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INTRODUCTION

1.1 Chapter Overview

This chapter presents the actuality of the research, research methods applied, the hypotheses,
the significance of the research, research questions, and objectives of the study. The main aim
is to establish how the Kenyan tax system can be improved from its comparative analysis with
South Africa’s and New Zealand’s.

1.2 Actuality of the study

On the 25" of June 2024 the biggest demonstration in the history of Kenya was staged by the
Gen Zs. The government of Kenya was almost overthrown during the uprising. The trigger for
the demonstrations was what many termed as introduction of ‘punitive taxes.” Many people
felt and still feels that they get taxed too much but get too less back because of corruption and
mismanagement of public funds. Amid all the chaos, I got curious about our tax system, and
how it affects the economy. I realized that the government was not only facing opposition
from the citizenry for increasing taxes but was also underperforming in revenue collections.

According to the Kenya Revenue Authority, the new taxes were meant to bring in people who
had not been paying taxes. However, it was clear that some of the taxes that had been
proposed were targeting people who were already paying taxes. For instance, there was a
proposal to introduce motor vehicle tax. However, it was not clear how the government would
separate those who are already paying taxes and own cars from those who do not pay any
taxes but own cars. Another argument was that Kenya has one of the lowest tax-to-GDP
(Gross Domestic Product) ratios compared to her peers. That is true considering that for
instance in 2021, Kenya had a tax-to-GDP ratio of 13.6% compared to an average of 15.6% in
Africa (OECD, 2023). Even worse, is that the ratio has been declining over the last decade,
since its peak of 15.5% in 2014. Improvement measures have been implemented, which saw
the ratio improve to 14% in 2023 (World Bank Group, 2023). This raises significant
development questions, since the sustainable development goals identify that a tax-to-GDP
ratio of at least 15% is needed to build a strong state.

After listening to several interviews and reading articles, I found that there were more
challenges to our tax system. Some of these include inefficiency in tax collection, low
compliance levels, huge informal sector, and unpredictable taxes. In this case, tax collection
efficiency refers to the use of minimum inputs or tax collection expenditure to obtain
maximum output or tax revenues ( (Yolanda Ubago Martinez, 2022). The low compliance
level is attributed to the complexity of the tax system. When the tax system is too complex, it
gets not just hard to comply, but also expensive, especially for companies that process taxes
both for themselves and their employees. Consequently, people end up looking for every
opportunity to evade taxes. Having a huge informal sector means that many small businesses
are not formally registered. Additionally, it is very hard to calculate the profits for these
businesses, hence hard to tax. In Kenya, there are tax changes almost every year, to help the
government achieve its targets for that specific year. This is done through what is commonly



referred to as finance bill. A finance bill is a proposal to change tax laws and raise revenue for
the government’s budget. It includes tax incentives to boost the economy and updates to
financial regulations for better enforcement and administration (Parliament of Kenya, 2020).
This makes the tax system unpredictable. When the tax system is erratic, it makes it hard for
investors to make investment decisions because of the uncertainty and the costs that come
with regular tax reviews.

These are serious challenges considering the critical role that taxation plays in an economy. It
is the main source of revenues for the government. With taxes, governments are able to
provide essential public services like health care, education, security and social programs.
Additionally, the government is able to redistribute wealth and reduce inequality especially by
using progressive taxes. As result, people with more income pay more taxes. With this,
governments can run programs aimed at bridging the wealth gap. Government also use
taxation to stabilize the economy and spur economic growth by policies like incentives for the
activities they would like to encourage.

Figure 1: Tax revenue as a percentage of GDP

Tax revenue (% of GDP) - Kenya, New Zealand, South Africa

International Monetary Fund, Government Finance Statistics Yearbook and data files, and World Bank and OECD GDP estimates.
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In an ideal situation, the tax-to-GDP ratio of a country should grow as the economy grows or
at the very least, maintain the ratio. The general objective of this paper is to have a deeper
analysis of the Kenyan tax system in comparison with the tax systems of South Africa and
New Zealand, and from these come up with recommendations that can help improve the
performance of the Kenyan tax system. As shown in Figure Iit the figure below, both New
Zealand and South Africa are doing way better than Kenya in terms of tax collection as a
percentage of GDP.

I have chosen South Africa particularly because its economic development level is close to
that of Kenya. For both countries, the services sector contributed more than half of the GDP.
The biggest sectors for both countries are manufacturing, industry and agriculture. The
contribution of agriculture to the GDP is bigger in Kenya at 22% compared to South Africa’s
2%. The two countries are also in the same geopolitical region and face many similar social,
environmental, and political issues. Very importantly is that South Africa also happens to have
a significant informal sector, and it has been more effective at taxing them than Kenya.

Among the countries with the most competitive tax systems in the world, New Zealand is the
closest to Kenya in terms of economic settings. It has the same sectors, with almost the same
contributions to GDP like Kenya’s. Its sectors include agriculture, manufacturing, industry,
and services. Just like Kenya, services make the most important sector, contributing more than
half of the GDP. The tax system of New Zealand ranks very high, at position 3 in terms of
overall competitiveness in the world (Tax Foundation, 2024). As a result, there are many
lessons that we can get from New Zealand.

The three countries: Kenya, South Africa, and New Zealand fall under the Commonwealth tax
law family, according to the comparative tax law. Countries within the same tax family have
the same historical roots, which have influence on the system and underlying legal cultures of
the countries. The three countries are also under the common law system. These laws
similarities have been largely influenced by the time these countries were under the British
rule before they gained independence. Each country may have implemented some new laws,
but the underlying legal culture and system is the same. (Victor Thuronyi, 2016).

1.3 Research objectives

I.  Tax collection efficiency.
a. To identify and recommend efficient tax collection methods from South Africa and
New Zealand that can be adopted by Kenya.
II.  Tax Compliance.
a. To propose strategies for the Kenya Revenue Authority (KRA) to enhance tax
compliance, based on successful practices from South Africa and New Zealand.
III.  Informal sector taxation.
a. To derive solutions from South Africa's experience that can help Kenya effectively
tax its large informal sector.
IV.  Tax predictability
a. To explore how the tax systems of South Africa and New Zealand ensure
predictability and stability.



b. To recommend measures to make the Kenyan tax system more predictable for
taxpayers and investors.

1.4 Research questions

I am seeking to answer the following questions from this research:

I.  Tax collection efficiency.
a. What lessons can Kenya learn from South Africa and New Zealand regarding
efficient tax collection methods?
II.  Tax Compliance.
a. What strategies can the KRA learn from South Africa and New Zealand to enhance
tax compliance among taxpayers
II.  Informal sector taxation.
a. What solutions can Kenya derive from the experience of South Africa on how to
effectively tax its large informal sector?
IV.  Tax predictability
a. How do the tax systems of South Africa and New Zealand ensure predictability
and stability, and what can Kenya adopt from these practices?
b. How can the Kenyan tax system be made more predictable for taxpayers and
investors?

1.5 Relevance of the study

The significance of this study lies in its potential to address critical inefficiencies within
Kenya's tax system. By conducting a comparative analysis with the tax systems of South
Africa and New Zealand, this research aims to identify best practices and recommend
strategies that can enhance tax collection efficiency and compliance in Kenya. The study's
findings will provide valuable insights for policymakers, enabling them to adopt effective tax
policies and administrative practices that have proven successful in other contexts. This can
lead to more efficient tax collection, increased revenue, and improved public service delivery.

Efficient tax systems are fundamental to economic development. By improving tax collection
and compliance, the Kenyan government can expand its revenue base, which is essential for
funding vital public services such as healthcare, education, and infrastructure. Enhanced
revenue collection can promote economic growth and reduce income inequality, as the
government can implement programs aimed at bridging the wealth gap. This study's
recommendations will be instrumental in guiding the Kenya Revenue Authority (KRA) and
other relevant agencies in their efforts to optimize tax administration and enforcement.

The issue of tax predictability is another significant aspect addressed by this study. Frequent
changes in tax policies create uncertainty, which can deter investment. By recommending
measures to make the Kenyan tax system more predictable, the study aims to enhance



investor confidence and attract both foreign and domestic investments. A stable and
predictable tax environment is crucial for fostering a conducive investment climate, which is
essential for sustainable economic growth.

This research also contributes to the existing body of knowledge by providing a comparative
analysis of tax systems in Kenya, South Africa, and New Zealand. Comparative studies are
essential for understanding how different countries address similar challenges and what
lessons can be learned from their experiences. The insights gained from this analysis will be
valuable for academics, policymakers, and practitioners in the field of taxation and public
finance.

Furthermore, the study's practical applications extend beyond theoretical contributions. The
recommendations derived from this research can be directly applied by the KRA and other
government agencies to improve tax compliance and reduce tax evasion. By adopting
successful strategies from South Africa and New Zealand, Kenya can enhance its tax system's
efficiency and effectiveness, leading to better compliance and a more robust tax system.

In summary, this study is significant for its potential to improve Kenya's tax system, support
economic development, and contribute to the broader field of tax policy and administration.
The findings and recommendations will provide a valuable resource for policymakers,
practitioners, and researchers, ultimately supporting Kenya's economic growth and social
well-being.

1.6 Research Methods

To accomplish this, I am going to rely on secondary data from credible organizations like the
Kenya Revenue Authority, National Treasury and planning of Kenya, The World Bank Group
Data and more. I will also use the existing literature. The research methods will involve
literature review, document analysis, descriptive analysis, and case studies.



LITERATURE REVIEW

2.1 Chapter Overview

The literature chapter provides an in-depth examination of tax systems, focusing on their
structure, administration, and theoretical foundations. It begins by defining taxation and
distinguishing between direct and indirect taxes, highlighting the role of the Goods and
Services Tax (GST) in simplifying tax systems. The review discusses the importance of
efficient tax administration, emphasizing digitalization, data-driven approaches, and taxpayer
engagement. The theoretical framework introduces the Laffer Curve, which suggests an
optimal tax rate for maximizing revenue, and outlines seven principles of efficient taxation,
including equity and predictability. The review also covers the roles and responsibilities of tax
authorities in ensuring compliance and effective tax collection. Overall, the literature review
provides a comprehensive understanding of tax systems and their administration, guiding the
analysis and recommendations for improving tax efficiency and economic development.

