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ABSTRACT 

This paper analyzes the impact on income distribution and inequality in Tanzania from 

the changes to indirect tax policies using the standard static microsimulation model 

TAZMOD v1.8. The simulations model two indirect tax reforms involving changes to 

the excise duty and the VAT rate of alcoholic drink and tobacco products as well as 

changes to the National Health Insurance Fund employers and employees ' contributions. 

The first reform results have a positive impact on government tax revenue and a 

negative effect on distribution of income and poverty. The second reform results will 

have a positive impact on the consumption and income distribution of household. The 

results show that, despite an little increased on income distribution, poverty indicators 

have fallen. 
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CHAPTER ONE 

INTRODUCTION 

1.0 General Introduction 

The current economic crisis and increasing unemployment have once again placed in the 

spotlight the plea for a decrease of the employment tax wedge and an "alternative 

welfare government funding " (OECD, 2008). A significant problem in the discussion is 

that, although the arguments are based on theoretical financial foundations1, little is 

known about the concrete implications of policy proposals on the government budget 

and the level of social redistribution.  Indeed, one of the factors why so few of the 

reform suggestions eventually put into practice may be the absence of credible 

projections. The fundamental reason for omitting indirect taxes in conventional MSM 

modeling is practical: often the micro-level revenue datasets used in taxation, benefit 

microsimulation do not contain expenditure data that are sufficiently comprehensive to 

calculate indirect tax liabilities with adequate accuracy. To overcome this shortcoming, a 

distinct indirect tax could be designed microsimulation model to run on a budget study 

dataset or allocate data on spending to the revenue dataset underlying the current tax-

benefit model. We embraced the second approach in this document for two reasons. 

First, budget studies in many nations do not contain sufficient comprehensive data to 

allow a model of microsimulation such as EUROMOD to be used (Ahmad & Stern, 

1984). 

Tax revenue is critical to sustainable development as it is almost the only resource for 

poverty reduction, development, and delivery of public services, as well as increasing 
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the capacity, accountability, and responsiveness of the state to its citizens (OECD, 

2014). However, many sub-Saharan African nations are faced with challenges in raising 

tax revenue for public purposes, perhaps inferable from low per capita income, an 

economic basis for subsistence agriculture, ineffective tax systems, and customs 

administration and low taxation, and, of course, an automatic increase in tax revenue 

generated by a wider tax base that reduces the deficit or even creates a surplus (Nnyanzi, 

Babyenda, & Bbale, 2016). The rapid growth of emerging economies in the last decade 

has lifted hundreds of millions out of absolute poverty and reduced global income 

disparities (OECD, 2014). Lack of enough revenue to finance development projects and 

other social expenditures is a challenge to many developing countries.  

 

In Kenya's tax reform aimed at addressing inequality issues and creating a sustainable 

tax system that could generate adequate revenue for financing public expenditure, the 

country's tax modernization program aimed at achieving a tax system that was 

sustainable in the face of changing domestic and international conditions (World Bank 

Group, 2018). 

The policy has been shifted to relying more on indirect taxes than direct taxes. Taxes on 

consumption were seen as more conducive to investment and thus growth. In Kenya, 

taxation is also used for allocation and stabilization functions other than the 

redistribution function. According to Karingi et al. (2005), in the 1980s, when total tax 

revenue as a percentage of Gross Domestic Product (GDP) measuring the size of the 

economy averaged 19.7% to the current average of around 24% following continuous 
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reforms through the Tax Modernization Program (TMP) after 1994/95 to date, Kenya 

moved from a low tax yield country (World Bank Group, 2018). 

 

Tax reforms in Rwanda are relatively short from a sequential perspective, six distinct but 

short reform phases can be identified: first— institutional reforms and capacity building, 

corresponding to the period beginning with the establishment of the Rwanda Revenue 

Authority (RRA) in 1997 and the next three years: second — tax base expansion. 

Hallmark developments were introduced in this phase of the VAT in 2001: Third, the tax 

regime and administration are streamlined. This was accomplished by extending the 

RRA's mandate to cover non-tax income and rationalizing income tax rates respectively 

in 2003 and 2005: fourthly, by aligning the tax system with development policy 

priorities, by introducing a new income tax law, investment and export promotion 

legislation and tax code in 2005: Fifth – reinforcing the compliance enforcement regime 

by enacting Law No. 25 of 2005 to cover, among other measures, tax audits, appeals and 

evasion penalties : and introducing penalties for taxpayers who fail to comply with 

consumer tax provisions  (in 2006) : Sixth – harmonizing Rwanda's tax and 

administration regime with that of the EAC (2009 and 2010). In short, since 2001, the 

tax system in Rwanda has undergone several reforms  (Ayittey, 2017). The reforms were 

systematic and sequenced, however. More significantly, Rwanda has made significant 

progress in improving efficiency and modernizing the tax administration system through 

reforms. These results include highlights which are: The ongoing major initiative to 

expand the tax base by setting up the Small and Medium Taxpayers Office and starting 

to implement the block management system: the RRA's timely audit of refund claims. In 
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Rwanda, RRA also has the full mandate to administer the refunds, unlike some EAC 

countries (Report et al., 2015). 

 

The Ugandan tax system has been under review since its inception in the early 1990s 

mainly due to poor domestic incomes mobilization as a GDP percentage of public 

expenditure 4.2%-17% in 1987. Due to the above deficit, the government of Uganda 

decided to come up with major tax reforms to address the anomaly, the most significant 

of the reforms was the establishment of Uganda Revenue Authority, restructuring the tax 

system, recruiting and training new personnel (Kangave, 2005). The government of 

Uganda, in pursuit of further reforms, enacted the Income Tax Act into law in 1997, and 

introduced the Value Added Tax (VAT), restructuring Uganda Revenue Authority in 

making it more efficient and effective in 2005 and implementing a robust Integrated Tax 

system that fundamentally changed the way taxpayers register for tax register, file 

returns and pay taxes. However, Uganda's average tax-to-GDP ratio has stabilized at 

12.63% and it is considerably low compared to most of the countries in the Sub-Saharan 

region such as Kenya, Tanzania, Rwanda, and South Africa which have taken similar 

measures (Ncube, Anyanwu, & Hausken, 2014). 

 

Since 1995, Tanzania has made significant progress in economic reform and 

macroeconomic stabilization, leading to strong growth and low inflation as a trend in 

Tanzania’s growth performance and prospects and assessing the impact of growth on 

poverty  (Anonymous, 2013). It finds that growth has been increasingly driven by higher 

productivity factors and a continuation of recent policies should enable Tanzania to 
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grow more than 5 percent annually over the medium term. In addition, it finds that 

growth since 1995 has led to a significant decline in poverty and that prospects for 

achieving Tanzania’s income poverty reduction targets by 2015 (Treichel, 2005). 

 

Tax reform is the process of changing the way the government collects or manages 

taxes, reforming and modernizing government institutions has been a constant theme in 

both developed and developing economies over the past three decades (Odd Helge 

Fjeldstad, 2014).  Governments have faced a series of pressures, including the need to 

deliver services more efficiently and at a lower cost to citizens as expenditure budgets 

decline, the need to address shortcomings in traditional procedures and structures that 

have become too rigid to respond to the rapidly changing needs of the public and the 

challenges faced by governments in modern society and the pressure to adapt current 

practices in the business or private sector to public sector institutions (United Republic 

of Tanzania, 2016). 

 

Since the adoption of the World Bank IMF-supported Economic Recovery Program 

(ERP) in 1986, the Government of Tanzania has taken various policy reform measures, 

including trade and exchange rate reforms, reforms of the banking and financial sector, 

and reforms of agricultural marketing (O. H. Fjeldstad, 1995). It has also started a 

comprehensive process of tax reform. While there have been piecemeal reforms of 

specific taxes since the late 1960s, the government has appointed a "Commission of 

Enquiry into Public Revenues, Taxation and Expenditure" In October 1989, the central 

and local tax systems and their administration were studied and reviewed and 
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recommended (O. H. Fjeldstad, 1995). The Commission recommended reducing 

marginal tax rates on personal and corporate income, extending the tax base by 

eliminating exemptions and introducing more effective enforcement mechanisms, 

introducing measures to simplify the tax system and, more controversial, introducing a 

value-added tax. Secondly, the Economic Recovery Program (ERP) provides a broad 

policy outline, including consequently fiscal reforms, are at the heart of ongoing 

economic and political reforms (URT, 1991a: World Bank, 1994a and 1995b). Third, 

large scale tax avoidance, which reflects poor compliance, poor administrative capacity, 

and other institutional constraints, has a significant impact on tax reform design and 

implementation (Tanzi, 1991: Bird, 1992: and Shome and Tanzi 1993). Because 

Tanzania has much in common with other 10 income countries in these respects, 

particularly in sub-Saharan Africa, its experiences can provide valuable information on 

appropriate tax system design and reform. 

