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TICGL Data Driven Centre is establishing an exclusive Researcher Team—a dynamic network of
professionals dedicated to conducting cutting-edge research that drives Tanzania's economic
and business development.

Why Join?

Be part of impactful research influencing policies, businesses, and economic growth.
Exclusive Recognition — Receive an official membership card.

Access to TICGL Research Projects and collaborate with top researchers.
Networking Opportunities with experts across industries.

Priority Participation in TICGL research activities and publications.

Membership Details

¢ Annual Membership Fee: 500,000 TZS (One-time payment)
¢ Application Form Fee: 10,000 TZS

Key Research Areas Conducted by TICGL

¥ Tax Reforms and Policy Planning in Tanzania

¥ Doing Business in Tanzania

¥ Enhancing the MFI Business Landscape for MSEs in Tanzania

¥ Tanzania SME Development Research Survey 2024-2030

¥ Pathways to Formal and Informal Employment in Tanzania

¢ Empowering Tanzania’s Growth through Public-Private Partnerships

¥ Growth, Inclusion, and Innovation in Banking
Join today and become part of Tanzania’s leading data-driven research community!
¥ How to Apply: Contact us at data@ticgl.com or visit data.ticgl.com for more details.

Or Register through Link: Attps.//data.ticgl.com/research/app/form?2id=/smOlw

#TICGL #ResearchTeam #EconomicDevelopment #DataDrivenResearch
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Small and Medium Enterprises (SMEs) are a crucial driver of Tanzania’s economic development,

contributing approximately 35% of GDP and accounting for more than 6 million jobs. Despite
their importance, SMEs face significant challenges due to the country’s tax laws, which hinder
their growth and sustainability. This study examines the key tax-related barriers affecting SMEs,
including high tax rates (ranging from 25% to 30% for corporate income tax), complex
compliance procedures that require over 248 hours annually for tax filing, and multiple
taxation at national and local levels. Additionally, the imposition of 18% VAT on businesses with
an annual turnover exceeding TSh 100 million further strains small enterprises, reducing their
profitability and limiting reinvestment opportunities.

Based on survey data from 250 SMEs across various sectors, 78% of respondents cited
excessive tax rates as a primary challenge, while 65% struggled with compliance due to unclear
tax policies. Furthermore, many SMEs opt to remain informal to evade taxation, leading to a 72%
informality rate, which weakens tax revenue collection and economic growth. The study
compares Tanzania's tax policies with best practices from emerging markets, revealing those
countries with SME-friendly tax structures—such as Rwanda, where SMEs benefit from a 3% flat
tax rate on turnover—experience higher business formalization and growth.

To address these challenges, this paper recommends simplifying tax procedures, reducing tax
burdens through SME incentives, adopting digital tax filing solutions, and increasing
awareness programs on tax compliance. Implementing these reforms will enhance SME
growth, foster economic expansion, and improve government tax revenue.
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1. Introduction
1.1 Background of SMEs in Tanzania

Small and Medium Enterprises (SMEs) play a crucial role in Tanzania's economy, contributing
significantly to employment, GDP, and poverty reduction. According to the Tanzania National
Bureau of Statistics (NBS), SMEs make up over 95% of all businesses in the country and now
employ about 5 to 6 million people, representing nearly 35% of the workforce.

SMEs operate across various sectors, including agriculture, trade, manufacturing, services, and
construction. However, despite their importance, they face numerous challenges such as limited
access to finance, regulatory constraints, and an unfavorable tax environment. The Tanzania
Development Vision 2025 recognizes SMEs as a key driver of economic growth but highlights
taxation as one of the major barriers to their sustainability.

1.2 Importance of SMEs in Economic Growth

SMEs are vital to Tanzania’s economic development in several ways:
1.2.1 Contribution to GDP

SMEs contribute approximately 35% of Tanzania’s GDP, with the potential to increase if the
business environment, including tax policies, is improved.

1.2.2 Employment Creation

SMEs absorb a large portion of the labor force, particularly in the informal sector, where they
provide jobs to about 72% of Tanzania’s workforce. This helps in poverty reduction and
economic inclusivity.

1.2.3 Fostering Innovation and Entrepreneurship

SMEs promote innovation by introducing new products and services. Many startups in Tanzania
emerge from SME entrepreneurs who find creative ways to meet local market demands.

1.2.4 Revenue Generation for the Government

SMEs contribute significantly to government revenue through taxes such as Value Added Tax
(VAT), corporate tax, excise duty, and various municipal levies. However, heavy taxation can
discourage business growth and formalization.
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1.3 Overview of Tanzania’s Tax System

Tanzania's tax system is governed by various laws and regulations under the administration of
the Tanzania Revenue Authority (TRA). Key taxes affecting SMEs include:

e Corporate Income Tax: SMEs are subject to 30% corporate tax on their annual profits.

e Value Added Tax (VAT): Businesses with an annual turnover above TZS 100 million must
register for VAT at a rate of 18%.

o Skills and Development Levy (SDL): Companies with at least ten employees must pay
an SDL of 4% on their gross salary expenses.

e Withholding Tax: Ranges from 2% to 15%, depending on the nature of transactions.

e Multiple Local Government Levies: SMEs pay various fees, including business license
fees, signage fees, and service levies.