2.2 Overview of Tax systems

Tax refers to mandatory levies imposed by the governments on individuals or entities
(Britannica , (2025)). As opposed to other contributions, taxes are unrequited. There are some
exemptions, like some parts of payroll taxes that are aimed at benefiting the taxpayer at
retirement, cater for their medical bills or run some social security programs. Since there is a
link between the taxes paid and the benefits received, these taxes are generally called
contributions. Another distinction for taxes is that they are enforced by the government.
Failure to comply can lead to punishment by the law. There are four main purposes of
taxation: revenue(it is the main source of funds for the governments), redistribution(create a
flow of resources from the rich to the poor), reprising(Imposed of products that the
government want to discourage due to their harmful effects) and representation(a way of
accountability to the public by the government) (Muhammad Aamir, 2011).

There are different ways of defining a tax system. In this case, I will go with the definition of
the economist D.G Chernik, that a tax system is a “complex formation that includes
interconnected subsystems: the taxation subsystem and the tax administration subsystem. The
taxation subsystem is presented as a set of legislatively established taxes and fees that are paid
by legal entities and natural persons to the state budget system. The tax administration covers
the set of bodies, empowered by the state to exert control over the observance of tax
obligations by legal entities and natural persons (Nazarov, 2016).” According to Adam Smith
in his wealth of nations book, a sound taxation system should meet these four requirements:



Equity, certainty, convenience, and economy. On Equity, the tax burden should be
proportionate to the income of the taxpayer. Certainty refers to the predictability, where
people know what they will need to pay. Convenience is about ease and timing of filling
taxes. The processes should be as easy and fast as possible. On the economy part, the
government has the duty to ensure that they use the minimum possible resources to collect
taxes. This ensures that there are enough funds left after collection to fund public expenditures
and development projects (Kim, 2023).

The taxation subsystem has many forms of taxes and fees that vary according to the
territories. These taxes are levied on income and wealth, goods and services, or on
organizations (Esmaeel, 2013). Most of taxes are classified as either direct or indirect.

2.2.1 Direct Taxes

Direct taxes are those that are levied on the incomes and activities of the taxpayers and are
paid directly to the government ( (Taufik Abd Hakim, 2022). The amount of direct tax liability
depends on the ability of the taxpayer measured using their income, consumption, or net
wealth (Britannica , (2025)). Some of the forms of direct taxes are the following:

Income taxes: These includes individual income taxes and corporate income taxes. The
individual income taxes are levied on the personal net total income. In determining the level
of liability, the government may consider factors such as marital status, if the taxpayer has
children, and other burdens that may affect their ability to pay taxes. Normally, there are tax
brackets which specifies the rate of tax for each portion of the taxable income. One of the
most common forms of individual tax incomes is the payroll taxes, which includes social
security contributions from employees’ compensations. Personal income taxes and the social
security contributions are also called the labour taxes (Ilorca, 2010). For companies, the
corporate tax is levied on their profits, capital gains, withholding taxes, and intercorporate
dividends. Some countries may impose taxes on the capital and real estate of the company. All
these taxes that could be associated with a company, whether directly or on their employees
are called company taxes (Ilorca, 2010).

Capital gains tax is applicable both to natural persons and companies. This tax is charged on
the gains made from the disposal of an asset. Disposal in this case is the transfer of the
ownership of either a part of the asset or the whole asset. Some forms of disposal include sale,
gifts, or exchange from which the owner makes some gain. Some transfer of ownership could
however be exempted from this tax. For instance, the transfer of ownership between a couple
is deemed to make no gain, hence exempted (Seely, 2010). The transfer of ownership after the
death of the owner is not counted as capital gains. Instead, there is the inheritance tax that is
charged on the person taking over the assets. Some countries may have an estate tax, which is
levied on the entire estate left by the deceased. Some people may try to avoid the inheritance
tax by transferring the ownership before death. However, to counter this, some governments
have the gift tax, which is levied on transfers that exceed a certain threshold. Some countries
also have the net worth tax, which levied on the total wealth of a person less their liabilities
(Britannica , (2025)). Capital gains tax on companies are also called corporation tax. Another



common form of direct taxation is the property tax. This tax is levied on the ownership of a
property. The properties involved are immovable. These taxes are mostly charged by the local
government, and they are among the easiest because the properties are immobile, and the
location cannot be changed to avoid taxes (John Daley, 2015). There are many more forms of
direct taxes in different territories, but these are the common ones.

Direct taxes are the most unpopular among the taxpayers because of the following reasons.
The first one is that they cannot be shifted. Unlike in indirect taxes, the burden of paying
direct taxes cannot be passed to another party. The second one is that they are inconvenient to
the taxpayers. For Instance, the taxpayers may have to spend a lot of time preparing and
submitting documents to prove their incomes, or to fill in the tax returns. Due to the
unpopularity, some taxpayers try to evade these taxes. Governments and tax authorities treat
tax evasion as criminal, and the consequences are dire (Esmaeel, 2013).

2.2.2 Indirect Taxes

Indirect taxation can be defined as “taxation imposed upon others than the person who is
intended to bear the final burden” (Esmaeel, 2013). In simple, these are the taxes that
companies pass to the final consumer. These taxes are indiscriminative of the income level of
the taxpayers. Everyone who buys the product pays the taxes. You can only avoid them by not
buying the item on which they are levied. The company collects the taxes and pays them to
the government. Due to their indirect nature, and the fact that they are not included in the
price tags, people do not feel them. They are also way easier for the government and tax
administration authorities to collect. Some features that distinguish indirect taxes are: they are
mostly taxed on consumption, paid indirectly, regressive in nature, have a broad base, can
impact spending patterns (Corporate Finance Institute , n.d).

The main types of indirect taxes are VAT, excise duties, customs duties, and sales tax
(Corporate Finance Institute , n.d). VAT is a general tax that is levied on all commercial
activities involving the production and distribution of goods, and the provision of services.
This tax is charged as a percentage of the price at every stage of the production and
distribution process. To avoid double taxation, VAT is levied only on the value added at each
stage. The registered trader is required to issue an invoice to the buyer indicating how much
VAT they paid (European Commission, Taxation and Customs Union, n.d.). Excise duties are
taxes charged on the use or sale of specific goods e. g alcohol and cigarettes. Governments
use this tax as a mechanism to regulate the consumption of some products. Sales Tax is used
as an alternative to VAT in some countries like the United States. This tax is levied on the
retail purchase of goods and services on goods that are not tax exempt as a percentage of the
final price (New York State,Department of Taxation and Finance, n.d.). What differentiates
sales tax from VAT is that it is levied on the final product, unlike VAT which is levied and
assessed at each level of production and distribution. Another alternative to VAT is the Goods
and Services Tax (GST).

Custom duties are taxes imposed on goods when they are transported across international
borders. These taxes are intended to control the flow of goods, hence protect the economy of



the country, residents, jobs and local industries. Custom duties are charged depending on
some factors like the value of the product, its weight and the country of origin. Some
countries use ad valorem, which means that the tax is based on the value of the product (U.S.
Customs and Border Protection, n.d.). Tariffs are a custom tax that is intended to protect the
local industries from cheap foreign goods.

2.2.3 Goods and Services Tax (GST)

GST is a comprehensive indirect tax that is levied on each value addition and charged at the
point of destination or sale for consumption. This tax combines many forms of local taxes like
VAT, excise duties, sales and services taxes. Under this tax, different products and services
have different rates of taxation according to the law. The key components of GST are taxable
goods, taxable services, and input tax credit (ITC). The input tax credit applies where a
business applies for credit on the taxes they paid on the inputs that were used to make the
final product. By combining many forms of taxes, this makes the tax system simple.
Additionally, it removes the cascading effects of VAT. Consequently, it is more transparent
and reduces the tax burden for businesses, and the final price for consumers (Anand Nayyar,
2017). Additionally, implementation uses a robust IT infrastructure. Due to its simple nature
and the robust IT infrastructure, GST is known to improve compliance. It is also cheaper to
administer for the authorities. However, the initial implementation of this tax system is costly.
At the beginning, it may affect small business, especially because of their low profits.

The built-in input tax credit among traders also incentivises tax compliance. As many
businesses try to apply and benefit from the input tax credit, the cash economy is greatly
diminished. Many businesses in the informal sectors also are encouraged to apply. As a result,
the tax-base increase which in turn make the revenues collected by the government higher
(Prof.Pooja.S.Kawle, 2017).

2.2.4 Tax Administration

The tax administration subsystem covers the set of bodies empowered by the state to ensure
the observance of the tax obligations by entities and natural persons. This includes the
management and governance arrangements of the tax bodies. Another important part of the
tax system that falls within this subsystem is the tools, processes and systems that drive
operational performance (International Monetary Fund, n.d.). One of the primary roles of the
tax administration is to collect revenues for the government by processing tax returns,
assessing tax liability, and collecting payments. In addition, tax administrations are
responsible to provide information, assistance and guidance to the taxpayers. They also
enforce tax laws and ensure that the taxpayers comply with the law. Other roles include; tax
debt collection, providing expertise for tax policy development, cooperating with other
countries for cross border taxation, collecting and managing tax data, digital transformation of
the tools, processes and systems for improved efficiency and ease (OECD, 2024).

According to the Organization of Economic Co-operation and Development (OECD), many
tax administrations are currently trying to implement reforms to keep pace with the changing



external environments like digitalization of the wider economy and the technological
advancements. With these trends, the expectations of the taxpayers on the tax administrations
have been evolving (Lipniewicz R., 2017). Across the globe, tax administrations are coming
up with ways to cope and take advantage of the opportunities presented by the digitalisation
of the economies. Some of the top reforms are as follows:

Digitalisation: Most of the tax administrations are going digital, allowing people to fill returns
online and pay online as well. Depending on the history and data available about the taxpayer,
administrations are making it even easier for people by prefilling their tax forms using
artificial intelligence. On this, the taxpayer only needs to check and correct the data where
necessary and submit. In case of some doubts, many tax authorities have introduced virtual
assistants to help with common questions to the taxpayers. In case there are some questions
that may require personal attention, then the virtual assistant directs the taxpayer to the real
humans responsible for assisting people who may be facing challenges. To make it
convenient, tax authorities are also developing apps through which the taxpayers can easily
file their returns or get the information they need on their tax liability. For continuous
adaption and improvements, more and more tax authorities are opening their data to
developers, so that they can continue coming up with innovations to enhance tax collections
(Ihnatisinova, 2020).