 

Also, Tanzania is among the developing countries which have adopted various tax 

reforms.  Among the major tax administration reforms was the introduction of the Large 

Taxpayers Department, after nine months of preparations, Tanzania introduced a Large 

Taxpayers Directorate on 1 October 2001, The government made the decision to form 

the large taxpayers in Tanzania in 2000. The  Directorate, which was later changed on to 

a full department the  Large Taxpayers  Department  (LTD), was formed as part of the 

reform strategies Tanzania Revenue  Authority  (TRA) embarked on with a view to 

improve and modernize tax administration in the country. 
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Despite the achievements of the Large Taxpayer Units (LTUs)  many African countries 

including  Tanzania still face persistent budget deficits arising from annual expenditures 

exceeding collected revenues, this led to continued dependency on internal and external 

borrowings from various donor communities. Currently, under the implementation of the 

National Five Year Development Plan (FYDP II) of 2016/17-2020/21, the aim of the 

government is to achieve economic growth and poverty reduction, through 

understanding the impact of different taxes on poverty reduction and income distribution 

by taking into account the objectives and challenges facing Tanzania tax system, among 

of the results associated with achieving these objectives, Plan will raise annual real GDP 

growth to 10% by 2021 (from 7.0% in 2015), per capita income to US$1,500 (from 

US$1,043 in 2014), and reduce the poverty rate to 16.7% from 28.2% in 2011/12. The 

plan also envisages a US$ 2.14 billion increase in FDI flows in 2014, Electricity 

generation increased from 1,501MW in 2015 to 4,915MW by 2020, and electricity 

connections increased to 60% of the population from 36% in 2015. On average, the 

manufacturing sector will grow by more than 10% per year, increasing its share of total 

exports from 24% in 2014/15 to 30% in 2020. A reduction of under-five mortality rates 

from 81 deaths per 1000 live births in 2014/15 to around 45 deaths per 1000 live births: 

maternal mortality decreased from 432 per 100,000 live births in 2014/15 to less than 

250 deaths by 2020/21 In addition, access to clean and safe water in rural areas 

improved from 72% in 2014/15 to 85% by 2020/21 and over 90% in urban areas. As a 

result, the national human development index will be improved from 0.52 (2014) to 0.57 

by 2021 (United Republic of Tanzania, 2016). 
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1.1 Statement of the Problem 

Over the years, the essence of the microsimulation analysis of tax benefit is still 

ambiguous in both theoretical considerations and empirical evidence. The majority of 

the studies address issues of direct taxes Moshi (2018) with the aims to determine the 

effect of direct taxes on income inequality and poverty despite having a vast literature on 

indirect tax benefit, the debate on tax benefit is still far from settled. Some of the current 

studies by Maskaeva et al… (2018) and Makame & Khatib Faki et al…(2015)explained 

about tax benefit (indirect tax) but cover few indirect taxes. The essential of the study is 

to examine the role played by indirect tax-benefit systems on poverty reduction in 

Tanzania using a micro-simulation model developed for Tanzania (TAZMOD) by 

applying a different reform analysis for the period 2000-2018. Whereby these indirect 

tax aims to generate high revenue with little discretionary effects and can be used to 

discourage the consumption of harmful goods like cigarettes and alcohol, thus they 

reduce health expenditure burden to both individuals and the government. 

 

1.2 Objectives of the Study  

The general objectives of the study was to analyses the microsimulation of indirect tax 

(excise tax) benefit systems on poverty reduction in Tanzania using micro-simulation 

modeling. 

 

1.2.1 Specific objectives 

Specifically, the study aim to: 

I. Determine the impact of indirect tax benefit on poverty reduction 
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II.  Determine the impact of indirect tax benefit on income  inequality  

III. Determine of the household long run transmission of indirect tax benefit 

1.3 Research Questions  

The study will seek to answer the following questions: 

I. Do indirect tax benefits have an impact on the income of poor households?   

II. How are the fiscal and social shocks transmitted to the poor households 

 

1.4 Significance of the Study 

The study will ensure a policymaker about the consequences of poverty alleviation and 

income distribution in Tanzania mainland and will be provided with fruitful results from 

this study which will be very helpful in policy planning and decision making. The 

established link between indirect tax and income distribution and poverty reduction in 

Tanzania will also create significant useful awareness to the tax practitioners. 

 

1.5 Organization of the Study 

This study has been organized with six chapters. Chapter one presents the background of 

the problem, statement of the problem, research objectives, hypothesis and the 

significance of the study. Chapter two provides the theoretical and empirical literature 

review and identified the research gap. Chapter three presents the research methodology 

consisting of the theoretical framework, data and their sources, and econometric 

procedures for time series data processing. Tanzania’s tax reform data for 2011-2012 

was be used.   
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CHAPTER TWO 

LITERATURE REVIEW 

2.0 Introduction 

This chapter displays the literature review, elaborates terms and concepts used in the 

study and how these concepts have been defined from various author’s percent of view. 

The goal of this literature review was to find out what scholars have said indirect tax 

benefits so that to establish a gap of knowledge that led a researcher to the field. The 

chapter is divided into the conceptual definitions of terms related to taxations, theoretical 

base of the research, empirical analysis, and conceptual framework.  

 

2.1 Conceptual Definitions: 

2.1.0 Tax  

(Cox, Ross, & Rubinstein, 1979) defines tax as an important source of public revenue, 

which is considered as the compulsory contribution imposed on the individuals to meet 

the expenses, which are incurred for a common cause. 

  

2.1.1 Direct taxation 

Income taxes are levied on wages and salary incomes, business incomes, and capital 

incomes. The major contributors to income tax in Tanzania are Personal Income Tax 

(PIT) and Corporate Income Tax (CIT). In total these account for around 82 percent of 

total taxes on income (TRA 2014). There are three key categories of PIT, namely 

presumptive income taxes, PIT for account cases and the Pay As You Earn (PAYE). The 
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PAYE is essentially not a tax in itself but rather a method of collecting the PIT for wage 

income earners. Leaving aside PAYE, both individual and corporate income taxes are 

believed to be prone to tax evasion by a wide range of Tanzanian population. Most 

individual businesses and self-employment earning individuals in Tanzania do not keep 

books of accounts, which makes it challenging for tax authorities to make an assessment 

of their income for tax purposes. .  

PAYE is a method of collecting the PIT for salary and wage income earners. It applies a 

withholding tax approach to taxable incomes of employees. Under this system, an 

employer is required by law to deduct income tax from an employee’s taxable salary or 

wages for details. Income tax rates are different in Zanzibar from those in Tanzania 

mainland.   

Presumptive tax is applied to resident individuals with businesses that have an annual 

turnover of less than TZS 20 million. Individuals with an annual turnover above this 

threshold pay personal income tax for individuals who prepare audited accounts and are 

taxed on their profits.  

Capital gains tax is charged from the realization of interest in land or buildings.  

The Skills Development Levy (SDL) is collected by TRA under the Vocational 

Education Training Act and Income Tax Act. SDL is payable by an employer who has 

four or more employees, with certain exceptions. In general everything chargeable under 

PAYE is also taken into account when calculating SDL, and it is calculated as 5 percent 

of the total emoluments paid to all employees during the month. 
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2.1.2 Indirect taxation 

Indirect Taxes are taxes based on consumption. Examples of such taxes are import duty, 

excise duty and Value Added Tax (VAT). By definition, the legal incidence of the tax 

falls on the trader who acts as a collection agent of the Government, while the effective 

incidence falls on the final consumer of goods or services that eventually pays the tax. 

Whereby these two can be shown in the table below how they contribute to revenue 

generation in Tanzania. 
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Table 1: Contribution of Direct and Indirect Tax in Revenue Generation in 

Tanzania

 

 

2.1.3 Taxation system in Tanzania 

(Devos & Devos, 2014) defines the taxation system as a system of raising money by 

taxes. A system of taxation has the following benefits when imposed within the country: 

to maintain economic stability, to equalize the distribution of income, to minimize the 
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consumption of harmful materials in a country and to increase the rate of economic 

growth (Lipsey, 1986, pp. 478- 9). Normally, the tax system is made up of tax policy 

(that provides the base and guide on which government may impose tax), tax laws (that 

give a mandate to the government to impose and collect taxes from taxpayers) and tax 

administration (for implementation directives and control tax collections-TRA/ZRB)  

The tax regime in Tanzania consists of a number of direct and indirect taxes including 

income tax, Value Added Tax, import duty, excise duty, and stamp duty. There are also 

taxes levied at the local government level. All central government taxes are administered 

by the Tanzania Revenue Authority (TRA). 

The authority has three tax departments (Domestic Revenue, Customs and Excise, and 

Large Taxpayers (in respect of all taxes). TRA is headed by a Commissioner-General in 

charge of tax collection and day to day administration. The Ministry of Finance oversees 

the tax policy. Generally, Tanzania uses the self-assessment approach with a 

requirement to file a tax return at the end of the year. The tax payment is on a quarterly 

basis. Withholding tax arrangement applies to individuals deriving income solely from 

employment (PAYE) and also to non-resident taxpayers with Tanzania source income. 

