tiny share accru
years 2004-2007 tax revenue averaged greater tharg from the self-employed, which encompasses most of
20% of GDP, and reached 3.2 billion cedis. Growthe informal sector and many professional occupations,
in tax revenue has been driven by large increasesdnch as consultants. Figure 2 illustrates the evolution
both direct (income, and corporate) taxes, and taxesincome tax collection since 1982, while Tables 1-5
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in Appendix 1 capture total collections by tax typesfar relatively high rate of 17.5%, with somewhat less
all major taxes, the total number of taxpayers by tgublipeeducation that may have been desirable, and
for 2007-08, and actual collections versus projectegithout the support of the opposition, which was boy
collections from 2000-08. cotting parliament over alleged electoral irregularities.

. i The consequence of these three factors was the out
DirectTaxes by Componerit982-2007 (fi2) break of massive street demonstrations against the tax,
% of GDP with the protests becoming incorporated into broader
2% _ demands for political liberalisation. The government
eventually revoked the tax and only reintroduced it
three years later at the much lower rate:of @80
rate was subsequently increased to 12.5% in 1999, but
was earmarked for the newly created Ghana Education
Trust (GET) Fund in order to secure political support.
In 2003 the rate was effectively further increased to
15%, though political concerns led the government to

go so far as to identify it as an independent tax item,
oo T SELEEUPLERACOTHEY  the National Health Insurance Levy (NHIL), which was
F & & & earmarked for funding a new health insurance.scheme

6% -
5% —
4% -
3% -
2% -

1% —

Arguably the most glaring weakness of the dire X .
system is the almost total failure to tax property or teht& '€ has been a gvang
income. While this failure is common across most of |.
sub-Saharan Africa, it nonetheless represents a nﬁ@“anCe on gOOdS and
revenue loss, and erodes the redistributive capacity of .
the tax system. The housing market in Accra in p&s@ll/ICES taxes as a share
lar is dominated by rental properties, while rental prices ..
and property values are remarkably high given th |arevenueand a dehnlng
tively low-incomes of most citizens (CHF 2004). As .
such taxation of rental incomes and property coulcrﬁelkan ce on trade taxes
potentially very signibcant additional revenues, which
some estimate at as much as 1-2% ofrGiefy P

taxation would have the added adventage of implicitly Though smaller in absolute terms, the most volatile
darifying ownership, whichwould represent amgjor element of indirect taxation has been the share of petro
success given that land tenure disputes are asource of leum taxes in total revenue. Initially introduced under

mgor conf3ictsin Ghana, and one of themgjor causesof ~ the cover of major price increases associated with the
ineficiency and high costsinthepropertyandred estate  Gulf War in the early 1990s, petroleum taxes com
merkets (CHF 2004). prised more than one-third of total tax revenue during
the period. Yet by the late 1990s petroleum had fallen
Taxes on Goods and Services to around 15% of total tax revenue, while the govern
The bulk of indirect taxation is comprised of the VAient was in fact subsidizing the price of fuel through
and excise taxes, the latter of which have declinedffdrudget debcits incurred by state agencies involved
sistently over time. The VAT was initially introducédparchasing, rePning and transport. The change of
replace the existing sales tax in 1995 under signibgavernment at the end of the year 2000 saw a renewed
pressure from the IMF, which was concerned abowsurge in petroleum taxes, but this began to be reversed
high levels of indebtedness in the aftermath of hudegy 2005, while further major cuts in petroleum taxes
expenditure increases surrounding the 1992 electimere announced in the run-up to the 2008 elections.

Because of the looming Pbscal crisis it was introduced
12 Osei 2000

13 Osei and Quartey 2005
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These major RBuctuations in petroleum taxation are/AT threshold, though the VAT Service estimates that
indicative of the political salience of petroleum priaasly about 26.4% of potential informal sector traders
which have frequently spurred signibcant political are currently registered.
mobilisation, and were an important part of the NDC
political platform in 2008. Informal Sector T axes

) , The government has shown an increasing desire to tax
IndirectTaxes by Componerit982-2007 (fig3) the informal sector, and has introduced several taxes
% of GDP to specibcally target informal sector operators. These
include the Vehicle Income Tax on public transport
operators, the Tax Stamp for collecting income tax from
small traders, and the Flat Rate Scheme for expanding
the reach of the VAT. These taxes all collect relatively
very little income, but the government is determined to
continue to expand their collection. This is discussed in
greater detail later in the paper.

12%-

10%-—

8% —

6% -

INDIRECIAXES

- Table 1Total Tax Collection in the Informal Sector

2% - S

Year Vehicle Income Tax  Tax Stamp VAT Flat Rate Scheme
0% - DOMESTIC SALES & EXTISES GH¢ GHe GHe
bé;v ’o‘lg’ b‘;’% ’o‘lb\’ ’o‘lbv 'o‘lg\ bég ’ol& K 2005  6,299,584.61 926,643.03  nia
2006  7,340,191.76 1,108,967.28 n/a
The reach of the VAT is signibcantly wider than 2007  7.796,509.05 1,879,872.44  2,691,356.37
income tax, as it is, in principle, levied on all forms 2008 9,352,838.81 1,812,316.30  25932,757.62

of consumption. Because the VAT is levied on every

. | th | hai ds th ﬁour e: IRS and VATS
transaction a ong the Va_ue chain, even goods _a ﬁg It was not possible to get bPgures on the total number of taxpay -
not taxed at the Pnal point of sale may carry a ﬁgmh@amtthe absence of taxpayer registration and the limits of exist -

tax component that was levied at an earlier stage.™9 record keeping systems.

That said it is worth noting various factors that retxcdministration
the tax burden on lower income taxpayers. First, thespite dramatic improvements in tax collection, and
Value Added Tax Act contains a fairly wide range tife success of Ghanaian tax collection relative to its
exemptions (Appendix 1, Table 6 for a full list); primeighbours, there is little doubt that taxation remains
ily on basic consumption goods, which reduces theubject to very large leakages. These leakages are mor
burden on lower income taxpayers. Likewise, in 28@fiestion of administration than of policy, which is a
there were 46 842 traders registered (up from 30 3&[Bection of the oft-cited claim that in developing coun
in 2006), of whom 36,000 bled tax returns, which teps Otax administration is tax policyO
resents only a fraction of the total number of businesses
in the country. This is partly a function of tax evasion, . . .
and partly the result of the fact that many brms faﬁ%ﬁtlon remains su bjeCt to
the VAT threshold of GH¢10,000, which is meant to
protect small brms from excessively burdensome &t [y Iarge Ieakages.
unrealistic bookkeeping requirements, while maximis
ing the use of administrative resources. In an effort to
bring small traders into the tax net the goverament ifax administration is divided among three primary
troduced the VAT Flat Rate Scheme (VFRS) in Seggenrcies: the Internal Rev&euneice (IRS), the Value-
ber 2007 at a Rat rate of 3% of turnover. In princigdédded Tax Service (VATS) and the Customs, Excise
everyradeiismeanto beregisteredrrespectivefthe

14 Casanegra de Jantscher 1990
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and Preventive Service (CEPS). Each of them enjfmglg mundane, the simple ability to cross reference tax
some degree of autonomy from the Ministry of Finktings across agencies has the potential to clese signip
with respect to human resource policies and the fanhbiopholes, particularly with respect to income tax
they are able to retain 3% of total collections in ordesgssments. At a more general level, the challenge of
grant them Pnancial independence. In 1985-86 Gtaaneollection is fundamentally about information, and
was a pioneer in granting such autonomy to its taxhe ability to draw on multiple information sources to
agencies, broadly consistent with international advaeniiify taxpayers and their actual tax liability. Thus,
favour of semi-autonomous revenue authorities (AlB4s). able to draw on information from, ameng oth

It brieRy created a separate Ministerial level cabinetgdhe Registrar General, the Department of Vehicle
sition to oversee revenue collection, while the diffdrmeinsing and Administration (DVLA) and the Ministry
agencies were coordinated under the National Ree¢haads, Forestry and Mines, holds huge potential for
Secretariat (NRS). These reforms were initially arimproving tax collection through greater knowledge of
important contributor to the major revenue gains thila¢ assets and activities of taxpayers. Yet these forms
occurred in the 1980sYet internal inbPghting eventwf information sharing remain far too limited, owing

ally saw the NRS abolished and the tax agencies bvdugktucratic inbghting, and an overall absence of
somewhamorecloselyindeithecontroloftheMinistry the political will to bring the assets of high net worth

of Finance. Meanwhile efforts to more closely intdgcitéduals more clearly into the public eye.

the different tax services have largely stagnated until the

presentapparentlglueto acombinatioofterritoriality
among the different agencies, bureaucratic inertia and . .

the fact that the existence of the individual tax ageﬁciéS a generally held prlnCIpIe
is mandated by the constitution. Thus, Ghana has gone

from being a pioneer in the creation of ARAs to halinga [aXx SyStem should be
comparatively poorly integrated system. . .
progressivemeaning that

On a more positive note, recent years have seen two
important reforms that have sought to overcome t osewith hlgherlncomespay
isolation of the different revenue agencies. One was
the creation of a Revenue Agencies Governing Bog’ﬂeater taxes as a share of
(RAGB) in 1998 by the Ministry of Finance, under the .
Revenue Agencies Governing Board Act, 1998 (AtE1COITE than those with
558), which was actually implemented in 2001. It .
main objective was to oversee the operations-of t er Incomes.
ferent tax agencies and improve information sharing and
analysis. The second was the creation of an indepen
dent Large TaxpayersO Unit (LTU), which integrate§he second challenge, and the most dramatic il
the functions of the IRS and VATS and has substdosiatiyion of the inertia affecting efforts to improve
more sophisticated methods and IT infrastructure #@ministration, is the failure to implement an effective
the pre-existing agencies. Yet, despite these refoitinsystem within the IRS. Discussion of the need for
two glaring administrative challenges remain. improved use of IT has been ongoing for more than a

decade and has involved major external pressure as well

The Prst is the continued difpculty of achieving fa#l important internal voices. Yet, the IRS remains an
integration of the different tax agencies, as well asalmost entirely manual system. While six ofbees in Ac
effective collaboration with other relevant branchesrafhave recently been involved in a relatively successful
government. Experience in other countries suggeptot automation program with support from the Ger
that one of the most effective means to improve th@an development agency GTZ, concerns remain about
equitable and efpcient collection of revenue is imgtevavillingness of the government to pursue the project
information sharing between agencies. While seeat the national level. Part of the reason for the lack of

15 Terkper 1998
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enthusiasm for such small-scale automation effortghis debate, it is sufpce to point out the existence of a
that the government is awaiting the implementatiosighfibPcant chorus of voices arguing that the revenue

a much larger and more ambitious project, known essts of trade liberalisation were too great, and not

the E-Ghana project and supported by the World BasHy replaceable. They have moreover argued that

to automate much of the government. Yet, this projade taxes were in some cases a very effective way to t:
has been under discussion since 2004, and there lreury consumption, and thus increase the progressivity
suggestions in many quarters that an aborted tendsrthg tax system

process prior to the 2008 election was undermined by

widespread politicisation. While the new governmemhile these general observations about tax incidence
appears to be heavily committed to the task of revareipossible, they need to be measured against the
collection, it remains unclear whether this massiva@atify that remarkably little is know about the actual

ect is likely to go ahead, or whether a more increniecidénce of different types of taxes in developing coun
approach is more likely to succeed in practice.  triess. This alone has led many international tax experts
to conclude that it would be wise to be cautious before
assuming that income taxes are necessarily extremely
progressive, that consumption taxes are necessarily

Tax Incidence and _ _
Equity CONSIderations taaion i tho best course of aatriaymancs terms. -
q

the argument can be summarised in several points:

It is a generally held principle that tax system should
be progressive, meaning that those with higher inégdmBgcause of exemptions on basic commodities
pay greater taxes as a share of income than those witand the fact that most retailers fall below the VAT
lower incomes. In this conception tax liability should threshold, VAT may be much less regressive than is
be linked to the ability to pay, and should be used as aometimes assumed.
mechanism for redistributing wealth within society¥ InLarge amounts of wealth continue to lie outside the
practice, the standard assumption is that inceme taxaincome tax system for administrative and political
tion, including corporate taxation, will be progressive, reasons making consumption taxes the only exist
while consumption taxes are likely to be regressive. ing means by which much of the wealth in many
While sophisticated economic models have occasionatlyuntries can be taxed at all.
sought to add some complexity to this picture; par¥cuRegardless of the tax structure, the greatest
larly with respect to corporate taxation, the general potential for redistribution is likely to be through
picture is borne out by most models and empirical eviwell-targeted expenditure programs. A slightly
dence. This has led to a general contention that a mamegressive tax, coupled with a strongly progressive
equitable tax system should rely more heavily on incomgenditure structure, will still have a signibcant
taxes, and less heavily on consumption taxes. redistributive impact. Thus, in the absence of the

capacity to raise income tax collection, expanded

Trade taxes have occupied a more ambiguous positaxation of consumption may be the most effective
tion in this debate, as their incidence is dependent onway to expand redistribution.
the particular tariff structure, and is consequently not
readily subject to economic modelling. At the level &¥hile those who have authored these views are not
practice this has often been a moot point, as acceptgding against the benebpts, in principle, of greater
economic wisdom, given support by the World Baikcome taxation, they do provide a reasonable argument
and IMF, has been that trade taxes should be abolished
in any event, owing to their creation of economic 17  Cheeseman and GrifPths 2006
distortions and opportunmes for po||t|ca| rent seek[;w% Further data on the tax incidence will be available later in 2009
through trade protectionWithout delving deeply intdf, e ofax juice b the Prato Index & which measues Othe raion

of direct tax revenue to the pre-tax disposable income of the top

16 Sachs and Warner 1994, Winters, McCulloch and McKay quintile of households.O Bx Justice Network, 2009
2002, Krueger 1974 19 Bird and Zolt 2005
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that where income taxation is weak additional eonkgapgovernment revenue. This weak revente perfor

tion taxation may be better than nothing and less negiese is attributable to a multiplicity of factors, among

sive than is sometimes claimed. On the other hanghich three are regularly cited: limited localgovern

there is little doubt that the availability of consumptitant administrative capacity, extremely small tax bases

taxation, which is relatively easy to collect, erodesamailable to local governments and disincentives result

centives for governments to undertake the longer-tegnfrom large transfers from central government and

task of improving capacity for income tax collectiodonors. While evidence from Ghana is limited on this

topic, studies in other countries in the region suggest

Turning to the specibcs of the Ghanaian case, tliea¢ isany types of local taxation also tends to be highly

no evidence that either the tax administration or theo€ecive and arbitrary and thus extremely unpopular

Policy Unit have been able to carry out detailed stadi@gostly to collect

of tax incidence, despite the obvious benebpts of doing

so. The only other evidence on this question comedespite these issues, and the comparatively low

from Youngerwho sought to estimate whether varioesenue yield, it is nonetheless true that local taxes are

different tax types were regressive or progressive the most salient form of taxation for the majority of citi

their incidence based on household surveys. Whilehs. Most citizens fall below the threshold for national

is careful to note the extreme caution that is requiradation, while any VAT or import taxes are paid higher

in assessing the results, in light of the limitations ofip the value chain and are thus largely invisible. Yet,

available data, his Pndings generally conbrm whatlasgite the importance of local taxes to low-income

already been said. As expected, he Pnds that incoitizens, and the ofpcial support for bscal decentralisa

taxes are signibcantly progressive, while sales tax@m, local taxation receives comparatively little atten

are essentially neutral in their incidence, consistertton from international observers, researchers and the

with the claim that they are somewhat less regressigatial government alike.

practice than in theory. Interestingly, taxes on gasaline

are exceptionally progressive, even after accounting. . .

for the impact on costs of transport, while he bndslHi€@ MOSt countries in sub-

taxes on kerosene are likely the most regressive of the . .

major taxes. He also Pnds that tobacco taxes are 'allgararAfrlca,locaI taxation

regressive, while taxes on alcohol are roughly neutral, .

suggesting that these taxes are only justipable on@h& COUNTS for Only a t}nShaI’e

grounds of the negative externalities associated with_the

products themselves. of total tax revenue in Ghana.