Data driven approaches: tax administrations are more and more capitalizing on data and data
to make decisions and improve their services. Many tax administrations are using data to
identify taxpayers who are more likely to avoid paying taxes. With these findings, they can
focus their attention on preventing and addressing noncompliance. In addition, tax authorities
are also using data to target tax debts, which makes the collection of unpaid taxes easier and
efficient. With the use of data, tax agencies are also able to detect tax gaps, which is an
indication of the extent of noncompliance. As a result, they can come up with policies to
address the gaps and in so doing, enhance compliance (Edidiong Bassey, 2022).

Engaging taxpayers: tax authorities are working to make it easier for people to understand and
comply with their tax obligations using the techniques like taxpayer education programs. In
this case, they provide tax educational resources to the citizens for free. On top of this, they
are using sophisticated systems to get behavioural insights about the taxpayers, which they
leverage to target the taxpayers and encourage compliance. To enhance organic compliance,
some authorities are using taxpayer ratings to reward compliance (Ogungbesan, 2023).

Collaboration: Tax authorities are also collaborating with other government agencies and third
parties to integrate tax registration into other government. In addition, they are also
embedding tax services in the systems that the taxpayers use daily. Consequently, they are
able to get majority of the citizens registered in the tax system. To ensure on one is left out,
the tax administrations are coming up with systems that are accessible to all people including
those with disabilities. There are programmes to also reach those without internet access
(OECD, 2024).
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2.3 Theoretical Framework

When a new tax is introduced, it is likely to lead to price changes of inputs like labour and
capital, and products. Consequently, there is a shift in the allocation of these inputs which in
turn lead to distortion of the pretax efficient allocation of the inputs and products. There is
also a likely unequal distribution of the tax burden among these resources. The third effect
would be the uncertainty on how the new tax could affect the stability of the economy,
savings and investments, which could affect the formation of capital and economic growth.
The tax systems should be designed to avoid these negative effects, ensure productivity in
revenue collection and enhance the ease of compliance (Shome, 2021). The theoretical
framework of this paper is grounded on the principles of taxation efficiency and economic
development. This framework will guide the comparative analysis of the tax systems of
Kenya, South Africa, and New Zealand.

2.3.1 Laffer Curve Tax Theory

The Laffer Curve theory, developed by the American economist Arthur Laffer shows the
relationship between tax rates and the tax revenues according to Figure 2. According to this
theory, higher tax rates does not necessarily result to higher tax revenues. There is an
optimum tax rate beyond which tax revenues begin to fall. According to this theory, under

some circumstances, reducing tax rates could result in increased revenues. This works better if

the rates are lowered but then spread over a wider range of items or products. According to
this theory, there are two impacts of tax rate cuts. That is, arithmetic and economic. On the
arithmetic impact, he states that every dollar in rate cuts decreases the economic stimulation
by government spending by one dollar. On the economic theory he states that tax rate cuts
increase the income for the taxpayers.

Figure 2: The Laffer Curve

The Laffer Curve

Tax Revenue

v

Tax Rate (%)

2 Investopedia

Source: Investopedia 2024
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As aresult, they will spend the extra income, which will result to higher demand for goods
and services and subsequently increase production and create more jobs.

2.3.2 The seven principles of taxation

There are seven principles of efficient taxation. The four canons mentioned earlier from Adam
Smith’s wealth of nations are in this list. The four includes: equity, certainty, convenience, and
economy. The other principles that will help us in doing this comparative analysis are the
benefit principle, diversity and economic goals.

Equity: The equity principle emphasizes on fairness in the tax burden distribution. There are
two types of equity, that is, horizontal equity and vertical equity. Horizontal equity states that
people with the same level of income or in the same position should have equal tax liability.
The vertical principle is about the distribution of the tax burden among different income
levels. According to this principle, the tax liability should be proportional and progressive. In
other terms, the higher the income that a person has, the larger the percentage of tax burden.
This ensures that people pay taxes according to their ability (Kabinga, 2016).

Certainty or predictability: According to Adam Smith, ‘the tax which each individual is bound
to pay ought to be certain, and not arbitrary.” This means that the tax code or system should
not be changed every now and then. Instead, there should be stability. In case of changes, they
should be in a context of general and systematic reform and carried out in a manner that
ensures fairness and order in transition. This is very crucial to help businesses to plan their
costs and tax liability in advance. Since businesses prefer tax stability, enhancing the
predictability of the tax system is one of the things that attracts investors which among other
factors could lead to economic growth (Britannica , (2025)).

Convenience or simplicity: This means that the tax system should be easy for the average
taxpayer to understand. When people can easily calculate their tax obligations and pay
seamlessly, the rate of compliance goes up. This reduces the burden for the tax administrators
and ultimately increases the revenues. To achieve this, tax administrations have the duty to
keep simplifying the processes and procedures of complying as much as possible. Some of the
methods being used to achieve this includes digitalization of the tax filling processes, review
and simplification of instructions among others (Olha Dmytryk, 2020).

The economy: This is also called the cost-effective principle. According to this principle, tax
administrations should do their best ensure that the cost of collecting taxes is as low as
possible. This involves the minimization of unnecessary costs for both the taxpayer and the
administrators. Reducing these costs ensures that there are more resources left from the
revenues for public services and other development programs of the governments.

The benefit principle: According to this principle, the level taxation should correspond with
how much the taxpayers are benefiting from public services. The people who benefit more
should pay more. This principle is deemed hard to implement, since many people who benefit
from taxes like the sick, old and unemployed may not be able to pay. However, this principle
works for some types of taxes like social security contributions and toll roads. Because of
this, the people can directly benefit from their taxes.
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Diversity: This principle is also called the broad-based tax principle. It emphasizes that the
government revenues should be based on different types of taxes, and not reliant on only one
tax. This ensures that the tax burden is distributed evenly across sectors and cushions the
economy against economic shifts. This could be done by taxing some areas that have not been
taxed or the emerging industries. Instead of charging high tax rate on a few products, the tax
rate can be lowered but be taxed on a broad base. This reduces the incentives for tax evasion
and provides fewer places to which people can escape when trying to evade taxes (Huzaima
Bukhari, 2016).

Economic goals: Besides raising revenue for the government, taxes can be used for economic
growth and stability. Depending on the economic situation, the government could adjust the
tax liability of different actors to counter cyclical fluctuations in prices, production and
employment. Some types of taxes like income taxes have a built-in flexibility, where they
strongly respond to fluctuations in macroeconomic conditions. The government could be
actively involved by actions like changing the tax rates during different economic situations to
bring the counter-cyclical effect. For economic growth, the government could also implement
programs like tax incentives that encourage businesses in certain sectors.

2.4 Backgrounds of the tax systems

In this section, the historical backgrounds of the tax systems of Kenya, South Africa, and New
Zealand will be discussed. Additionally, an overview of these tax systems in the present will
be discussed. This will include the structure and components of the tax systems,
administration and enforcement, recent reforms and current challenges.

2.4.1 Background of Kenya’s tax system

Taxation existed in Kenya since the precolonial period. In the precolonial error, the Kenyan
society was socialist, with properties being owned communally. Taxes was paid in terms of
tithes, where people would give 10% of their gains be it from agriculture or trade to those in
charge. The tithes were then used to help the poor, who would not have enough to sustain
themselves (Waris, 2008).

When Britain took Kenya as its colony, it introduced a tax system called Hut and Poll tax in
1897.The hut tax was imposed on all huts that were used as dwellings. To control evasion,
especially by those who did not have huts, a flat poll tax was introduced on all people whether
they had huts or not. Those who did not have money to pay the hut taxes became targets for
forced labour. The main aim of the tax system was to support the British economy. This
system disregarded the principles of taxation, with the colonial rulers using the principle: get
maximum output with minimum input. Africans were encouraged to work for the colonial
settlers to earn some money and pay taxes. There was criticism because of the ill intention of
this taxation. With time, several amendments and new forms of taxes were introduced,
including land tax, excise duties, custom duties, and graduated income tax (Opiyo, 2022).

After Kenya gained independence in 1963, it maintained the colonial tax system until the
1970s to provide support for the new administration. Many reforms were introduced in the
1970s to increase tax buoyancy and address economic shocks. Some taxes were dropped like
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graduated personal tax, and some new taxes were introduced like sales taxes, withholding
taxes for non-residents, and property taxes. The rates on these taxes were raised and lowered
at different points to address macroeconomic challenges (Tax Justice Network, 2009).

Since the 1980s, the population of Kenya has more than tripled, and the economy has grown
more than 15-fold. This has led to urbanization and more need for public services. These
changes necessitated more reforms in the tax system. Some of the major changes include
digitization of most of the tax processes, replacement of sales tax with VAT in 1990,
establishment of the Kenya Tax Revenue authority to administer taxes in 1995. With the
current trends of digitization of the economy, the government introduced some other forms of
taxes like the digital services taxes in 2021 to broaden the taxbase and increase revenues
(Opiyo, 2022).

Despite these improvements in the tax system, Kenya still faces challenges with achieving its
tax revenue potential. In a well-functioning tax system, the revenue growth should exceed the
growth of real GDP. This has not been the case in Kenya, which indicates that our tax system
is not buoyant (The national treasury and economic planning, Kenya, 2023). Some of the
things that have been hampering tax efficiency are large informal sector, corruption,
difficulties with taxing some online businesses, low compliance, tax incentives, and
mismanagement of public resources. Because of lack of enough resources from the revenue
collection, the government has resulted to borrowing to finance the budget deficits (Wawire,
2020).

2.4.2 Background of South Africa’s tax system

During the precolonial period, South Africa had many independent and self-governing
communities, each with its own kind of contributions to help in the running of the communal
affairs. Some of the forms of taxation included death duties, providing labor to the leaders
occasionally when called upon, giving a part of the harvest or some herd (Ndlovu, 2017).