The VAT is accounted for monthly. Here are some of the taxes administered under the 

taxation system in Tanzania 

 

2.1.3.1 Changes in tax policies  

Following independence, Tanzania depended on unified policies and an administrative 

system jointly run by the founding member nations of the EAC. Nevertheless, in the 

http://tra.go.tz/
https://www.tra.go.tz/images/management.pdf
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early 1970s, a decision was made to ―place the responsibility of income tax in the 

manpower of each national government‖ (Figari, Paulus, & Sutherland, 2015). 

Thenceforth, the government enacted the Income Tax Act of 1973 and expanded the 

base of the sales tax (first introduced in 1969) ―to indemnify for the abolishment of the 

excise tax‖ (Brent, 2002).Thereafter, various surveys were undertaken in the 1980s, 

which advocated that the tax system be simplified and rationalized – leading to the 

abolition of export taxes and income tax rate changes9. The key tax policy changes, 

nevertheless, did not take home until the succeeding two decades as elaborated to a 

lower place.  

  

2.1.3.2  Key changes to tax policy in the 1990s  

In that location were two key modifications to the tax system from 1991 onwards that 

were informed by the testimonials of the Presidential Commission on Taxation and 

Expenditure (1989-1991)). First, in 1992 GoT simplified the customs tariff structure to 

five rates from over 50 in 1986, in anticipation that there would be a decline in evasion 

(Morrissey, 1995). Second, in 1998, the GoT modernizes its tax system by presenting 

the VAT which replaced ―the highly geostationary sales tax…, the hotel levies, and 

reception-based stamp duty‖ . Two VAT rates were applicable to a standard rate of 19% 

and 20%. In summation, in that respect are several VAT exempt supplies including for 

example food, crops, and livestock: health services: pesticides and plant foods, 

education materials: transport services (Osoro & Leuthold, 1994).  
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In addition, from 1990, to enhance workers'‟ take-home pay which ―had been declining 

throughout the decade‖, GoT reduced the top personal income tax rate from 40% to 30% 

(Osoro & Leuthold, 1994). It also cuts the top marginal corporate tax rate to 30% from 

35%. It is likewise noteworthy that in 1996, the Ministry of Finance established a Task 

Force on Tax Reform. The Task Force comprising stakeholders from government, 

societies, the private sector, research establishments, and civil order, provides thoughts 

on taxation policy. The Task Force‟s recommendations are reviewed by a Think Tank 

for Tax Reform, chaired by the Minister of Finance. 

 

2.1.3.3 Major tax policies from 2000 to 2008  

In the period 2000-2008, GoT introduced policy changes to the VAT regime as follows:  

  To raise revenue, in 2003/04, an amendment was made to the VAT regime to 

exclude from zero-rating almost all services provided to businesses/ consumers 

overseas12:  

 To reduce the compliance costs, regulatory burdens and red tape for small size 

enterprises, in 2004/05, the government increased the VAT registration threshold 

from an annual taxable turnover of TShs 20 million to toss 40 million:  

 To reduce transit costs and enable the public railway system to meet its regular 

maintenance needs, in 2005/06 GoT exempted locomotives, rolling stock, spare 

components, and accessories from VAT. The regime also granted relief to 

operators who were hurting from rising fuel costs by exempting Jet-A1 aviation 

fuel from VAT:  
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  To make them more affordable to the taxpayer, in 2006/07 government 

abolished VAT on oil products. It also cuts the time limit for lodging VAT 

refund claims from five to three years:  

 To prevent exploration companies from incurring significant cash flow costs, in 

2007/08 the government extended VAT special relief to cover entities involved 

in prospecting and exploration for oil and gasoline.  

 

With respect to income taxes, in 2004, as a means of widening the tax base, GoT 

promulgated a new Income Tax Act. Some of the major changes incorporated in the Act 

were also informed by the1989-91 Presidential Commission‟s recommendations, and 

included: the introduction of self-assessment: significant anti-avoidance measures: 

measures to match accounting and tax profits:  

The new Act also provides for an upward adjustment of the presumptive tax applying to 

resident individuals with an annual business turnover not exceeding TShs 20 million 

from 1.1% (on turnover up to TShs 3 million) to 3.3% (on turnover from TShs 14 

million to TShs 20 million). More recently, GoT has made various amendments to the 

Income Tax Act, including in 

 2005/06, to encourage companies to broaden their public ownership, the 

government introduced a concessionary corporate tax rate of 25% (compared to 

the standard 30%) to apply for the first three years to companies that are newly 

listed on the door as Salaam stock exchange14:  
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 2006/07, the government reduced the marginal personal income tax rate for the 

lowest tax band from 18.5% to 15%.  

Changes in customs policies and administration have been driven by the East African 

Community Customs Management Act of 2004, which underpins the establishment of 

common external tariffs (CETs) and the elimination of internal tariffs. It also brought 

about the: harmonization of customs, principles, and procedures: and removal of 

suspended duty. 

Excise duties are regulated under the Excise (Management and Tariff) Act. In Tanzania 

apart from the traditional excisable goods [alcohol, tobacco and petroleum products,] 

soft drinks and motor vehicles are excusable for revenue generation purposes‖15. In 

addition, the government charges excise duty on mobile airtime. Excise duty rates are 

subject to regular increases, for example, to adjust for inflation. 

 

2.1.4 The Tax Structure 

Taxes of the central government include direct and indirect taxes. Direct taxes account 

for 30% of total tax revenue appropriately, while indirect taxes account for 70% of total 

tax revenue appropriately. Direct taxes include personal income tax (PIT), corporate 

income tax (CIT) and corporate, capital and investment income tax withholding. Indirect 

taxes include taxes on international trade and domestic goods and services, namely 

value-added tax, excises, and import duties, Tanzania's tax base and tax rate structure, 

with a view to establishing a fair, simple, fair, efficient and tax-friendly tax system for 

investors (Ncube et al., 2014). 
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2.2 Theoretical Literature Review 

2.2.1 Optimal Tax Theory 

Standard optimal tax theory suggests that a tax system should be chosen to maximize a 

social welfare function subject to a set of constraints, while optimal tax literature 

typically treats the social planner as a utilitarian: that is, the social welfare function is 

based on individuals ' services in society (Mankiw, Weinzierl, & Yagan, 2009). This 

literature uses a social welfare function which is a nonlinear function of individual 

utilities in its most general analyses. 

 

The next step is to specify the constraints that the social planner faces when setting up a 

tax system after determining objective function taxation. Stiglitz (2015) suggested one 

line of attack in a major early contribution: assuming that the planner must raise a 

certain amount of tax revenue only by taxing commodities, Ramsey showed that such 

taxes should be imposed in inverse proportion to the elasticity of the representative 

consumer's demand for the good, so that commodities experiencing inelastic demand are 

taxed more heavily.  

 

2.2.2 Public Health Approach  

The approach considers taxation as a way of dealing with social problems caused by 

tobacco and alcohol consumption, as Greek (1989) notes in relation to tobacco and 

alcohol taxes limit the harm caused by tobacco and alcohol consumption per person. 

The main objective of taxing the content of public health policy in order to reduce the co

nsumption of harmful products in order to save users and non-users (Bird, 2015). 
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2.2.3 Economic Approach  

From Smith (1776) ―Alcoholic beverage and tobacco are commodities which are 

nowhere necessaries of life, which become objects of almost universal consumption, 

therefore extremely proper subjects of taxation‖. 

 

 Also Smith, (2011) as regards alcoholic beverage, the nation's wealth suggests that the 

"economic" approach provides the policy guide. The economic approach differs from the 

approach to public health in that the approach to health takes less account of the social 

costs of alcohol and tobacco based on the externalities of society in general and not on 

the total social costs, including those imposed on direct users, if are smoke or drink or 

used both will suffer more or dies scorer than other whom would have done otherwise 

due to the facts these drugs are subjected into lung cancer, drunken driving cause 

accident which might result to death. There is a broad economic approach that focuses 

on both the equity and administrative aspects of tobacco and alcohol taxes to the relative 

efficiency of such taxes in raising government revenue. Since economists are also 

human tend to consider and try to improve the lives of others. There is large say about 

―ration addition‖, the interplay between psychological and economic factors leading to 

addiction and consequences, discussed here (WHO, 2017). 

 

2.2.4 Political Approach 

Economic calculations, however, are important reasons why tobacco and alcohol taxes 

are always attractive to policymakers as a relatively acceptable way of mobilizing 
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income, depending on the consumption of these goods, the image of reality makes it 

easier to sell taxes to the public than other taxes such as general income and other taxes 

that most people seem to accept alcohol and tobacco consumption, creating real social 

costs that justify relatively heavy taxation of the product. (Brezis & Marans, 2010). 