SyStem Of LOC8.| This lack of attention has given rise to ineffective and
. poorly coordinated taxation. Section 86 of the Local
Taxatl O n Government Act, 1993 (Act 462) provides a catalogue
of items on which a Metropolitan or District Assembly
Like most countries in sub-Saharan Africa, lacal caxéd impose local taxes and levies. A 1997 survey car
tion accounts for only a tiny share of total tax reveriad wut by the National Commission for Civie Educa
GhanaA recent paper estimates that the share ammm{®NCCE) revealed a long list of taxes paid, among
to less than 0.2% of GDP, or less than 1% of totaltteen: Basic Rate (head tax), Income Tax, License/Store
revenue. Despite ofPcial enthusiasm for decentraksgs, Kiosk Rent, Property Rate, Market ToH, Hawk
tion both nationally and internationally, districts in ers license, Toilet Fees, Bar Operation License, Lorry
Ghana continue to be overwhelmingly bscally depBark Tolls, Street/Light/Water Levy, Special Levy, and
dent on central transfers and donors revenues, witBirth and Death Registration. Of these taxes the most

internally generated funds averaging only 16.5% of
21 Mogues, Benin and Cudjoe 2009

20 Younger 1993 22 Fjeldstad and Therkildsen 2008, Guyer 1992, Juul 2006
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popular is the Basic Rate, which was reportedly paiddwd not only increase revenue generation, with its
41-96% of citizens, but at an extremely low rate, aexpected benebts in terms of service provisiorr and pub
with consequently low revenue yield. lic accountability, but should also lay the foundations
for greater equity, efbciency and transparency in local

The enormous range of different payments impliesvenue generation. While this is a topic that warrants
three major concerns. First, there is no reason to tmeich more research, it minimally appears that such a
lieve that these taxes are the most efpcient or equitallel would demand signibcant investment in research
means to raise revenue, as they almost certainty reffi@ctapacity, much improved coordination between na
ease of collection brst and foremost. Second; theti®ma and local level tax administrators and the expan
pears to be remarkably little coordination betweendmrabf the tax bases available to local governments.
authorities and the national tax authorities. Citizens are

consistently confronted with two distinct and urlc:o%ujld
nated sets of tax collectors and tax demands, whild ddigd € Appears to be

national tax ofpcials report that local tax ofpcials some . . .
times seek to increase local collection by encoura&iﬁd’narkamy little coordination
the evasion of national taxes. Third, such a dispersed .

and uncoordinated system almost certainly underfd@iween local authorities and
the credibility of the system as a whole, thus damaging

prospects for any improvement. thé national tax authorities

An obvious short-term solution to increasing revenue
generation at the local level is to increase pressure of
local governments to become self-reliant. The formula
for distributing the District Assemblies Common
Fund (DACF), which accounts for the largest share
of transfers to localities from the central government,
applies a weight of only 5% to own revenue generation
in determining revenue eligibilitfhus poor revenue
performance does little to affect access to much larger
funds from the central government, while sparing local
governments the political struggle to raise taxes. But
the reality is that simply changing this weighting is
unlikely to change much without a realistic assessment
of the actual revenue raising potential of local govern
ments. As importantly, anecdotal evidence from both
Ghana and elsewhere in Africa suggests that sudden
decisions to put pressure on local governments to raise
additional revenue tend to lead to inefbcient, arbitrary
and coercive taxatipar to revenue shortfalls and the
contraction of public services

What is needed is an entirely new model for expand
ing the Pscal capacity of local governments. This model

23 The DACF is subject to a reasonably sophisticated allocation
formula that incorporates considerations about need (existing level
of development), equity (population), service pressure (particularly in
urban areas) and responsiveness (tax performance).

24 Fjeldstad and Therkildsen 2008

25 Juul 2006
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Tax evasion, tax avoidance
and tax incentives

This section looks at the issue of tax
losses arising from four distinct factors:

¥ Lost revenue, known as Otax expendituresO, fessltich policies has been that, in the presence of

ing from poorly conceived tax incentives major competition for highly mobile investment, small
¥ Tax avoidance and evasion by large brms, anémprovements in the costs of doing business and in the

particularly TNCs potential probts to be reaped may shift the location of
¥ Dramatic failures to tax effectively the the investment. In fact, in an environment in which

forestry sector many nations are offering investment incentives, there

¥ The inability to tax effectively the informal sectiw a belief that an individual nation that refuses to offer
incentives may be deprived of signiPcant amounts of
. investment. This process has been termed Otax compe!
TaX I nce ntIVES and tion® and has increasingly been acknowledged as a driv

ing force in the proliferation of investment incentives

Reven Ue LOSSGS and in the general lowering of corporate tax rates

Spillovers, T ax Competition An alternative conceptualization of the argument for
and Tax Incentives investment incentives is that such incentives should be
As the world has become more interconnected, anged to correct market failures. Specibcally, if certain
economies have become more liberal, countries hgyees of industries create signibPcant positive externali
increasingly sought to compete to attract foreign iriesstor the domestic economy, then countries will be
ment. This competition has been rooted in a beligjutéted in providing incentives to encourage these
foreign investment is an integral part of achieving eagidities. Thus, for example, incentives for relatively
economic growth in the developing world. This comigle-tech industries may be justiPed on the grounds
tition for investment has arguably been most inteneirsuch industries create signibPcant spillovers through
least developed countries. These countries have bk#rand knowledge transfer. Likewise, when inves
competing for a relatively small share of total glob&br conbdence has become unduly eroded, investment
investment, while the investments available to theggcentives may be an effective means to signal the
countries have been of the highly cost competitiveineestment friendliness of the destination country.
skill and low value added variety. Thisgenerd justication Busing incentivesto correct
merket faluresbisacornerstone of sandard economic

As a result, many of these countries have soughthigry, but iscomplicated by the difbculty, in practice, of
Pnd ways to lower local costs of production, includimgsuring the magnitude of these positive externdities:.
by way of tax relief, regulatory laxity and the suspension

of certain types of labor rights. The general rationfle Klemm 2009
27 Klemm 2009, Zee, Stotsky and Ley 2002
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Finally, investment incentives are sometimes usétetabsence of the incentives. Economists that study the

achieveociafjoals.Thusforexamplehegovernment impact of tax incentives are generally very sceptical.

may offer lower tax rates to those who invest in relatively

disadvantaged regions, or may favour investments iAt the root of these calls has been a belief that the

labour intensive industries, in order to create-emplogst of these tax incentives in terms of lost revenue has

ment. While these types of incentives are not-ecofrequently outweighed the benebpts in terms of increased

cally efbcient, they may nonetheless achieve impgntaductive investmenthis belief is backed by

and legitimate state goals. signibcant cross-country evidence, though it is drawn

overwhelming from high-income countries, owing in

. . part to the complexity of establishing whether a given

There Is a belief that an investment would have occurred in the absence of a par
ticular incentive. The perceived ineffectiveness of tax

individual nation that refuses incentives may result from several potential problems,
. . of which the most important are:
to offer incentives may
. . . ¥ If a Prm would have invested in the country even
be deprlved of SlgnlpCant in the absence of the tax incentive, then the tax
. incentive represents a direct revenue loss. Thus the
amounts of investment. benebts of new investment attracted by the incen
tives must outweigh the cost of the revenue lost
from Prms that would have invested in any event.
Critiques of T ax Incentives ¥ The incentive scheme may create opportunities for
Despite these justibcations for tax incentives, debatesnew forms of tax evasion and avoidance, thus creat
about their efbcacy are very common. Civil society ing greater revenue losses. For example:
groups have argued that tax competition amounts¥o &irms benebting from tax exemptions may enter
Orace to the bottom®, in which the pressure for tax ciso new business lines or may exploit exemptions
and deregulation eventually makes all of the countriego import goods for sale. In the case of Free Zones
worse off due to lower tax revenues, while most of thetax free goods are very likely to leak into the domes
gains are secured by mobile international Prms. Whiléc economy.
academics and policy makers are often more reluétanBtssinesses may wrongfully claim certain tax incen
use the same terminology, there is a growing acceptatigces and benebt from the limited monitoring capac
of the view that international capital mobility has in ity of the tax administration.
creased pressure for lower tax rates. This is, of caursBusinesses benebting from short-term incentives
celebrated by those who view taxes as too high and whay shut down and restart operations in order to
oppose the corporate income tax, while for opponentscontinue to gain incentives.
there is something fundamentally problematic abo¥t t&he incentive scheme may lead to unproductive
competition and international intervention is justiPed rent-seeking behaviour and corruption. Firms will
to prevent:it always seek tax incentives, even when they are not
actually justiPed, and may resort to bribery or other
While this debate about the general merits and forms of corruption in order to gain
impacts of tax competition is of major signibcance an@dditional benepts.
warrants international attention it offers little guidakce At a minimum, the creation of tax incentives im
to developing countries that are forced to make publicposes signibcant additional administrative costs on
policy in light of conditions as they exist in practice. the tax authorities.
The question for these countries is whether the systems
of tax incentives that are in place are bringing aggregétein the context of these general comments, the

benepts to the country, relative to what would occur in

29 Zee, Stotsky and Ley 2002, Klemm 2009, Morisset and
28 Klemm 2009 Pirnia 2000
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creation of Export Processing Zones (EPZs), whicBH nC|p|eS tO G u |de
also sometimes called Free Zones, represent an . .
case. EPZs explicitly target highly mobile—internaeT‘érsz I Nnce ntlve Reg Imes
tional investment that is focused on the production of
goods for export. They thus offer very signibcant taklltimately, the basic reason why tax incentives are
exemptions, sometimes going as far as essentiallygtialally judged to be inefbcient is that while taxation
exemption from taxation. The underlying logic of tless have an impact on the investment decision, it is
economic zones is that they are competing for proggtgs only of relatively moderate importance. Con
that are not locations specibc and are overwhelmisgtuently, it is only where there is a high degree of
focused on cost minimisation. As such, these projemtspetition for the investment or where the potential
are extremely mobile and are likely to be the mostfor probtability is somewhat marginal, that tax incen
affected by tax incentives. While the tax incentiveives are likely to have a major impact on aggregate
sharply reduce any subsequent revenues to the stiaeedtraent. As importantly, the administrative capacity
EPZs are still expected to produce benebcial empteguired to administer incentives effectively is beyond
ment and potentially also some skills transfer the reach of many developing countries, thus raising the
risks of poor targeting and abuse.
Despite the more narrow focus of EPZs, they suffer
from major risks. These risks are not dissimilar to th&&h this in mind, the existing literature points
facing tax incentives in general and can sometimetobards certain broad principles to govern the provision
more acute: of tax incentives. While these are highly simplibed,
they can point towards potential problems with existing

¥ Some bPrms claiming EPZ status may have inviesteative regimes:

even in the absence of incentives. In extreme cases

existing export Pbrms may claim EPZ status. ¥ Tax incentives are most appropriate when targeting
¥ Existing Prms may shift their export activities into highly mobile capital and in cases in which potential

EPZs to take advantage of incentives. investment sites are essentially similar.
¥ There is often huge scope for brms in EPZs to¥ In less competitive cases tax incentives primar

import goods duty free and illegally divert them to ily serve to increase the after-tax probtability of

the domestic market. investments. While this may increase the level of
¥ They create additional administrative burdens for investment, the incremental investment is unlikely
the tax administration to be large enough to justify the revenue and admin

istrative costs.

¥ When applying tax incentives, tax holidays-are gen
erally undesirable. They are (a) likely to promote
short term investments to exploit the tax holiday,
(b) they create highly inequitable competition for
Prms that do not benebt from the tax holiday, (c)
they are very difbcult to monitor due to the absence
of tax Pling, (d) they only benebt brms that would
have been immediately probtable in any case, and
(e) they are very difpcult to eliminate once created.

¥ Incentive regimes should be rules based, preferably
through legislation, and should not grant discre
tionary power for the granting of incentives. This
reduces the risks of rent-seeking behavior and re
Rects the difpculty that individual ofpcials are likely
to have in negotiating with large businesses that will
invariably seek to demand concessions.

30 Muller, Frans and Tulder 2004
31 Muller, Frans and Tulder 2004
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¥ Incentives should not discriminate between dolaw are at least noteworthy. Unfortunately, the lack of
mestic and foreign Prms, as this disadvantagesstiig research on the Ghanaian policy regime means
Prms and is likely to promote investment that these observations are somewhat speculative.
round-tripping.

¥ Incentives regimes should be highly transparet, Companies are only required to produce 70% of
both as a means to discourage their abuse and tothe output for export, while the rest of their busi
improve the ability of tax authorities to monitor theness can be carried out within the domestic market
effectiveness and costs of different policies upon payment of relevant taxes. The fact that Free

Zone companies carry out domestic business likely

Overview of Policy Envir onment increases the monitoring challenge to prevent

Like many developing nations, Ghana provides a relagoods from being illicitly channelled into the

tively broad range of tax incentives to promote invest domestic market.

ment. These include incentives for particular type¥ ofThe Ghanaian regime provides an initialtax holi

investment, and for investment in relatively disadvan day, followed by a low rate after 10 years, which in

taged areas. A general set of incentives exists, alongcreases the risk that companies will seek to exploit

with special incentives for those companies that qualifyne tax holiday and then close their operations after

for Free Zone status. the tax holiday has expired.

¥ While a dedicated Free Zone territory exists near
the Tema port, companies can also apply for free

Incentives regimes should be standing Free Zone status. While this law is meant
. to encourage Free Zone companies to locate in
highly transparent

disadvantaged areas it also complicates monitoring.

In assessing the overall effectiveness of the-tax incen
General tax incentives are captured by the Intertiake regime it is useful to treat the GIPC and GFZB
Revenue Act, 2000 (Act 592) and the Ghana Inveseparately, given the unique institutional arrangements
ment Promotion Act, 1994 (Act 478). Additional infor each. In both cases the analysis focuses on bve
centives for the tourism industry were created throagphects of best practice with respect to tax
Ghana Investment Promotion Centre (Promotion dhcentive regimes:
Tourism) Instrument, 2005 L.I. 1817. Appendix 2
provides a break down of the major tax incentives#hafhe appropriateness of the types of tax
exist in Ghana. incentives offered
¥ Legislative and Discretionary Incentives
The Free Zone regime was created by the Free ZonBalancing Investment Creation and Revenue Needs
Act, 1995 (Act 504). Under the Act the imports of @ Transparency and Monitoring
free zone company are exempt from the payment of all
indirect taxes and duties. In addition free zone compa
nies enjoy a tax holiday of ten years from the payment of
income tax on probts. Thereafter a free zone company
pays corporate tax on propbts at the reduced rate of 8%,
while shareholders are exempted from the payment of
withholding taxes on dividends arising out of free
zone investments.

While the Ghanaian Free Zone Act is generally
similar to standard EPZs, three aspects of the Ghanaian

32 Zee, Stotsky and Ley 2002, Klemm 2009, Morisset and
Pirnia 2000
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G hana I nveStme nt a more procedural front, they argue that while LI 1817
. received parliamentary approval parliament, the reality
Promotion Centre

is that parliament generally acts as a rubber stamp on
issues of tax incentives. While it is beyond the scope
The GIPC of this paper to review the entire scope of these com
The GIPC was created in 1994 with the dual goalsptdints, it is minimally clear that there is a troubling lack
promoting investment and enforcing rules related tf consultation, cooperation and coordination across
foreign owned businesses, including monitoAng e@gencies on these matters.
nomic sectors that are reserved for Ghanaians, ensuring
compliance with minimum capital requirements and There are also several avenues for the GIPC to exer
ensuring the employment of Ghanaians in foreign tismsliscretion in applying incentives. Within legisla
Investment promotion is pursued through a varietytioh, Muller, Frans and Tudlsote that,
channels, including participation in the formulation of
tax incentive regimes. In 2005 the GIPC had a budget For purposes of promoting strategic or major
of slightly more than GHc1 million, over half of which investments, the GIPC Board may, after consultation
was bnanced by the World Bank. While data is not with other State agencies and with the PresidentOs ap
available for more recent years, the recent shift to a proval, negotiate specibc incentives with ingestors.
more modern ofpce space suggests an expanded budget
allocation in the last years. As an example, they cite special tax concessions that
were negotiated with AngloGold Ashanti in 2003, in
Legislative vs. Discr etionary Powers exchange for an equity holding in the Obuasi Deeps
The incentives regime in Ghana is generally rule-lasget;t for the government.
with the different tax incentives enshrined in legislation.
Incentives are overwhelmingly contained in the Interside from discretion in granting new incentives,
Revenue Act, 2000 (Act 592), the Value Added Takere is a widespread feeling the GIPC is able to exer
Act, 1998 (Act 546), the Customs, Excise and-Preeese signibPcant discretion in interpreting the written
tive Servieeand the Ghana Investment Promotion law and assessing the eligibility of different brms. For
Centre Act, 1994 (Act 478) the last enhanced by example, prior to 2004 the GIPC gave Telecom compa
Legislative Instrument 1817, which introduced newies the right to apply for exemption from the payment
incentives for the tourism industry. On the whole, tfieustoms duties and excise duties on various inputs.
generally rule-based character of the incentive reditowever effective 2004, the GIPC refused to grant ap
is praiseworthy, as it reduces the scope for discretwayals for these exemptions. Indications are that this
and thus the scope for rent-seeking activities and decision was taken by the incoming GIPC CEO in 2004
ruption. In this respect GhanaOs starting point is bett@ielecom companies have not been able to receive a
than that which exists in many countries. full explanation for the change in policy.