During the colonial period, taxation was introduced to raise revenues for the colonial
government, control excessive cattle rearing by native South Africans, force them to work in
the farms of the colonial settlers and mines. Just like Kenya, the hut tax was introduced on
every house that was inhabited by the native South Africans. The colonial settlers were
exempted from the direct taxes. These taxes were changed overtime to cater for the changing
demand for labor. However, in 1914, income tax was introduced, and for the first time,
colonial settlers were also directly taxed. Throughout the colonial era, most of the taxes were
collected from the native South Africans because they were the majority, but only a fraction of
the revenue collected was used to benefit them. For the colonial settlers, tax was intended to
be as equitable as possible, but for the native Africans, it was regressive, and with other
motives besides revenue collection as mentioned earlier. With time, more and more taxes were
added to the native South Africans, including native general tax, education tax, tank tax, dog
tax, grazing tax, and compound tax. To ensure compliance, there was a pass system, which
limited those who had not paid taxes from leaving their jurisdictions. There was also a welfare
program that was established by the government to help the poor. More than 90% of the
assistance was directed to the colonial settlers who were deemed poor by the state. Even
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worse is that, only native South Africans were jailed for non-compliance. There was no jail
term for the other communities. From the 1960s to 1990, there was the introduction of
technology in the tax system. In this era, the government started collecting taxes directly from
the salaries of those who were employed. To increase revenue, the government also
introduced the General Sales Tax (GST). However, taxation continued being progressive for
the colonial settlers and regressive for the natives. Until this point, the tax system was simply
seen and used as a mechanism of exerting control and frustrating the natives, implementing
segregation (apartheid), and protecting the colonial settlers. Due to this level of unfairness,
decolonization of other countries in Africa and around the world, there was international
pressure and growing internal resistance for the South African government to abolish
apartheid.

During the transition from Apartheid, the tax system became one of the most important tools
of correcting the historical injustices. The first step was the removal of the hut and poll taxes.
Other important reforms included the replacement of General sales tax with VAT, decreasing
the corporate tax rate, and introduction of secondary company taxes. Considering the high
level of taxation that was already in South Africa, the ANC democratic government did not
have much room for new taxes. Therefore, they focused on implementing the principles of
taxation efficiency and changing the perception of the tax system by the citizens to improve
compliance. Another major reform was the introduction of e-filling, which allows South
Africans to fill their taxes online. In 1997, the two commissions that had been administering
taxes, that is, Inland Revenue and Customs and Excise were joined, leading to the formation
of the current day South African Revenue Service (SARS). The SARS is currently the
institution that oversees tax administration. These reforms and others saw more people,
especially the natives, gain confidence in the tax system. Consequently, there was a growth in
the people registering to pay taxes (Ndlovu, 2017).

Despite these improvements, South Africa still faces some challenges. Some of them include,
large informal sector which is hard to tax, narrow taxpayer base where 49% of the revenue
comes from less than 4% of the population, taxing high-net worth citizens and companies
who have huge political influence and keep negotiating for exemptions, risk of many high-net
worth citizens moving their capital to other countries that are seen as tax havens, and low
morale among the citizens who feel that the government is not responsible enough to protect
their taxes (Gwaindepi, 2023).

2.4.3 Background of New Zealand’s tax system

So far it is clear that Kenya and South Africa have a lot in common in their histories. The pre-
colonial community settings and taxes, the colonial taxation, and reforms in the post-colonial

era. Additionally, Kenya and South Africa are middle income countries, with Kenya having a

lower middle-income status and South Africa an upper middle-income status.

New Zealand has a completely different story. It is a developed economy or a high-income

country. Its colonization was also different. While the colonization of Kenya and South Africa
involved exploitation and forced labor, New Zealand had most of the population being settlers
and was treated as a part of the British government, with legislation and tax revenues aimed at
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developing the country. The earliest formal taxation recorded was in 1840s and through
1860s, which mostly included custom duties or tariffs especially on the imports of tobacco
and alcohol, and later sugar. At this point, the revenues were very low, estimated at 4% of the
GDP. In the 1860s, the government borrowed to finance the war, and the first direct taxes
were imposed to help repay the debts. The main taxes at this point were death taxes and stamp
duties. In 1877, land tax was introduced for unimproved lands. This tax was replaced with
property tax in 1879, which took into consideration land, property, other possessions and even
cash in bank accounts. All this time, the indigenous people or Maori, were exempt of land and
property taxes, because they owned very small shares of land.

In 1882, some taxes were introduced on Maori who had land near towns to increase the
revenues. Many people were unhappy with the property taxes, so the government introduced
income taxes in 1891 for people who were earning more than 300 pounds per annum. This
replaced the property tax. Income taxes were also levied on company profits. During the
World War the government tried to collect more revenues and make taxes more equitable by
introducing progressive rates, with the highest tax rate jumping from less than 7% in 1914 to
almost 44% by 1921. The income tax rates were revised several times depending on the
economic conditions and needs.

In 1930, there was a depression, and the government introduced the poll and flat taxes to help
the unemployed. In 1933, the sales tax was introduced at 5%. In 1939, social security fund
was introduced as a continuation of the unemployment emergency fund. In 1948, the
government collected surplus in revenues and decided to introduce a tax rebate of 10 pounds
for every taxpayer. There was also a benefit for those who had children. The tax system was
considered to favor families during this time. By 1950, the tax to GDP ratio had grown to
26%.

Pay as You Earn was introduced in 1958. From this point, the tax was deducted from the
salary before it ever got to the taxpayer. Unlike in the early period where total tax was
calculated and paid at the end of the year, PAYE was deducted every two weeks. Tax on
dividends was also introduced as the ‘black budget’. This was however corrected in the 1980s
with the introduction of the imputation credit to avoid double taxation on company earnings.

In the 1960s, the economic growth of New Zealand was lower than its peers, and so the
government sought to use taxes to boost growth. Therefore, incentives were introduced on
agriculture, tourism and exports. With time, there were subsidies and exemptions, all meant to
boost economic growth. However, many businesses found loopholes for tax evasion in these
incentives, making a fall in the company tax revenues by the 1980s. Many people who had
some forms of businesses were able to evade tax and pay nothing or very little, while
employed taxpayers bore much of the burden because they could not evade. There was also a
fiscal drag, where the tax brackets were not revised and people’s earnings increased and
crossed to the next tax brackets. This led to higher tax burden. With the inflation, the middle
class was losing their purchasing power.

By this point, the tax revenues to GDP ratio had reached 30%. Personal Income Tax was at
66% for top earners. To address the challenges of tax evasion and huge burden, the
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government sought to broaden the tax base and reduce the income tax rate. They called this
‘shift from high rate, narrow base to low rate, broad base.’ The approach to achieve this was
indirect taxes. As a result, the Goods and Services Tax was introduced at 10% in 1985. The
plan was to reduce the income tax from 66% to 48% for the top earners. There was a dispute
over this, and an agreement was reached on a two-steps scale income tax, with 24% tax on
any individual income below 30,000 dollars and 33% tax on any further income. The
corporate income tax was also reduced from 45% for resident companies and 50% for
nonresident companies to 33% for all companies. Most of the incentives were also dropped.
With these and other reforms, there was reduction in loopholes for tax evasion, and trust in the
tax system was restored. In 1999, the new government revised taxes for top earners to 39%.
By 2006, the tax to GDP ratio was at 36.5%.

According to OECD, New Zealand taxpayers’ tax burden is above average. It is classified as
one of the simplest, but competitive tax systems in the world. Since the 1980s, its tax to GDP
ratio has been at least 30%.

2.5 Overview of the Tax Systems

An overview of these tax systems in the present will be discussed. This will include the
structure and components of the tax systems, administration and enforcement, recent reforms
and current challenges.

2.5.1 Overview of Kenya’s tax system

The current tax system of Kenya is comprised of several types of both direct and indirect
taxes. For the direct taxes, Kenya has only the income tax. This involves the personal income
tax and corporate income tax. The personal income tax is levied on the sources of income for
the individual, which may include salaries, dividends, interests and others. For companies and
individual persons that employ some people, they are required to tabulate the tax liability of
their employees, deduct it directly from the salaries and remit it to the Kenya Revenue
Authority. This tax deducted by employers is called Pay as You Earn (PAYE). This also
includes any employee benefit exceeding 5,000 Kenya Shillings (KES). Those who are self-
employed are required to calculate their tax liability depending on the income they make in
Kenya, and also remit it to KRA. The income tax bads looks as shown in Figure 3.
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Figure 3: Income Tax Individual Tax Rate.

Monthly Pay Bands (Ksh.) Annual Pay Bands (Ksh.) Rate of Tax (%)
On the first kShs. 24,000 On the first KShs. 288,000 10

On the next KShs. 8,333 On the next KShs.100,000 25

On the next KShs. 467,667 On the next KShs. 5,612,000 30

On the next KShs.300,000 On the next KShs. 3,600,00 325

On all incoms above KShs. 800,000 | On all income above KShs. 9,600,000 | 35
Personal Tax Relief

KShs. 2,400.00 KShs. 28,800.00

Source: KRA 2025.

Since 2020, each individual taxpayer in Kenya has a tax relief of 2,400 KES per month.
Before the pandemic, the tax relief was 1408 KES. The tax relief was raised to cushion
Kenyans from the economic impacts of the Covid 19 pandemic. Therefore, a person earning
24,000 KES with a tax liability of 10% pays nothing because the tax relief cancels the tax
liability out. The tax bands have been revised severally since the pandemic, but those earning
less than 24,000 KES have still been exempt from paying taxes. According to a report by the
national treasury and economic planning of Kenya, this personal income tax relief that
exempted some taxpayers completely from tax liability resulted in the erosion of the tax base.
They also say that the tax bands are narrow and should be expanded to enhance progressivity
(The national treasury and economic planning, 2023).

The corporate income is charged on any earnings of a company that are made within Kenya.
Currently, the tax rate stands at 30% for resident companies, and 37.5% for non-resident
companies. The taxes are remitted in instalments on the 4™, 6™, 9" and 12" months of the
company’s financial year. For those persons or companies that deal in agriculture, they are
allowed to pay their taxes in two installements per financial year, with the first installments
accounting for 75% and the second one 25% of the total tax payable. There are some special
tax rates for companies in areas that the government wants to encourage investments and
growth. Among them is special export zones, where all the companies operating in these
zones are tax exempt in their first 10 years, pay 25% in the next 10years, and then start paying
30% subsequently. Companies listed on the Naironi Stock Exchange also only pay 25% on
their first 5 years. Companies operating in the special economic zones pay 10% in their first
10 years, 15% in the next 10 years, and then the normal 30% for the subsequent years. For
companies operating carbon exchange markets or specialized in shipping, they pay only 15%
corporate income tax in their first 10 years, before starting to pay the normal tax rates
(Waceke, 2024).

