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1.0 Introduction

This paper, which has been commissioned by the Tax Justice Coalition — Ghana (TJC — Ghana) with the
financial support of ActionAid Ghana (AAG), sought to examine the tax policy initiatives and measures
announced in both the Mid-Year Review of the 2018 Annual Budget and Economic Policy Statement and the
2019 Annual Budget and Economic Policy Statement as approved by Ghana's Parliament. To give legal
backing to these policy initiatives and measures, some laws have also been enacted by Parliament.

ActionAid Ghana (AAG) is a National Non-Governmental Organization (NGO) working in the most deprived
and marginalized communities in Ghana to promote human rights for all towards a world without poverty
and injustice. It is a development organization and a member of a federation of countries that share the
vision of “A world without poverty and injustice in which every person enjoys their right to a life of dignity”.
More specifically, AAG's vision is that of “A just, equitable and sustainable world in which every person
enjoys the right to a life of dignity, freedom from poverty and all forms of oppression”. Its Mission is “To work
with poor and excluded people to eradicate poverty and injustice”.

TJC - Ghana, is a non-partisan, independent and voluntary association of individuals and Civil Society
Organisations (CSOs) who recognize that the existence of tax injustice/unjust tax systems in Ghana and the
world, at large, affects the ability of citizens (the tax payers), the government and allied institutions to
effectively carry out their fiduciary role in the management of tax revenues in a just, coherent and honest
manner. The Coalition exists to promote transparency, integrity and accountability as well as progressivity in
the tax system aimed at ensuring tax justice, particularly in Ghana. TJC - Ghana, therefore, works at both the
local and national levels to complement regional and continental efforts to deliver tax justice.

The Coalition understands the efforts government is making to mobilise domestic revenue for national
development but also believes it must be done in ways that ensure the tax system is progressive and avoids
overburdeningthe poor or creating significant unfairnessin the tax system. In furtherance of this object, the
Coalition with the generous support of Action Aid Ghana commissioned an analysis of the tax policies and
measures announced in the 2018 Mid-year Review and the 2019 Annual Budget Statement and Economic
Policy on the implications of the progressive and pro-poor objectives on citizens and businesses. The scope
of the analysis covers the following areas:

1. Theimplications of the new National Health Insurance Levy (NHIL) and the Ghana Education Trust
Fund (GETFUND) straight levies of 2.5% each on the poor and low-income earners.
2. Theimpactofthe newincometax band
3. Theimpactofthe luxury vehicle tax.
4. Thenew tax policy initiatives for domestic revenue mobilization.
However, other policy initiatives will also be examined if they are found relevant to the aims and objectives
of the TaxJustice Coalition.

2.0 TheBackground tothe Study

Less than two years into its administration, the NPP-led government realized that its overarching goal of
macro-fiscal policy to deepen macroeconomic stability, grow the productive sectors of the economy, create
jobs and ultimately move the economy 'Beyond Aid' cannot be achieved without a sustained focus on
domestic revenue mobilization. This was especially more necessary when the government's fiscal policy is
aimed at reducing the fiscal deficit to ensure debt sustainability without compromising growth. The
government, therefore, found it necessary to introduce tax policy initiatives to enable it achieve this
objective. However, the government itself expressed its doubts as to whether the initiatives may not be that
appropriate and feasible for Ghana's evolving economy.



All the same, in July 2018, the Minister for Finance presented to Ghana's Parliament, a mid-year review of
the Nana Addo-led New Patriotic Party (NPP) government's 2018 Annual Budget. In that Review, the
shortfallin the revenues targeted for the year was captured as a worrying situation. To address this situation
and to safeguard its fiscal policy objectives for 2018, the government presented a package of revenue
measures to improve the “sluggish revenue performance” of the first five months of the year and to address
the low non-oil tax-to-GDP ratio as compared to peer middle income economies.

This poor revenue performance was the reason why the government had to revise the 2018 fiscal outlook
which reflected revenue and expenditure measures. Total revenue and grants fell short of the target of
GHS18, 813.5 million (7.8% of GDP). Moreover and in spite of the fact that total expenditure fell below the
targeted amount of GH¢24,553.0 billion (10.2% of GDP), there was a fiscal deficit, compelling the
government to turn to inflows from foreign sources, including receipts from the 2018 Eurobond. This was in
spite of the NPP's criticism of the Mahama-led National Democratic Congress (NDC) government of the
high debt stock which the NPP promised to reduce if it won power. Notably, foreign financing constituted
about 64.4% of total financing with domestic financing constituting 35.6%.

Furthermore, the abolition of some taxes and restructuring of others (e.g. the 17.5% VAT/NHIL on Financial
Services, the 1% Import Duty on Spare Parts and the VAT on Real Estates, domestic airlines and some
imported pharmaceutical products as well as a reduction of the Special Petroleum Tax), worked against the
government's ability to mobilise enough revenues for its ambitious programmes. In fact, the government
announced in its Mid-Year Review that, in 2017, it had reduced the tax burden by more than GHS 1 billion
through the abolition and restructuring of these taxes.

The main force that drove the decision to abolish and/reduce the above taxes was the desire to honour a
campaign promise. To taxpayers, this was a laudable decision. It was also easily done with the stroke of the
pen not only because the ruling NPP has a majority in Parliament but also because Ghanaians, including
Parliamentarians, do not like paying taxes. However, the negative impact of the decision on revenue
mobilization quickly showed in revenue shortfalls as the government admitted itself that it had reduced the
tax burden as stated above. Most of the taxes abolished and/or reduced were consumer-based taxes such
as VAT. Clearly, the negative impact was obvious as taxes on goods and services recorded the highest share
of tax revenuesin Ghanain 2016 (35%) with VAT being the second-highest share of tax revenues of 29%".

The government's measures to counter the negative effects of the abolition and reduction of some taxes
did not materialize immediately and are even yet to materialize. The only way out was, therefore, for the
government to go for more external financing in the form of loans, and commercial loans at that, increasing
the debt stock and its burden not only on current citizens but also on future generations. Furthermore, the
government had to maintain some tax handles “in the short term” while efforts were being made to
improve compliance. These tax handles included the National Fiscal Stabilisation Levy (NFSL) and Special
Import Levy (SIL) which should have ended but have now been extended to the end of 2019. The
government was also not able to reduce the corporate tax rate from 25% to 20% as promised in its 2016
Manifesto. The governmentratherincreased the marginal personal income tax rate, first to 35% (in the Mid-
Year Review), and later to 30% (in the 2019 Annual Budget) for the ordinary citizens who have no voice and
campaign financing power. However, we are just pointing out that this was a failed promise but not a
support of the promised reduction of the corporate tax rate from the current 25% to 20%. In fact, to
enhance our domestic revenue mobilization efforts, it is rather necessary for the government to return the
corporate tax rate to 35% and not continue to rely more on VAT or personal income tax although the
personalincome should alsoincrease progressively.

TRevenue Statistics in Africa 2018 - Ghana http://www.oecd.org/countries/ghana/revenue-statistics-africa-ghana.pdf
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