Despite the generally rule-based character of the Without passing judgment of the validity of this
incentives regime, the issuing of the Legislative Ingtitticular decision, it certainly points to the ability of
ment (LI 1817) in 2005 has been a source of signithe GIPC to interpret the law and thus exercise a certain
cant controversy within the tax agencies. They naéenount of discretion. While such discretion is-an inevi
that LI 1817 was issued with virtually no consultati@ile reality with any law, it is unclear to what extent the
and without any assessment of the potential rever@&C has attempted to audit and track the entire range
implications, which they argue have been signibcaritdiscretionary choices that are made. During inter
and partly the result of excessive scope for abuseviéms the GIPC provided a blanket denial of any cases ¢
a legal front, they question the constitutionality of discretion being exercise, and actively resisted request
1817 because it was signed by the then Chairmanfaf additional data, both of which lead to scepticism
the GIPC Board rather than by the Minister of Finance,

who is meant to have bnal authority in such matte?$. Qf!ler Frans and Tudler, 2004: 107
35 This is provided for by Section 25 of Act 478

33 Management Law, 1993



24 N GHANA REPORT

about the level of monitoring that occurs. happened in the absence of the incentive.
¥ Similarly, incentives may affect the size ef invest
Types of Tax Incentives ment, rather than the occurrence or nor-occur
Existing literature on tax incentives is almost universalgnce of the investment, which further
wary of tax holidays, which are generally believed to aremplicates attribution
ate greater risks of abuse and attract less desirablé foEwesn if new investment is attributed to tax incen
of investment than other types of incentives. Despite tives, quantifying the benebts involves estimating
this, Ghana relies heavily on tax holidays within its taboth direct and indirect benebts, including intan
incentive structure. EXxisting reports have documentegjible factors such as technology and skills transfer
evidence that Prms benebting from these tax holidaygwhich are often an important motive for
use changes in ownership and other questionable  investment incentives).
means to extend their access to these taxbdi@ePt¥ Recent research has argued that even where incen
ofbcials equally decry the ability of companies to use tives spur investment in priority sectors, these new
modest new investments as a justibcation for claimingnvestments may Ocrowd-outO alternative invest
revenue reducing tax holidays, pointing particularly ments by absorbing scarce capital, skills, credit
at such abuses by the tourism sector under LI 1817. and other factors. Thus aggregate benebts may be
Again, the absence of detailed data on the activities smaller than sector-specibc benebts
of Prms over time makes it impossible to empirically
assess the extent to which tax holidays are abused.Bearing in mind these caveats, two studies have
Again the lack of cooperation from GIPC lends itsétfaked explicitly at the impact of tax incentives in
some scepticism, as do widespread concerns amdblgaaa, the second of them with the active support of
administrators and business people. the RAGB The broad conclusions of both studies are
consistent with international predictions about the inef
. . Pciency of many tax incentive regimes. They conclude
It is an unfortunate real Ity that  that taxes do not play a dominant role in the investment
Cy . decision and that a signibcant share of those brms
establ IShlﬂg the overall costs benebting from incentives would have behaved the same
. . way in the absence of incentives. Both imply that the
and benebts of atax incentive incentive regimes are damaging to the overall welfare
. . . of the country and propose that the country would be
regimeis extremely difbcullt. better off investing in infrastructure and training, rather
than attempting to rely on incentives to
attract investment.

Monitoring and Evaluation of Impact

It is an unfortunate reality that establishing the overdlhe GTZ study goes so far as to estimate that tax
costs and benebts of a tax incentive regime is extltessely amounted to 9-12% of total tax revenue collected
difbcult. A recent IMF repowthile reiterating gen from companies, though this should be taken with ex

eral scepticism about most tax incentives, stressesréimee caution given a survey response rate of only 40%.
complexity of assessing the benebts of tax incentiMesaimwhile, Muller, Frans and Tudler document both
theabsencefsomeypeof GeneratquilibriumModel. specibc instances of the incentives being abused, as well
The complexity of the problem stems from as more general perceptions about the existence of such
several factors: abuse. They note, among other things, reports of:

¥ Itis extremely difbcult to establish with certain companies being OsoldO to related business interests
that a particular investment was caused by tax  in order to renew access to tax incentives available
incentives or - put another way - it would not haveto new investment;

36 GTZ 2006, Muller, Frans and Tudler 2004 38 Klemm 2009
37 Chai and Goval 2008 39 Muller, Frans and Tudler 2004 and GTZ 2006

GHANA REPORT N 25

¥ evidence that most bPrms enjoying tax holidaysngefi®mm particular tax incentives, or relatively simple
already making large probts, and estimates of the foregone revenue, or Otax expendi

¥ evidence that those Prms were also largely engage®, associated with those incentives. While GIPC
in activities that rely on local resources, particitadybegun publishing quarterly reports on the total
agricultural products and bsh, that make themdessunt of new investment, these reports contain no
subject to international competition to data on the tax incentives or their costs. More generally
attract investment. a list of new investments is in no way comparable to an

estimate of the role of incentives in attracting
During interviews and data gathering for this studgditional investment.
CEPS provided an additional list of abuses:

¥ Diversion of the goods for purposes other thanONO Serious monltorlng and
which exemptions were granted,; .

¥ Diversion of Temporary imports onto the evaluation processes for the
local market; . . . .

¥ Diversion of manufacturing raw materials with Varlous tax ncentives in the
multiple uses onto the local market. E.g. diversion . z
sugar meant for manufacturing onto the Countly were In pIaceO

consumer market.

GIPC ofpbcials generally concede that some such Previous studies, anecdotal evidence from interviews
abuse occurs, but argue that a) monitoring is imprawithghe generally secretive stance of the GIPC creates
b) monitoring is primarily the responsibility of the tgxounds for concern about tax losses associated with ta
agencies and c) a small amount of abuse does noiriogatives. Yet, in the absence of systematic data on the
date the overall benebts of the program. Unfortuimatedgt of the tax incentive regime, it is impossible to
the uncooperativeness of the GIPC in providing dagedioiate effectively the costs and benebts of the system
any outside researchers makes it impossible to velifig, likewise extremely difpcult to identify instances
or feel conbdent about, either the prst or last of thedere the system is being abused and to take corre
claims. With respect to monitoring, the tax authorgigsnding efforts to improve the system. In this sense it
accept that they are primarily responsible for-monii®the absence of any credible monitoring of the impact
ing, but contend that a) the unwillingness of GIPCabth& incentives, or any sharing of relevant data, that are
a constructive partner in this effort is hugely problearguably the most problematic element of the
atic and b) any tax incentive regime must be desigmeasting regime.
in light of a realistic assessment of existing monitoring

capacity. At a minimum, the need for much great
cooperation across agencies, and much closer ath(h ana Fee
to revenue losses and abuse, appears to be need?

ones Boad

Transpar ency for Monitoring Purposes

The most damaging conclusion of the GTZ report imstitutional Overview

that: ONo serious monitoring and evaluation proceBsesshana Free Zones Board (GFZB) came into

for the various tax incentives in the country were iexistence with the passage of the Free Zone Act, 1994
place@ Virtually no systematic datathe scope, (Act 504), with the aim of attracting additional export
impact or cost of incentives was available from eitbbelented investment to the country. Free Zone compa
the IRS or the GIPC. The absence of data includegissdre expected to operate as virtual islands with any
straightforward items as full lists of those brms begebtls entering the Free Zone from Ghana or leaving the
Free Zone into the domestic market required to cross a
customs point and pay all relevant taxes. The GFZB in

40 GTZ 2005
41 Muller, Frans and Tudler, 2004
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cludes a National Technical and Monitoring Comniitpeovide signibcant data or studies to shed additional
that is responsible for monitoring Free Zone comphbgie®n the issue largely due to claims about the conb
and preventing abuse. dentiality of company data.

Structur e of Tax Incentives Critiques of GFZB focus on two issues: whether the
Similar to the general tax incentives administered Byeth&ones have been legitimately investment creat
GIPC, the activities of the Ghana Free Zone are clegrbnd the extent of abuse of tax exemptions by Free
debned in the existing laws. Eligibility for Free Zodene brms. With respect to the challenge of investment
status is a function of the ability of a company to pcoeation both studies point to the fact that a signibcant
that it will export a minimum of 70% of its productionmber of Free Zone brms were active in Ghana prior
and that it will not violate any other statutes undertihéhe creation of the Free Zones regime. Those studies
Free Zones Act. This basic framework ensures thatiggest that at least ten companies fall into this category
there should be no discrimination against domestibubiprecise data from the GFZB was not available.
any other, brms. The law calls for a ten-year tax hflidlayit is possible that the shift to Free Zone status
followed by taxation at a lower rate Onot greater tlaay have subsequently led to additional future invest
8%0. While the subsequent rate leaves some spacerfptthere is good chance that these cases represent a
discretion, the default rate to be applied is 8% andnedinwvelfare loss as large Prms ceased paying taxes.
only be amended by a Legislative Instrument following
deliberations by the Board. In principle the Free Zoféat said, this is not sufpcient evidence to conclude
Act dictates that Othe Board may attach such conthat the Free Zone regime has been a failure, as it is the
tions as it considers appropriate relating to skills, jubry nature of rule-based incentives regimes that some
opportunities and degree of export orientation,O bbrms that do not need incentives will receive them. The
in practice the 70% export criteria seems to be faradrallenge is to determine whether the revenue loss in
away the dominant issue. those cases is justiPed by the benebts of new invest
ment that is created in other cases. At a minimum, there
As with the use of tax holidays by the GIPC, theiie certainly anecdotal evidence that some Free Zone
is reason for concern that the use of time limited tawompanies would absolutely not have invested in the
holidays will lead Prms to invest only so long as th&bsence of the existing incentives.
incentive remains in force or that they will use guestion
able ownership transfers or modest new investment$he second area of criticism in the existing reports
seek to renew the tax holiday indepbnitely. This stuelates to the question of abuse. The most commonly
has been unable to secure any systematic data orcited issue is companies that import goods into the Free
guestion from the GFZB, though complaints aboutzbise and illegally divert those goods for sale within
issue from other stakeholders are primarily levellethe domestic market. Any goods that are illegally sold
against GIPC tax incentives. Given that the Free doneestically by Free Zone companies imply a loss of all
status has only been an option for fourteen years sfithe applicable sales and probt taxes on that sale, while
problems would, if anything, still be in their infancysuch sales also represent unfair competition fer domes
tic Prms. Muller, Frans and Tadlaim that such
Monitoring and Evaluation of Impact abuse was widespread as recently as the prst half of the
As with the GIPC, only few systematic studies of rdecade, and support this claim with evidence that almost
enue impact are availablehese reports are pafticu 50% of Free Zone imports were of consumer goods,
larly harsh in their assessment of the Free Zones targelg by companies that were ostensibly re-exporting
and imply that it has been subject to particularly latige goods.
amounts of abuse. While the GFZB strongly contests
this characterisation, and rightly argues that these siiftere is little doubt that overall monitoring capac
ies were far from systematic, it was unable or unwitirig limited, with GFZB attributing this largely on
understafbng by CEPS and CEPS attributing it to poor

42 notably studies by Muller, Frand and Tudler 2004 and
GTZ, 2006 43 Muller, Frans and Tudler, 2004
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monitoring and cooperation by GFZB. Yet, the scéésgirogress. The specibc action was the passing of

the problem is unclear, while neither CEPS nor GREZBislative Instrument 1618 in 2007, which eliminated

seems eager to provide transparent estimates of tpistics companies and timber companies from eligibil

likely scale of the revenue loses. In defence of matyitor Free Zone status. The plastics companies were

ing efforts, the GFZB claims that it periodically de-tistsied Free Zone status based on a widespread percep

Free Zone companies on account of consistent ahlise thiat they had been engaged in signibcant efforts to

the established regulations, though B again - requéistsrt imported goods into domestic customs territory.

for a list of such cases was not readily provided. Agssmaction implicitly concedes that signibpcant abuse

ing some meaningful amount of delisting, it would Wwas occurring previously but is clearly a positive step for

indicative both of a fairly widespread problem andtbeguture. The timber companies were removed from

regulatory body that continues to make at least soRree Zone eligibility owing to a much more fundamental

efforts at enforcement. concern about the justibcation for granting an extractive

industry such status. This is discussed at signibcantly

The grounds for criticizing the GFZB lies in the fgceater length in the case study of the Forestry sector,

that comprehensive and credible studies of the impatian undoubtedly positive development.

the Free Zones regime have not been carried out or - if

they have - have not been made public. Muller, F .

and Tudlerreport that the IRS did conduct studies Téle EvaS|On and

2001 and 2003 but also conclude that due to capagi .

constraints these studies fell far short of a compremo | d ance

sive evaluation. The reality is that in the absence of

active and transparent efforts by the GFZB to evalBater Income T ax Collection

the impact of the incentives regime outside observEng debning feature of tax systems across the develop

are likely to remain sceptical. In the absence of giagterorld is their inability to collect a signibPcant share

transparency and collaboration in this effort, any debaeenue through income taxation of individuals and

over the effectiveness of the Free Zones is liable todoporations. Developing countries overwhelmingly

shaped by predispositions and the tendency of botlollect far less direct tax than developed countries, both

sides to look at those cases that support their positi®a share of total taxation and as a share of GDP

Yet it is not all elements of direct taxation that are

Any gOOdS that are |I|ega||y equally problematic. Whereas corporate taxation com
. prises a modest share of total income tax collection in
sold domEStha”y byrEe most developed countries, in most developing nations
. . corporate tax collection is comparable to, or even high
Zone companies Imply a |0SSer that, personal income tax collection. This indicates
. that formal sector Prms in developing countries often
of all of the appllcable sales pear signibcant tax burdens, despite the high level of tax
avoidance and evasion in the rest of the economy.
and probt taxes on that sale

By contrast, it is personal income taxes that perform
particularly poorly. While data is very problematic, Bird
Recent Developments and Zolt make the general claim that:

On a more positive note, the GFZB has recently taken

meaningful measures to curb abuses. Whether this In developed countries, persond incometax revenuesare

is a new found commitment or indicative of a longer  about 8-10%of GDP. In developing countries, persond

standing pattern is unclear, but there is certainly causécometaxrevenuesareoftenlessthan 1-2%of GDP.

for some optimism, and an opportunity to build on

45 Bird and Zolt 2005
44 Ibid. 46 Ibid.
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Within this limited income tax base, the overwhettesperate lack of information about taxpayers, which is
ing majority of revenue, sometimes as high as 95%nlk&d to poor internal record keeping and very limited
raised from withholding taxes on formal sector wagdgsrmation sharing across agencies. The absence of
implying an almost total failure to tax the self-empleffective income taxation reduces revenue and almost
and employees of bPrms that escape the withholdirggrtainly robs the tax system of much of its redistribu
tax system tive impact. Finally, and related to poor record keeping,

it is important to note that in this setting individual

It is possible to point to four general areas of sigtak commissioners have signibcant powers to grant
cant revenue loss, though precise estimates ef taxdiscretionary tax concessions or one time tax relief, for
dence are notoriously problematic. The brst is a gemamgdle when agreeing payment plans for accumulated
inability to tax large informal sectors that have mostrrears. While one does not regularly encounter claims
recently been estimated at between 30% and 60%obfvidespread abuse, the lack of transparency, which is
total economic activity in most developing ceuntrig® a large extent a symptom of the broader weakness of
The second is an inability to tax professionals-wha@rord keeping within the IRS, is a cause for
vide difbcult to monitor services, such as consultasognerconcern.
legal advice. The third is the difbPculty of taxing capital
income. This is particularly true when capital incof@xi€vasion by TNCs
held overseas, as it is hugely unlikely that such in€domthe one hand, large formal sector Prms-in devel
will be reported, while the tax administration genemabiyng countries comprise a disproportionately large
lacks the capacity to pursue such cases effectivelyhare of the total tax base. This results from their high
The Pnal issue is the inability to tax rental income aaibility and the consequent difPculty of avoiding
property, both of which would be progressive and tagktion in the absence of high-level corruption. Many
signibcant revernue large Prms consequently complain that they are unfairly

targeted by tax administrations that are eager to reach

Ghana is generally no different from this overall stegnue targets and are more inclined to pursue readily
with reasonable levels of corporate tax collection anailable large Prms than make the effort to tax many
low levels of income tax collection overwhelminglysmaller Prms. In this respect there is a strong case to be
drawn from withholding taxes. As outlined in Appenade for expanding the tax base, as is discussed later in
dix 1, Tables 1-2, income tax from the self-employtu paper.
which encompasses all non-PAYE taxpayers, accounted
for only 11% of total income taxation in 2007. That Despite the reasonably signibcant overall level of
said, it is worth noting that during the 1980s, whercorporate tax collection, there is reason to believe that
the government was collecting taxes very aggressikielg are also signibcant tax abuses undertaken by
sometimes in the absence of concrete accounts, daliger Prms. Some of these abuses occur through the
tion of income taxes from the self-employed were afsteshs of tax incentives that exist, as discussed in the
equal to those from PAYE, though this was partiallyrevious section. The other potential source of abuse is
a function of lower levels of PAYE collection. In thbe use of false invoicing and transfer mispricing to shift
realms of capital gains taxation and property taxatgopts out of the country and thus lower tax liabilities.
neither is large enough to justify a separate categdéfglge invoicing occurs when local Prms report higher
the national accounts, while available data indicatgsitieat paid for imports and/or lower prices received
total property tax collection at the local level amoufdrtexports, both in an effort to reduce reported probts
at most 0.04% of GDP. and thus tax liabilities. Transfer mispricing occurs

when subsidiaries of multinational Prms misprice the

At the base of this inability to collect income tax Bestenge of goods and services with the parent com
pany or other subsidiaries of the same company allowing
them to illegally shift probts to low tax jurisdictions.