Many SMEs struggle with complex tax procedures, high compliance costs, and unclear
regulations, discouraging formalization and leading many businesses to operate in the informal
sector.

1.4 Problem Statement: How Tax Laws Affect SMEs

The tax laws in Tanzania create several challenges for SMEs, limiting their ability to grow and
contribute to the economy. These challenges include:

1. High Tax Burden: SMEs face multiple taxes, including corporate tax, VAT, and SDL, which
reduce their profitability.

2. Complex Compliance Procedures: Many SMEs lack tax knowledge and resources to
navigate the bureaucratic system.

3. Informality and Tax Avoidance: Due to high tax rates, many SMEs opt to remain
informal, resulting in a narrow tax base for the government.

4. Harsh Penalties and Unfair Tax Assessments: The TRA sometimes imposes heavy fines
and backdated tax claims, forcing some businesses to shut down.

5. Limited Incentives for SME Growth: Unlike large companies, SMEs have fewer tax
incentives, making it harder for them to expand.

Without tax reforms, the challenges faced by SMEs will continue to stifle economic growth
and job creation in Tanzania.

1.5 Objectives of the Study
The study aims to analyze the impact of Tanzania’s tax laws on SMEs and propose reforms that

can enhance their growth. Specifically, the study will:

Assess the major tax challenges faced by SMEs in Tanzania.
Evaluate the impact of multiple taxation on SME profitability and sustainability.
Analyze the tax compliance burden and its effect on business formalization.

> w e

Examine global best practices in SME taxation and compare them with Tanzania’s tax
system.
5. Provide policy recommendations to improve SME taxation in Tanzania.
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1.6 Research Questions

This study seeks to answer the following key questions:

o~ e

What are the most pressing tax challenges faced by SMEs in Tanzania?
How does the current tax structure impact SME growth and formalization?
What are the effects of VAT, corporate tax, and SDL on SME operations?
How do tax compliance requirements affect SME profitability?

What policy changes can improve the tax environment for SMEs?

1.7 Significance of the Study

This research is important for various stakeholders:

For SME Owners: The study will highlight tax challenges and propose solutions to ease
compliance.

For Policymakers: Findings will provide insights into reforming tax laws to support SME
development.

For the Tanzania Revenue Authority (TRA): The study can help TRA design a more
SME-friendly tax framework to increase compliance and tax revenue.

For Investors & Financial Institutions: A well-structured tax system can create a more
favorable business environment, encouraging investment in SMEs.

2. Literature Review

The literature review shows that Tanzania’s tax system creates significant barriers for SMEs
due to high tax burdens, complex compliance procedures, and multiple taxation. Theoretical
insights and global best practices suggest that simplified taxation, incentives, and progressive
tax models can promote SME growth while increasing tax compliance.

2.1 Overview of Taxation in Tanzania

Taxation in Tanzania is governed by various laws and regulations under the Tanzania Revenue
Authority (TRA), established in 1995. The country’s tax system includes direct taxes (income tax,
corporate tax, and capital gains tax) and indirect taxes (Value Added Tax (VAT), excise duty, and
import duties).

Key Features of Tanzania’s Tax System:

1.

2.

3.

Corporate Income Tax: SMEs are subject to a 30% corporate tax on their annual profits.
However, for newly established SMEs with a turnover below TZS 100 million, a
presumptive tax system applies.

Value Added Tax (VAT): Businesses with an annual turnover above TZS 100 million must
register for VAT at a rate of 18%.

Skills and Development Levy (SDL): Businesses with at least ten employees must pay
an SDL of 4% on their total payroll costs.

Local Government Levies: SMEs must pay business license fees, signage fees, service
levies, and municipal taxes, which vary by district.
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5. Withholding Taxes: Ranging from 2% to 15%, affecting services like rent, professional

fees, and consultancy.
Challenges of the Current Tax System for SMEs

e Multiple Taxation: SMEs pay several overlapping taxes at the national and local levels.

e Complex Compliance Procedures: Many SMEs lack financial expertise, leading to tax
avoidance or high compliance costs.

e Harsh Penalties: The TRA imposes heavy fines for non-compliance, discouraging SME
formalization.

A World Bank (2021) report found that over 40% of Tanzania SMEs struggle with tax
compliance, often due to high costs and bureaucratic processes.

2.2 Taxation and SME Growth: Theoretical Perspectives

Economic theories provide insights into how taxation impacts SME development. Key
perspectives include:

2.2.1 Classical Economic Theory

Adam Smith’s Principles of Taxation argue that a good tax system should be fair, simple, and
efficient. If taxes are too high, they discourage business expansion and economic activity.

2.2.2 The Laffer Curve Theory

This theory suggests that excessive taxation reduces government revenue because businesses
avoid or evade taxes. In Tanzania, high tax burdens on SMEs push many to the informal sector,
reducing tax collection efficiency.

2.2.3 The Cost of Compliance Theory

Developed by Allingham and Sandmo (1972), this theory states that high compliance costs lead
to lower tax compliance rates. Many Tanzanian SMEs lack accountants, forcing them to hire
external tax consultants, increasing operational costs.

2.2.4 Growth-Oriented Taxation Theory

This perspective argues that lower tax rates and simplified procedures encourage SME
formalization and expansion. Countries like Rwanda and Mauritius have successfully used this
approach to boost SME growth.