Additional taxes on alcoholic beverage and tobacco may be presented not only as an 

increase in revenue but also as a 'bad' tax, connecting socially inappropriate 

consumption decisions and compensating society for some of the costs resulting from 

the unwise consumption of these products (Blecher, 2015). 

 

2.3 Empirical Literature Review 

2.3.1 Indirect tax benefit on alcoholic beverage 

An alcohol excise taxes increase suggest similar action to tobacco taxes, and for the 

same reasons as well. This procedure is probably going to improve the public health and 

social situation in the country. As indicated by the WHO report, 59% of individuals of 

15 years of age and above consume alcohol drinks in Africa. As the price increase policy 

has been proved to be effective in the counter tobacco worldwide program, a similar 

methodology could be used in reducing the consumption of alcoholic drinks. 

Economically excise taxation is the most convenient way to increase the price and raise 

the Governmental revenue. Alcohol beverage and tobacco cost can be directed to social 

and health sector issues (World Health Organization, 2011). 

 

Overall investigations of studies have been assessed while looking through the 

connection between taxation and alcohol consumption. These studies found to have 
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mixed outcomes. For example, the study was done by Sopek (2013) in European Union 

nations found that taxation on alcoholic beverages has various social-economic 

implications. The explanation for excise duty imposition on alcohol in most of the 

European countries is raising the government revenue. The nations that apply the highest 

excise taxes on alcoholic beverages are Ireland, the United Kingdom, Sweden, and 

Finland.  

 

Stevens et al., (2017)  analyze the reasons for the high consumption of alcohol which in 

Poland results in death and morbidity. In addition, consumption of alcohol led to the 

development of many non-communicable preventive conditions, such as cancer and 

neuropsychiatric disorders. The rate of car accidents was also increased. The results 

show that the main reason for the country's high alcohol consumption is affordable 

prices for alcoholic beverages and alcohol accessibility. In this way, raising the price of 

alcohol beverages by raising excise duty would have decreased its consumption.  

Also, a study done by Richard M. Winged (2015) it indicates a positive impact on 

improved health and government revenue for tobacco and alcohol excise taxes. 

Assessing alcohol or tobacco tax revenue may play a large role in achieving public 

health targets by increasing excise duty. The rate of interest and consumption of alcohol 

and tobacco products will naturally decrease. Moreover, the tax income from alcohol 

and tobacco could solve public health problems by providing funds for the funding of its 

costs.. 
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2.3.2 Indirect tax benefit on tobacco products 

Empirical evidence analyzed by Kidane, Mduma, Naho, Ngeh, & Hu, (2015) reflects the 

impact of the excise duty hike on cigarettes on households’ consumption and 

government revenue. Study analyzed the fact that the prevalence of smoking was 

15.95% and 1.33 cigarettes per day per household use, which means 24.27 packs per 

year before the excise duty was raised. The study found that Tanzanian cigarettes have a 

share in the total revenue from taxes of 37.54 billion shillings, while the total 

consumption of cigarettes is 80.8 million shillings per year. According to post-tax 

figures, the prevalence of cigarettes per copy is reduced to 15,73% per year and is 

decreased to 20,06 packs per year to 3,28,000,000 of adult smokers across the country. 

Furthermore, total annual consumption reduced to 65.8 million packs per year, and tax 

revenue increase to 38.91 billion Tanzanian shillings. 

 

2.4 Overview Of Health Care Scheme In Tanzania 

The other system, social health insurance benefit (SHIB). Provided to NSSF member 

access to a limited member of health care facilities and other, Tiba Kwa Kadi (TIKA) it 

is more common as the equivalent of urban Community Health Fund (CHF) and similar 

design which intended mainly for urban area and membership to this scheme will be on 

household as well as socio-economic groupings (Dutta, 2015). The Community Health 

Fund (CHF) membership varies is not fixed depending where household settle where it 

can vary from 3000-20000 per household, NHIF and CHF have been designed to target 

different group which most of the household access health care service through them, in 

table 2 below show different health system provided in Tanzania. 



 

24 

 

Table 2: Health Insurance Schemes in Tanzania  

 

National Health 

Insurance Fund 

(NHIF) 

Community 

Health 

Fund 

(CHF)/ 

Tiba Kwa 

Kadi 

(TIKA) 

National 

Social 

Security 

Fund - 

Social 

Health 

Insurance 

Benefits 

(NSSF-

SHIB) 

Private 

Health 

Insurance 

(PHI) 

Community

-Based 

Health 

Insurance 

(CBHI) 

Coverage 6,60% 7,30% 0,12% 1,02% 1% 

Beneficiarie

s 

Civil servants 

(+private) 

The 

informal 

sector, low-

income 

The 

formal 

sector, 

semi-

formal 

sector 

Private 

market 

The 

informal 

sector, low-

income 

Enrolment Mandatory Voluntary Voluntary Voluntary Voluntary 

Collection Payroll 

Remit at 

facility Payroll 

Remit to 

PHI 

Remit to 

CBHI 
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Premium 

6% of salary, 

shared equally by 

employer and 

employee 

TZS 5,000-

20,000 per 

year, 

matched by 

Governmen

t 

Part of 

20% of 

salary 

contribute

d per 

month 

TZS 

300,000 

to 

950,000 

per year 

TZS 30,000 

to 40,000 

per year 

Benefits 

Inpatient+outpatie

nt at the accredited 

health facility 

Primary 

health and 

limited 

hospital 

care 

Similar to 

NHIF Full range 

Primary 

health and 

limited 

hospital 

care 

Provider 

payment Fee for service Capitation Capitation 

Fee for 

service Capitation 

Regulator 

Social Security 

Regulation 

Authority (SSRA) SSRA SSRA 

Tanzania 

Insurance 

Regulator

y 

Authority 

(TIRA) 

Unregulate

d 

Source: Data adapted from Dutta, (2015) 

 

2.6 Contributory Benefits  

Compulsory or optional and supplementary social insurance programs are in operation in 

Tanzania.  Social insurance systems have been extended and reformed over the years in 
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Tanzania, which began in the British colonial rule. Among workers in different 

economic fields, a number of pieces of legislation in social insurance have been enacted: 

Government Employees Provident Fund (GEPF), as established under GEPF CAP 51 of 

1942 (RE 2002)7: National Social Security Fund (NSSF) established under the PPS Act 

No. 14 of 1978, as amended in the form of Act No. 25 of 2001, CAP 372 (RE 2002):The 

Public Service Pensions Fund (PSPF) established under the PSPF Act No.2 of 1999, 

CAP 371: the Local Authority Pensions Fund (LAPF) established under the LAPF Act 

No. 9 of 2006, CAP 4079: and the National Health Insurance Fund (NHIF) established 

under the NHIF Act No.8 of 1999, CAP 395. The various laws have resulted in multiple 

structures of identical, conflicting roles and divided membership. All this has been 

harmonized through the enactment of the Social Security Regulation (SSR) Act in 2008. 

 

2.7 Non-Contributory 

A Productive Social Safety Net (PSSN) is developed by the Tanzania Social Action 

Fund (TASAF). The PSSN contributes to the government-wide goal of rising incomes 

and opportunities for poor households and enhancing consumption. In this background, 

it is possible to summarize the government's expected results from this strategy: 

 vulnerable population protected from severest consequences of poverty  

 vulnerable population better able to support itself through enhanced and 

diversified livelihoods:  

 access to an enabling environment enhanced, including access to key services in 

targeted communities.  
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The PSSN programme will achieve its objectives through the following sets of actions:  

 Establishment of a national safety net incorporating transfers linked to 

participation in public works and adherence to co-responsibilities.  

 Support for community-driven interventions that enhance livelihoods and 

increase incomes (through community savings and investments as well as 

specific livelihood enhancing seed grants to facilitate asset building).  

 Targeted infrastructure development (education, health, and water) to enable 

service poor communities to realize the objectives of the safety net.  

 Capacity building to ensure adequate programme implementation by the 

community, local government authorities, regional and national levels.  

PSSN activities concentrate on poor households which are described as households that 

can not afford basic minimum living costs in a certain society. PSSN activities It 

includes people who are unable to provide a single meal every day or those who have no 

cash/people living below the poverty line, actually 28.2% of the population (URT, 

2013). TZS1,216 a day, much below USD1, is the medium test number. Such 

households benefit from a mix of unconditional and contingent cash transfers, cash 

transfer by labor-intensive public work and advice and investment aid. 

 

PSSN's core operations are a community-based cash transfer system that has already 

begun in the form of a pilot program. Although only three districts have been included in 

the pilot program, the goal under PSSN is to include the whole population of the 

country. A number of economic and infrastructure development programs targeting the 
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same households will further supplement the cash transfer arrangements. Poor and 

vulnerable families in project area authorities (PAAs) and communities most impacted 

by violence are the primary beneficiaries of the initiative(The United Republic of 

Tanzania Ministry of Finance and Economic Affairs, 2009). In addition to the direct 

beneficiaries, households living in the selected villages benefit from the creation of 

community assets under the labor-intensive public works component of the programme.  