47 Bird and Zolt 2005, Zee 2005
48 Schneider and Klinglmair 2004
49 Bird and Zolt 2005

50 Kelly 2000
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While both activities are hard to detect and evenequivalent to almost 27% of the total corporate income
harder to prove, there is little doubt of their preva tax that was collected in 2007. If, as is likely, trade
lence. Itis equally clear that developing countrieswith the rest of the world is subject to similar patterns,
are particularly vulnerable to such tax evasion dudtts probable that total corporate tax losses amount to
their limited monitoring capacity. A report in 2008tpre than 50% of total collections. While even western
Christian Aid, drawing on research by Raymord Betentries lack the ability to entirely curb such abuses,
estimated that low-income countries lose US$22.4my signibcant improvement in enforcement would
in tax revenue annually to false invoicing and transémresent a signibcant revenue windfall.
mispricing, which was comparable to the total amount
of foreign aid received by these same countries.  The basic policy framework for addressing such
avoidance is relatively adequate. There are sections of
. - Ghanaian law that address specibc forms of tax avoid
At the base of this Inab”lty ance, including false invoicing and transfer mispricing,

. . as well as a general anti-avoidance clause- The chal
to collect income tax lies a lenge facing the revenue authorities is one of capacity.
. . Most staff lack thorough understanding of complex
desperate lack of iInformationtax avoidance schemes and very few have the ability to
. . detect effectively such schemes. It remains the case the
about taxpayerS/,thCh IS no African country has been able to successfully chal
lenge a case of transfer mispricing with a TNC under

linked to POOor internal record existing Double Taxation Treaties (DTT). Ghana has
. .. signed such treaties with France, Germany, the United
keeping and verlimited

Kingdom, South Africa, Italy, Belgium and most re
. . . cently with the Netherlands. Further treaties are either
information sharing
aCross agencies.

under ratibcation, while it is negotiating with Switzer
land and Sweden or under negotiafidrere is also a
problem of capacity with respect to policy formulation.
Thus, even when regular tax avoidance strategies are
identibed there are no effective channels in place to in
Tax Evasion by TNCs in Ghana troduce amendments to the relevant law. For example,
It is, unfortunately, extremely difPcult to estimate tti@se at the Large Taxpayers Unit point to a number of
scope of such abuses, or identify specibc cases, matipanies that are reducing their tax bills by Pnancing
ly due to the fact that tax evasion is an illegal, andth@mselves heavily through debt and claiming very large
den, activity. Perhaps the most interesting such effeductions for interest paid. In many countries this

has been conducted by Simon Pak, who estimatesvilvedd be illegal due to rules covering thin capitalisation
extent of false invoicing and trade mispricing by lobliirig Ghana the thin capitalisation law only covers debt
at trade statistics and estimating the deviation of ren equity. This has allowed Prms to continue to rely on
ported prices from the arms length value of the tradsbhtPnancing, sometimes secured from partner bPrms,
tions. His work, which so far focuses only on tradénvatter to reduce their tax bills. Despite awareness of
the EU, estimates that tax losses to Ghana from thbisechallenge there is no indication that amendments
two methods during the years 2005-2007 averagedre forthcoming.

between 30.7 and 51.4 million Euros per year, though

2005 was dramatically lower than the two subsequeblitimately, it is clear that there is a signiPcant amount
years. The 2007 value of 62.4 million Euros amowfttax avoidance that takes place through relatively

to roughly 3.4% of total tax revenue in 2007 at curcommon, but difPcult to enforce, channéie

rent exchange rates, which, while not overwhelmingyenue that could realistically be gained by closing

51 Baker 2006

52 Christian Aid 2008

53 PWC 2008
54 SOMO 2008
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various loopholes would be meaningful, and would iGlobally oil and mining activities have gained the
principle have a positive impact on competitive dybaik of international attention, owing to the potentially
ics by rewarding those Prms that follow the law. Tdrarmous revenue Rows, and growing concerns about
said, it is important not to condemn large internatidhalpossibility of a Oresource curseO for political and
Prms on the revenue front, as most tax administraém@nomic development. From a revenue perspective,
are adamant that while such brms are not above aglta&nenues are by far the most dramatic, and provide
Prms of tax avoidance, they are less likely to engageria than 50% of the total budget revenues to roughly
aggressive tax evasion than are many local brms.2UHmen-island economies, of which several receive

is consistent with the broad observation that relativértually the entirety of public revenues from their oll

to some parts of the economy formal sector businesgsalth: While systematic data on the contribution of
actually contributes a reasonably large share of nationiag to total revenue is not readily available, it com
revenue. This is not to discourage efforts to redugerises at least 10% of exports, and likely comparable
tax avoidance, but a reminder that the worse caseshafres of total revenue, in sixteen countries in sub-Sa
tax evasion, and the potentially largest revenue gaiasan Africa, excluding South Africa. In Botswana the
likely lie in other forms of income taxation. From aevenue contribution of mining RBuctuates signibPcantly
equity and competitive perspective it is certainly nbut averages in the neighbourhood of 50% of revenue.
clear that TNCs are more guilty of avoiding tax than are

other Prms. The one glaring exception to this genefakspite the potential for natural resources to be a
statement is in the realm of extractive industries lilsoite of signibcant wealth they have been a source of
mining and timber, all of which are subject both toraage controversy in many developing countries. The
revenue losses and a variety of other dubious pradiitegies argue broadly that the benebpts arising from
on the part of multinational Prms. natural resource extraction are much smaller than they
should be and are outweighed by the signibeant envi
ronmental, economic and political costs.

Revenue Fom
Extractive Industries  Exceptionally generous
Extractive Industries, Revenue mining regimes that were
and Development .

As with many developing countries, Ghana relies tﬁ)h]t N place under structural

signibcant degree on income generated from natural | . .

resource industries. Mining and forestry accounte(ﬂdeStment reforms in the

8.6% of GDP in 2004, while oil production is expec eél

to begin as early as late 2010, with even larger im;ii 80s and 1990s have

tions for the economy. The debning feature of natural . .

resource sectors is that they generate economic r@le,prlved countries of

which refRect the underlying value of the resource and

amount to windfall probts available to those who dafc CESSAY revenues

the resource. The extent of the economic rent is the

difference between the selling price and the cest of get

ting the resource to market. Economic theory dictatébat said, the revenue contribution of mining has
that when the resource is extracted, the extractingbeen a source of signibcant controversy. Many observ
company should pay most or all of its rent value tcetiseargue that exceptionally generous mining regimes
government. As a result, natural resource industrigsgaveere put in place under structural adjustment re
expected to yleld Slgmpcant revenues for govern”éE”t’ At exact Pgure is problematic because many oil-pr oducing

above and beyond normal income taxes, sales taxag@miél not provide government bnancial data to the IMF on a

customs duties. regular basis.
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forms in the 1980s and 1990s have deprived courditides to citizens. This dynamic is discussed in greater

of necessary revenues, despite the high environmdatall in the Pnal section of thisspaper

costs and limited direct economic benebpts of mining

activities. It is equally clear that high-level corruptiokiVhat follows provides a more detailed look at the

has contributed to low revenue yields from miningraimdng and forestry sectors in Ghana, with special atten

other resource sectors, with ofpcials willing to gration to the Pscal regimes that exist in both sectors. The

very favourable terms to investors in exchange foroil sector is not addressed here, as it has recently been

personal benebts. While it is difbcult to quantify thiee subject of a large number of studies

impact of such dynamics, recent reviews of existing min

ing contracts in Liberia and the Democratic RepublitiefCase of Mining in Ghana

Congo suggest that the revenue costs may be endrhatusining society in Ghana accounted for 4.6% of

in many countries GDP and more than 30% of total exports in 2004. Gold
provides the vast majority of the income in the sector,

It is essential that revenue sectors provide signiltitamgh Ghana is also a producer of diamonds, manga
and transparent revenues to government due to theese and bauxite. Ghana was a leading global produce
potentially large costs of extractive industries. At thiegold as long ago at tHeckEmtury, and this contin
most basic level, there have long been concerns almaithroughout the period of European colonial rule.
the often disastrous environmental impacts ef extrac
tive industries and particularly of activities like open @ihana witnessed a sharp decline in gold production
mining. There have likewise been concerns that ldeeing the 1970s and 1980s as the country expe
communities have generally suffered most directlyrieoced a much broader economic collapse fuelled
extractive activities, through everything from envirbg political instability, macroeconomic imbalances,
mental damage to displacement, while reaping vegxtmssive regulation and growing corruption. This
of the rewards decline was reversed in the late 1980s, while enormous

gains in production were experienced throughout the

More recently, research has turned to the more 1990s. These gains followed major liberalising policy
indirect but potentially more insidious consequencefains under the new mining law (PNDCL 153) of
resource wealth. The earliest such research point&886, which was heavily sponsored by the World Bank
the role of resource wealth in promoting and perpetnd IMF as part of the broader program of structural
ating conf3ict, as natural resource wealth providedadjustment. Among the most important aspects of the
incentive for rival groups to seek to seize the statenevhilegislation was the reduction of state involvement in
some types of resources - like alluvial diamonds - mdsong activities, major reductions in various taxes and
provided the funds to sustain those cenliater a dramatic increase in capital allowances. A new mining
research turned to the potential for access to resolasesas promulgated in 2006 and maintained most of
to lead to increasingly autocratic and unaccounz fénese changes while reducing the maximum royalty rate
of government. These studies focused on the factthételiminating the additional tax on windfall propts.
resource rents provided governments with huge and
un-transparent revenues, thus allowing government3here is no denying that the liberalisation program
to retain power through a combination of investingdontributed signibPcantly to the dramatic expansion of
repression and buying political support through patnéming production in the 1990s. Yet critics of mining
age. More recently researchers have argued thatithéhe country have remained vocal. As wasnoted ear
availability of resource revenues removes the neetieiothese critiques have centred on the major environ
governments to rely on tax revenues, thus reducingémtal costs of mining, the fact that huge tracts of land
centives for governments to be responsive and actimtrtould be used for other purposes have been grantec
56 Prichard forthcoming as concessions and the fact that benebts to local commt
57 Campbell 2004 nities have often been far less than what was expected.
58 Collier and HoeRler 1998, 2004, Ross 2004
59 Dunning 2005, Collier 2004, Snyder and Bhavnani 2005

60 Moore 1998, 2008, Ross 2001, 2004b
61 Oxfam America 2009
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Akabzaa and Ayamdaport that local communitieslacked such capacity, and thus should focus en benept
are increasingly frustrated by the distribution-of coimg from mining through tax revenues. A major World
munity payments. Wastage of these funds by locaBealmikfieport argued that:
and district assemblies has led to growing conf3icts with
citizens in the areas. This latter point relates to the The recovery of the mining sector in Africa will re
broader concern that the lack of transparency surrounduire a shift in government objectives towards a primary
ing the use of mining revenues may contribute to the objective of maximising tax revenues from mining over
erosion of political accountability and the expansion the long term, rather than pursuing other economic
of corruption, similar to what has been more widely or political objectives such as control of resources or
documented in oil producing nations enhancement of employment. This objective will be best
achieved by a new policy emphasis whereby governments
Critics also argue that the local economic benebts focus on industry regulation and promotion and private

of mining are very limited. Mining is a highly capital companies take the lead in operating, managing and
intensive industry, and therefore creates relatively ~ owning mineral enterprises. That is not to say that only
little employment, of which the even smaller number oifwestors should benebt from mining. But in the new

. . . . policy environment governments should obtain a fair
Production of Major Mineral82-2007 (figh) share of the economic rent of the sector through bscal
arrangements that stable, competitive and fair, rather
than through ownership and operation

2.5M— . . . .
o BAUXITEND The question of what capacity exists locally remains
o MANGANESE a challenging one that demands careful analysis, yet it
v (TONNES) does seem clear that there should be efforts to promote
o local value added as capacity evolves over time.

- DIAMOND (CAR

| | | | | | | | | What is particularly troubling, in light of the explicit
& @ & S P S P evidence that the goal of policy liberalisation was to
Source: Akabzaa and Ayamdoo 2009 expand government revenue, is the fact that revenue
from the sector remains remarkably low. Under the
highly skilled positions are generally reserved-for dikgaalised regime, Prms are largely exempt from import
triate staff. Equally troublingly, there are exceptiomatiigs, and thus revenue is expected to come from a
few upstream and downstream opportunities creatsahflyination of corporate taxation, royalties, dividends,
the local mining sector. The overwhelming majorigapital gains taxes and income tax payments by em
inputs are imported, generally through global sourployees. Yet, in practice, the overall contribution of
ing contracts that further erode opportunities for locahing Prms to income taxation, at 10% of the national
Prms. Downstream, Ghana exports almost exclugialyappears to be less than that of large Prms in other
raw minerals, without any value added activities osegtors, though precise data is obviously unavailable
ring in the country. Given that 10% of income tax amounts to only about
3% of total taxation, and that mining Prms pay very little
The lack of direct local economic benebts has langcustoms duties, the overall contribution to national
been a feature of mining in developing countries, aadenue is very minimal.
the policy debate has centred on the capacity of coun
tries to provide skilled labour and efbcient value adddtere are multiple reasons for this extremely poor
services. While it is not frequently noted, a centratéaeetie performance, and they represent a combination
of the liberalisation programs of the 1980s and 1980goor policy, weak implementation and questionable
was a conclusion by the World Bank that countriesctivities by brms. The most important, and also the

62 Akabzaa and Ayamdoo 2009 64 World Bank 1992: x
63 Ross 2001, 2004 65 Prichard forthcoming
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Table 3:MiningTaxation by Component 1990-2006

Year Corporate income Royalties PAYE NRL Total mining Taxes Mining as % of IRS collections
1990 2.83 1.89 4.72 8.9
1991 0.82 3.02 3.84 6.3
1992 4.56 4.55 9.10 12.2
1993 4.39 7.49 2.65 14.54 12.8
1994 7.21 12.78 4.81 24.81 14.9
1995 20.39 20.91 7.95 49.29 17.9
1996 9.16 35.49 16.83 62.74 14.8
1997 9.87 34.59 25.02 77.85 12.9
1998 14.45 49.84 31.02 95.31 12.1
1999 31.12 48.62 27.84 107.58 11.9
2000 15.79 118.74 59.24 193.77 13.7
2001 24.81 127.36 76.11 4.25 232.53 11.9
2002 23.50 153.45 101.46 26.47 304.89 10.7
2003 68.14 194.39 141.05 16.78 420.36 11.0
2004 100.33 215.74 134.36 53.19 503.62 9.4
2005 235.95 269.90 154.37 19.52 679.73 11.0
2006 215.66 316.25 182.71 15.83 730.50 9.66

Source: Akabzaa and Ayamdoo 2009; IMF Statistical Appendices

most reliable, revenue source is minerals royaltiesgapital. Tax payments by these Prms appear to be fur

which are collected at 3% of the total value of prodher reduced by illegal forms of tax avoidance, including

tion, and are thus administratively straightforward.tr@hsfer mispricing and the overvaluation of capital

controversy around royalties lies in the fact that bygleeds for purposes of claiming capital allowances.

the rate is meant to escalate for more probtable PAkalimaa and Ayamdaque that the system of capital

a maximum of 6% (formerly 12%). Yet, in practicegllmlivances is in urgent need or review, as it is far more

Prms appear to have continued to pay 3%, even dgeimgrous than the systems that exist in comparable

the recent minerals boom, owing almost certainly toining destinations.

manipulation of probt bgures by the bPrms and the lack

of effective monitoring capacity at IRS. According t&A bPnal area of tax losses is the non-payment of PAYE

IRS ofbcials it is sufpciently complicated to calculdie expatriate staff of the mining Prms. The report

probtability formula for increasing the royalties ratenteatiews OrevealingO that many mining companies

ofpcials are resigned to sticking with the lowest vahage reached agreements with the government such

This warrants review. that expatriate staff pay little or no income tax, despite

receiving salaries that are orders of magnitude larger

The second area of taxation is corporate taxatiothandmost local staff. The overall revenue losses that re

this is the area in which existing policy and enforcenleate unclear, but this is an area that clearly warrants

is most glaringly inadequate. Based on royalty pagreater attention and transparency.

ments, mining Prms as a group paid a maximum of 2%

of turnover in tax and a minimum of less than 0.5% &ecent years have seen greater acknowledgement

turnover during the period 2002-2006. These valuadnternational circles of the limited benebts that are

are extremely low given the large probts achievedargruing to many developing countries. Most telling,

these bPrms particularly in recent years. The low I@erhaps, is a recent World Bank report that explains

of taxation appears to be in large part the result ofthat,

exceptionally generous system of capital allowancgs,  axanzaa and Ayamdoo 2009

which allows virtually all expenses to be claimed ugder pig.
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Gold production and value of minerals produced faxen the growing strengthen of the Extractive Indus
reached an unprecedented peak; however, it is undiéas Transparency Initiative (EITI) and the initiation
what their true net benebts are to Ghana. Large scalea new World Bank project on Natural Resources and
mining by foreign companies has very high import denvironmental Governance (NREG), which has revenue
tent and produces only modest amounts of net fore@gthancement in the mining sector as an explicit goal.
exchange for Ghana after accounting for all its out3ows.