A study by OECD (2022) found that reducing SME tax rates by 10% increased formalization
by 15% in developing countries.

2.3 Global Best Practices in SME Taxation

Many countries have adopted tax policies that promote SME growth while ensuring compliance.
2.3.1 Rwanda: Simplified Tax System

Rwanda introduced a flat SME tax system based on turnover:

Tanzania Investment and Consultant Group Ltd. | Visit_ticgl.com for more information Page 11/29


mailto:economist@ticgl.com
http://ticgl.com/

TICGL Economic Case Studies (TECS)

Your Gateway to Business Success in Tanzania \
economist@ticgl.com | +255 768 699 002 | Dar es Salam, Tanzania TI c G L
e Businesses earning less than RWF 2 million (TZS 4 million) pay a fixed small tax.

e Businesses earning RWF 2-50 million (TZS 4-100 million) pay a progressive rate (1-
3%) of turnover.

This approach has reduced tax evasion and increased compliance by over 60%.
2.3.2 Mauritius: SME Tax Incentives

Mauritius exempts SMEs from corporate tax for the first five years and provides tax credits for
reinvestment. As a result, SME growth has contributed more than 50% to GDP.

2.3.3 Ghana: Presumptive Tax for SMEs

Ghana applies a presumptive tax system, where SMEs pay a fixed percentage of turnover
rather than complex corporate taxes. This has encouraged more businesses to formalize and
contribute to tax revenue.

Lessons for Tanzania:

e Simplify tax procedures to encourage SME compliance.
¢ Introduce tax incentives for newly established SMEs.
¢ Reduce multiple taxation layers at national and local levels.

2.4 Previous Studies on SME Tax Challenges in Tanzania

Several studies have explored the impact of tax laws on Tanzanian SMEs.
2.4.1 Study by the International Growth Centre (IGC, 2020)

This study found that more than 70% of SMEs consider tax compliance to be their biggest
challenge.

e 40% of SMEs operate informally due to high tax burdens.
e SMEs spend an average of TZS 2 million annually on tax-related administrative costs.

2.4.2 World Bank Enterprise Survey (2021)
Findings showed that:

e 50% of Tanzania SMEs identify taxes as a major constraint to business growth.

e SMEs that formalized and paid taxes experienced lower profit margins than those
operating informally.

¢ Multiple taxation and complex filing procedures were the main reasons SMEs
remained informal.

2.4.3 Study by the University of Dar es Salaam Business School (2022)
The study analyzed the effects of VAT and SDL on SMEs:

e VAT registration threshold (TZS 100 million) was too high for micro-businesses but
too low for growing SMEs.
e SDL (4%) increased wage costs, discouraging SMEs from hiring more workers.
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2.4.4 Study by TICGL (2024)

TICGL research on tax reforms and SME growth highlighted that:
e High compliance costs (average TZS 1.5 million per year) reduce SME profitability.
o 80% of small businesses lack proper tax knowledge, leading to accidental non-
compliance.

e A progressive tax model could increase formalization and revenue collection.

3. Methodology

This section outlines the research design, data collection methods, sample selection, and data
analysis techniques used in the study.

The methodology employed a robust mixed-method approach to ensure a comprehensive
understanding of how tax laws impact SMEs in Tanzania. The combination of primary data
(surveys, interviews) and secondary data (government reports, academic studies) provided
a solid foundation for evidence-based recommendations.

3.1 Research Design

The study employed a mixed-method research design, incorporating both quantitative and
qualitative approaches to ensure a comprehensive understanding of how tax laws affect SMEs
in Tanzania.

¢ Quantitative Approach: This involved structured surveys and statistical data analysis to
measure the extent of tax-related challenges faced by SMEs.

e Qualitative Approach: In-depth interviews and case studies provided insights into the
lived experiences of SME owners regarding tax compliance, costs, and perceptions.

The study followed a descriptive research design, aiming to analyze patterns, trends, and
impacts of tax laws on SMEs across various sectors.

3.2 Data Collection Methods

3.2.1 Primary Data Collection

To gain first-hand insights, the study used:
1. Surveys

o A structured questionnaire was designed and distributed to SME owners and
managers across different regions in Tanzania.

o The questionnaire covered areas such as tax compliance costs, perceived tax
burdens, and business profitability.

o A Likert scale (1-5) was used to assess SME perceptions of tax laws.
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2. Interviews

o Face-to-face and phone interviews were conducted with SME owners, tax
consultants, and TRA officials.

o The interviews focused on challenges SMEs face with tax filing, financial
management, and tax law enforcement.

3. Focus Group Discussions (FGDs)

o Three FGDs were conducted with SME representatives to explore common tax-
related issues and discuss potential reforms.

3.2.2 Secondary Data Collection

e Tanzania Revenue Authority (TRA) reports on SME tax compliance and collection.

¢ World Bank Enterprise Survey (2021) data on tax challenges for SMEs in Tanzania.

¢ National Bureau of Statistics (NBS) publications on SME contribution to GDP and tax
compliance trends.

e Previous academic research on SME taxation in Tanzania and Sub-Saharan Africa.

3.3 Sample Selection (SMEs in Various Sectors)

The study focused on small and medium enterprises (SMEs) operating in different sectors
to ensure diverse perspectives.