As started earlier, one of the main challenges in Kenya’s tax system is the informal sector. So
far, the government tries to tax this sector using the presumptive and turnover taxes.
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Presumptive taxes is charged on businesses whose annual turnover does not exceed 5 million
KES. The rate is 15% of the amount paid for the business permit to the county government.
For businesses with a turnover of between 1 million and 50 million KES, the government
applies the turnover tax, which 1% of the turnover. Businesses eligible for turnover taxes are
exempt for VAT, to make compliance easier.

Income tax is the main source of revenue for the government of Kenya, with personal income
tax contributing the major share. On average, the tax burden on Kenya individual tax payers
stand between 30% and 35%. Studies by the Kenya Revenue authorities also reveal that
Kenya’s corporate income tax is above the average for both the whole of Africa and the world
(The national treasury and economic planning, 2023). The average corporate income tax rate
in Africa is 27.97%, while the statutory average for the whole world is 23.37% or 25.43 when
weighted by GDP (Tax Foundation, 2022). The other forms of direct taxes in Kenya include
capital gains tax, witholding tax, and advance tax (Kenya Revenue Authority, n.d.).

The main forms of indirect taxes in Kenya include VAT, excise duties, custom duties, fees and
levies on imported goods. Any business or individual who makes taxable supplies of 5 million
KES ($37000) or more is required to register with the commissioner of domestic taxes for
VAT. The supplies are classified as either zero rated, exempt or standard rated. The VAT taxes
are based on destination. Therefore, the rate for exported goods is 0%. Zero rated goods are
those whose VAT is set at 0, and people or businesses can claim any input taxes they may
have paid. The includes exports, some agricultural products and medical supplies. Tax exempt
supplies are those that are deemed basic like food, educational materials, and bank accounts.
No tax is expected to be paid on them, and do not qualify to claim input tax. Standard rated
goods are those that are charged at the current VAT rate, which stands at 16%. For imported
goods, VAT is collected at the point of import. The taxpayer in this case is the business and
they are expected to account for the tax and pay it to Kenya Revenue Authority.

The next form of indirect tax is excise duties. This tax is levied on excisable goods
manufactured in Kenya or imported and supplied in the country. Apart from contributing to
revenue collection, this tax is also used to curb the adverse impacts that could result from the
goods on which it is levied. The excise tax base is usually narrow. Like VAT, excise duty on
imports is collected at the point of importation. Goods exported from Kenya are exempt from
excise duties.

Custom duties are levied on emports and exports. The tax rate are calculated either based on
ad valorem or an existing rate depending on which one is higher. Since Kenya is a member of
some organization like the East African Community (EAC) and the Common Market for East
and Southern Africa (COMESA), goods from member countries of these organizations are
given a lower or preferrential import duty. Import duty is levied on goods depending on their
classification. The classes include raw materials and capital, semi-finished goods, and
finished goods. Raw materials and capital are duty free. Semi-finished goods attract some
duty, while finished goods have the highest rate. Some goods are deemed sensitive if the same
are being produced in Kenya, hence get very high duties to protect the locally produced ones.
As discussed earlier, the government has lower corporate income taxes for companies
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operating in the special economic zones, export processing zones, and those in some
industries like the assembly of automobiles. Additionally, the government is trying to support
these businesses also by making all imports to the export processing zones free from VAT,
import duty, excise duty and any fees or levies. However, if these companies supply their
products within Kenya, the taxes apply (The national treasury and economic planning, 2023).

Imported goods from outside the EAC community, and intended to be used at home could
also attract the Import Declaration Fee and the Railway Development Fees. However, goods
imported by some diplomats and institutions could be free from these taxes.

Other taxes and levies in Kenya include: Stamp duty, road maintenance levy, petroleum
development levy, ant-adulteration levy, export levy, national social security fund levy,
environmental levy.

The Kenya Revenue Authority (KRA) is the government agency mandated to administer
taxation in Kenya. They are responsible for all the administrative activities concerning
taxation, which may include registering new taxpayers, assessing tax liabilities, collecting the
taxes, providing tax education, ensuring the systems used to calculate tax liabilities and pay
are working among others. County governmets also collect taxes at the county level. The KRA
however, is under the national treasury and planning ministry. The national treasury and
planning ministry is responsible for developing tax policies in Kenya, and accounting for the
revenues collected. They propose tax measure to the parliament, which then passes them (The
national treasury and economic planning, 2023).

The government of Kenya has taken significant steps in trying to enhance its tax efficiency.
So there, there has been heavy investment in the digital infrastructure of the tax system to
make the processes as seamless as possible. One such investment is the iTax system, where
businesses and individuals can simply calculate their tax laibility and make payments.
Another recent change is in the digital services tax. To make this tax simpler, the government
has introduced the significant economic presence tax ( SEP tax) on companies providing
digital services in Kenya at a rate of 3% of the turnover (Waceke, 2024). To ensure that every
businesses contributes to the tax revenue, the governmet has also introduced the minimum
tax. This applies to any business that is not eligible for the other types of taxes. According to
this tax, the businesses must pay 1% as tax of their turnover, whether they make profit or not
(Kenya Revenue Authority, 2020).

To provide more personalized help to the taxpayers, the Kenya Revenue Authority is
classifying the tax payers into two core functional areas. The large and medium size
customers will be one functional core, while the small and micro customers will be another
core functional area. With this employees can focus on providing specialized and more
personalized assistance. In addition, they are introducing a new system modernization
department that will be responsible for integrating the best technology in the system. This is
meant to focus on using data analytics to improve the efficiency of the system.
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2.5.2 Overview of South Africa’s Tax System

South Africa’s taxation system also has both direct and indirect taxes. The taxes that are
applicable in South Africa include: income tax, dividends tax, air passanger tax, capital gains
tax, diamond export tax, skills development levy, unemployment insurance fund, donations
tax, estate duty, securities transfer tax, transfer duty, VAT, fuel taxes, environmetal levies,
plastic bag levy, electricity generation levy, incandescent bulb levy, CO2 motor vehicle
emissions levy, tyre levy, health promotion levies (South African Revenue Service, 2024).

Majority of the tax revenues are derived from income taxes. The income taxes include
personal and corporate income taxes. Corporate income taxes are levied on the income of
resident companies regardless of whether the income was made within South Africa or not,
and on any income made within South Africa by non-resident companies. For both resident
and non resident companies with an income above South African Rand (R or ZAR) 550,000
($29,518), the income tax rate is flat at 27%. It was reduced in 2023 from 28%. For small
businesses with incomes below R550,000, there are different reduced rates. On the first
R95750, the tax rates is zero. For the subsequent amount untill R365,000, the rate is 7%, and
21% for the income between R365,000 and R550,000. For the very small businesses, moreso
the informal sector, the government uses turnover presumptive tax. The rate is between 0%
and 3% of the total turnover (South African Revenue Service, 2024). South Africa also has a
special economic zone and charges a reduced tax rate on 15% on the companies that operate
within it. Other taxes related to corporate income are the withholding taxes on royalties,
interest and dividends, and donations tax.

The individual income tax rates in South Africa are as shown in the Figure 4. The lowest tax
rate is 18% for those earning R237,100 annually, and the highest is 45% for any income
above R1,817,004. There are rebates for all taxpayers depending on their age. The taxpayers
under the age of 65 years gets the primary rebate of R17,235. For those between 65 and 75
years, there is an additional rebate of R9,444. People who are above 75 years are considered
elderly, and gets an additional rebate of R3,145. The main objective of the rebate is to reduce
the tax burden of the taxpayer. If the taxpayer’s liability is equal to or less than the rebate,
then they pay nothing. There is not tax refund it a taxpayer’s liability is less than the rebate.
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Figure 4: South Africa's Tax brackets.

Taxable income (R) Rates of tax (R)

1-237100 18% of taxable income

237 101 -370 500 42 678 + 26% of taxable income above 237 100
370 501 -512 800 77 362 + 31% of taxable income above 370 500
512 801 -673 000 121 475 + 36% of taxable income above 512 800
673 001 -857 900 179 147 + 39% of taxable income above 673 000
8579011817 000 251 258 + 41% of taxable income above 857 900
1817 001 and above 644 489 + 45% of taxable income above 1 817 000

Source: SARS 2025

In addition to raising revenues, customs duties are used to protect the county against dumping,
regulate trade and protect local industries. South Africa is a member of South African
Customs Union (SACU) and provides preferential treatment to goods from this union and
other territories with which it has agreements with. The skills and development tax is meant to
fund skills development in the workforce. The tax stands at 1% of the total payroll.
Companies with less than R500,000 in payroll are exempt. The funds collected are used as
grants to help companies cater for their employee’s skills development. The unemployment
tax is meant to provide temporary relief to those who become unemployed or are unable to
work due to sicknesses or maternity reasons. The rate is 2% of the payroll amount paid to
employees. The employer contributes 1% and the employee 1%.

VAT is levied on consumption in South Africa, and is destination based. Therefore, exports
are zero rated. Just like in Kenya, South Africa has three classifications for VAT. Zero rated,
exempted, and standard rated. Basic food items and exports are zero rated. Some goods and
services like educational materials, financial services, and residential accommodation are
exempted from VAT. Any person or business that makes taxable supplies of more than R 1
million in a financial year is required to register for VAT. Small business that makes taxable
supplies above R50,000 can voluntarily register for VAT. The businesses collect VAT and pay
it to SARS. The VAT standard rate is 15%.

Tax in South Africa is administered by the South African Revenue Service (SARS). SARS is
under the ministry of finance. The national treasury is responsible for advising the minister for

22



finance and designing tax instruments. These tax instruments are then added over to SARS
who do the administrative duties. There is the office of the Tax Ombuds (OTO), which
impartially handles complaints by the taxpayers against the SARS (National Treasury, South
Africa, 2021).

To enhance revenue collection and improve efficiency, South Africa has shifted it taxation
system to online using the eFilling system, where individuals and businesses can easily
calculate their tax liability, file returns, and make payments. SARS has also started deploying
artificial intelligence, data science and machine learning to make tax compliance as seamless
as possible and automate detection of non-compliance. The aim is to ease compliance and
make non-compliance difficult and costly. To make this achievable, SARS is focused on
hiring talents with the much-needed data and artificial intelligence skills while also reskilling
their existing workforce.