Similarly, its corporate tax payments are low, due td-orestry in Ghana
various Pscal incentives necessary to attract and rdtaitike the mining sector, which has received signibcant
foreign investors. Employment creation is atso modnternational attention including widespread criticism
est given, the highly capital intensive nature of modaver low levels of revenue collectimnforestry sec
surface mining techniques tor has received relatively limited attention despite the
exceptionally poor performance of existing regulations
The reference to limited foreign exchange is in and taxes. That said, one study conducted in the Demo
dicative of the deception inherent in the tendency tratic Republic of Congo estimated tax avoidance by
international circles to point to large foreign exchatluggying companies annually at $12 millibis. poor
earnings to establish the benebts of mining. In praetierue performance is consistent with international
net exchange earnings are often small, as the Cergxalerience, with the EU Forest Law Enforcement,
Bank reports that an average of over 70% of the eawernance and Trade (FLEGT) action plan estimating
earnings from minerals sales in Ghana never everiteitdeveloping countries as a group lose 10-15 billion
the country, as the law allows them to be held in egteosahnnually to illegal logging-alone
accounts used to pay for imports and
similar requirements. Forestry regulation has two very broad objectives:
ensuring sustainability and capturing economic rent
While the reform of mining regulation is a compliicatthe government. At its simplest level sustainability
ed matter that must be approached prudently, partiemmands ensuring that the level of logging does not
larly in light of the cyclicality of the mining industryexceed the rate at which the forest is replenished. This
the overview provided here makes very clear that tleenands that the government establish a sustainable
sector is not delivering the expected benebpts, evelewel permitted logging and then enforce it through
the narrow realm of revenue generation. While ittimayllocation of logging rights to Prms, communities
be argued that an extremely liberal policy regime wa#dividuals. Securing economic rent means taxing
needed in the mid-1980s to generate renewed coribrestry activity at a rate equal to the difference between
dence in the mining sector in the country after a délsadearket price and the actual cost of production (log
of decline, there is good reason to believe that theging, milling and transport). If taxation is maintained at
context has now changed. In Indonesia, for examtles level, Prms will still have a probt incentive to enter
early reforms put in place an extremely investor frigredigarket, while the government will secure revenues
regime, but these regulations were progressively for investment in ensuring sustainability and broader
tightened in subsequent years as investor conbdegoeernment activities. The laws governing forestry in
returned and political stability was strengthened. \®h#dea are captured in the Timber Resources Manage
these subsequent regulatory changes were criticiseeait Act, 1997 (Act 547) and the Timber Resources
the timeg a recent World Bank study argues that theAmendment), Act, 2002 (Act 617), both of which are
progressive tightening of regulation as other investriesved as effective policy frameworks but have so far
conditions improved was highly effective, in-part blagged far behind with respect to implementation.
cause it was part of a systematic and ongoing process of
policy impact analysiShere is ample opportunity for Within the realm of sustainability there is little doubt
such a process to be undertaken in Ghana, partictkedythe existing legal regime in Ghana has been an

68 World Bank 2003 71 Prichard forthcoming, W orld Bank 2003, Gary 2009
69 World Bank 1992 72 Greenpeace 2008
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abject failure, as total logging has far exceeded of forestry specibc taxes in 2005 was US$14 million, as

sustainable levels. compared to estimated total rents of US$60million on
an ofpcial harvest of 935 000 cubic meters.

While the annual legal harvest is set at 1 million cubic

meters, Hansen and Truestimate the total actual ; .

harvest in 2005 at 3.3 million cubic meters, of whioﬁCCOI’dlng tothe BJdevel oping

about 650 000 is attributed to underreporting by the .

formal sector and the remainder is illegal logging ByOUNCIES as a group lose 10-

informal operators known as chainsaw operators.igs - .

implies consistent and dramatic depletion of fores I hillion annually to lllegal

resources, and it appears that future sustainability .

will require a rate of logging below the current |egel|(9gg|ng alone

permitted level

The Pbscal regime for forestry has three major conirhis alone is a very large revenue loss, but the actual
ponents: stumpage fees, export taxes and timber rigiggsue loss is much larger, given the estimated actual
fees (TRFs). Stumpage fees are a bxed rate chatg@dest of 3.3 million cubic metelfswe assume that
per volume of wood extracted and vary dependingtloaillegally logged forests have the same rent value as
the value of the particular species. In principle thebeofbciaharvesthenthetotalrentwouldoeUS$211
stumpage fee should be revised regularly to reReahitien, which would have been equivalent to more than
amount of rent accruing to each species but in prat@ige of total tax revenue in 2005. This level of revenue
revisions have been infrequent throughout Ghana@sunrealistic both because forest sustainability demands
history. Export taxes are a theoretically less desirahlannually cut of less than 1 million cubic meters and
means to tax forestry products, as they only-affectl®cause it is unrealistic to imagine that the government
ports and thus fail to secure rent from domestic loggimgecure the entirety of the rent value given the com
Export taxes were initially introduced as an indiregplesity of enforcement. Yet, even a moderate-improve
vice charge, but currently play a more general revemerd in the enforcement of a sustainable level of logging
raising role. Finally, TRFs were introduced in 200&auld imply revenue gains of US$15-25 million.
order to circumvent difpculties in collecting the other
taxes and in order to inject transparency into the alldkside from these forestry specibc taxes, which have
tion of logging rights. In theory, timber rights are tgdieed the greatest academic attention, timber brms
allocated on the basis of competitive bidding with @ire expected to be liable for standard consumption and
selling price reRecting the level of rent available frornome taxes, including corporate income tax, PAYE,
logging activities in the country. Yet, while this sy&tém and import duties. Yet, while centralised data is
has enjoyed some success in Cameroon and ethenatoavailable it is clear that forestry Prms as a group pay
tries, it has yet to be effectively implemented in Ghamg little in standard taxes. For example, data obtained
six years after the legislation was passed. from the Kumasi IRS ofpce, which handles many of the

major logging Prms, indicates that that in 2005 forestry

Existing legislation should, in principle, provide dprms paid income tax equal to 0.2% of total turnover.
effective legal framework for taxing forestry but in Bsaway of contrast, Prms with a 10% probt rate (which is
tice revenue collection has been far below expectatatrat all unreasonable given the level of rents available
This has resulted from weak collection of the taxe#nftbin forestry sector), would be expected to pay 3.5%
registered bPrms, as well as very high levels of-llegdltlomover in income tax B almost 20 times more than is
ging that are beyond the reach of the tax system. &itiladly paid.
rang, Hansen and Treestimate that total collection
This is partly accounted for by apparently low probt

74 Hansen and Trueu 2008 rates across all brms only one of which exceed 0.8%
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of turnover in income tax and this seems likely to lzetavities of larger Prms inevitably introduced major op
function of systematic underreporting of probts. Ygbrtunities for probt shifting into the tax exempt entity,
the more glaring reason for low tax payments is thas $he border between the Free Zone activities and alll
of the bfteen Prms, accounting for 72% of turnoveother activities appears to have been very porous.
were registered as Free Zone companies, and are thus
not liable for any tax at all. To prowédgraugh In a positive step, legislation passed in 2007 explic
estimate of the potential losses, forestry makes ugthfoobids granting Free Zone status to forestry bPrms
total GDP, while at a national level roughly 20% ofa@®Rppears to be an implicit acknowledgement of prior
is captured by taxation. Thus, the forestry sector stmdge of the system. The GFZB argues that brms that
be expected to contribute in the very rough neighteltgady have Free Zone status cannot have that status
hood of 0.8% of GDP in taxation. If something apremoved retroactively but increased monitoring of these
proximating 72% of forestry turnover is subject to trems by the GFZB has already led many forestry brms
zone status, and exempted from all taxation, this rtogietvoke their Free Zone status willingly. This is an
amount to as much as 0.5% of GDP in lost taxatioimiplicit acknowledgement of the fact that when the Free
it were well enforced. While these are exceptionalipnes laws are properly enforced many forestry activi
rough calculations, they are minimally indicative otiesrthat were previously covered do not qualify.
large bscal losses in the sector.
These recent changes in the Free Zones Act are
Of course the granting of Free Zone status to foliestinative of some willingness at high levels to improve
Prms would be reasonable if it was necessary in oedésrcement of forestry taxation. That said, the overall
to attract investment, but this does not appear to bedghkness of forestry regulation and taxation-is indica
case. In general tax incentives for investors are véme of a highly dysfunctional political economy. It
difbcult to justify in the case of any location specibis widely felt among experts that forestry brms wield
resource, and are theoretically impossible to justifgignibPcant political inBuence through a highly effec
cases were resource rents exist. Such resource diive patronage network. It is suggested that the large
pendent activities are inherently location specibc gmdpts that are made possible by questionable timber
thus donOt engender strong tax competition, whictighits allocations and weak enforcement of the law tend
the primary justibcation for creating Free Zones. Tthéenebt not only the Prms but also those infZuential
existence of resource rents only makes the logic ahdividuals that support the continued weakness of the
Free Zone status more elusive, as these rents virtuadjylatory regime. There is thus an obvious opportuni
guarantee probtability for efbcient Prms. If there igydor public mobilisation to demand the more effective
lack of investment in such sectors it almost certairgypforcement of forestry laws.
derives from broader business conditions such as weak
infrastructure or regulation that demand attention. Taxing the Informal Sector
In many respects the greatest challenge to tax admin
Further issues arise from the fact that Free Zondstrations around the world has been, and remains, the
status is specibcally targeted at Prms that are sole@lifpculty of taxing the informal sector. While-t i s dif
for export and have no interaction with the domestiecult to estimate the precise size of these sectors owing
economy. Such Prms are legally compelled to act@ashe fact that they are, by debnition, hidden from ofp
an island, cut off from domestic activities by custowial scrutiny, most estimates put the size of the informal
points. Yet, forestry brmsrammatelyconnected to  sector at 30-60% of ofcial GDP and at substantially
the domestic economy, from which they secure thaéibbke shares of total employmextecent study by
of their inputs for milling and processing. While th8s@neider and Klinglmaéstimates the size of the in
companies granted Free Zone status were generalbrmal sector in Ghana at 38.4% of ofpcial GDP, while
registered as timber processing brms for export, tlaereeent report in Ghana estimates that over 80% of
ality appears to be that they were often integrated Prms
gaining tax exemptions for domestic activities as well

At a minimum, Free Zone status for even the procéf’SSingjl'rd and Zolt 2002, Schneider and Klinglmair 2004
79 chneider and Klinglmair 2004
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employed individuals are in the informakseatoite the purposes of standard income taxation. These taxes
the revenue potential of this sector is relatively smatkeoften formally payments on account, meaning that
than in the formal sector, owing to low average indbioss paying are meant to also submit income tax re
the sheer size of the informal sector, and the undisputsét the end of the year but in practice they generally
presence of some very large operators, implies thétinction as bnal taxes.
signibcant revenue collection is possible.
GhanaOs Prst introduced presumptive taxation in

In practice there are three major reasons why taf863 with all business operators paying a lump sum
tion of the informal sector has been almost universaltybased on the industry in which they operated. This
unsuccessful. The brst is capacity constraints. Insysteah was beset with complaints and low compliance
sector operators are actively seeking to avoid taxadiothjt appears that actual implementation became
and even at the best of times have limited capacityncreasingly limited as the tax system declined during
keep high quality Pnancial records for tax purposethe 1970s and early 1980s. In 1987 the government
Meanwhile, tax administrations lack the manpoweirtoduced a system of IdentiPable (Occupational)
effectively enforce taxation within the sector and fé&&mups taxation, beginning with the transport sector
signibcant challenges of income estimation even aier eventually extending to over 40 sectors. It operated
identifying potential taxpayers. The second chal on the same principle of collecting pre-determined pay
lenge relates to notions of equity. The vast majoritgeafts from informal sector operators but decentralised
informal sector operators have very low incomes, aalflection to the industry associations and allowed for
this creates a strong argument for near total exempayments to occur daily or weekly rather than relying on
tion from taxation. On the other hand, many inforf@fje one-time payments. This system was initially more
sector operators have very substantial incomes arsliccessful, as it was negotiated with small business
should rightly be asked to pay signibcant income t@as&sciations and catered to the economic reality of the
In the absence of effective record keeping, the neddisinesses. That said, it ran into progressively greater
for equity in the treatment of the low-income grougproblems as the business associations appropriated a
almost certainly makes it more difpcult to target thgsmving share of revenue, leaving both members and
with higher incomes. The Pnal challenge is politicile government less weill off
Because low-income taxpayers contribute relatively
little revenue, but have a potentially large political vqice, .
politicians have potentially strong incentives to exefptl €CENT report In Ghana
low-income individuals from taxation in exchange for .
political support. Put another way, efforts to tax th@ Stlmates that over 80% of
informal sector are expected to have high political costs . .. .
for relatively modest revenue benebts. Judittherﬁlmpkyed Individuals are in
has termed this the OdevilOs dealO, and it likely goes a .
long way to explaining the disproportionate focus ¢l € Informal sector
taxing a smaller number of formal sector operators

Overview of Relevant T axation When the NPP government came to power in 2000,
The most common methods for taxing the informatts®creplaced the identibable groups system with a Tax
tor fall within the broad category of presumptive taamp system. This called for all informal sector opera
tion. These are pre-determined taxes to be paid dioith¢o purchase a quarterly Tax Stamp, which was to be
basis of easily identiPable characteristics of the butispaged on the premises of the business, and the price
in question such as the sector, location and size. dhetéch was based on the sector and the observable
taxes are adopted in the absence of effective booldieepf the Prm. This has brought some improvement
ing that would allow for effective income estimatesridhe revenue yield, but the overall collection from the
informal sector has remained small, with the exception