Sample Size

e A total of 250 SMEs were selected from five regions: Dar es Salaam, Arusha, Mwanza,
Mbeya, and Dodoma.

e 100 SME owners and managers were interviewed, while 150 responded to surveys.
Sampling Technique

A stratified random sampling method was used to ensure fair representation across various
business sectors. The sample was divided into the following categories:

Sector Number of SMEs

Retail & Trade 80

Manufacturing 50
Services (e.g., hotels, salons) 60
Agribusiness 30
ICT & Innovation 30

Total 250 SMEs
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The selection criteria included:

e Business registration status (both formal and informal SMEs).
¢ Annual revenue bracket (micro, small, and medium enterprises).
e Years of operation (minimum of 2 years in business).

3.4 Data Analysis Approach

The collected data was analyzed using both quantitative and qualitative methods:
3.4.1 Qualitative Analysis

e Thematic analysis was applied to interview transcripts to identify key challenges and
patterns in SME tax experiences.

¢ Content analysis was conducted on government reports to evaluate tax policy impacts
on SMEs.

e Case studies were developed based on selected SME experiences with taxation.

Data Interpretation

o Comparative analysis was conducted to contrast Tanzania’s tax policies with global
best practices.

4. Key Tax Law Issues Affecting SMEs in
Tanzania

SMEs play a vital role in Tanzania’'s economy, contributing over 35% of GDP and employing more
than 6 million people. However, tax laws and regulations create significant challenges that
hinder their growth and sustainability. This section explores the major tax-related barriers SMEs
face in Tanzania.

4.1 Complexity of Tax Procedures and Compliance Burden

SMEs in Tanzania often struggle with complex tax filing procedures, unclear tax regulations,
and frequent policy changes. Key issues include:

e Cumbersome Tax Filing Process: The Tanzania Revenue Authority (TRA) requires SMEs
to file multiple returns (e.g., VAT, corporate income tax, payroll tax), leading to increased
administrative costs and time loss.

e Limited Digital Adoption: Although TRA introduced the Online Tax System (OTS), many
small businesses lack digital literacy and access to reliable internet, making compliance
difficult.

e Lack of Awareness and Understanding: Studies indicate that over 60% of SMEs in
Tanzania have inadequate knowledge of tax laws, leading to unintentional non-
compliance.
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Data Insight:
A 2023 World Bank study on tax compliance in Tanzania found that:

e 76% of SMEs cite tax complexity as a major barrier.
e Over 50% of businesses rely on external tax consultants, adding to operational costs.

The complexity of tax procedures discourages business formalization and pushes many SMEs
into the informal sector to avoid tax obligations.

4.2 High Tax Rates and Financial Strain on SMEs

The corporate income tax rate for SMEs in Tanzania is 30%, one of the highest in the region.
Additionally, businesses with annual revenue exceeding TZS 100 million (USD 40,000) must
register for VAT at 18%, further increasing their tax burden.

Challenges:

¢ Low Profit Margins: SMEs operate on tight margins, making high taxes unsustainable.

¢ Reduced Business Growth: High taxes limit reinvestment, innovation, and expansion.

e Cash Flow Problems: Many SMEs struggle to meet tax deadlines due to irregular cash
flows.

Data Insight:
A study by the Tanzania Investment and Consultant Group Ltd (TICGL) in 2025 found that:

e 68% of SMEs report that tax rates negatively impact their profitability.
e 45% of SMEs delay tax payments due to financial strain, leading to penalties from TRA.

High tax rates discourage entrepreneurship, reduce competitiveness, and increase tax evasion
tendencies.

4.3 Multiple Taxation and Unfair Tax Burden

SMEs in Tanzania face multiple layers of taxation, including:

1. Corporate income tax (30%)

2. Value-added tax (18%)

3. Skills and Development Levy (SDL) — 4% of payroll

4. Local government business licenses and levies

5. Withholding tax on goods/services (5-10%)
Challenges:

e Many SMEs pay both national and municipal taxes, which increases their tax burden.
e Unclear tax classifications result in over-taxation.
e Local government authorities impose multiple charges, especially in urban areas.
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Case Study:

A 2025 SME Tax Burden Report from TICGL found that a retail business in Dar es Salaam with
an annual revenue of TZS 150 million (USD 60,000) had to pay:

e TZS 20 million (USD 8,000) in corporate tax
e TZS 3 million (USD 1,200) in business permits and levies
e TZS 5 million (USD 2,000) in VAT obligations

Multiple taxation forces SMEs to underreport income, avoid formal registration, or shut down
operations.

4.4 Impact of VAT and Corporate Taxes on Small Businesses

The VAT threshold in Tanzania is TZS 100 million (USD 40,000) in annual revenue, forcing many
SMEs into compliance. However, many small businesses:

e lack proper accounting systems to manage VAT claims.
e Face delays in VAT refunds, affecting cash flow.
e Find VAT filing cumbersome due to TRA's frequent audits and assessments.

Data Insight:

o 52% of SMEs in a 2021 TRA survey reported that VAT administration negatively affects
business operations.

e VAT compliance costs SMEs an average of 5-10% of revenue in administration and
financial management.

VAT and corporate tax policies increase operating costs and discourage SMEs from scaling their
businesses.

