OPTIMIZING KENYA’S
TAX STRATEGY -
BALANCING
CORPORATE TAXAND
VAT FOR ECONOMIC
GROWTH

WLiveBean

Kenya can drive growth and protect revenues
by cutting corporate income tax to unlock
investment and jobs, while keeping VAT as the
more stable, broad-based anchor that captures
consumption across the economy.

The proposed route is to phase corporate tax
from 30% to 25% over three fiscal years while
retaining VAT at 16%, alongside PAYE relief and
stronger compliance and formalisation so
purchasing power rises and the VAT base
widens.
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Kenya’s fiscal policy must be strategically crafted to drive economic growth, attract
investment, and ensure sustainable revenue generation. A persistent challenge for
policymakers is the delicate balance between Corporate Tax and Value Added Tax
(VAT)—whether to increase corporate tax while reducing VAT or to reduce corporate tax
while maintaining VAT at current levels.

This paper analyzes this dilemma and concludes that reducing corporate tax while
maintaining VAT is the optimal strategy to stimulate long-term economic growth, expand
the tax base, and strengthen fiscal resilience. The key lies in enhancing tax collection
through indirect taxes like VAT by boosting the population’s purchasing power,
rather than eroding it through excessive taxation on businesses and individuals.

The Case for Reducing Corporate Tax and Maintaining VAT

1. Enhancing Kenya’s Competitiveness as an Investment Destination

¢ Kenya’s current corporate tax rate of 30% is already on the higher side compared
to the fast-growing economies like the USA, China, India, Vietnam, and Indonesia,
which have a domestic corporate tax rate ranging between 20% to 25%.

e A lower corporate tax rate will enhance Kenya’s attractiveness for both local
and foreign direct investment (FDI), driving capital inflows into key sectors such
as manufacturing, technology, and financial services.

¢ Ireland case study-Irelandreduced its corporate taxfrom 40% to 12.5%, leading
to a massive surge in FDI, particularly in technology, pharmaceuticals, and
financial services. This resulted in higher employment, increased economic
activity, and ultimately greater corporate tax revenues despite the lower rate. By
broadening the tax base through economic expansion, Ireland proved that lower
corporate taxes can lead to higher overall tax collections.

¢ Higher corporate taxes discourage reinvestment by businesses, leading to
reduced employment opportunities and sluggish economic expansion.

2. Stimulating Business Growth and Job Creation

¢ Lowering corporate tax allows businesses to retain more earnings, which can be
reinvested into expansion, innovation, and workforce development.

e Countries that have implemented corporate tax reductions (e.g., Ireland,
Singapore) have seen increased tax revenue through higher business activity
and improved compliance.

e Higher corporate tax rates may encourage tax avoidance, shifting profits to
lower-tax jurisdictions, thereby diminishing government revenue.

¢ More employment leads to increased consumption, expanding the population
base that contributes to VAT collection.
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3. Strengthening the Tax Base Through Indirect Taxation

o The key to enhancing government revenue is to increase tax collection through
indirect taxes like VAT by enabling a larger base of consumers with higher
disposable income.

¢ Reducing corporate tax leads to businesses hiring more employees, thereby
empowering more individuals to earn and spend.

e At the same time, reducing PAYE (Personal Income Tax) or restructuring the
tax brackets will increase the expendable income of individuals, allowing them
to consume more goods and services, contributing to higher VAT collections.

e A broader, consumption-driven tax strategy ensures that the government
collects more revenue through VAT, rather than overburdening businesses and
salaried employees with direct taxation.

4. Lessons from India’s Latest Budgetary Policy

¢ India, in its latest budget, increased the income tax exemption threshold,
effectively ensuring that a large segment of middle-income earners pay little to
no income tax.

e This move was not a revenue loss strategy but a smart economic approach to
enhance disposable income, leading to increased consumer spending and
higher GST collections.

e By empowering the middle class with higher disposable income, India
successfully expanded its indirect tax base, proving that lowering direct taxes
can drive economic activity and ultimately increase government revenue.

¢ India also introduced the Production-Linked Incentive (PLI) scheme, which
rewards companies for increasing their production, thereby enhancing
employment, disposable income, and consumer spending.

¢ Kenya can adopt a similar approach by raising the PAYE exemption threshold,
enhancing people purchasing power, fueling higher VAT revenue.

5. Preserving VAT for Revenue Stability

e VAT is a broad-based consumption tax that ensures revenue collection from
both formal and informal sector transactions.

¢ Unlike corporate tax, which fluctuates with business cycles, VAT provides a
stable and predictable revenue stream for the government.

¢ Reducing VAT could widen the budget deficit, forcing the government to rely on
borrowing, increasing debt servicing costs.

¢ Kenya’s current VAT rate of 16% aligns with global best practices and provides
the necessary revenue to fund public services and infrastructure projects.

Comparative Global Perspectives
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¢ lIreland: Lowered corporate tax from 40% to 12.5%, leading to a significant
increase in FDl and economic growth.

e Singapore: Maintains one of the world’s most competitive corporate tax rates
(17%) while leveraging VAT (Goods and Services Tax - GST) for stable revenue.

e United States: The 2017 Tax Cuts and Jobs Act reduced corporate tax from 35%
to 21%, spurring business expansion and job creation.

¢ India: raised the income tax exemption slab, ensuring the middle class retains
more income to spend and drive indirect tax revenue, a model Kenya can adopt.

e China, Vietnam, and Indonesia have maintained corporate tax rates between 20%
and 25%, balancing investment attractiveness with tax revenue optimization.

Kenya can leverage the learnings from these models by lowering corporate tax to
stimulate investment while maintaining VAT for fiscal stability.

Policy Recommendations

1. Reduce Corporate Tax from 30% to 25% over the next three fiscal years to
enhance competitiveness and drive business growth.
2. Maintain VAT at 16% to ensure continued revenue collection while preventing
excessive reliance on corporate tax.
3. Reduce PAYE or restructure tax brackets to increase expendable income,
thereby stimulating consumer spending and enhancing VAT collections.
4. Expand the Tax Base by:
o Formalizing more businesses through incentives.
o Strengthening enforcement on tax compliance.
o Encouraging digitization to track transactions in the informal sector.
5. Enhance Tax Incentives for Investment in high-impact sectors such as
technology, manufacturing, and infrastructure to stimulate FDI.
6. Implement Fiscal Prudence to reduce reliance on debt and ensure efficient
utilization of tax revenue for national development.

Kenya’s economic success hinges on smart fiscal policies that encourage investment,
enhance tax compliance, and ensure revenue stability. Reducing corporate tax while
maintaining VAT is a pro-growth strategy that will enable Kenya to attract investment,
expand employment, and strengthen its overall economic resilience.

By prioritizing indirect tax collection through VAT, rather than overburdening
businesses and employees with excessive direct taxation, Kenya can ensure sustainable
revenue growth.

A balanced tax policy that includes lower corporate tax, reduced PAYE, and a broad
consumption-driven VAT system will drive economic expansion, increase
employment, and solidify Kenya’s position as a leading investment destination in Africa.
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Disclaimer: This document is intended for informational and strategic discussion purposes only. It does
not constitute legal, tax, or investment advice. While care has been taken to ensure the accuracy of the
analysis, LiveBean and the authors accept no liability for decisions made based on this publication.
Stakeholders are encouraged to seek professional advice tailored to their specific context.
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