The aim of SARS is to encourage voluntary compliance. To do this, they are focused on the
employees practicing the highest standards of integrity and professionalism, and doing their
best to swiftly address taxpayer concerns to inspire confidence. One of the steps taken is to
make SARS as independent and autonomous as possible. Consequently, SARS can deal with
all taxpayers objectively, regardless of their position in the government. This helps to enhance
fairness and win credibility. Additionally, they want to ensure that taxpayers are aware that
they are continuously monitored, and that non-compliance will surely be detected. They are
doing this by sending instant notifications to taxpayers once they detect any form of non-
compliance and give the taxpayers time to comply.

To make non-compliance hard, they are coming up with policies that ensure that the cost of
noncompliance is higher than the likely benefit of non-compliance. With the increased use of
artificial intelligence, the employees are more involved in handling the detected cases.
According to SARS, public perception of corruption in the government, especially the use of
taxpayer’s money could influence voluntary compliance. While they cannot influence the
executive use of public money, serious government attempts in curbing corruption, as that
may affect their effectiveness (SARS, 2020). Due to the increasing use of social media, SARS
is also focused on improving its engagements and communication on social media with the
taxpayers.

On taxing the informal sector, SARS has faced considerable challenges but also made
significant progress. Some of the strategies being used is the use of presumptive turnover tax
of 0%-3% to make is easy and simple to comply. SARS is also doing an education drive to
educate the informal businesses on the benefits that accrues to them if they register like
qualifying for government grants, getting VAT credits, eligibility for tenders and business
loans. To enforce this, tax registration has been made a requirement for most of the business
and administrative activities.

To enhance the predictability of the tax system for businesses, is shifting from the annual tax
policy reviews to the mid-term budget policy Statement (MTBPS), where they provide the tax
outlook for a period of three years. Within that period, only minimal and very necessary
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changes are made. As a result, businesses and individuals can be certain of what their
obligations are likely to be.

2.5.3 Overview of New Zealand’s tax system

New Zealand’s tax system is known as one of the simplest and most transparent in the entire
world. More than 90% of the tax revenue comes from income taxes and Goods and Services
Tax (GST). The remaining revenues comes from both resident and non-resident withholding
taxes, excise duties, fridge benefits tax, and others ( Inland Revenue, New Zealand, 2017).

The income tax includes both individual and corporate income taxes. The personal income tax
system of New Zealand is considered flat, with taxpayers getting to the marginal income tax
rate at only 1.2 times the average wage in the country. Additionally, New Zealand does not
have payroll taxes like social security unlike other countries. There is a saving and retirement
scheme, but it is optional and voluntary. The policy for the income taxes in New Zealand is
low-rate, broad-base. With this policy, the government and the Inland Revenue have tried to
reduce exemptions and tax reliefs. No person with a taxable income is exempted from paying
taxes. However, there is a work for families program, that supports those who have dependent
children with tax credits. As shown in the Figure 5, the lowest tax rate is 10.5% and the
marginal tax rate is 39%. Personal income taxes are levied on salaries, job benefits, interests,
self-employment earnings, rental incomes and any income made abroad. In case of people
with additional sources of income apart from their taxes, they are required to pay the
secondary tax. There is a separate table showing the tax rates for secondary incomes. The
rates are relatively the same as the primary tax rates

Figure 5: Personal income tax rates in New Zealand.

From 1 April 2025

0 -%$15,600 10.5%
$15,601- $53,500 17.5%
$53,501 - $78,100 30%
$78,101 - $180,000 33%
$180,001 and over 39%

Source: Inland Revenue 2025
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The standard corporate income tax rate is 28%. In New Zealand, there is no turnover tax. All
businesses, whether small or big pay the standard rate on their incomes. However, there is a
special lower tax rate of 17.5% on businesses owned and operated by Maori. Maori are the
indigenous New Zealanders. This is meant to support the communities to develop
economically (Inland Revenue, New Zealand, n.d). For dividends, there is the imputation
credit that ensure that the profits of companies are not double taxed after they are distributed
to the shareholders ( Inland Revenue, New Zealand, 2017).

The main indirect tax in New Zealand is the Goods and Services Tax. The standard rate on
goods and services stands at 15% of the value added to the products at different stages of
production and distribution. The aim of GST is to simplify the tax system by bringing most of
the consumption taxes under one name. The 15% rate is considered low in New Zealand,
hence the low-rate, broad-base policy. As a result, the government goes with the least
exemptions possible.

In this GST, there are still three categories, which include zero rated, GST exempt and
standard rated goods and services. Some of the zero-rated products are exports, some
financial services, and land transactions. Most the GST exempt goods are residential rentals,
donated funds, and rare metals. Unlike other countries, New Zealand charges GST on
government transactions, including the funding of different departments. Businesses are
required to register as GST vendors once their annual supplies cross the NZD 60,000 limit
(Inland Revenue, New Zealand, n.d).

Excise duties are levied on tobacco, alcohol or fuel that is consumed in New Zealand, whether
imported or locally produced. The excise rates vary according to the type of products. These
products are exempt from excise duties if they are exported from New Zealand. Custom
duties are also levied on imports that exceed NZ 1000. There is a duty estimator, where
people easily calculate their duty even before import to know how much they will have to pay.
GST applies to all the goods whether they have customs duty or not. New Zealand does not
have stamp duty or capital gains tax. Tax could only be levied if a person sells their property
within less than 10 years since they got it (New Zealand Customs Service, 2025).

The Inland Revenue is mandated by the New Zealand law to administer taxes. It collects the
taxes, ensure that the systems are working, supports the taxpayers to comply and other
administrative roles. The treasury advice the government on tax policy. There is the tax
counsel office to help the taxpayers in the interpretation and application of the tax laws.

To enhance the progressivity of the tax system and reduce income inequality, New Zealand
has several social welfare programs, where the government transfers some money to the
residents. One such program is the already mentioned working for families tax credit. Other
programs are working age welfare, New Zealand superannuation, and the accommodation
supplement.

The government has divided the incomes of the people into deciles. According to reports, the
top decile pays more than 35% of all the income tax revenue. The bottom four deciles pay less
than 20% of the revenue. The government ensures that these lowest deciles get majority of the
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cash transfer. As a result, individuals in these brackets receive more money transfers from the
government than the tax that they pay. This way, the government not only enhances equality
in the tax system but also redistributes wealth ( Inland Revenue, New Zealand, 2017).

Despite the great progress and recognition in New Zealand’s tax simplicity and efficiency,
there are still challenges. According to OECD report, the current tax system in New Zealand
is doing very well in tax collections, but not very effective in stimulating economic growth.
The tax system also faces some challenges with non-compliance and fraud. In 2024, there was
a revenue alert by the commissioner on the rise of use of electronic tools to suppress sales
data on the point of sale. According to the Inland Revenue, these are ways for tax evasion and
money laundering.

The government and the Inland Revenue are taking some measures to address these
challenges and simplify the tax system even further. One of such big steps is that they have
automated their customers’ tax payable assessments, where it is automatically filled and sent
to the customers sometime before the filling period. The customers check if everything is
accurate and pay. More than 88% of the people reported that the assessments sent to them
were accurate. This also allows those who need specialized help to reach out to the Inland
Revenue in time. Additionally, they are using social media advertisements to send the most
important communication to the taxpayers on what they may need to do. To ensure that those
who need help get it fast, the Revenue authority has also prioritized adding more personnel to
help the taxpayers who may need specialized help, and asking them about their feedback on
the experience so that they can improve. To build trust, the Inland Revenue has also been
going out to the taxpayers and engaging with them and trying to help. They are also
partnering with organizations that the residents trust, like the social development organization
in their activities to help connect and build trust. Whenever there are communities that face
challenges like natural disasters, the Inland Revenue has prioritized going for the rescue of the
people and trying to help them in their hardest moments. As a result, people can connect with
them based on trust. Due to this, the Inland Revenue has managed to get new taxpayers
registered and helped those facing challenges. (Inland Revenue, New Zealand, 2023).

With the fast-advancing technology, new risks are rising, especially on tax compliance from
digital businesses. Some of the methods they are using to address this includes a requirement
for digital platform operators to report to the tax authority on how much income those who
use their platforms are making. They are also working with the other OECD countries on a
framework to get the data on the trading of cryptocurrencies. So far, crypto sales are treated
and taxed as personal property in New Zealand. They are also introducing a reporting
requirement, where payment service providers provide data on electronic sales. The Inland
Revenue then compares with what the taxpayer reported to see if they align. Dealing with
digital activities requires a cooperation and information sharing between many countries. The
Inland Revenue authority is tightening its standards on confidentiality, accuracy and
timeliness so that it can be on the required standards for information sharing with other
countries. (Inland Revenue, New Zealand, 2023).
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In addition, they are upgrading the technology and systems that their forensic department use
to deal with the rising digital fraud risk. They also want to keep people feeling that they are
being monitored, and the consequences of non-compliance could be dire by publishing the
popular cases related to tax non-compliance. For those taxpayers that are found to be non-
compliant, the Inland Revenue tries to help them settle their tax debt as early as possible to
avoid the accumulation of tax payable, which could become impossible to settle with time.

Finally, to the Inland Revenue is also working closely with the enterprises through annual
surveys and intelligence agencies to get their opinions on the tax policies. The feedback they
get is factored into the new initiatives.
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RESEARCH METHODOLOGY

3.1 Chapter Overview

This chapter outlines the research methodology used to analyze and compare the tax systems
of Kenya, South Africa, and New Zealand. The methodology includes the research design,
data collection methods, and data analysis techniques employed to achieve the research
objectives and answer the research questions.

3.2 Research Methodology

The research design for this study is a comparative case study approach. This design is
particularly suitable for analyzing the tax systems of Kenya, South Africa, and New Zealand,
as it allows for an in-depth examination of each country's tax structure, administration, and
policy outcomes. By comparing these three countries, the study aims to identify similarities
and differences, providing valuable insights into best practices and areas for improvement.

To achieve a comprehensive analysis, the study relies solely on secondary data collection
methods. This approach ensures that the research is grounded in existing knowledge and
credible sources. The data collection involves a thorough literature review, document analysis,
and the use of descriptive statistics.

The literature review encompasses a wide range of sources, including peer-reviewed

academic journals and books. These sources provide existing knowledge on the tax systems of
Kenya, South Africa, and New Zealand, including previous studies, theoretical frameworks,
and comparative analyses. Additionally, official government reports from credible
organizations such as the Kenya Revenue Authority (KRA), National Treasury and Planning
of Kenya, South African Revenue Service (SARS), and Inland Revenue Department (IRD) are
collected. These reports offer detailed information on tax policies, revenue collection, and
administrative practices. Credible online sources, such as the International Monetary Fund
(IMF), World Bank Group Data, and other reputable organizations, are also utilized to gather
data and analyses on tax systems and economic indicators.