80 GNCCI 2008
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of the Vehicle Income Tax, which is a Tax Stamp flmry, competitive and political challenges that affect the
commercial transport operators. In the short termfirenal sector. SMEs are less likely to have this same
major obstacle to more efpcient collection is-enforcapacity and this potentially creates strong incentives
ment capacity. That said, long-term improvementsaininformal sector Prms to remain informal. Yet, this
collectioraredependeranimprovingheoveralmoni  makes the expansion of such brms more difbcult due
toring capacity of the tax administration and improkiity to the need to avoid government scrutiny and the
the willingness of informal sector operators to conipbhbility to access certain forms of credit and certain
The latter is dependent on creating positive incentlivess of business activity. In this simplibed story,
for informal sector operators to formalise. informal sector brms remain small and this inhibits the
natural growth of these bPrms and the corresponding
Finally, it is worth highlighting a number of stratelgge® bts to the economy.
that are being investigated by the tax administration
for improving revenue performance. The Prst rests bmprinciple, one of the major advantages of informal
automation, which will allow the tax administrationitp is that Prms are able to avoid the payment of taxes.
keep a record of the sale of Tax Stamps and thus Trags, taxes may be a major incentive for informal sector
informal sector operators on the basis of their TaxbPrms to remain small, rather than growing into formal
Identibcation Numbers (TINs). In the long-term th&eetor Prms, which has potentially large economic
expected to be a necessary step towards enforcingahsequences in the long-term. While this is certainly
submission of income tax returns, rather than treaingssue to some extent it is important to ask two quite
Tax Stamp payments as bPnal taxes. The second ggatgglquestions: 1) How large a role is played by
rests on improved information sharing across agemaiegion compared to other issues, and 2) What changes
and rests on the same basis as general efforts to wiuttenprove the situation most dramatically?
revenue collection. If, for example, it becomes possible
to compare tax receipts to certain kinds of asset holtt is notoriously difPcult to estimate exactly what
ings, then the tax agencies will be much more abléactors shape the investment and expansion decisions
identify high earning informal sector operators. A tiimformal sector brms. Surveys generally indicate
possibility is to pass legislation dictating that formadhat while taxation as such plays some role in shaping
sector Prms only do business with tax registered Bh@slecision to formalise, it is the regulatory €nviron
which forces informal sector Prms to register at leasént more generally that shapes the costs of formality.
part of the operations in order to conduct businesdMatkover, it appears that the indirect costs of formality,
formal sector entities. in terms of compliance costs, are at least as burdensome
as the direct costs of business registration and taxation.
Implications for Business Development, Thus, for example, the time required to register a busi
the OMissing MiddleO and ness, the potential for ofpcials to demand bribes or ad
Political Inclusiveness ditional payments and the costs of maintaining reliable
Aside from the potential revenue benebts of taxingticeunts are often the greatest costs to brms. A recent
informal sector, there are potentially both economiDFID survey in Sierra Leone, which had a special inter
and political benepts to doing so. Economically, agst of taxation, broadly echoes these Bndings
the debning features of many developing economies is
the relative absence of medium sized bPrms,-and a ciefore importantly, the DFID survey, as well as experi
responding middle class, both of which are sometieme®s elsewhere, point to the fact that many informal
termed the Omissing middidile this feature of  sector Prms would be willing to formalise in the face of
developing economies has myriad causes, at a veayrbasdfavourable environment. Informality is far from
level it rel3ects the high costs that are borne by snwlbtless, as the benebts of evading taxation and regula
and medium-size enterprises (SMES) relative to bdittn are balanced against direct costs, such-as harass
larger and smaller Prms. Larger Prms possess sufimgiébly the police and the need to pay bribes and indi
resources and internal capacity to deal with regularect costs of new opportunities lost, including restricted

83 Birdsall 2007 84 Everest-Phillips 2009
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access to credit. Moreover, the DFID survey suggest . .

that an important barrier to formality is a simple unldail?ormallty Is far from
standing of the rules, and ability to navigate them. To

take one example, the Kenyan government has reE‘f(atSrﬂeSS,aS the benebpts
made overtures to the informal sector, including a focus . .
on regulatory simplibcation. While progress has tﬁdgn evadlng taxation and
slow, the informal sector has certainly been willing to .

engage, while the process, supported by formal sd’cﬁQU'&thﬂ are balanced
tor associations, has strengthened the overall level of . .

organisation in the sector. Given that a recent sur&galnSt direct COStSSUCh
found that most small brms in Ghana do not belong to

trade associations, this holds the potential to conr@@eharassment by the pO'ICe
to important improvements .
and the need to pay bribes
This begins to point to the potential political ben . .
ebts of reforming taxation and regulation to facilita@Nd Indirect costs of new

formalisation: formalised forms are much more likely i . .

to become a valuable constituency for accountabilﬁ)/pportunltles |OS1],nC|Ud INg
and responsiveness in government. This ref3ects three . .
things. First, it is much easier for these brms to pé@stricted access to credit.
effective political constituency once they have come out

of the shadows and can rightly claim to be fully compli

ant with the laws of the country. Second, formalisation

will facilitate the development of medium sized Prms,

and the growth of the middle class, which is widely felt

to be an important force for democratisafibird,

there is important and growing international evidence

that tax paying may lead to expanded engagement

in national politics, as taxation provides a basis for

citizenship and making demands on the state. This is

discussed in greater detail later in the paper.

85 GNCCI 2008
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Ghana as an Ememging
Offshore Banking Centre

Offshore Financial Centres (OFC) ae

jurisdictions that welcome banking,

Investment and business registration from

Individuals and businesses that are based
11115 outside of the host country .

I I I They generally offer a combination of low tax ratebservers - clear evidence of the anti-social character of

I I I limited regulatory standards and anonymity as-an (DE€Is, as governments are unwilling to suffer the costs
tive for international capital and business to Bow tof allowing residents to participate.

I I I them in a competitive international market. OFCs rely

on Oring fencingO, which separates offshore facilitieget, from the perspective of an individual OFC the
from the domestic economy. Thus residents cannstiory appears much less clear cut. While OFCs may be
I I I establish accounts or businesses in the offshore jutéstructive in aggregate, for an individual country they
® ) diction, while those listed in the offshore jurisdictiorepresent an opportunity to generate signibPcant new
‘/ “‘\ cannot engage in transactions with resident indivicdkeaomic activity within national borders. Throw in

or businesses. the fact that western nations are at least complicit in the
persistence of this system - it is small wonder that small
Ia =~ In ofpcial circles OFCs have become increasingBnd developing nations would take an interest in getting
- controversial in recent years owing to two factors: tiweir piece of a major economic market. It is this logic
AN factthatsecreclawdacilitatenternationahoneyaurr  that has led Ghana to take steps to establish itself as
. L S ' J dering and other illegal activities and the fact that thanyrst fully-Bedged International Financial Services
| ‘Y“ OFCs function as tax havens that facilitate tax avoitlamoe (IFSC) in sub-Saharan Africa. This forms part of
Z I 2L\ and evasion by foreign Prms. The Tax Justice Netekforts to Omake Ghana the Pnancial hub of the Wes
| / currently identibes approximately 70 tax havens wafiitan sub-region@nd the government expects to
1] / - wide, which manage over US$11 trillion of global create employment, increase GDP and deepen the skill
l)’ wealth. Given that there are few reasons to makehase in the Pnancial sector.
of such OFCs other than for purposes of tax avoidance
A and evasion or for disguising illegal activities, it is faWhile there is a temptation to condemn this policy
to assume that the enormous stock of wealth helddhoice on the basis of the global costs of OFCs, the
OFCs represents a major cost to global welfare. Irekdig,is that Ghana represents a small player in a

the existence of ring fencing is - in the view of many.
| ] 8 Kufuor 07.09.2007
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much larger problem. It is more useful to considedtiten Kufuor, and was attended by former Nigerian
impact of GhanaOs decision more narrowly, in terPesident Olusegun Obasanjo, as well as ofbcial delega
its domestic impact and likely impact on the-immetions from Burkina Faso, Cote DOlvoire and Togo

ate West Africa region. While the government hasThe presence of so many eminent individuals is strong
tended to portray the new IFSC as an avenue towaxidence of the high level domestic support enjoyed by
major economic gains with few risks, the reality is thatinitiative.

the expected economic benebts are uncertain, while

the risks to both Ghana and the region are signibcafllowing the Amendments to the Banking Act in
Unfortunately, the existing stock of research on théarch 2007, the government was expected to take
guestions is extremely limited and as such this remmveral further steps to strengthen and rebne the

does more to raise important questions and concemagulatory environment. This minimally included (a)
than to provide debnitive answers. What follews predating the Anti-Money Laundering Bill, (b) passing
ents a brief background to the creation of the IFSGarkhti-Terrorism Law (c)) amending the Exchange
then reviews the potential impacts under four headogsrol Law, and (d) updating the Companies Code
domestic benebts, domestic risks, regional benepbtsrangsiness registration. These actions have yet to
regional risks. be taken. The government also planned to pass the
Financial Service Act to create the framework for a host
of Offshore Financial Services beyond the banking

BaC kg I’OU nd tO sector. The Financial Services Act was Pnalised and

sent to parliament but was not passed prior to the 2008
the I FSC election despite the urgings of the President. The new

government is expected to re-submit the law-to parlia
The idea of an IFSC brst appeared in the 2004 Fireant and those involved hope that this will occur before
cial Services Strategy Paper (FINSSP). By June 200%nd of 2009.
the Government had signed a Memorandum of Under
standing with Barclays Bank of Ghana, committin th
partners to investigate further the potential for crea irFﬂel'e appears to have been
an IFSC. While Barclays has been involved since thi . . .
early stage, they are adamant that they were not rﬁ@jatlvely limited rngorous

instigators of the initiative though this claim is difbcult

to verify. analysis of the potential costs
After June 2005, consulting brm Grant Thorntonald benebts to both Ghana

Mauritius was engaged as a consultant to investigate thjs. .

possibility further, drawing on Mauritian experiencand ItS nelghbours

as an OFC. During this period the Central Bank alsa

conducted background studies on the potential implica

tions of setting up an IESChe consultantsO report The current and proposed legislation adheres to the
was completed and approved in February 2006, afievad characteristics of those OFCs that also function
which Barclays, the consultants and the governmeat effective tax havens. This will almost certainly see
worked together in developing the relevant amendGhana added to the current OECD list of tax havens to
ments to the Banking Act, which were passed intodawamsidered one under similar previous efforts by the
March 2007. On September 7, 2007 Barclays ofPUillyas summarised by Weiner and Auld

launched the brst Offshore Banking facility in Ghana,

which was also the prst in all of North and West Africa A low or zero effective tax rate on the relevant income,
The event included a keynote address by then Presideim regime being Oring-fencedO [available only to non-
90 Kufuor 07.09.2007

91 Weiner and Auld 1998: 604
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residents and isolated from the domestic economyleconomy. Troublingly, there is no evidence that the
the operation of the regime being non-transparent, gagernment has developed detailed estimates of the
the jurisdiction operating the regime not effectively likely impact under different scenarios. If such evidence
exchanging information with exists in past consultantsO reports, it is certainly not
other countries. readily available, nor has it been seen by many key stak
holders in the public and private sectors.
More specibcally, existing and proposed legislation
proposes: In conducting the initial planning for the creation of
the IFSC the government was strongly inBuenced by the
¥ Fully-Bedged ring-fencing; case of Mauritius, where Barclays has long been active.
¥ Total exemption from taxation for offshore In promoting the IFSC BarclayOs pointed to the follow
banking entities; ing benebts enjoyed by the Mauritian economy:
¥ Total exemption from taxation for businesses list
ing in the offshore jurisdiction; ¥ Over 1500 direct jobs, and additional business

¥ Reduced regulatory requirements and capital for Oaccountants, lawyers, chartered secretaries,
adequacy rates for offshore banks, and among otherO
¥ Efforts to expand secrecy provisions, despite som8&ignibcant skills and knowledge transfer in the
tension with GhanaOs extensive anti-money Pnancial sector
laundering laws. ¥ Probts of US$10 million on assets of US$859
million in 1997
. ¥ Broad based contributions to the tourism sector
EV<':1| Uatl ng th e I m paCt ¥ Direct annual fees of US$15 million in

Of the G han alan IFSC ¥ [(J);(;gg %J"rlrlg:% total value added on gross

revenues of US$77 million

Despite the rather dramatic legal changes that a¥ Direct contribution of 0.85% of GDP with the
required to create the IFSC there appears to have beelirect and indirect contribution estimated at
relatively limited rigorous analysis of the potential cos.5% of GDP
and benebpts to both Ghana and its neighbours. More
rigorous analysis of these potential costs and benePthése Pndings are consistent with limited data from
sorelyneededbutit isbeyondhescopefthisresearch. the Caribbean, and thus provide a rough guide to

what might be expeeteth terms of direct economic
Domestic Benebts impact it is important to note that while OFCs have
Assessing the potential economic benebts to Ghatrarisformed many small island economies economically,
difPcult due to a lack of cross-country research orsih@lar benebts to a much larger country like Ghana
general topic and due to tremendous uncertainty arootint to a relatively small improvement in overall
how much business the IFSC will attract. With upeeodsmic performance. While estimation is obviously
of 70 countries worldwide offering similar incentivespeculative, evidence from other countries suggests
to prospective clients, often coupled with signibcattibt if Ghana were to emerge as a leading global OFC it
more experienced workforces and sophisticated infnaght, in a very optimistic scenario, create as many as
structure, there are good reasons to wonder abous®@0 jobs, which is still relatively modest in a workforce
ultimate scale of business. numbering more than 10 million. Knowledge and skill
transfer could potentially broaden the effective benebts

Assuming the OFC attracts a reasonable scale aframatically but such effects are difPcult to measure anc
business, there is surprisingly little detailed evidengrist be balanced against the fact that a successful IFSC
about the economic impact of establishing OFCs. will draw skilled labour away from other productive
What evidence does exist is difbcult to apply to Glsaotyrs.

given that, unlike so many OFCs, it is not a small island )
92 Bardouille 2002, Barclay® no date
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Even in the absence of risks related to domestic
lending, offshore banking is a highly competitive and
The Barclays Offshore Banking Unit-will atvolatile industry and the role of any particular OFC may
tract foreign deposits in foreign currencies. Magy dramatically over time, thus creating instability at a
more deposits are attracted the more lendingmaller scale.
solutions Barclays can provide to GhanaQOs private
sector to help generate employment and The second risk is that, in the absence of effective
create wealth. regulation to enforce ring-fencing, local businesses and
individuals will succeed in using the offshore facilities
Yet, without further detail this seems to be a proto avoid tax and/or to engage in illicit activities. The
lematic claim. While additional domestic credit is risk of illicit funds Pnding their way into the OFC is
desirable, the idea that BarclayOs will use OFC fupdsitalarly acute given the extensive cocaine trade in
expand lending domestically violates the principle thie country and the massive resource Rows from oil that
ring fencing. This implicit acknowledgement of thare expected in the near future, but which have been a
imperfect nature of ring fencing arrangements poirssurce of large-scale corruption in many countries. If

BarclayOs has also argued that,

towards the domestic risks of this venture. the OFC inadvertently facilitated either the drug trade
or oil related corruption this would likely outweigh any
Domestic Risks direct economic benebts. While the issue of domestic

Because Ghana is in the unique position of settingegidents accessing offshore facilities illegally has not
IFSC in a relatively large country but with relativelypémm a major issue in many existing OFCs this ref3ects
levels of supervisory capacity, there are few, if anyhedaesthat they are generally small, lack signibcant
from which to draw entirely comparable lessons aldlaumestic economies and have very sophisticated regula
potential risks. That said, we can sensibly point tditmeeLarger economy and weaker regulation in Ghana
risks that seem particularly important. would seem likely to dramatically expand potential risk.

First, there is a risk that Offshore Banking facilitied=inally, banks involved in the OFC will almost
could contribute to Pnancial instability. Ring-fencingrtainly seek to persuade resident Ghanaians to access
is meant to reduce the risk of instability from rapidOFCs elsewhere, as different OFCs work in a highly
inBows and outRows of capital, but if the ring-fencintegrated fashion. This seems certain to expand the
incomplete, and the presence of the IFSC expands:ttent to which local actors are involved in harmful tax
availability of domestic credit, then the risk of revessalglance through the use of offshore facilities, with
will be very real. It is widely believed that capital Bmwsrtant consequences for revenue if corresponding
in and out of the IFSC established in Bangkok congfilorts to strengthen monitoring are not put in place.
uted signibcantly to the East Asian Pnancial crisis in
1997. Despite an ofbcial policy of ring-fencing, thénter national Benebts
IFSC was bPnancing 17% of all private sector lendiRgtiing aside the ideological argument that any mecha
the country while being subject to very lax regulatinisto that reduces tax burdens, even illegally, is positive,
manage risk. Kaufmamites that risks of destabilisinge can discern two likely avenues by which the IFSC
capital Bows are: could potentially benept the region.