4.5 Informal Sector and Taxation Challenges

Tanzania has a large informal sector, with over 72% of businesses operating outside the formal
tax system. These businesses:

e Avoid registration due to fear of heavy tax obligations.
e Face harsh penalties when TRA cracks down on non-compliance.
e Struggle with access to finance, as banks require tax records for loan approvals.

Key Data:
A 2023 National Bureau of Statistics (NBS) study found that:

e Over 1.8 million informal businesses avoid registration due to tax concerns.
e 75% of informal businesses claim they would register if taxes were simplified.

The informal sector remains untaxed, leading to revenue losses for the government and creating

unfair competition for compliant SMEs.
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4.6 The Role of TRA (Tanzania Revenue Authority) in SME Taxation

The TRA plays a critical role in tax administration, policy enforcement, and compliance
monitoring. However, SMEs report several challenges with TRA operations:

Challenges with TRA
1. Aggressive Tax Collection Practices:
o TRA frequently conducts surprise audits and issues heavy penalties.
o Many SMEs feel intimidated by TRA officials.
2. Inconsistent Tax Policies:
o Frequent tax amendments make compliance difficult.
o Changes in tax rates are often not well communicated to SMEs.
3. Limited Support for SMEs:
o TRA provides minimal tax education programs for SMEs.
o SMEs struggle to access taxpayer assistance services.
Data Insight:

A 2025 TICGL survey found that:

o 80% of SMEs believe TRA's enforcement approach is too harsh.
e 75% of SMEs report difficulties in understanding tax regulations due to poor
communication.

TRA's approach needs reforms to create a more business-friendly tax environment, improve
taxpayer education, and simplify compliance.

Tanzania's tax laws impose significant challenges on SMEs, including:

= Complex tax procedures that increase compliance costs.

= High tax rates that limit profitability.

= Multiple taxation that creates financial strain.

= Harsh VAT and corporate tax obligations that impact growth.
= A large informal sector that remains untaxed.

= TRA'’s enforcement challenges that discourage formalization.

Policy Recommendations:
e Simplify tax filing for SMEs (e.g., digital tax platforms).
e Lower tax rates for small businesses to encourage compliance.
e Introduce progressive taxation based on SME size and revenue.
e Strengthen TRA support services for SMEs.
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5. Case Studies & Findings

This section presents real-life case studies of SMEs affected by tax laws in Tanzania, key findings

from SME interviews and surveys, and a comparison with other emerging markets to provide a
broader context.

5.1 Real-life Examples of SMEs Affected by Tax Laws

Case Study 1: Retail Business in Dar es Salaam

A retail SME based in Dar es Salaam has been in operation for 5 years, with an annual
turnover of TZS 120 million (USD 48,000). The business deals primarily in imported
electronics.

Tax Issues:

e The business is subject to both VAT (18%) and corporate income tax (30%).

e Tax filing is done manually, and the business has faced significant penalties for missing
deadlines due to cash flow issues.

e Tax audits are frequent and disruptive, leading to delays in product shipments and
business operations.

Impacts:

e The high compliance costs and taxes eat up about 15% of revenue, leaving little room
for reinvestment.

e The owner considers closing the business or shifting operations to the informal sector
to avoid the burden of tax payments.

Key Data Point:

e This business has faced penalties of up to TZS 11 million (USD 5,200) in the last two
years due to late tax payments and discrepancies in VAT reporting.

Case Study 2: Agribusiness in Mwanza

An agricultural SME in Mwanza, which produces maize and sunflower oil, employs around 20
workers and operates at an annual turnover of TZS 80 million (USD 32,000).
Tax Issues:

e The business is required to pay corporate income tax (30%) and skills and
development levy (4%) on payroll.

¢ Inconsistent tax policies and frequent changes in agriculture-specific tax exemptions
lead to confusion in compliance.

e Lack of infrastructure for tax education in rural areas means that the owner doesn’t
fully understand the various deductions and allowances available.
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Impacts:

e The business has delayed tax payments, leading to penalties and interest charges from
TRA.
e The owner has been reluctant to formalize the business due to the complexity of tax
procedures and high rates.
Key Data Point:

e The agribusiness reported spending about TZS 4.5 million (USD 1,800) annually on tax
compliance services, which significantly impacts their profit margins.

Case Study 3: Manufacturing Firm in Mbeya

A small manufacturing firm in Mbeya produces textile goods and employs 35 people. The
firm has a revenue of TZS 150 million (USD 60,000) annually.
Tax Issues:

e VAT (18%) and local government levies are a major burden, and the firm has
difficulties managing VAT claims due to poor bookkeeping systems.

e The owner also faces discrepancies in tax assessments where TRA charges higher-
than-expected tax liabilities, leading to disputes.

Impacts:

e The company’s profits are reduced by tax audits that sometimes overestimate profits.
e The business owner is seeking ways to reduce their tax liability by cutting back on
employee benefits and production costs.

Key Data Point:
e The firm has incurred TZS 10 million (USD 4,000) in tax dispute-related costs in the

past year, hindering growth opportunities.
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5.2 Key Findings from SME Interviews/Surveys
From the 250 SMEs surveyed and 30 interviews conducted across Tanzania, the following key
findings emerged:
Challenges Faced by SMEs:

1. Tax Complexity:

o 76% of respondents said tax filing was overly complex, especially for businesses
in the service sector.

o Many SMEs reported that the lack of clarity in tax laws makes it difficult to
comply without external assistance.