Document analysis plays a crucial role in this study. Policy documents and legislative texts
related to tax laws and regulations in Kenya, South Africa, and New Zealand are analyzed to
understand the legal framework and policy environment governing taxation in each country.
Annual reports from tax authorities and government agencies are examined to gather data on
tax revenues, compliance rates, and administrative efficiency.

Statistical data is collected to assess the performance of each tax system. This includes data
on tax revenues, compliance rates, and economic indicators such as GDP growth, income
distribution, and investment levels. The analysis of these economic indicators helps evaluate
the impact of tax policies on economic development.

The study employs both qualitative and quantitative data analysis techniques to interpret the
collected data. Qualitative analysis involves content analysis of government reports, academic
literature, and credible online sources to extract relevant information and insights on the tax
systems of the three countries. Key themes and patterns related to tax administration,
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compliance, and policy effectiveness are identified. Quantitative analysis uses descriptive
statistics to summarize and describe the quantitative data collected from official sources. This
includes measures of central tendency (mean, median) and dispersion (standard deviation).

Ethical considerations are paramount in this study. The research adheres to ethical guidelines
to ensure the integrity and credibility of the findings. Efforts are made to minimize bias and
maintain objectivity throughout the research process, ensuring that the findings are based on
accurate and reliable data.

To illustrate the impact of different tax policies, the study includes case studies of specific tax
reforms or initiatives in each country. These case studies provide practical examples of how
tax policies have been implemented and their outcomes. In Kenya, the study examines recent
tax reforms aimed at improving compliance and revenue collection, such as the introduction
of electronic tax registers and the expansion of the tax base. In South Africa, the analysis
focuses on initiatives to enhance tax administration efficiency, such as the use of technology
in tax collection and the implementation of taxpayer education programs. For New Zealand,
the study explores the impact of the country's simplified tax system and transparent tax
policies on compliance rates and economic stability.

By employing these research methods, the study aims to provide a comprehensive and
systematic analysis of the tax systems in Kenya, South Africa, and New Zealand. The findings
will highlight the strengths and weaknesses of each system and offer recommendations for
improvement, ultimately contributing to the enhancement of Kenya's tax system and
supporting sustainable economic development.
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RESULTS AND DISCUSSION

4.1 Chapter Overview

Chapter 4 of the thesis compares the tax systems of Kenya, South Africa, and New Zealand,
highlighting similarities and differences. It discusses corporate tax rates, informal sector
taxation, technology use, and tax predictability. The chapter concludes with recommendations
for improving Kenya's tax system, focusing on efficiency, compliance, informal sector
engagement, and enhancing tax predictability.

4.2 Kenya vs South Africa

Kenya and South Africa share similarities in their tax systems, influenced by their colonial
histories, reliance on direct and indirect taxes, and digitalization efforts. Both face challenges
with taxing large informal sectors and low compliance levels. Key differences include
corporate tax rates, approaches to informal sector taxation, independence of tax authorities,
technology use, and tax predictability.

4.2.1 Similarities Between the Tax Systems of Kenya and South Africa

Kenya and South Africa share several similarities in their tax systems, stemming from their
historical backgrounds, tax structures, administration methods, and the challenges they face.

Historically, both countries' tax systems were significantly influenced by their colonial pasts.
During the colonial period, taxes such as hut and poll taxes were introduced to raise revenues
for the colonial governments and control the native populations. This historical context has
shaped the evolution of their tax systems over time.

In terms of tax structure, both Kenya and South Africa rely heavily on direct taxes, including
personal and corporate income taxes. These taxes are progressive, with different tax brackets
for individuals and flat rates for corporate taxes. Additionally, both countries utilize indirect
taxes such as VAT, excise duties, and customs duties as major sources of revenue. VAT in both
countries is destination-based, with classifications for zero-rated, exempt, and standard-rated
goods.

The administration of taxes in Kenya and South Africa is managed by their respective revenue
authorities: the Kenya Revenue Authority (KRA) and the South African Revenue Service
(SARS). These agencies are responsible for tax collection, administration, and enforcement.
Both countries have made significant strides in digitalizing their tax systems to improve
efficiency and compliance. Kenya uses the iTax system, while South Africa employs the
eFilling system.

One of the major challenges faced by both countries is the taxation of their large informal
sectors. To address this, they use presumptive taxes to simplify compliance for small
businesses. Additionally, both countries struggle with low compliance levels, which are
attributed to the complexity of their tax systems and public perception of government
corruption.
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Kenya and South Africa also offer special tax rates and incentives to encourage investment
and economic growth. Both countries have special economic zones where businesses benefit
from reduced tax rates. Furthermore, they provide tax reliefs and rebates to reduce the tax
burden on individuals, particularly those with lower incomes.

In terms of technology, both KRA and SARS are leveraging artificial intelligence and data
analytics to enhance tax compliance and detect non-compliance. This use of advanced
technology is aimed at making tax administration more efficient and effective.

These similarities highlight the common challenges and strategies in tax administration
between Kenya and South Africa, providing a basis for comparative analysis and potential
lessons for improvement.

4.2.2 Differences between the Tax Systems of Kenya and South Africa

This section only focuses on some of the major differences which can be used to help Kenya
improve its tax system. The first difference is in the corporate income tax.

Corporate Income Taxation: Kenya’s corporate income standards at 30% while that of South
Africa is at 27%. South Africa lowered its corporate income tax from 28% to 27% in 2023.
This is a strategy to spur economic growth. According to the Tax Foundation, ‘corporate
income tax is the most harmful tax to economic growth’. When this tax is lowered, it leaves
more money for companies to invest and grow. As these companies invest, they employ more
people, and as more people get disposable income, economic activity increases. Many
international companies prefer to set their offices and regional headquarters in countries with
lower corporate tax rates. Additionally, lower corporate income encourages many businesses
that could be either avoiding registration or evading taxes to comply. The increase in spending
and economic activity from people and companies because of less corporate tax stimulates
economic growth.

Informal Sector: Kenya is trying to get the informal sector registered by making a KRA
certificate a requirement for government grants, tenders, VAT credits and business loans.
South Africa on the other hand has these benefits but has also launched an education
campaign for the informal sector to educate them on the importance of registering for
taxation, like getting VAT credits, which can really improve their competitiveness. In addition,
South Africa does not tax any income below R 95,750 even if they register.

Independence of the tax authorities: In Kenya, KRA still remains to be an agent of the
national treasury. On the other hand, South Africa is trying to make the SARS autonomous
and independent especially after the state capture. This will make improve its image and
credibility among the taxpayers and help them to equally apply tax enforcement on all people
including those in power and the high-net-worth individuals. When the citizens trust that
everybody is treated equally in the tax system, this can boost the voluntary compliance.

Technology: Kenya has is establishing a department, whose mandate will be to deal with data
analytics and modernization of the system. On the other hand, South Africa is investing in Al
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to continuously monitor the data of taxpayers and send instant notifications to them in real
time if there are any discrepancies.

Compliance: South Africa is trying to make people feel monitored by the real-time artificial
intelligence analysis and notifications, which discourages non-compliance. Additionally, they
are collaborating with other stakeholders to make the cost of noncompliance heavier than the
likely benefit. Accordingly, it will not be attractive for people to not comply.

Tax predictability. The tax laws are revised every year in Kenya using the Finance Bill or act.
That has also been the case in South Africa, but they are shifting to the Mid-Term Budget
policy statement, which ensures that significant changes to the tax laws can always be done
only after three years. This will make it easier for businesses to plan for taxes.

4.3 Kenya vs New Zealand

Kenya and New Zealand share similarities in their tax systems, including reliance on direct
and indirect taxes, progressive personal income taxes, and digitalization efforts. Key
differences include New Zealand's use of GST versus Kenya's VAT, advanced Al technology
in New Zealand, and distinct approaches to taxing digital services and engaging taxpayers.

4.3.1 Similarities Between the Tax Systems of Kenya and South Africa

Kenya and New Zealand share several similarities in their tax systems, which can be observed
in their tax structures, administration methods, and approaches to enhancing tax compliance
and efficiency. Both countries rely on a combination of direct taxes, such as personal and
corporate income taxes, and indirect taxes, including VAT in Kenya and GST in New Zealand.
Personal income taxes in both countries are progressive, with different tax brackets for
individuals, while corporate income tax rates are significant, with Kenya's rate at 30% for
resident companies and New Zealand's at 28%.

Indirect taxes are also a key component of the tax systems in both countries. Both systems
classify goods and services into zero-rated, exempt, and standard-rated categories.

The administration of taxes in Kenya and New Zealand is managed by their respective
revenue authorities: the Kenya Revenue Authority (KRA) and the Inland Revenue
Department (IRD). These agencies are responsible for tax collection, administration, and
enforcement. Both countries have made significant strides in digitalizing their tax systems to
improve efficiency and compliance.

Both KRA and IRD leverage advanced technology to enhance tax compliance and detect non-
compliance. Kenya's iTax system allows taxpayers to calculate their tax liability and make
payments online, while New Zealand's automated assessments simplify the tax filing process
for individuals and businesses. Both countries use data analytics to improve tax
administration and compliance.

Kenya and New Zealand have mechanisms to provide tax reliefs and rebates to individuals,
particularly those with lower incomes. Kenya offers tax reliefs to cushion taxpayers from
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economic impacts, while New Zealand has social welfare programs such as the Working for
Families tax credit, which supports families with dependent children.

Additionally, both countries offer special tax rates and incentives to encourage investment and
economic growth. Kenya has special economic zones with reduced tax rates for businesses,
while New Zealand provides a lower tax rate for businesses owned and operated by Maori to
support indigenous communities.

4.3.2 Differences between the Tax Systems of Kenya and South Africa

There are many differences between the tax systems of Kenya and New Zealand from the
literature review. However, in this section the most significant differences that could help in
improving the tax system of Kenya are discussed.