In 2010, in three districts (Bagamoyo, Chamwino, and Kibaha), Tanzania's government 

implemented a pilot programme, chosen in part for its deprivation compared to others in 

Tanzania. The cash transfer provides two advantages. For each household, the first is a 

simple cash transferral to all qualifying registered houses and for other households with 

children a variable contingent cash transfer to enable households to invest in their 

children's human capital. For households with children, the parameter conditional cash 

transfer is subject to compliance of participants with health and education conditions At 

the outset, the goal was to see whether the system could boost the results for the 

disadvantaged in the way services function systematically in other contexts by using a 

template that relied heavily on communities to target beneficiaries and provide 

payments. Poor families have been given benefits based on the number of vulnerable 

(age 0-15) children and older (age 60 +). Each second month, or six times a year, 

payments were made. Locally-elected community management boards are tracking and 

penalizing participating households for not meeting the requirements (MKUKUTA 

Secretariat, 2010). 



 

29 

 

2.8 Social Assistance 

The Tanzania Social Action Fund (TASAF) is responsible for implement the productive 

Social Safety Net (PISN) the program contribute to achieve the overall government 

objective for enabling poor households to increase income opportunities while 

improving consumption, which certain two community cash transfer which transfer cash 

to low income household below poverty line the other is public work which is the top-up 

cash transfer to low-income household with children, conditional on compliance with 

requirement to education and health behavior. 

 

Habibov & Fan, (2006) in their study of social support and poverty and inequality 

challenges in Azerbaijan, provide evidence about social assistance decrease poverty and 

inequality, likewise the challenges of facing weak economy of developing countries 

leads to inadequate finance allocation to these programs, which lead to small benefits to 

the poor which does not significantly decrease the existing poverty and inequality. 

 

2.9 Poverty and Concerns of the Income Distribution  

Tanzania as among of other African countries have a tendency of implement number of 

policy in order to reduce poverty, like Structural Adjustment Programmes and Economic 

Reforms: Economic Reforms 1995-2005: Economic Policy and Development: 1960-

1967: Economic Policy and Development: 1960-1967. Macroeconomic indicators in 

Tanzania have significantly improved due to implemented social-economic reforms such 

as the growth of Gross Domestic Product (GDP) from 5.2% in 2004 to 7% in 2017, 

reduction of the inflation rate from 30% in 2005 to 4.4% in the year 2016 ((URT), 
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1998).  As an achievement, the poverty level has been decreased, although it still 

remains high (National Bureau of Statistics, 2013) 

 

2.10 Income Inequality 

In Tanzania, in terms of consumption, inequality is measured, not income. In table 3 

from the analysis of the TAZMOD output data for the same 2012 time-point yields a 

Gini coefficient of 0.70 this is measured with reference to income, not consumption. 

Although it is to be expected that an income-based measure of inequality would be 

higher than a consumption-based measure, it is likely that the income data still contains 

implausibly high incomes that will drive the Gini upwards (Decoster, Pirttilä, 

Sutherland, & Wright, 2019). 

Table 3: Income Inequality in Tanzania 

 
                               2012(A)                                 2012(B) 

Gini  0.70 0.34 

Source:Column A:Tazmod version 1.0, using income data. Column B:NBS(2013:6) 

 

2.11 Conceptual Framework 

The conceptual framework refers to the visual presentation that shows the link between 

the independent variable and the dependent variable (outcome). From my study overall 

objective is to look at the effects of indirect tax benefit on income distribution and 

poverty reduction, where it can represent as figure1 below 
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Figure 1: Conceptual Framework 

Source: Researcher's own construction, 2019 
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CHAPTER THREE 

METHODOLOGY 

3.0 Introduction 

The study uses a static microsimulation model for Tanzania  TAZMOD (UNUWIDER, 

2007) to simulate the effect of indirect tax-benefit on poverty and income distribution. 

TAZMOD is based on EUROMOD software, concepts and variables are implemented in 

a comparable manner based on the SOUTHMOD modeling conventions to provide an 

overview of EUROMOD's status in European nations (Decoster et al., 2019). TAZMOD 

collects income taxes, social security contributions, turnover taxes, VAT and excise 

taxes, other taxes and benefits to the extent that the underlying data permits. The 

TAZMOD model uses Tanzania mainland's 2011/12 Household Budget Survey (NBS, 

2014) based on probabilistic sampling. TAZMOD is based in 10,186 households on 

46,593 people. Policies which simulated are for the year 2012, 2015, 2016, 2017 and 

2018 based on updating household-level data from year 2011/2012(Wright, Leyaro, 

Kisanga, & Byaruhanga, 2019). 

 

In estimating and suggesting inequality and wealth distribution over income, 

consumption is used, which is under-reported and can impact perceptions in the 

Household Budget Survey. In addition, consumption is considered as a better measure of 

poverty than income in Tanzania's economy, in which most homes consume their own 

products(Habibov & Fan, 2006). The scale of this study is similar to studies in Tanzania 

on poverty and income distribution. This analysis uses the tax-benefit calculation rules 
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for the 2017 tax calculation system and upgrades are applied for the 2017 policy year to 

update the income components. 

 

3.1 Study Area and Targeted Population  

Tanzania Mainland has a total area of 942,800 sq. km of which 881,300 sq. km are land 

area and 61,500 sq. km are inland water, a distinctive feature of Tanzania Mainland is 

the rift valley whose form is marked in many places by long, narrow and deep 

depressions often filled with lakes (National Bureau of Statistics, 2013). The Great Rift 

Valley runs from near Zambezi River in Zimbabwe Northward through Tanzania, 

Kenya, Ethiopia and across the Red Sea to Israel. Lake Tanganyika lies in the western 

rift which continues northwards through Lake Kivu.   

In August 2012, the United Republic of Tanzania conducted a population and housing 

census with reference date is the night of August 25/26: 2012. Where census was the 

seventh population and housing census carried out in the country and the fifth during the 

post-independence period(National Bureau of Statistics (NBS) & Office of Chief 

Government Statistician (OCGS), 2013). The other censuses were carried out in 1948, 

1957, 1967, 1978, 1988 and 2002.  

The 2012 Population and Housing Census was carried out using the de-facto system of 

enumeration whereby all persons who spent the census night (the reference date) in the 

country were enumerated irrespective of whether they were normal residents or not. 

Once enumerated they were allocated to the place of enumeration.  
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Two types of interview questionnaires were used in the 2012 Census. The short 

questionnaire was used for collecting information on the limited scope for the entire 

population of the country. The long questionnaire, which was administered to a sample 

of the total population, sought more detailed information concerning each individual and 

household. Both questionnaires used structured and pre-coded questions. Data capture 

was carried out using OMR technology(URT, 2013). 
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Table 4: 2002 And 2012 Population and Housing Censuses Summary of Findings in 

Tanzania 
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Table 5: Population and Housing Census: Population Sex and Density by Region in 

Tanzania 
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3.2 Data Collection Method 

The analysis would collect tax information using secondary data. The HBS data for the 

2011-12 project is directly collected from the Tanzania NBS and are available on the 

NBS web site as well. The survey was carried out in Swahili due to the facts it’s a 

national language which provide better understanding in the interation in answering 

questions and to provide with accurate information from individuals whereby it’s also 

detailed technical document is available in English. There are two database dictionaries, 

one with the data and another with the NBS (URT, 2013). The first primarily includes 

information on household spending variables alone and, sadly, the column for these 

variables is incomplete. The latter lists all files with variables and codes without any 

explicative text. It can, therefore, be difficult to navigate the numerous data files, 

although the variables are well labeled in English.  

The data files contain weights. Sampling weights were defined as the inverse of each 

household’s selection probability, taking into account the selection of the PSU and 

stratification within the PSU. The weighting process also corrected for non-response. 

The weights were adjusted using the 2012 Population and Housing Census so that the 

sum of individuals by area was equal to its population for 2012 (National Bureau of 

Statistics (NBS) & Office of Chief Government Statistician (OCGS), 2013).  NBS stated 

that the imputation of missing values is not performed and that no derived variables are 

also available.   

A household roster doesn't seem to exist. Nevertheless, it is also possible to deduce such 

associations within the household and to establish the link with the head and biological 
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father /mother (including ID numbers). Others may need to be calculated using a number 

of rules to classify relationships that are most probable (URT, 2013). 

  

3.3 Data Source  

The household budget survey 2011/2012 will be the source of the results. Cross-

Sectional analysis is HBS 2011-12. A representative household sample was 

administered. The study was based on the 2002 census of population and housing. To 

make projections representative of the population, sampling weights were used. This 

survey was carried out using a stratified two-stage sample model. At the start, 400 

enumeration areas of 52,375 (in national terms), with a likelihood that was comparable 

to the size within each stratum, have been systematically selected as primary sample 

units. The size calculation of the sampling frame for the 2002 census was the total 

number of houses found(National Bureau of Statistics, 2013). 