Of sufbcient importance that they should give dorRist, the IFSC may smooth the functioning-of busi

tic policy-makers, particularly of smaller and emergess across borders in ways that sidestep antiquated
ing economies, reason to pause before they comnhéigal provisions and regulations - and in some cases
their countries to policies intended to gain IFC statigbcult to navigate bureaucratic requirements - but do
Smaller IFCs in effect surrender some control oventitaindermine the spirit of important laws such as those
domestic economy. surrounding taxation. That said, this is a highly abstract
argument and it is incumbent on proponents of-the Gha
naian IFSC to provide compelling evidence of precisely

93 Barclays Bank 07.09.2007
94 Kaufman 2000
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the types of economic activities that will be beneb

iall
facilitated within the spirit of existing national Iawsjfaéhana were to emerge as
Second, there is anecdotal evidence from elsewaerlﬁading global OFC it mlght,

the world that IFSC can serve to deepen regional capital . .
markets and expand access to Pnance. Unlike cldimscl VEF/ OptImIStIC scenario,

that this will occur within Ghana, it is entirely consistent

with the institutional set up of the IFSC for local capiffeate as Mmay aS 5000 jObS,
to be channelled towards regional opportunities. . . . .

which is still relatively modest
Inter national Risks . .
While it is the balance of domestic risks and benebi2 & WoOrkforce numberlng

that appears to be driving the policy process, it is es -
sential to note the potentially adverse consequencesl O € than 10 million
for the region. These potential consequences include

undermining the ability of states to collect revenue

and contributing to the probtability of illegal activi

ties and ofpcial corruption. It seems highly likely that

geographic proximity, coupled with inevitable initial

weaknesses in regulation, will encourage those in the

region to exploit the services of the new IFSC, be it for

tax avoidance or more illicit activities.

It is relatively clear that a major target for the banks is
wealth originating from regional oil states, led by Nige
ria. Given that these regional petro-states are already
plagued by extremely high levels of corruption, major
problems monitoring oil wealth and exceptionally weak
revenue collection agencies, it is not hard to imagine
the potential costs of further facilitating these social
ills. While there is no doubt that much of the illicit
wealth from these regions has already found its way into
offshore bank accounts elsewhere, targeting this wealth
seems to be an implicit goal of the IFSC. While those
involved in the initiative should be given every-opportu
nity to provide evidence that monitoring will be effective
and that such resource Bows are modest, no such effort
appears to have been undertaken as of yet.
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Taxation, development
and the good gover nance
agenda: key concerns and
advocacy Issues

Taxation has bgured prominently in the evolutiomake greater demands for public accountabhitys

states in Europe and North Anzeriéat, itis only  citizens that are confronted with large or new demands

recently that the development Peld has begun to teketaxation will be more likely to mobilise politically.

seriouslguestionaboutaxatioranditsrelationshipo

the performance of government. Many of these studibis reasoning has frequently been used to account

centre on a provocative hypothesis, captured sucdmicthe apparent fact that states with access to high level

by Mick Moorewho proposes that: OThe more govefmatural resource rents tend to be less accountable to

ment income is Oearned®, the more likely are statatizens. It has, likewise, been used as an argument

society relations to be characterised by accountabétiput the risks of dependence on foreignTdidre

responsiveness and democracy.O Translated intdssiomfortunately, relatively little evidence that has

pler terms, the hypothesis is that governments thaadelsessed this question directly but what does exist,

heavily on tax revenue are likely to be more accoymatitetowards the fact that taxation can be an important

than those that rely on non-tax revenue sources, roastlyst for greater political responsiveness and ac

notably natural resource rents or foreign aid. countability. That said, there is also strong evidence
that taxation often remains highly coercive and ineffec

The claim rests on one of two logics. The Prst idive in rural sub-Saharan Afrenad that taxation is

that the collection of tax revenue relies on beth coenly likely to be an effective catalyst for change in the

cion and a degree of willing compliance by citizenpresence of organizations or individuals that can aid in

combination that has been termed Oquasi-voluntacyystallising public demands

complianceO Given the need for some degree of will

ing compliance, a government that is reliant on tax rétie detailed qualitative study of these questions in

enue to sustain itself will be forced to make implicisw-Saharan Africa looks at Ghana, Kenya and Ethiopia

explicit concessions to citizens in order to secure il Pnds signiPcant evidence of a relationship between

compliance, whereas Pnancially independent govéamation, responsiveness and accountability, subject to

ments will not face the same pressure. The seco i

. : .98 .~ Moore 2008
argues that the experience of paying taxes may 9IYE MSG 001 2004

to a feeling of ownership of the state, leading citizgfs to Brautigam and Knack 2004

101 Hoffman and Gibson 2005, Chaudhry 1997, Gervasoni 2006,
Brautigam 2008, Timmons 2005, Ross 2004

95 Tilly 1990 102 Fieldstad and Semboja 2001, Fjeldstad and Therkildsen
96 Moore 1998:95 2008, Juul 2006, Hoffman and Gibson 2005

97 Levi 1988 103 Prichard 2009
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the caveats noted abov&hana provides arguably theThe overall picture is one in which the need for tax

most clear-cut illustration of this dynamic, in the camvenue has led the government to be more respon

text of efforts to introduce a Value-Added Tax in 198&ness and accountable than it would otherwise have

At the time the opposition parties remained outsidéeen. Yet it is important to also note the limitations

of parliament amid unveribed accusations of electofdhese outcomes. Taking the example of funds that

fraud, while the political climate remained relative have been earmarked for specibc purposes, there are

closed and hierarchical. When the VAT was introchiigeitbcant doubts about how effectively these new funds

it gave rise to massive street demonstrations that have been managed. This owes to a continuing lack of

larger than any demonstration of the previous pfteeansparency, limited civil society monitoring capacity

years. While the protests centred on the VAT, thegnd lingering doubts related to the fact that the new

became a forum for the opposition and citizens to tzies were collected prior to the programs for which

much broader grievances, ultimately forcing leadetlsey were earmarked being put in place. In the case of

within the government to withdraw the tax, and, mtve communications tax the public was actively misled,

importantly, begin efforts to introduce greater openvigssnany observers believing that the entire tax was

in politics=. In a nutshell, when the government wasarmarked for youth employment, while in practice only

forced to introduce the new tax, the opposition wag@®f the revenue was designated for that purpose

to use it as a catalyst for a broad based and transfamnchanly in very vague terms at that. This is not to say

tive public mobilisation for change that more rigorous earmarking is the correct answer,

as this has negative implications for long term budget

The Ghanaian case provides a wide range of otlmanagement but simply that government concessions

examples in which the government has made politiwalonly as good as the capacity of citizen groups to

concessions in response to the need to raise greateon@or those promises over time. This is equally true

enue. When the government increased the VAT rafahe whole range of government concessions linked to

12.5%it earmarkethenewfunddortheGhan&duca taxation, as the initial bargain is only a starting point for

tion Trust (GET) Fund in an effort to prevent a pubiiture progress.

backlash. When the government sought to increase the

VAT rate to 15% it went so far as to create an osten$itlg, these examples provide evidence of the

new tax, the National Health Insurance Levy, thougbtentid for taxation to catdyse politica engagement

for all practical purposes it is identical to a VAT. Mboitelso point to the need for taxation to be acatayst

recently, the government secured the support of tHer long termengagement, rather than short-term

Ghana Union of Traders Associations (GUTA) in alponsesto newtaxation. Thishasyet to emerge

to ease the implementation of the Flat Rate Schenafeftively in Ghanabut recent developmentsin Kenya

VAT payment, while in earlier days the goverameriaga provided apotentia model for transforming the

lowed different commercial associations to act as pgkititssing potentia of taxation into sustained pres-

for the collection of taxes from their members, in osdefor improved governance. Kenyahaslong been

to gain their acceptance of new taxation. Most redbatiyst efbcient tax collector in Africa, andin 2007

the government earmarked part of the funds from #idationa TaxpayersOAssociation (NTA) wes founded

communications tax to support the Youth Employrireat effort to mobilise taxpayersto engage in more ef-

Scheme, a response to an initial public outcry agafestive expenditure monitoring. Thisadvocacy effort

the tax. In this same vein, the inability of governmieatised initialy on the Constituency Development

to secure the political support necessary to increaseinds (CDFs), which are dedicated locd development

taxation was an important cause of the debpcits of thedstdministered by MPs. Whiletill initsinfancy,

1990s, which bgured prominently in the replaceméimt BT A hasfound that linking the issues of taxa

the NDC government. tion and accountability has been apowerful strategy

104 While the research from Ghana has been published as a for mpl liz ng urban and rl_‘lrd ConSItuenqud_l ke

Working Paper, which is cited in the References, evidence from Kenya There ISeveryreason to think that somethi ngs milar

and Ethiopia is as yet unpublished. could be possiblein Ghana. In thewords of one civil

105 Osei 2000 society leader in Ghana: OT'axes have aways provided
106 Prichard 2009

afocd point for public mobilisation and amomentum
for theresistance.G~

Paying taxes may give rise to
a feeling of wnership of the
state,leading citizens to make
greater demands for public
accountability

107 Prichard 2009
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Conclusion and
Recommendations

TaX POI'Cy and This is particularly important in light of the major oil
Adm|n|Strat|On revenues that will enter the system from 2010 or 2011.
The failure to achieve these goals is strong evidence
Greater Focus on Income T axation of a lack of political will to tackle these challenges, as
As a group developing countries struggle to collecautomation and improved information sharing have
signibcant amounts of income tax. Particularly prddeen on the reform agenda for at least a decade. This
lematic are individual income taxes from the self- reticence is almost certainly a ref3ection of the fact that
employed and professionals and taxes on rental irsmmeeindividuals probt from the absence of transparen
and property. Improved collection performance wayldWhile the successful revival of the E-Ghana project
make the tax system signibcantly more progressiweauiid entail large benebts, the uncertainty surrounding
reduce the burden on those parts of the formal seth& implementation of such a large project, with a high
that currently shoulder the entire tax income burddavel of foreign content, makes it essential that the gov
A focus on these taxes would likewise imply signiferanment simultaneously focus on consistent, incremen

improvements in data collection, which would aid ital improvements in automation.
curbing corruption and in rationalising the local prop

erty and housing markets. T .
ax Incentives and

Integrating National and Local T axation .
Acro%s sut?—Saharan African there has been a glarR evenue P Dte C'[IO N
failure to look simultaneously at national and {ocal sys
tems of taxation. While the national system generéitamisparency, Monitoring and Evaluation
the majority of total revenue, the local system of teRaliive to many tax incentive regimes in the developing
is of greatest importance to the majority of citizensaanl, the Ghanaian example stacks up reasonably well.
is often characterised by arbitrariness, abuse and this rule based, incentives need to be passed by parlia
total absence of any rationalisation with national tarest and there have been meaningful, if incomplete,
Effective advocacy in this area will likely need to bsigips taken to improve performance in recent years.
with signibPcant research into the actual applicatiombét said, there is no doubt that there are large revenue
local taxes and public perceptions of those taxes. leakages and signibPcant abuses that still demand at

tention. Itis widely held that the tax incentive regime,
IT Reform to Enhance T ranspar ency including Free Zones, is the cause of major revenue
The absence of an effective IT system for managitases and abuse.
IRS taxation is an important constraint to improving
income and informal sector taxation. At a more genbfate troublingly, neither the GIPC nor the GFBZ has
level, effective automation of the tax authorities wauldertaken a systematic, balanced and credible study of

dramatically improve overall Pscal transparency atitetbgerall costs and benebts of the existing incentives
capacity of the government to monitor illicit activitiesgime. The GIPC, and to a lesser degree the GFZB, is
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likewise very hesitant to divulge the type of transp;ralx AVO'dan ce

data that would facilitate such analysis. As publi i
tutions with a clearly dePned mandate, both mstmﬁ TN CS

should be urgently pushed to improve transparency

and much more rigorously undertake research intdrthgr oved Capacity and

costs and benebts that they generate. Failure to dnbésveational Cooperation

such transparency about activities and outcomes gikiege is evidence that while TNCs are generally not
reasonable grounds for scepticism about the effeciimgaged in aggressive tax evasion and pay a signibcant
ness of the current regime. share of income taxes, tax avoidance is a signibcant
issue, including through false invoicing and trade
mispricing. The root of the problem is a lack of capacity
to monitor and audit brms, and to amend exiting laws

It is widely held that tax
. . . . . when loopholes are identibed. International eoopera
Incentive regimes, includi ng tion - both to share information and build capacity -

. needed. In the case of capacity building, training
Hee Zones, IS the cause of courses too often become politicised and fail to target
. the appropriate staff, so international cooperation
Major revenue loses and abuse  should focus on placing international staff within the tax
administration and providing opportunities for local tax
ofpcials to train in foreign ofpces.

Investigate T ax Holidays and

Location Specibc Industries Strengthened Role for the T ax

In studying the impact of the current incentives red?akcy Unit and/or RAGB

theory suggests that special attention should be p#itla more general level, there is far too little capacity for
to tax holidays and location specibc industries. Tanalysing the scope of aggressive tax avoidance and for
holidays, while appropriate in some cases, are padieveloping strategies to combat it. There is a need for a
larly prone to abuse and likely to generate the typepetializefbcusonthesechallengesikelycoordinated
short-term investments that provide limited long-telopnthe RAGB or by the Tax Policy Unit at the Ministry of
benebts. Incentives, and particularly tax holidays Rimaince. The latter unit should be playing an important
focus on industries that make use of location specible on a variety of issues but remains weak in practice.
resources - be they agriculture, Psh, timber or the
coastline - warrant particular scrutiny given that SLC{ gl

investments lack the mobility that is generally cite lle TNGs are general |y Not
the reason that tax competition is necessary. In these

location-specibc industries it seemsdikeigrthat engaged N aggresswe tax

investment in accompanying infrastructure and skills

would be a more effective strategy. evasion and pay a Slgnl Pcant
Collaboration Acr oss Agencies share on income taxes, tax

One of the most troubling aspects of the current incen . . . .

tives regime is that there is little cooperation acrosaVoldance Is a Signi Pcant i1ssue
agencies. The revenue agencies express signibcant

frustration at the existing incentive regimes and this

stems from the absence of sufbcient consultation

between those granting incentives and those respon

sible for generating revenue. A forum, which brings the

different agencies together to conduct a thorough needs

assessment, is needed.
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Reve nue G ene I'atl on must be viewed as a failure of political will and a reRec
tion of the political inBuence of those who benept from

|n the M|n|ng SeCtOF the existing system.

Reviewing the Policy Regime Highlight the Lar ge Revenue Losses
Despite the fact that a new mining law was introdueemhviran advocacy perspective a useful strategy is likely
2006 there appears to be a lingering need for-a wholke in simply highlighting the very large lost revenues.
sale, transparent and inclusive evaluation of the pdli®yabsence of benebpts for local communities is already
regime affecting mining. In the specibc realm of Rsesalurce of signibcant frustration in those communities,
issues at least three elements appear particularly Bnd could likely be an effective platform for
need of consideration: a) reducing capital allowanpebiic engagement.
order to increase corporate tax collection, b) reforming
the royalties system, either by facilitating imptemeReessur e the Benebciaries of the
tion of the escalating scale of rates or implementirigxasting System
single rate at 4-6%, and c) ensuring that expatriaté&steff a widespread belief among stakeholders and
contribute an equitable share of taxation. observers that the continuing problems of the forestry
sector are the result of political consideration, eivil soci
Impr oving Enfor cement ety has the potential to pressure the primary benebcia
Along with policy weaknesses, there are major praf#sm3he availability of data on what companies operate
of enforcement. The brst is the failure to implemeint the sector and on what ofpcials shape the regulatory
royalty rates above 3% in cases where it is justiPeflamyework should make such inquiries possible.
law. While in the long term changes to the law appear
justibable, there is an urgent need to improve impﬁ—
mentation of existing regulations. Second, there is aX|n the
widespread awareness of the fact that mining Prm
engaged in aggressive tax avoidance and evasmnféialrmal SeCtOr
through trade mispricing and claiming excessive capital
allowances. This needs to be urgently addressedInOneasing Formality
strategy for addressing both problems would be toThere is a similar need to continue with efforts to
create a specialised tax unit to monitor mining Prnisipmeve taxation of the informal sector. This stands to
such a unit existed previously but has since improve revenue generation, reduce disincentives for
been eliminated. Prms to expand and formalise and more fully integrate
the informal sector into national political processes.
In achieving these goals effective enforcement will be

The FOIESU‘y SeCtOr a necessary condition for success but there is a need
. . to focus on a strategy that provides positive incentives
Fiscal Regime

for informal sector brms to engage. More generally,
Implement the Existing Regulations

any relevant reform is likely to integrate changes in
tax policy and administration with broader efforts to

The forestry sector underwent major policy reviewsantinue to ease the regulatory burden on SMEs and

1997 and 2002, and the existing regulatory and Psegirove the overall benebts of formality.

framework appears to be generally adequate. -The prob

lem is the almost total failure to effectively implemémderstanding Potential Benebts

the existing regulations, most notably with respectftar the OMissing MiddleO

competitive bidding for land rights and the ability ofloére are potentially large benebpts to easing the tax

pcials to prevent widespread illegal logging. Withdhesegulatory costs of formalisation. However, there

regulations already in place, any failure by the govsrvery little that is currently known about exactly what

ment to make signibcant strides in their implementdtéorges would be most benebcial to such bPrms and
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about what new measures would provide meaningfiiTI), and the Task Force on Financial Integrity and
incentives for brms to formalize. There are likely tBdommomic Development.
substantial benebts to bringing together relevant stake
holders to initiate a dialogue on this question, and tHakewise, it seems likely that holders of illicit funds
is evidence from other countries that informal openaiitrisn Ghana will attempt to access the offshere facili
would be very willing to participate in such a forunties. This is a signibcant risk given the large drug trade
and the risk of funds being misappropriated once oil

. begins to be pumped. This similarly implies the need
Oﬂ:S h ore B an kl N g for special monitoring efforts relative to what might be
necessary in most OFCs.