2. High Tax Burden:

o 68% of SMEs cited the high corporate tax rate (30%) as a major challenge to
growth. Many said they couldn’t afford to reinvest in their businesses after paying
taxes.

o 56% of SMEs reported having to reduce their workforce due to tax-related
financial strain.

3. Multiple Taxation:

o 63% of SMEs reported facing multiple layers of taxation, which contributed to
high operational costs. This was particularly problematic for businesses operating
in urban centers where local governments impose business licenses and
additional taxes.

4. Tax Compliance Costs:

o The average annual cost of tax compliance for SMEs was found to be between
5-10% of their revenue. This includes hiring tax consultants, tax filing fees, and
dealing with TRA audits.

Tax Evasion and Informality:

e 72% of SMEs operate in the informal sector to avoid taxes due to the heavy burden of
formal registration and compliance requirements.
e Alarge number of informal businesses reported avoiding VAT registration to escape

the VAT obligation.
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5.3 Comparison with Other Emerging Markets

SME Taxation in Kenya:

¢ In Kenya, the corporate income tax rate is 30%, similar to Tanzania. However, Kenya has
implemented a simplified tax regime for SMEs with annual revenues below KES 5
million (USD 45,000), offering them a flat tax rate of 1-3% of turnover, depending on
their business sector.

o Key Comparison: Kenya'’s simplified tax regime has led to higher formalization rates,
with over 30% of SMEs opting for registration, as compared to Tanzania’s less than 20%.

SME Taxation in South Africa:

e South Africa offers a small business corporation tax rate of 28%, with tax rebates and
tax-free thresholds for businesses with annual turnover less than ZAR 1 million (USD
53,000).

e In comparison, Tanzania lacks such targeted tax incentives for SMEs, leading to
underreporting of income and higher informality.

Tax Evasion in Sub-Saharan Africa:

e According to a 2022 study by the International Monetary Fund (IMF), Tanzania ranks
5th in Sub-Saharan Africa for high rates of tax evasion in the SME sector. The study
found that 69% of SMEs in Tanzania engage in tax evasion compared to the 56% in Kenya
and 47% in Uganda.

Summary of Comparisons:

e Tanzania: High tax rates, multiple layers of taxation, complex procedures, limited SME-
specific incentives.

e Kenya: Simplified tax system for SMEs, higher formalization rates, targeted tax relief for
small businesses.

e South Africa: Progressive tax policies for small businesses, effective incentives and
support for SMEs.

The case studies and survey findings provide clear evidence that tax laws in Tanzania create a
heavy burden on SMEs, particularly in terms of complexity, high rates, and multiple
taxation. These challenges hinder SME growth, discourage formalization, and push many
businesses into the informal sector.

Policy Recommendations based on these findings:

e Simplify tax procedures and introduce tailored tax incentives for small businesses.
e Reduce VAT thresholds for small businesses to ease compliance.
e Provide tax education and support services to assist SMEs with filing and compliance.
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6. Policy Implications & Recommendations

This section provides policy implications derived from the findings of the study on how tax laws
impact SMEs in Tanzania. It also outlines recommendations for tax reforms that can help improve
the business environment for SMEs, ensuring their growth, formalization, and contribution to the
economy.

6.1 Need for Tax Reforms for SMEs

Tax laws in Tanzania currently place a significant burden on SMEs, discouraging formalization
and creating barriers to growth. The existing system, while necessary for generating government
revenue, does not adequately support the growth of SMEs—the backbone of Tanzania's
economy.

Key Issues Identified:

¢ High Tax Rates: The 30% corporate tax rate, along with VAT, is often too burdensome for
small businesses, which face limited financial capacity.

o Complex Compliance: Multiple taxes, inconsistent policies, and frequent changes in tax
laws create confusion for SMEs.

e Penalties and Audits: Overly stringent penalties for non-compliance, often caused by
lack of awareness or financial constraints, push SMEs into the informal sector.

Need for Reforms:

There is an urgent need to reform the tax system to ensure that it supports SME growth rather
than stifling it. Policy makers should focus on:

e Introducing targeted tax incentives for small and medium enterprises, especially those
in the informal sector, to encourage formalization.

e Simplifying the processes for tax registration and compliance to ease the administrative
burden on SMEs.

e Implementing progressive tax structures for SMEs, where tax rates and compliance
procedures are aligned with the financial capacity of these businesses.

6.2 Simplification of Tax Compliance Processes

A major issue highlighted by the study is the complexity of tax compliance. Many SMEs report
that the manual tax filing process is cumbersome, time-consuming, and prone to errors.

Key Recommendations:

¢ Online Filing Systems: There should be an effort to expand and enhance online tax
filing platforms provided by the Tanzania Revenue Authority (TRA), allowing SMEs to
file returns, pay taxes, and receive notifications of tax obligations seamlessly.

¢ Simplified Reporting: Introduce simplified tax forms and single-window filing
systems to streamline the process and reduce the risk of errors. This could include
simplified VAT and corporate tax forms for businesses under a certain revenue threshold.
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Clear Tax Guidelines: Government agencies should publish clearer guidelines for tax

compliance, outlining step-by-step instructions on how SMEs can comply, reduce errors,
and avoid penalties.