In the second stage, households have been selected from the sample list of Enumeration 

Area (EA) and a new list of households has been drawn up just before data collection 

has been made. The experimental units composed of 15 single households and 

individuals. The initial sample of 10.400 households, 9.788 households were surveyed 

and the response rate of 94,1% was selected as a systematic sample of 26 households in 

each EA (and a reserve of four random households). In the reserves of households for 

each EA original samples that could not be interviewed were substituted. A generic 

approach was taken to replace all non-examinations (either refusal or respondent not at 

home).15 In total 10,186 households were successfully interviewed, comprising 46,593 

individuals. The HBS 2011-12 is representative below the national level, but only at the 
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domain level (National Bureau of Statistics (NBS) & Office of Chief Government 

Statistician (OCGS), 2013). 

The head of the family is known by the household as the person holding the decision-

making role and managing the wellbeing of the household.18 According to technical 

study 19, children should be taken in households if the head of the child is not less than 

10 years. An analysis of the data shows that nine of the 10,186 heads of households (< 

0.1 percent) are under 18 years of age and the youngest is 14(URT, 2013). 

 

3.4 Data Analysis 

TAZMOD software was used in this study. They provides the simulation indirect tax 

benefit of analysis and the Gini coefficient will give us income inequality. 

 

3.5 Data Measurements 

TAZMOD software, The study uses the static microsimulation model for Tanzania 

TAZMOD v.1.8 to simulate the impact of indirect tax benefits on poverty and income 

distribution 

 

3.5.2 Gini Coefficient 

The Gini coefficient is also referred to as the Gini index, a measure of statistical 

dispersion intended to represent population income distribution, developed by the Italian 

statistician and sociologist Corrado Gin(Gini, 1912). its usually corresponding with plot 

of wealth which have been introduced by Max Lorenz in 1905, Gini coefficient 
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measures the degree of income equality in a population, whereby perfect equality can 

vary from 0 to 1 as perfect inequality (Lee, Schechtman, & Shraibman, 2009).  

Mathematically can be represented as follow 

                                    

Where 

   -is in the come of person i 

  -persons 

 G-Gini coefficient 

 

3.6 Reliability, Validity and Ethical Considerations 

3.6.1 Reliability 

Since any study is subjected to different sources of errors, validity assessment is 

essential for any research. Reliability is the statistical measure of how well the research 

tool or measurement produces consistent, replicable, stable and accurate results over 

time when subjected to identical situations under different circumstances (Saris & 

Revilla,2016). 

It measures how the assessment tool is perfect and thus produces consistent results over t

ime, any measurement will be called reliable if it produces stable results over time when 

exposed to the same conditions, the reliability of this study will be assessed by  

Tazmod where the same data acquired will be subject to separate policies to generate sep

arate results 
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3.6.2 Validity 

Validity often questions whether the measured variables represent the required interest 

concept. The study's validity includes two main parts: credibility and credibility 

measures for internal validity whether the results of the study are credible on the basis of 

the approach, data recording, and assessment used during the sampling stage (Mohajan, 

2017). 

The research ensures inner as well as external validity through the selection of methodol

ogies, random sampling and the use of an adequate sample size, which is representative 

of the real population, thus allowing other interested populations to generalize outcomes 
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CHAPTER FOUR 

RESULTS 

4.1 Introduction 

The results of the research are summarized in this section. The study of microsimulation 

focuses on statistical projections of the impacts of certain tax and social security 

payment changes on household incomes. The study divides into three parts: the 

budgetary influence, the household income disparity effect and the effect of poverty to 

understand and map the ways in which certain indirect taxes such as excise duty and 

VAT rates on alcohol and tobacco products and contributions paid by employees and 

employers to the NHIF affect households and poverty. 

In order to illustrate the types of results and analysis that can be provided, two 

hypothetical policy reforms are considered: 

Reform1: Tanzania government annually tends to increase the price of alcoholic 

beverages, cigarettes, and tobacco product. Where in this  first reform the excise duty 

increases by 10%. The default VAT for these product  increases from 18% to 19%. The 

price of these commodity tend to increase due to many reason, where by Tanzania 

government increases the price of these product due to be considered to be luxuries and 

have negative impact on the health of individuals in society. On TASAF introduction of 

old age benefit by Tsh 19000/= per monthly. And contribution to NHIF from employer 

rise from 3% to 4% and contribution by employee reduced from 3% to 2%. As the rate 

of contribution from employee reduced, its disposable income and consumption are 

expected to increase and therefore reduce poverty levels. 
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Reform 2: Excise duty on alcoholic beverages, cigarettes and tobacco increased by 10%, 

VAT increased from 18% to 20%. TASAF introduce new benefit called old age top-up 

beneficiaries must be above age of 75 with amount of TSH 10000/=. Contribution from 

employer to NHIF rise from 3% to 6% as from employee rise from 3% to 4%.It means 

that some of the higher revenues are used to benefit the health sector and that the 

expenditure burden on formal workers is reduced. Increased disposable income and 

consumption are expected to increase and thus reduce poverty 

The above reform will be used to elaborate the change in policy have effect on 

government revenue and expenditure, income distribution and poverty. Note in the base 

line system used for micro-simulation analysis of the study is 2017 tax-benefit to 

calculate the rules and uprate factors are applied to the 2017 policy year  

 

4.2 Indirect Tax on Budgetary Effect  

The result originate from both reforms after capture effects fro  rise of excise duty on 

alcoholic beverage, cigarette and tobacco, VAT rate increases , benefits from TASAF, 

and contribution from emplee and employer to finance NHIF  and other the social fund. 

Hence show the reforms have benefit for government revenue where by there is an 

increase in revenue from both reform as reform1 show increase in revenue by 3.1% and 

in reform2 revenue increased by 3.6%.due to rise in excise duty and VAT rate on 

alcoholic beverages, cigarette and tobacco tend to increase indirect tax contribution to 
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government revenue in both reforms, while social contribution rise by 16.7% in both 

reforms as shown in table 6 below. 

Table 6:Tax-Benefit Policy, Yearly (TSH) 

 

2017_ba

se year 

2017_r

eform1 

[base-

reform1

] 

2017_re

form2 

[base-

reform2

] 

Government revenue through 

taxes, SSC and indirect taxes 

8,358,72

9.28 

8,615,7

86.47 

256,957.

19 

8,667,3

65.81 

308,536.

53 

... direct taxes 4,463.2 

4,437,4

72.19 

-

25,746.7

6 

4,489,0

51.53 

25,832.5

8 

... indirect taxes 3,272.4 

3,451,3

21.55 

178,847.

86 

3,451,3

21.55 

178,847.

86 

... social security contributions 

(employee and employer) 

623,136.

63 

726,992

.73 

103,856.

09 

726,992

.73 

103,856.

09 

Government expenditure on 

social transfers 

194,197.

92 

322,333

.80 

128,135.

88 

802,198

.84 

608,000.

92 

... child benefits 0.0 0.0 0.0 0.0 0.0 

... social assistance 

194,197.

92 

236,917

.53 

42,719.6

1 

236,917

.53 

42,719.6

1 

... orphan/widow benefits 0.0 0.0 0.0 0.0 0.0 

... disabled benefits 0.0 0.0 0.0 0.0 0.0 

... unemployment benefits 0.0 0.0 0.0 0.0 0.0 

... pension benefits 0.0 

85,416.

26 

85,416.2

6 

565,281

.31 

565,281.

31 

Source: Authors’ calculations 
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4.3 Indirect Tax on Household Income Inequality Effect 

The analysis of microsimulation scenarios shows that only Reform 2 has a positive 

effect on household income distribution based on disposable income and consumption. 

Reform 1 has little impact on income distribution. This underlines the fact that raising 

indirect taxes while simultaneously increasing employers’ contributions to the NHIF can 

reduce inequality. Households in the 20
th

 to 80
th

 quintiles receive a slightly higher 

benefit than in the baseline year. The remaining groups of households are affected more: 

for example, the income of Quintile 40th increased by TZS2,397.21 billion, the income 

of Quintile 60
th

 increased by TZS 1,620.03 billion, and by TZS 3,953.32 billion for 

Quintile 80th. Thus, the Reform 2 results show that there is more positive impact on the 

consumption-based income distribution for poor household. 

Reform2.has bigger impact on income distribution compare to reform 1 while the 

difference between the wealthiest and the poorest still be the same. Which different 

between base yaer and reform 2 in income distribution are as follows the income of 

Quintile 40th increased by TZS 17,523.48 billion, the income of Quintile 60
th

 increased 

by TZS 21,015.25 billion, and by TZS 23,757.90 billion for Quintile 80th. 
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Table 7:Indirect Tax on Income Distribution - Consumption-Based after Taxes and 

Transfers, Yearly 

 

2017_base 

year 

2017_ref

orm1 

[base-

reform1] 

2017_ref

orm2 

[base-

reform2] 

Quantiles of distribution 

and median 

     

20
th

 

504,712.3

2 

509,716.

