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Introduction and Background
This article is intended for policymakers, tax 
professionals, and development stakeholders 
interested in enhancing Value Added Tax (VAT) 
performance in Ghana. 

VAT, an indirect tax imposed on the consumption 
of goods and services, serves as a critical source 
of government revenue globally. Its significance is 
particularly notable in developing countries such 
as Ghana, where sustainable revenue mobilisation 
is essential for national development. VAT was 
introduced in Ghana in 1995 as part of a broader 
tax reform agenda under the International Mon-
etary Fund’s Enhanced Structural Adjustment 
Programme. The reform sought to modernise the 
tax system and expand the tax base.

VAT is one of the most important forms of taxa-
tion due to its administrative efficiency, relative 
ease of enforcement, and reduced susceptibility 
to evasion. By targeting value-addition at every 
stage in the consumption chain, VAT offers a 
reliable mechanism for increasing tax compliance 
and enhancing revenue collection provided it is 
well structured and implemented effectively and 
efficiently.

VAT’s Contribution to Tax 
Revenue in Ghana
Empirical evidence indicates a strong and positive 
correlation between VAT revenue and total tax 
revenue in Ghana, especially over the medium- to 
long-term. As VAT collections grow, they make a 
significant contribution to the overall fiscal health 
of the country.

Nevertheless, VAT’s effectiveness is limited by 
various structural and macroeconomic challeng-
es. These include persistent inflation and the 
volatility of exchange rates, which erode the real 
value of tax collections and reduce consumers’ 
purchasing power. For example, the administra-
tion of import VAT is fraught with inefficiencies 
such as customs delays/bureaucracy, smuggling 
and border leakages as well as lack of coordina-
tion between agencies. These factors collectively 
weaken tax enforcement and compliance systems. 
Coupled with this is the large informal sector of 
the Ghanaian economy which makes it difficult to 
ensure comprehensive VAT coverage and enforce-
ment.

Lessons from International 
Studies
The literature on VAT performance highlights 
several critical factors that influence its reve-
nue-generating capacity. A key study by Bogetić 
and Hassan (1993) sheds light on these factors.
First, the design of the VAT system plays a pivotal 
role. Countries that implement a single VAT rate 
generally achieve higher levels of revenue produc-
tivity than those using multiple rates, due to the 
simplicity of administration and improved compli-
ance outcomes.

Second, the breadth of the VAT base significantly 
impacts performance. Systems that include both 
goods and services and that limit exemptions tend 
to perform better in terms of VAT revenue as a 
share of Gross Domestic Product.

Third, administrative capacity is essential. 
Countries with effective tax governance, strong 
enforcement structures, and high government 
effectiveness tend to collect more VAT revenue.
These findings underscore the importance of VAT 
system design and implementation, reinforcing 
the need for structural reforms such as rate sim-
plification and the strengthening of administrative 
processes.

Challenges Limiting VAT 
Effectiveness in Ghana
Despite its potential, several challenges continue 
to undermine the effectiveness of VAT in Ghana. 
One of the foremost issues is macroeconomic 
instability. Inflation, for example, diminishes the 
real value of VAT revenue and discourages compli-
ance by shrinking consumers’ purchasing power. 
Exchange rate depreciation exacerbates this by 
increasing import costs, which indirectly affects 
VAT collection.

Ghana also faces administrative constraints. 
The VAT collection system is weakened by poor 
enforcement mechanisms, limited progress in 
digitalisation, and inconsistencies in taxpayer ed-
ucation and outreach. The informal sector, which 
constitutes a significant portion of Ghana’s econ-
omy, presents another major obstacle. Informal 
businesses often operate outside the formal tax 
net, making it challenging to enforce VAT 
collection.

Furthermore, while VAT has been extended to 
cover digital services, the legislative framework is 
still underdeveloped. This has led to complications 
such as increased administrative burdens, inflated 
service prices, and reduced consumer usage.

Recommendations for 
Enhancing VAT Revenue
To strengthen the contribution of VAT to Ghana’s 
revenue, a comprehensive set of reforms is re-
quired. Enhancing tax administration should be a 
priority. This includes improving digital infrastruc-
ture for tax operations, strengthening audit sys-
tems, and increasing the capacity of tax officials 
through targeted training and better resource 
allocation. 

The tax base must also be expanded. Reducing 
exemptions particularly within the services sector 
will help broaden the scope of taxable transac-
tions. Incorporating the informal sector through 
simplified tax schemes and enhancing e-com-
merce and digital services can further improve 
revenue collection. 

Taxpayer education is equally essential. Nation-
wide awareness campaigns, training for small and 
medium-sized enterprises and the promotion of 

voluntary compliance through positive messaging 
will help improve understanding and adherence to 
VAT regulations. 

Maintaining macroeconomic stability is also 
critical. This involves the adoption of sound fiscal 
and monetary policies to control inflation and 
exchange rate fluctuations. 

Moreover, it is my considered view that VAT 
thresholds should be indexed to inflation to pre-
serve the real value of tax collections, ensuring 
that businesses are not unfairly penalised due 
to inflation-induced revenue increases. Greater 
transparency and accountability in public finan-
cial management will foster trust and encourage 
compliance.

Finally, a detailed analysis of the VAT impact 
across different sectors of the economy is neces-
sary. Understanding the compliance challenges 
and revenue contributions of various industries 
will allow policymakers to develop tailored en-
forcement strategies that reflect the specific 
needs and capacities of each sector.

Conclusion
VAT has established itself as a vital instrument for 
domestic revenue mobilisation in Ghana. However, the 
realisation of its full potential depends on the imple-
mentation of sound policy reforms. Simplifying the 
VAT structure, expanding the tax base, modernising 
administration, educating taxpayers, and ensuring 
macroeconomic stability are all critical to enhancing 
the system’s efficiency and impact.

With sustained reform efforts and collaborative stake-
holder engagement, VAT can continue to play a pivotal 
role in strengthening Ghana’s fiscal foundation, reduc-
ing reliance on external financing, and advancing the 
country’s broader development objectives.
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