GST and VAT: Kenya uses VAT alongside several other forms of indirect taxes. New Zealand
on the other hand uses GST, which combines many other indirect taxes and applies one
standard indirect tax. This tax is intended to simplify the tax system and enhance compliance.
Unlike the VAT, GST has the input tax credit to avoid the cascading effect in the taxation
system. This reduces the tax burden and improves the price competitiveness of businesses. In
the GST system, New Zealand uses the low-rate broad-base rule, where they have the least
exemptions but with a lower taxation rate. Things like basic food, unprocessed agriculture
products and inputs, government transfers, medical supplies and educational materials are
exempted in Kenya’s VAT but not exempted in New Zealand’s GST.

Technology: As seen earlier, Kenya is setting up a department to specialize on data analytics
and modernization of the taxation system. New Zealand on the other hand, has applied
artificial intelligence since 2023 to automatically calculate tax liability for the taxpayers and
send it to them before the tax period. This is done based on the data provided. Most of the
calculations are accurate and people just pay. For those whose incomes or sources have
changed, they then reach out to update their information.

Digital products and services tax: To deal with the rise of online marketplaces, Kenya is using
the significant economic presence tax (SEP), to tax all companies providing digital services in
Kenya. It has been hard to tax those who work on those platforms for Kenya. For New
Zealand, they have introduced a law that requires the providers of these online platforms to
provide the data of the incomes of the residents who use these platforms to do businesses. As
a result, they can easily get the taxable incomes of these traders and know their accurate
earnings. For those using cards to pay, there is also a new law that requires the payment
service providers to provide the sales data of businesses. The Inland Revenue then can
compare if the data provided aligns with what was provided by the taxpayer. This requires
cooperation with other countries sometimes and international companies. Consequently, the
tax authorities need to establish the highest standards on the protection of data.

Taxpayer engagement: KRA has the Tender Wema program where it engages with the
community and helps in advancing corporate social responsibility activities to build trust with
the citizenry. The Inland Revenue also has the same kind of program but has also started
partnering with the most trusted organizations and brands in the communities to build
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relationships with the people. This makes it easier to meet the people, provides a stage for
better brand visibility and more credibility.

4.4 Recommendations

4.4.1 Tax collection efficiency

1. Lower the corporate income tax rates. As we have seen in the overviews, Kenya’s corporate
income tax rate is the highest among the three countries. Additionally, it is higher than both
the global average and the African continent average. Lowering the corporate tax will leave
more money for the businesses to spend and invest. Additionally, it attracts foreign companies
that are seeking to establish their regional offices in low tax territories. Additionally, this
could be an incentive for businesses that could be avoiding taxes or registration due to high
taxation. The growth of the local businesses and others foreign companies could lead to
higher employment and increased economic activity and consequently economic growth.

2. Adopt Goods and Services Tax: To simplify the indirect tax system, Kenya should adopt the
goods and services tax. Unlike the VAT, this tax will help to remove the cascading effect on
the taxes paid. This is important to reduce the burden on businesses. The input tax credit is
also an incentive for businesses to register under this system. It is challenging to implement at
the beginning due to the technology needed. However, once it is implemented, it is easier to
administer, simpler for the taxpayers, and more transparent. This makes it easier to for
businesses to comply.

3. Apply the low-rate broad-base policy. Kenya has a lot of exemptions on taxes. To improve
the revenue collection, the government should consider lowering the current 16% and then
spreading it to as many products as possible. With a lower rate, the impact on prices will not
increase drastically, but the revenue could be more due to the broad base.

4. Work with the providers of digital platforms to get the income data of those working online.
In addition to the Significant Economic Presence Tax, the government of Kenya can enact a
law that requires the owners and providers of online digital platforms to give the data of the
earnings of those who do businesses on those platforms in Kenya. As a result, KRA can have
the accurate earnings of those doing online businesses, and tax them accordingly.

4.4.2 Compliance

1. Make KRA autonomous and independent. Voluntary compliance is the best in taxation.
Taxpayers are more likely to comply when they feel that there is fairness in the tax
administration. Any perception of political interference damages trust has the opposite effect.
Therefore, KRA should be set as an autonomous agency to enforce compliance on all the
parties regardless of their position or influence.

2. Manage public finances appropriately and fight corruption. Though this is not under KRA,
it is clear from the case of South Africa that perception of corruption greatly demotivates
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people from paying taxes. People want to be sure that their finances will be used for public
good. As stated earlier, the main reason for the resistance of the 2024 finance act was people
feeling that they were being taxed too much while the government wasn’t doing enough to
fight corruption. To change this perception and stimulate voluntary compliance, the
government needs to show people that they are making efforts to fight corruption and that
their funds are safe.

3. Deploy artificial intelligence to ease compliance. Use artificial intelligence to leverage the
taxpayer’s data to autofill their tax returns forms and send them the tax assessment for
checking and payment. The message should be clear that they should either change the data in
the system themselves or reach out to KRA if the tax assessment is not correct. When taxation
becomes that convenient, people will more likely comply. Sending the message will also be a
reminder for people to fill their returns.

4. Let people feel that they are being monitored. Use artificial intelligence to monitor people’s
filling of tax related forms and send instant notifications if there are discrepancies detected.
With this, the taxpayers will know that any noncompliance activities are likely to be detected.

5. Make laws that make the cost of tax noncompliance heavier than its benefits. This will
discourage those who would like to intentionally fail to comply. To make it even better, KRA
can follow and post the consequences faced by those who were caught not complying with
taxation.

6. Deal with outstanding tax debts early. As time goes, unsettled tax debts become harder to
pay. At some point, they become unmanageable for the businesses. To avoid the build up of
tax debts and even the fall of businesses due to huge debts, KRA should give a priority to
ensure that tax debts are settled soonest possible.

7. Partner with trusted brands in engaging with the taxpayers in the communities to build
trust. In addition to carrying out some corporate responsibilities, KRA can partner with some
of the brands that are very popular and trusted in events. During these events, the staff can
focus on helping those who could be having issues regarding taxation and getting new people
who may not have been registered to register. The engagement should not be intrusive to the
people but instead focus on helping them as much as possible. This will help in building trust.

4.4.3 Informal sector

1. Launch a campaign to educate the informal sector on the importance of registering. Some
of the businesses operating informally don’t know how they can benefit from registering with
KRA apart from paying taxes. The campaign should focus on tax registration incentives for
small businesses like VAT credit, qualifying for government grants and tenders, better
prospects for business loans.

2. Make an income threshold below which small businesses are not taxed even if they are
registered. This will encourage the small businesses, especially those that could be afraid of
the turnover tax, which does not consider whether they are profitable or not. This could also
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help those small businesses to grow while they are confident that they are compliant with the
government’s regulations.

4.4.4 Tax predictability

Make the intervals for tax law changes longer. Instead of the current annual changes of tax
laws through the finance bills, the government can adopt a plan to make comprehensive tax
changes after a longer period. They can adopt a plan like the South Africa’s Midterm-Term
Budget Policy Strategy. This helps to a stable business environment and allows businesses to
forecast their tax liabilities and plan accordingly. Minor changes can still be done before the
period lapses.
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CONCLUSION

This comparative analysis of the tax systems in Kenya, South Africa, and New Zealand has
provided valuable insights into how Kenya can enhance its tax system to improve efficiency,
compliance, and economic development. This study aimed to address four key research
questions related to tax collection efficiency, tax compliance, informal sector taxation, and tax
predictability.

Regarding tax collection efficiency, Kenya can draw valuable lessons from the methods
employed by South Africa and New Zealand. South Africa's decision to lower its corporate
income tax rate from 28% to 27% demonstrates that reducing corporate tax rates can stimulate
economic growth by allowing businesses to retain more capital for investment and expansion.
This approach can attract foreign companies seeking favorable tax environments, thereby
boosting economic activity and employment. Similarly, New Zealand's implementation of the
Goods and Services Tax (GST) simplifies the tax system by consolidating multiple indirect
taxes into a single tax, reducing the cascading effect and making compliance easier for
businesses. Adopting GST and implementing a low-rate, broad-base policy could significantly
enhance Kenya's tax collection efficiency.

To improve tax compliance, Kenya can adopt several strategies from South Africa and New
Zealand. South Africa's use of artificial intelligence to monitor taxpayer data and send real-
time notifications of discrepancies can help ensure that taxpayers feel monitored and are more
likely to comply. Additionally, making the Kenya Revenue Authority (KRA) autonomous and
independent, similar to South Africa's efforts with the South African Revenue Service
(SARS), can improve public trust and voluntary compliance. New Zealand's approach of
sending automated tax assessments to taxpayers based on their data simplifies the tax filing
process and encourages compliance. These measures can make tax compliance more
convenient and transparent for Kenyan taxpayers.

Kenya can derive effective solutions for taxing its large informal sector from South Africa's
experience. South Africa's education campaign to inform informal businesses about the
benefits of tax registration, such as qualifying for government grants and VAT credits, can be
replicated in Kenya. Additionally, setting an income threshold below which small businesses
are not taxed, even if they are registered, can encourage more informal businesses to register
without the fear of immediate tax liability. This approach can help integrate the informal
sector into the formal economy, increasing the tax base and improving revenue collection.

To ensure tax predictability and stability, Kenya can adopt practices from South Africa and
New Zealand. South Africa's shift to the Mid-Term Budget Policy Statement, which provides
a tax outlook for three years, can help businesses plan their tax liabilities and investments
with greater certainty. New Zealand's transparent and simplified tax system, with minimal
exemptions and a broad tax base, can serve as a model for Kenya to create a stable and

37



predictable tax environment. By providing a clear and consistent tax policy, Kenya can
enhance investor confidence and attract both domestic and foreign investments.

Based on the comparative analysis, the following recommendations are proposed to improve
Kenya's tax system: Lower corporate income tax rates to stimulate economic growth and
attract foreign investment; adopt the Goods and Services Tax (GST) to simplify the indirect
tax system and enhance compliance; implement the low-rate, broad-base policy to increase
tax revenues without significantly impacting prices; work with digital platform providers to
obtain income data of online businesses for accurate taxation; make KRA autonomous and
independent to improve public trust and voluntary compliance; deploy artificial intelligence to
ease compliance and monitor taxpayer data in real-time; launch an education campaign to
inform the informal sector about the benefits of tax registration; set an income threshold
below which small businesses are not taxed to encourage registration; and adopt a longer
interval for tax law changes to ensure tax predictability and stability.

By implementing these recommendations, Kenya can enhance its tax collection efficiency,
improve compliance, effectively tax the informal sector, and create a predictable tax
environment. These measures will contribute to sustainable economic development and better
public service delivery in Kenya.
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