29 5,003.97 

525,434.

90 20,722.58 

40
th

 

692,603.4

3 

695,000.

64 2,397.21 

710,126.

91 17,523.48 

50
th

 

794,165.4

7 

795,624.

62 1,459.15 

812,674.

03 18,508.56 

60
th

 

920,095.9

2 

921,715.

95 1,620.03 

941,111.

18 21,015.25 

80
th

 

1,337,640.

74 

1,341,59

4.05 3,953.32 

1,361,39

8.64 23,757.90 

Note: Quantile 20(1) – poor households with the lowest income, Quantile 40th(2) – poor households with low income, Quantile 50th 

(3) households with medium income, Quantile 60th(4) – households with high income, Quantile 80th(5) households with the highest 

income  

  

4.4 Gini Coefficient 

In this case, in the two reform cases, we equate Gini and the P80/P20 ratio of equivalent 

disposable earnings. Reform 2 alone is redeployment. The degree to which the indirect 

tax benefit system raises disparity is shown in the light of the Gini coefficients of 

equalized disposable income in reform 2. Reform 2 boosts inequality by 0.1%. Overall, 

the P80/P20 ratio decreases by 0.04% as household income inequality expands, and 

hence income inequality in society slightly increases. 
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Table 8: Inequality of the Household after Taxes and Transfers, Yearly 

 

2017_base 
year 

2017_refo
rm1 

(base year-
reform1) 

2017_refo
rm2 

(base year-
reform2) 

Gini (household 
income) 0.40 0.24 0.16 0.39 0.10 

P80/P20 2.63 1.93 0.07 2.59 0.04 

 

 

4.5 Indirect Tax on Poverty Effect 

Poverty reduction and income inequality reduction are often the main driving factors 

behind the restructuring of tax benefits (Jouste and Rattenhuber 2018). Table 9 displays 

the outcomes of both legislation using the 2017 Regulation as a framework. This is 

endorsed. In 2017, measured using the indirect tax and social contribution laws, the poor 

population share stands at 67.8 percent according to income-based poverty measures. 

The findings of Reform 2 show that progressive indirect tax policies and improvements 

in the social contributions of workers would reduce the proportion of poor homes by 

1.15% base on income. 

. 

 

 

 

 

 

 



 

48 

 

Table 9: Indirec Tax on Poverty Effect - Income-Based after Taxes and Transfers 

 

2017_ba

se year 

2017_r

eform1 

(base 

year-

reform1) 

2017_r

eform2 

(base 

year-

reform2) 

Share of poor population, in 

%: 

     All 66.71 66.71 0 65.55 -1.15 

Poor households out of ... 

     ... male headed households 66.64 66.64 0 65.71 -0.93 

... female headed households 66.98 66.98 0. 64.93 -2.05 

... households with children 68.21 68.21 0. 67.29 -0.92 

... households with older 

persons 70.46 70.46 0. 65.99 -4.47 

Poverty gap (average 

normalised poverty gap, 

FGT(1)): 

     All 49.02 48.39 -0.62 46.40 -2.61 

Poor households out of ... 

     ... male headed households 49.26 48.70 -0.56 46.94 -2.33 

... female headed households 48.01 47.15 -0.86 44.24 -3.77 

... households with children 49.96 49.40 -0.56 47.71 -2.25 

... households with older 

persons 51.24 49.06 -2.18 41.44 -9.80 

Source: Authors’ calculations 
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Table 10 displays the outcomes of both legislation using the 2017 Regulation as a 

framework. This is endorsed. In 2017, measured using the indirect tax and social 

contribution laws, the poor population share stands at 6.4 percent according to income-

based poverty measures. The findings of Reform 2 show that progressive indirect tax 

policies and improvements in the social contributions of workers would reduce the 

proportion of poor homes by 1.53% base on consumption. 

 

Table 10: Poverty - Consumption-Based after Taxes and Transfers 

 

2017_ba

se year 

2017_re

form1 

[base-

reform1] 

2017_re

form2 

[base-

reform2] 

Share of poor population, in %: 

     All 6.41 5.45 -0.96 4.88 -1.53 

Poor households out of ... 

     ... male headed households 6.56 5.52 -1.04 4.95 -1.61 

... female headed households 5.81 5.19 -0.62 4.61 -1.20 

... households with children 6.76 5.76 -1.0 5.19 -1.57 

... households with older persons 8.73 6.91 -1.82 5.13 -3.60 

Poverty gap (average 

normalised poverty gap, 

FGT(1)): 

     All 1.06 0.89 -0.17 0.77 -0.29 

Poor households out of ... 

     ... male headed households 1.10 0.93 -0.17 0.80 -0.30 

... female headed households 0.89 0.71 -0.18 0.64 -0.26 

... households with children 1.11 0.93 -0.18 0.82 -0.29 

... households with older persons 1.43 1.10 -0.33 0.64 -0.79 
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CHAPTER FIVE 

DISCUSSION OF RESULTS 

5.1 Introduction 

This chapter discusses the results or findings of the study and it is organized into 

sections aim to answer questions about a single specific objective. 

5.2 Indirect Tax on Government Budgetary  

All initiatives have shown that tax revenue is helpful. Total government revenues in 

reform1 were up 0.03% and reform2 up 0.036%. The rise in excise duty on beer, spirit 

and wine, cigarettes, and tobacco products and VAT rates on alcoholic beverages 

increase indirect taxes in both of these measures. Contributions to social assistance are 

shifting in the same way and rising by 0.16% in both changes. Whereas both changes 

raise by 0.05 percent by indirect tax contributions. 

5.3 Indirect Tax Benefit on Household  Income Inequality (Base on Income) 

Regarding to Income inequality effect microsimulation analysis provide tpositive impact 

on household income distribution based on disposable income and consumption only is 

shown in Reform 2. In this analysis. Income inequality effect Reform 1 has no impact on 

the distribution of income. It highlights the fact that higher indirect taxes, while the 

contributions of employers to the NHIF, can not reduce inequality. The reduction in 

employee contributions to the NHIF in Reform 2 (Table 8) increased households ' 

disposable income in the higher-income groups It should be remembered that the 

majority of these groups earn salaries, and Reform 2 has a significant impact on 

households groups ' incomes. Above result can be supported by study conducted by 
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Maskaeva (2019) regarding the Income inequality as on the reform2 results show that 

there is a positive impact on the consumption-based income distribution for poor 

households, households in the first and third quintiles receive a slightly higher benefit 

than in the baseline year. The remaining three groups of households are affected more: 

for example, the income of Quintile 2 (poor households with low income) increased by 

TZS0.353 billion, the income of Quintile 4 increased by TZS2.13 billion, and by 

TZS0.479 billion for Quintile 5 (Maskaeva, 2019). 

 

5.4 Indirect Tax Benefits on Households Income Inequality (Base on Consumption) 

It is important to note that each household's payment is based on its expenditure on 

consumption and not on disposable incomes (VAT and excise duty on tobacco and 

alcoholic drinks in our cases). The wealthiest five families pay more than the poorest 

half in indirect taxes. It reflects increased spending of higher-income households on 

products subject to these taxes. While the wealthiest families pay more indirect taxes 

than the poorest, their wealth is less. Indirect taxes lead to an increase in social 

inequality. For indirect taxes, the richest families have 2.63 times the income of the 

poorest households after-tax, equivalent to 13648.6 trillion TZS per year (TZS 421955 

trillion). In Reform 2 this ratio is up slightly. Equity ensures that poorer households are 

not over-compared to wealthier households with indirect taxes. Table 11 provides a 

greater example of how household income based on consumption is affected by reform2. 

The law affects all beneficiaries in the baseline year but in various ways, The 

consumption-based disposable revenue of all household groups is growing. Households 

earn a slightly higher gain in the first and third quintiles than in the first year. For 
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example, the income of Quintile 2 increased by TZS0.35 billion, the benefit of Quintile 

4 increased by TZS0.652 billion and the income of TZS2.08 billion for Quintile 5. The 

other three household groups were affected more. The findings of Reform 2 also indicate 

that the consumption-based distribution of income for poor households is having a 

positive effect. The above findings can be supported with the study done by Gasior, 

Leventi, Noble, Wright, & Barnes (2018), which concluse that a very high concentration 

of incomes is observed for the richest quintile (20 %) of the population, varying from 67 

% of total disposable income in South Africa to 88 % in Mozambique. The poorest 

quintile of the population possesses less than 1 % of total disposable income in five out 

of the six countries, and approximately 2 % in South Africa. When indirect taxes are 

also accounted for, the income shares of quintiles 1 to 4 diminish even further. In 

contrast, the income share of the richest quintile increases in all countries, the largest 

increase being estimated in Tanzania and Ethiopia (Gasior, Leventi, Noble, Wright, & 

Barnes, 2018). 