Impr oved Analysis, T ranspar ency

and Cooperation .
The creatﬁ)n of an International Financial Services-@lxa'“ on and
tre (IFSC) may create meaningful domestic and regtanal
economic benebts. On the other hand, it will almo@ 6V€ m an Ce
certainly facilitate tax avoidance and illicit Pnancial
Rows in the region, while there is a signibcant riskTiazation and Political Mobilisation
it will directly or indirectly exacerbate these probleffisere is signibcant evidence that taxation can be a
within Ghana as well. Relatively limited local capatplyst for political mobilisation demanding improved
and high levels of competition from similar offshoreesponsiveness and accountability from government.
centres are certainly grounds for worrying that the@uststime, major changes in taxation can be sparks for
will be relatively high and the benepts low. broader political engagement in the presence of effec

tive coordinating bodies and civil society organisation

If the government is committed to going ahead, stould seek to exploit these opportunities.

conditions shoutdinimallyexist before proceeding
with these developments: First, the government shoWtbre generally, advocacy strategies that emphasise
produce and disseminate credible and well-researtifedlentity of citizens as taxpayers, and their corre
evidence relating to the magnitude of potential locaponding right to demand accountability from-govern
benebts and the extent and nature of potential riskaent, may be highly effective. This lies at the root of
Second, personnel from the relevant government #geexistence of taxpayersO associations the world over,
cies, including the Central Bank, the Registrar Gendréé recent evidence from similar efforts in Kenya sug
and the tax agencies, should be extremely well vegests that this experience can be equally relevant within
on the relevant law, while working closely togetheisub-Saharan Africa. Efforts to link tax payment to
to minimise risks. To date the government has noéxpenditure monitoring - possibly focused on the new
produced any credible estimates or discussion of thi€®s Development Funds - appear to be a very useful
potential costs and benebts, while overall understaotiémgal starting point.
and communication within the civil service seems to be
exceptionally limited.

Studying T ax Incidence in
Special Monitoring T ools Local Communities
If the government does go ahead, there is every réasaeking to use tax payment as a basis for engaging
to believe that a large share of the funds that will katizens in public policy debates it is essential that there
attracted will be from regional oil producing statesbe a focus on both national and local taxation. For
Such funds are of notoriously questionable origin amany low-income citizens local taxes are likely the most
facilitating their movement may have signibcant adigingzcant in monetary terms, while it is very clear that
consequences for the region. Special monitoring pradh taxes are the most visible and politically salient.
tices should be developed, potentially in cooperatibforeover, experience elsewhere suggests that it is the
with the Extractive Industries Transparency Initiatilack of coordination between the two tax regimes that

can be of greatest concern to low-income taxpayers. As
such, any tax related advocacy should begin with an ef
fort to much more clearly understand the system of local
taxation, how much is paid, and how it is perceived.

It seems likely that holders of
illicit funds within Ghana will
attempt to access the
offshore facilities
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Appendix 1: Tax Collection Data

Table 1Annual Collections BaxType

Table 3Actual Revenue affdrgets 2000-08
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YEAR  ACTUALREV. TARGET VARIANCE ACTUAL REV. EXP. GR. OVER TARGET
GH¢OM GH¢OM (%) GROWTH(%) PRE. YROS ACTUAL(%) GROWTH(%)
2000  441.46 423.60 4.2 - -
2001  655.70 576.50 13.7 49 31 36
2002  860.81 779.50 10.4 31 19 35
2003  1,278.29 1,176.40 8.7 48 37 51
2004  1,686.58 1,599.61 5.4 32 25 36
2005  2,057.60 2,128.36 (3.3) 22 26 33
2006  2,370.83 2,504.81 (5.3) 15 22 18
2007  3,032.76 3,000.00 11 28 27 20
2008 - 3,543.72 17 18
Source - RAGB
Table 4 Number daxpayers andmounts Rid
2007 2008
Number Collection Number Collection
GHe¢ GH¢
PAYE 1200000 372220727 1280000 512679839
COMPANIES 18714 418669152 20225 554992961
SELF EMPLOYED 52575 45589162 52978 64084359
Source - IRS
Table 5Actual and Projected Collections
Actual Projected Deviation % Deviation
GH¢ GHe¢ GH¢
2005 644638505 590350000 54288505 9
2006 734135488 726859800 7275648 1
2007 910235784 887680000 22555784 3
2008 1233953102 1122430687 111522415 10

Source - IRS

Table 6 VAT Exemptions Exempt Supplies

Description

Animals, livestock and poultry

Applies to importation or supply of all live animals

Animal Product in its raw state pr oduced in Ghana

Applies to supply in their raw state.

AGENCY 2000 2001 2002 2003 2004 2005 2006 2007
IRS 140.94 212.38 284.47 408.28 538.20 644.65 734.12 910.26
PAYE 48.32 67.74 92.40 142.21 182.62 228.59 315.07 372.22
SELF-EMPLOYED 7.54 11.38 15.83 21.73 27.12 31.30 35.95 45.59
COMPANIES 69.67 96.66 127.11 179.46 251.19 317.62 315.37 423.37
OTHERS 15.41 36.60 27.36 40.61 37.77 35.94 51.91 60.07
NRL 0.00 0.00 19.41 19.42 34.55 24.59 10.26 3.19
AIRPORT TAX 0.00 0.00 2.37 4.85 4.94 6.61 5.56 5.82
VATS 59.98 76.28 109.01 152.68 215.09 279.07 354.74 466.78
DOMESTIC VAT 38.52 50.88 72.31 102.56 143.41 177.33 233.45 337.34
EXCISE 21.46 25.40 36.70 50.12 62.22 66.50 74.72 62.07
NHIL 0.00 0.00 0.00 0.00 9.46 35.24 46.56 67.37
CEPS 240.54 367.04 467.33 717.33 933.21 1,133.88 1,281.96 1,663.19
IMPORT DUTIES 80.79 126.85 162.61 236.72 288.31 340.35 399.01 566.07
IMPORT VAT 88.69 145.53 159.83 230.78 312.12 346.53 389.54 534.62
NHIL 0.00 0.00 0.00 0.00 27.35 68.80 78.19 106.56
PETROLEUM 53.18 64.66 108.00 170.59 300.75 376.30 415.17 455.94
EXPORT DUTY 17.88 30.00 36.89 79.24 4.68 1.91 0.05 0.00
TOTAL REVENUE 441.46 655.70 860.81 1,278.28 1,686.50 2,057.60 2,370.82 3,040.23
Source - RAGB

Table 2 Annual Collections asRentage ofotal Revenue

PERCENTAGE CONTRIBUTION TO TOTAL TAX REVENUE

AGENCY 2000 2001 2002 2003 2004 2005 2006 2007
IRS 31.9 32.4 33.0 31.9 31.9 313 31.0 29.9
PAYE 10.9 10.3 10.7 11.1 10.8 11.1 13.3 12.2
SELF-EMPLOYED 1.7 1.7 1.8 1.7 1.6 1.5 1.5 1.5
COMPANIES 15.8 14.7 14.8 14.0 14.9 15.4 13.3 13.9
OTHERS 3.5 5.6 3.2 3.2 2.2 1.7 2.2 2.0
NRL 0.0 0.0 2.3 15 2.0 1.2 0.4 0.1
AIRPORT TAX 0.0 0.0 0.3 0.4 0.3 0.3 0.2 0.2
VATS 13.6 11.6 12.7 11.9 12.8 13.6 15.0 15.4
DOMESTIC VAT 8.7 7.8 8.4 8.0 8.5 8.6 9.8 11.1
EXCISE 4.9 3.9 4.3 3.9 3.7 3.2 3.2 2.0
NHIL 0.0 0.0 0.0 0.0 0.6 1.7 2.0 2.2
CEPS 54.5 56.0 54.3 56.1 55.3 55.1 54.1 54.7
IMPORT DUTIES 18.3 19.3 18.9 18.5 17.1 16.5 16.8 18.6
IMPORT VAT 20.1 22.2 18.6 18.1 18.5 16.8 16.4 17.6
NHIL 0.0 0.0 0.0 0.0 1.6 3.3 3.3 35
PETROLEUM 12.0 9.9 12.5 13.3 17.8 18.3 17.5 15.0
EXPORT DUTY 4.1 4.6 4.3 6.2 0.3 0.1 0.0 0.0
TOTAL REVENUE 100 100 100 100 100 100 100 100

Source - RAGB

Agricultural and aquatic food pr oduct in its raw state
produced in Ghana.

Exemption applies to supply in its raw state.

Seeds, bulb rootings and other forms of pr opagation

Application includes maize and cer eal seed and the seed of edible
fruits, nuts and vegeztables.

Fishing Equipment

Applies to boats, nets, Roats twines, hooks and other

bshing gear

Water

Applies to supply of water by mains (well or tap. The supply of bot -
tled water, packaged, and distilled waters is taxable.
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Electricity

Applies to domestic consumption of units of electricity appr oved
by the Minister of Finance. Other domestic and all commer cial
consumption is taxable.

Printed Matter B books and newspapers

Exclude plans, drawings, periodicals scientibc works and technical
works

Education

Supply of educational services at any level by an educational
establishment.

Medical Supplies and services B pharmaceuticals

List determined by the Minster of Health and as listed in the Harmo -
nised Commodity Codes

Transportation Applies to the supply of all forms of transportation services(vehicles,
train, boat or air)
Machinery The exemption applies to machinery; apparatus and appliances

listed in the Harmonised Code

Crude Oil and Hydrocarbons

Applies to petrol, diesel, liquebed petroleum gas, kerosene and
residual fuel.

Land buildings and construction

Application excludes pr ofessional services such as architects and
surveyors.

Financial Services

Applies to insurance services and operation of any bank (or similar
institution) account

Goods for the disabled

Applies to articles designed exclusively fo use by the disabled e.g.
wheelchairs, artibcial limbs)

Transfer of Going Concern

Exemption applies to the supply of goods as part of the transfer
of a business as a going concern by one VAT registered person to
another VAT registered person

Postal Services

Table of Relief Supplies

Relief for individuals and organizations from the payment of VAT

Exemption applies to the supply of postage

Organisation

Description

President of the Republic of Ghana

Relief supplies to the Offce of the President of the Republic Ghana

Commonwealth or Foreign Embassy, Mission or Consulate

Relief supplies for the use Commonwealth or Foreign Embassy,
Mission or Consulate

International Agency or technical assistance scheme

Relief importation by and local supply of goods and services, apart
from entertainment (e.g. hotel and restaurant bills) to international
agencies and technical assistance schemes

Emergency relief items approved by Parliament

Source - VATS

Consignments of emergency relief items that Parliament has specib-

cally approved.

Appendix 2: General ax Incentives

General incentives under the IncofameAct, 2000

S/No. Industry Specibc Concessions Rate of Tax
1 Income from the export of non-traditional goods 8% against corporate tax rate of 25%
2 Company engaged in the hotel industry Income tax rate applicable to a company engaged in

the hotel industry is 22%
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3 Income derived by a Pnancial institution from a loan granted to a farm-  Income tax rate of 20% against corporate tax rate

ing enterprise or a leasing company

of 25%

4 Income from a manufacturing business other than manufacturing

business located in Accra or Tema

18.75% and 12.5% against corporate tax rate of 25%
for manufacturing business located in regional capitals of
Ghana and elsewhere in Ghana respectively.

5 Agro processing business established in Ghana in or after 1st January Exempt for bve years. Therafter if located in Accra

2004

and Tema corporate tax rate of 20%; located in
other Regional capitals except Norther n, Upper
East and Upper West, corporate tax rate of 10%;
Northern, Upper East and Upper West Regions, 0%);
Outside Regional Capitals 0%

6 Interest or dividend paid or cr edited to a person who has invested in a Exempt for ten years

venture capital Pnancing company

7 Income of a ventue capital Pnancing company that satisbes the eligibil- Exempt for ten years
ity for funding under the Venture Capital Trust Fund Act, 2004(Act 680)

8 Income from a farming business in Ghana Exempt as follows:
Tree crops for 10 years;
¥ Livestock(other than cattle), Psh or cash crops
for Syears
¥ Cattle farming for 10years
9 Income from processing of crops ,Psh or livestock into edible canned Exempt for 3 years

or other packaged product

10 Income of a rural bank Exempt for 10 year. Thereafter attracts corporate tax
rate at 8%

11 Income from cocoa of a cocoa farmer Exempt from tax

12 Income of a company from a business of construction for letting or Exempt for 5 years

sale of residential premises

13 Income of the Ghana Stock Exchange

Exempt for 20 years

14 Income of a company listed on the Stock Exchange in or after 01/01/ 2004 Corporate tax rate of 22% for the prst thr ee years

Aside from these incentives several incentives are specibed in other
legislation, among them:

1.Tourism and Hospitality: Ghana Investment Promotion Centre
(Promotion of Tourism) Regualtions, 2005 (L.I. 1817)

a) The following are granted exemption from the payment of
customs import duties and other r elated charges and VAT on the
importation of capital equipment, machinery appliances, fur niture
and bttings;

¥ Accommodation establishments including hotels, motels,
resorts, guest houses and serviced apartments appr oved by the
Ghana Tourist Board (GTB)

¥ Catering establishments including fast food, specialized r estau-
rants and other catering estblishemnts appr oved by the GTB;

¥ Travel and Tour Establishments including operators of a Beet of
tourist coaches and or buses appr oved by the GTB;

¥ Conference and Convention establishments including manage -
ment and operation of inter national conference centres approved
by the GTB

¥ Recreation establishments including night clubs, amusement
centres, theme parks and casinos approved by the GTB

b) In addition tourism and hospitality establishments enjoy corpo -
rate tax holidays of from 3 to 5 years depending on the location of
the establishment.

2. Various other industries are eligible for various degree of relief from
import duties and VAT under various pieces of legislation. These
sections include:

¥ Manufacturers B Importation of speciPed raw materials, plant
and machinery

¥ Mining Companies BImportation of vehicles, plant and machinery

¥ Contractors and Construction Companies B Importation of plant
and machinery

¥ Persons/Entrepreneurs involved in Trade Fairs and International
Exhibitions, Travelers B Imports of Tade Exhibits

¥ Diplomatic Missions and NGOs B Imports of vehicles



What is the relation between taxation and development? Is revereguedifected

X i dents? Why should ’ b ! ; K 5 IEEEEEN
rom all resiaents- y should companies be given tax concessions: EEEEEEN

) ] ) )  EAEEEEEE
These and other questions are raised by this Tax Justice Ghana fepeses\NChy p m m = =
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forestry sector are estimated at 0.5% of GDP.
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and illicit drug trade. Benebts need to be weighted with costs and risks.

While there i h talk about f il h beurieasis f e
ile there is much talk about future oil revenues, they cannot bewrreasis for _ o o o o =

expenditure as recent oil price Ructuations demonstrate. Oil will aoceselveeth IEEEEEE
raising problems of the nation - rather a broad-based and well-erteneWibX SYy wm um =
tackle the budget short falls. IEEEEEN

R s (B0 0 0]
QAn matters of taxation, every privilege is an Djbstodtaire

(raxes, after all, are dues that we pay for the privileges of membegsimisénl an ¢

societ® N Franklin D. Roosevelt
(B0 0 0]
IEEEEEE
(B0 0 0]