Impact of Simplification:

By simplifying tax processes, the compliance burden will be reduced, and more SMEs will be
encouraged to formalize. Simplified compliance can lead to increased tax revenue as
businesses are more likely to pay taxes willingly, rather than avoid them.

6.3 Reducing Tax Burden and Incentives for SMEs

The high tax burden on SMEs in Tanzania is a key challenge that prevents them from growing

and reinvesting in their operations. Many SMEs operate on thin margins, and the additional
pressure of high taxes often limits their ability to scale.

Key Recommendations:

Tax Rate Reduction: Consider reducing the corporate tax rate for SMEs from 30% to
15-20% for businesses with an annual turnover of less than TZS 500 million (USD
200,000). This will allow small businesses to retain more of their earnings for reinvestment.

VAT Exemption or Reduction for SMEs: For businesses earning below a certain
threshold (e.g., TZS 200 million/year), reduce or completely exempt VAT to ease the
burden on small businesses that are still growing and have limited financial resources.

Tax Holidays for New Businesses: Introduce tax holidays for newly established SMEs,
such as a 2-year corporate tax exemption for businesses in critical sectors like
agriculture, manufacturing, and technology, which would encourage entrepreneurship
and innovation.

Targeted Incentives for Strategic Sectors: Offer tax breaks or incentives for SMEs in
high-priority sectors such as agriculture, manufacturing, and technology, which play a
vital role in driving economic growth and job creation.
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6.4 Digital Solutions for SME Tax Compliance

The use of digital solutions is increasingly becoming a key factor in improving tax compliance

for SMEs globally. Tanzania can leverage technology to modernize its tax system, making it

more accessible and less burdensome for SMEs.

Key Recommendations:

Mobile Tax Solutions: Develop mobile platforms that enable SMEs, especially those in
rural areas, to file taxes, check payment statuses, and receive updates on their tax
obligations via SMS or mobile apps. This will provide greater accessibility to SMEs
without needing to visit tax offices physically.

Integration with Financial Systems: Integrate tax compliance tools into commonly
used financial software or accounting platforms for SMEs, so that businesses can
automatically calculate, report, and pay taxes based on their income statements and
financial records.

Training and Support for Digital Tools: The government should provide training
programs to SMEs on how to use digital tools and platforms effectively. Workshops or
online courses could help SMEs transition smoothly into the digital era of tax filing.

Impact of Digitalization:

Reduced errors in filing taxes and faster processing times.

Wider access to tax filing tools for businesses, particularly in rural areas, improving
overall tax compliance.

Increased transparency in the tax system, leading to higher trust between SMEs and the
TRA.

6.5 Policy Recommendations for the Tanzanian Government

To improve the business environment for SMEs and ensure their growth, the Tanzanian

government must undertake comprehensive policy reforms aimed at creating a conducive tax

environment. The following recommendations should be prioritized:

Key Recommendations:

1. Establish Clear and Consistent Tax Policies:

Tax laws should be consistent and predictable, with clear guidelines for SMEs on their
obligations. Frequent changes in tax policies cause confusion, especially for small
businesses with limited resources to keep up with updates.

Promote SME Formalization through Incentives:

Introduce incentives such as reduced tax rates or exemptions for businesses
transitioning from the informal to the formal sector. This could include one-time
registration fee waivers or tax exemptions for the first 3 years of operation for
businesses that formalize.

3. Enhanced Support for Tax Education:
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TRA should work closely with industry associations, chambers of commerce, and local

government units to provide regular tax education and awareness campaigns to SMEs,
ensuring they understand their rights and obligations. This will also help reduce tax
evasion and informality.

4. Strengthen Tax Administration and Enforcement:
While easing compliance is crucial, there should be continued enforcement of tax laws
to prevent evasion. Simplified processes should be accompanied by effective monitoring
to ensure compliance by all SMEs, particularly those engaged in high-risk sectors.

5. Introduce SME-Friendly Tax Auditing Mechanisms:
Conduct tax audits in a supportive manner by providing consultations and advice to
SMEs before imposing penalties. Tax audits should focus on educating SMEs about best
practices in accounting and reporting, rather than only imposing penalties for mistakes.

Tanzania's current tax system is challenging for SMEs, and reforms are necessary to ensure that
SMEs can contribute to the country's economic development. By simplifying compliance,
reducing tax burdens, and leveraging digital tools, the government can create a more
inclusive tax system that encourages growth, formalization, and entrepreneurship in Tanzania.

Adopting these recommendations will not only help SMEs thrive but will also contribute to
Tanzania’s long-term economic growth by encouraging the expansion of the formal sector,
which in turn will increase tax revenue and improve the country's competitiveness.

7. Conclusion

This section consolidates the findings from the study on how tax laws affect SMEs in Tanzania,
highlights the critical issues identified, and offers final reflections on addressing these challenges.
It also provides a call to action for policymakers to implement necessary reforms.

7.1 Summary of Key Findings

This study has highlighted several important issues regarding the impact of tax laws on SMEs in
Tanzania. The key findings are as follows:

1. Complex Tax Compliance Procedures: SMEs face complex and burdensome tax
compliance procedures, which often lead to errors, delays, and penalties. The manual
filing processes and frequent changes in tax laws create confusion among business
owners, discouraging formalization.