 

5.5 Gini Coefficient and P80/P20  Ratio  

Compares in both reform cases the Gini coefficient and the equalized disposable income 

P80/P20 ratio. Re-distributive is the only reform2. The Gini coefficients of equivalent 

disposable revenue in Reform2 indicate how much inequalities are exacerbated by the 

indirect tax-benefit system. Reform 2 boosts inequality by 0.1%. Overall, the P80/P20 

ratio decreases by 0.04% as household income inequality expands, and hence income 

inequality in society slightly increases. The research by H.Jara(2017) suggests that base 

on indirect tax benefits reads to increase inequality by 0.05 percent. Overall, as 
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household income inequality increases, the P80/P20 ratio also rises by 0.5 percent, and 

therefore slightly increases income inequality in society (Jara & Varela, 2017). 

 

5.6 Indirect Tax Benefits on Poverty Effect (Income-Based Poverty Indicators) 

Poverty reduction and income inequality reduction are often the key reasons why tax-

benefit changes are introduced (Jouste and Rattenhuber 2018). The outcomes of the two 

measures are endorsed. The results of the two amendments show as a reference to the 

2017 rules. According to income poverty indices, the proportion of the poor population 

is 67.8 percent as measured on the basis of the indirect tax and social contribution laws 

for 2017. Reform 2 results show that progressive indirect tax and social contribution 

reforms will reduce the share of poor households by 1.8 percent. Classifies and 

distinguishes households by form by the sex of the head of the household. The poverty 

gap in Reform 1, for instance, is rising by 0.03%. This resulted in an increasing poverty 

gap between males and children's households. Nonetheless, the effects of reform 2 have 

a better impact on the poverty gap. In particular, the difference in inequality decreases 

by 0.03%. For all households other than older individuals, poverty disparity also 

decreases by 0.03%. The table shows the effects of the simulated poverty reforms. On 

the basis of simulated policy changes, two indices of deprivation based on consumption 

are calculated: the share of rich and poverty disparity. Study by Maskaeva,(2019) 

provide findings to support my study, where by more optimistic about the poverty gap 

dependent on indirect tax benefits, overall the difference in inequality is 0.01% smaller. 

The deprivation disparity for all households other than elderly people often decreases by 

0.01% (Maskaeva, 2019).  
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5.7 Indirect Tax Benefits on Consumption-Based Poverty Indicators 

The findings of the table indicate that improvements in indirect taxation implemented to 

fund the employee's contribution to the Social Fund reduce the effects of policy 

adjustments on poverty. It could be argued that higher taxes on the indirect commodity 

markets have negative consequences for poor households. Notwithstanding the decrease 

in the NHIF employees ' contribution, the effects caused by the increase in indirect tax 

are adverse in two categories of households. From Bargain, Jara, & Kwenda (2019) 

suggestion on regarding poverty, baseline results have shown that income poverty is 

lower in South Africa than in all the other countries under study. Nonetheless, the 

decomposition table indicates that most of the gap in terms of poverty headcount 

between South Africa and other countries is driven by the `other effects’, i.e. market 

income distributions and demographic compositions of these countries explain most of 

the difference in population density below the per capita poverty line, the differences in 

socio-fiscal policies explain only 1.3 points (1.8%) of the gap with Ethiopia, 2.2 points 

(3.1%) with Mozambique and 6.7 points (11.6%) with Zambia: there is a more 

substantial policy effect when compared with Ghana and Tanzania: the South African 

system closes 7.9 and 17.8 points (43.7% and 29.8%) of the poverty differentials with 

these countries respectively (Bargain, Jara, & Kwenda, 2019). 

.  
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CHAPTER SIX 

SUMMARY, CONCLUSION, AND RECOMMENDATION 

 

6.1 Introduction 

The chapter provides a summary of the study and conclusion, policy implications and 

recommendations, shortcoming of the study and areas for further studies presented in 

various sections. These are provided depending on the various findings of the study. 

6.2 Summary 

In this study, they examined the effect of indirect tax on income distribution and poverty 

reduction of the social security contributions paid by workers and employers (excise 

taxes and VAT on alcoholic beverages and tobacco products). The TAZMOD v1.8 tax 

benefits model is based on data from the Tanzania 2011/12 Household Budget Survey, 

which is used as the static microsimulation method. The two studied modeling policies 

have a different impact on Tanzania's wealth distribution and poverty reduction. In the 

first simulation reform, excise duties on alcoholic beverages (beer, spirits, and wine) and 

tobacco products were increased by 10 percent. In addition, the VAT rate for these 

products has risen from 18 to 19%. Employers then increased their contributions to the 

NHIF from 3 to 4%. The results showed a positive effect only on aggregated 

government budget metrics. The disparity in deprivation decreased by 0.01%. This led to 

an increase in the poverty disparity between male-led households and children's 

households. The results support the assertion that higher indirect taxes on luxury goods 

and rising the contributions of workers to the Social Security Fund alone do nothing to 
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reduce income inequality in society. In the second amendment, the workplace social 

security contribution decreased from 3% to 2%, and the employer contributions rose 

from 3% to 5%. In addition, excise duty and the VAT rate on luxury goods (alcoholic 

beverages and products containing tobacco) have been raised in accordance with the 

reform 1. 

 Reform 2 findings have shown positive effects on the distribution and consumption of 

household incomes. In order to subsidize the health sector revenue generated by 

increased indirect taxes was used. The results show that although income distribution 

increased unequally, the poverty measures decreased. The reduction in the contribution 

from the workers to the NHIF increased households ' disposable income in the top 

income groups. The consumption-based disposable income of all household groups 

increased. The poor (Quintile 1 and Quintile 2) gained more advantages compared to the 

baseline year. The progressive indirect taxation policy and improvements in workers ' 

social contributions lowered the proportion of poor households. The difference in 

poorness has decreased overall by 0.01%. For all households with the exception of 

families with elderly people, the difference in deprivation was also decreased by 0.01 

percent. Changes in indirect fiscal policies without public sector reallocation, therefore, 

have no direct impact on the distribution of revenue to households. This policy does, 

however, have an effect on domestic consumption and can, therefore, reduce the poverty 

gap and improve the state of the economy in the country. 
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6.3 Conclusion 

The study shows a correlation between indirect tax benefits and the reduction of poverty. 

The theories and the result show that there is a rise in indirect taxes (excise tax and VAT 

on alcohol and tobacco products) and adjustments in the social security contributions 

paid to the distribution of income and poverty in Tanzania by workers and employees. In 

the two policy models, the effects of the Gini income disparities and the P80/P20 

equivalent disposable income ratio have been reached. Re-development1 is the only 

reform1. In the light of the Gini coefficients of equivalent disposable income in reform2, 

it shows how much disparity is exacerbated by the indirect tax-benefit system. Reform is 

increasing inequality by 0.01 percent. Overall, the P80/P20 ratio is increasing by 0.01 

percent with household income inequity, and thus, income inequality in society is 

slightly increasing. 

  

6.4 Policy Implications and Recommendations 

There is a relationship between indirect tax advantages and poverty reduction, based on 

the theory. The results of this study indicate that indirect tax gains are related to the 

reduction of poverty. Tanzania is heavily dependent on fiscal growth and my study 

shows that indirect tax advantages lead to economic growth and thereby reduce poverty. 

Instead of being highly dependent on taxes such as direct taxation and social 

contributed, the Government must concentrate on other drivers that contribute to 

development. 
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In order to avoid uncertainity costs associated with poor administration, the government 

should also strengthen tax management. Therefore, tax evasion should be reduced, 

primarily between poor and needless exemptions granted to rich people and businesses.   

As a policy of the government to increase the highly indirect tax rate of such products in 

order to minimize their consumer spending, as they contain negative characteristics 

while also increasing public revenues. 

6.5 Limitations of the Study 

Therefore, expenditure/consumption data are very comprehensive, but some assistance 

in understanding and using this data is needed when constructing a microsimulation 

model. Nevertheless, it is possible to derive a reasonable way to handle the data from the 

technical document summary of the methods for poverty assessment. In the case of food 

intake, the data on the last month, 3 months and 12 months (reduced to monthly 

expense) can be taken from the transaction history of the food in the 28-day average. To 

this information on non-food expenses were attached a limited set of diary expenses. 

The sales data have not been analyzed since. The poverty estimates of the NBS are 

based not on revenue, but on household consumption/expenditure.  

 

6.6 Area of  Furher Research 

Further research is necessary to invalidate these findings since policy options cannot rely 

on a single study. The researcher recommends further research in the areas of analyses 

of the impacts of indirect taxes on poverty and income distribution in Tanzania using a 

microsimulation model developed in Tanzania (TAZMOD). Further research can also be 

conducted to the relationship between indirect tax benefit and poverty using structural 
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different policy changes since over the periods there are some major structural policy 

changes that affect the relationship between these variables but were not taken into 

consideration by the study. 
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