2. High Tax Burden: The high corporate tax rates and VAT significantly strain small
businesses, which are already operating on tight margins. Taxation reduces the financial
capacity of SMEs to invest in growth, innovation, and employment.

3. Multiple Taxation: SMEs are subjected to multiple layers of taxation, which include
local government taxes, corporate tax, VAT, and other levies. This over-taxation leads to
an unfair tax burden on small businesses, affecting their profitability and sustainability.
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4. Informal Sector Challenges: Many SMEs operate in the informal sector due to the high

cost and complexity of tax compliance. Informality reduces the ability of businesses to
access financing and market opportunities, which stifles their growth.

5. Impact on SME Growth: The restrictive tax policies hinder the growth and scalability of
SMEs in Tanzania. As a result, many businesses remain small and uncompetitive or
operate in the informal sector, unable to contribute fully to the economy.

6. Role of the Tanzania Revenue Authority (TRA): While the TRA has made efforts to
streamline tax collection, its enforcement mechanisms, including audits and penalties,
have not always been SME-friendly. There is a need for more supportive interactions
with SMEs, especially regarding tax education and simplified compliance.

7.2 Final Thoughts on SME Tax Challenges

The challenges SMEs face due to Tanzania's tax laws are substantial, but they are not
insurmountable. Taxation plays a crucial role in the country's economic development, but it
must be designed in a way that balances revenue generation with support for small
businesses. A progressive approach to taxation, where small businesses are taxed in proportion
to their earnings and resources, could lead to higher compliance rates and a more robust
economy.

Moreover, simplifying tax procedures and introducing digital solutions could help create a more
transparent and accessible tax environment, reducing the gap between the informal and
formal sectors. Many SMEs, especially in rural areas, still face challenges due to lack of access
to resources like internet connectivity or mobile banking, and these barriers need to be
addressed to make tax compliance more inclusive.

The government's focus should be on incentivizing growth in critical sectors such as agriculture,
manufacturing, and technology, which could stimulate job creation and increase the overall
formalization rate. As SMEs transition from the informal to the formal sector, they will contribute
more significantly to the country's GDP and tax base.

7.3 Call to Action for Policymakers

Based on the findings of this studly, it is clear that urgent tax reforms are necessary to create an
environment in which SMEs can thrive and contribute fully to Tanzania's economic growth. The
following actions are recommended:

1. Implement Simplified Taxation for SMEs: The government should introduce simplified
tax structures, with reduced rates and fewer compliance requirements for small
businesses. This will encourage more businesses to register formally, contributing to
higher tax revenue.

2. Introduce Tax Incentives for Startups and Growth-Oriented SMEs: Special tax
incentives, such as tax holidays and reduced tax rates for the first three years, should
be introduced for startups and SMEs in key sectors. This would ease their entry into the
formal economy and allow them to focus on business development.
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3. Enhance Training and Awareness on Tax Compliance: Policymakers must ensure that
tax education is accessible to all SMEs. Workshops, online resources, and training
sessions should be offered regularly by the Tanzania Revenue Authority (TRA) and
business support organizations.

4. Invest in Digital Solutions for Tax Filing: The Tanzanian government should invest in
digital tax solutions and mobile platforms to facilitate tax filing and payments for SMEs,
particularly those in rural areas. These tools can help reduce the burden of paperwork
and ensure timely compliance.

5. Facilitate Collaboration Between TRA and SMEs: TRA should adopt a cooperative
approach in its dealings with SMEs, offering assistance and guidance instead of focusing
primarily on penalties. This would improve trust between the tax authority and small
business owners, creating a more harmonious tax environment.

6. Streamline Tax Auditing Procedures: Tax audits should be conducted in a supportive
manner, where the focus is on educating SMEs about best practices in tax reporting
rather than just imposing penalties. Clear guidelines for audits should be communicated
in advance to help businesses prepare properly.

Taxation should not be a barrier to the growth of SMEs in Tanzania, but rather a tool to nurture
and support their development. By simplifying tax procedures, offering tax incentives, and
improving digital access to tax tools, Tanzania can ensure that SMEs are better equipped to
contribute to the economy.

Policymakers must prioritize reforms that make the tax system more inclusive, equitable, and
supportive of the businesses that are most likely to drive the country's long-term economic
growth. This will help Tanzania transition towards a more formalized economy, where SMEs
thrive and contribute to the country’s socioeconomic development.

#TaxBurdenOnSMEs, #SMEGrowthTanzania, #TaxReformsTZ, #BusinessEnvironmentTZ,
#EconomicGrowth, #TanzaniaEconomy, #SMEChallenges, #TaxLawlmpact, #PolicyReforms,
#SimplifyTaxation, #SupportSmallBusiness, #FormalizeSMEs, #SMEDevelopment,
#EaseTaxCompliance, #AmranBhuzohera, #EconomicResearch, #TaxLawAnalysis,
#SMEGrowthTanzania, #TaxReformsTZ, #BusinessEnvironmentTZ, #TanzaniaEconomy,
#DataDrivenlInsights, #PolicyReforms, #SupportSmallBusiness, #SimplifyTaxation,
#FormalizeSMEs, #SMEDevelopment, #EaseTaxCompliance, #ThoughtlLeadership,
#TICGLResearch
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