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ABSTRACT 
 

This dissertation aims to investigate the impact of taxation on human welfare in SSA from 2000 

to 2020.The objectives of the research are to analyze the impact of taxation on human welfare in 

SSA, including its effects on poverty, inequality, and access to essential social services , to identify 

the key factors that shape the relationship between taxation and human welfare in SSA, including 

tax policy, administration, and institutional factors, to evaluate the effectiveness of tax policies 

and administration in promoting human welfare in SSA, including their impact on fiscal capacity 

and redistribution and to assess the potential of taxation to address key social challenges in SSA, 

including poverty, inequality, and climate change. Using aggregate data on human development 

index (HDI), tax revenue, income tax rate, tax administration efficiency index and value added tax 

(VAT) for countries in Sub-Suharan Africa (SSA), the study employed quantitative methodology 

approach to estimate the research problem. The results indicate that progressive income taxation 

and efficient tax administration positively impact human development outcomes, emphasizing the 

importance of considering both aspects when designing and implementing tax policies. In addition, 

consumption taxes, such as value-added tax, play a crucial role in revenue generation, however 

their impact on human development is less clear, underscoring the need for a balanced tax 

structure. Based on the findings of the study, the research concludes by recommending Policy-

makers to design a balanced tax structure that incorporates both progressive income taxation and 

consumption taxes, such as value-added tax (VAT). This approach can promote revenue 

generation while supporting human development outcomes. 
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CHAPTER I 

INTRODUCTION 

      1.0 Introduction 

Developing countries in Sub-Saharan Africa (SSA) continue to face significant challenges in 

improving human welfare and achieving sustainable economic growth. One of the key policy tools 

for addressing these challenges is taxation, which plays a crucial role in raising government revenue 

and shaping economic behavior. The literature on taxation and human welfare in SSA is vast and 

diverse, reflecting a range of perspectives and methods. Some studies have focused on the impact of 

taxation on poverty reduction and inequality, while others have explored the relationship between 

taxation and government expenditure on key social services, such as health and education. On one 

hand, some scholars argue that taxes can be an important tool for promoting equitable development 

and reducing poverty by redistributing income and resources to vulnerable groups. For example, a 

study by Ncube and Lang (2010) found that progressive taxation and targeted social transfers can 

help to reduce inequality and promote inclusive growth in SSA. 

 On the other hand, others have questioned the effectiveness of taxation in promoting human welfare 

in SSA due to the challenges associated with tax administration and compliance. For instance, studies 

by Bird (2007) and Baunsgaard et al. (2013) have highlighted the problems of tax evasion and 

corruption in SSA, which can limit the revenue-raising potential of taxation and hinder its impact on 

human welfare. Despite these challenges, taxation remains a critical tool for addressing human 

welfare in SSA, and further research is needed to better understand its impact on poverty, inequality, 

and economic growth. 

 

1.1 Background of the Study 
Developing countries in Sub-Saharan Africa (SSA) continue to face significant challenges in 

improving human welfare and achieving sustainable economic growth. One of the key policy tools 

for addressing these challenges is taxation, which plays a crucial role in raising government revenue 

and shaping economic behavior. The literature on taxation and human welfare in SSA is vast and 

diverse, reflecting a range of perspectives and methods. Some studies have focused on the impact of 

taxation on poverty reduction and inequality, while others have explored the relationship between 

taxation and government expenditure on key social services, such as health and education. On one 
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hand, some scholars argue that taxes can be an important tool for promoting equitable development 

and reducing poverty by redistributing income and resources to vulnerable groups. For example, a 

study by Ncube and Lang (2010) found that progressive taxation and targeted social transfers can 

help to reduce inequality and promote inclusive growth in SSA. 

 On the other hand, others have questioned the effectiveness of taxation in promoting human welfare 

in SSA due to the challenges associated with tax administration and compliance. For instance, studies 

by Bird (2007) and Baunsgaard et al. (2013) have highlighted the problems of tax evasion and 

corruption in SSA, which can limit the revenue-raising potential of taxation and hinder its impact on 

human welfare. Despite these challenges, taxation remains a critical tool for addressing human 

welfare in SSA, and further research is needed to better understand its impact on poverty, inequality, 

and economic growth. 

 

The background of taxation in Sub-Saharan Africa (SSA) is rooted in a complex history of 

colonialism, structural adjustment programs, and recent efforts towards tax reform. During the 

colonial period, taxes were used primarily to extract resources from SSA for the benefit of colonial 

powers, with little regard for human welfare or economic development. Taxes were often regressive, 

extractive, and highly inequitable, and had a negative impact on human welfare. 

 

 Following independence, SSA countries faced major challenges in developing tax systems that were 

capable of raising sufficient revenue to support economic growth and human welfare. In many cases, 

tax administration and compliance were weak, and revenue from traditional taxes such as customs 

duties and commodity taxes was often volatile and unreliable. In the 1980s and 1990s, SSA countries 

were subject to Structural Adjustment Programs (SAPs) imposed by the International Monetary Fund 

(IMF) and the World Bank, which included tax reforms aimed at liberalizing and simplifying tax 

systems. 

 

 More recently, there has been a renewed focus on tax policy in SSA, with initiatives such as the 

African Tax Administration Forum (ATAF) and the OECD Africa Initiative promoting tax reforms 

that aim to improve tax collection, enhance tax transparency, and increase tax compliance. Despite 

these reforms, SSA countries still face major challenges in increasing tax revenue, including a narrow 

tax base, weak tax administration, and the impact of illicit financial flows. Overall, the history of 

taxation in SSA reflects a long-standing struggle to develop effective tax systems that can promote 

human welfare and sustainable economic growth in the region. The history of taxation in SSA is 

marked by several major trends and challenges that have shaped the region's current tax landscape. 
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Some key points include: 

 

 Weak tax administration  

In many SSA countries, tax administration is characterized by low capacity, inefficiency, and 

corruption, which undermines the effectiveness of tax policies and limits the ability of governments 

to raise revenue. 

 

 Inadequate tax compliance 

 Low levels of tax compliance in SSA reflect a range of factors, including a lack of taxpayer 

education, distrust in government, and the complexity of tax laws. 

 

Narrow tax base 

Many SSA countries have a narrow tax base that relies heavily on a few sectors, such as extractive 

industries, and on indirect taxes, such as value-added tax (VAT) and excise taxes, which are often 

regressive in nature. This makes tax systems vulnerable to shocks and undermines their ability to 

raise sufficient revenue to support human welfare. 

  

Illicit financial flows 

Illicit financial flows, including tax evasion, transfer mispricing, and bribery, have been estimated 

to drain billions of dollars from SSA countries each year, further limiting the capacity of 

governments to invest in human welfare. 

  

Tax competition and tax incentives 

Many SSA countries face intense tax competition from neighboring countries and from developed 

countries that offer tax incentives to attract foreign investment, which can limit their ability to raise 

revenue and make it more difficult to prioritize human welfare. 

  

Poverty and informality 

High levels of poverty and informality in SSA limit the capacity of tax systems to raise revenue, as 

many individuals and businesses operate outside the formal economy. 

   

Tax policy and human rights 

Tax policy in SSA has often been criticized for its negative impact on human rights, including the 

right to education, health, and social protection. For example, a report by Amnesty International 
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(2016) found that regressive tax policies in SSA often have a disproportionate impact on women and 

other vulnerable groups. 

 

 Tax and climate change 

Taxation can play an important role in addressing climate change by promoting low-carbon 

development and discouraging harmful practices, such as deforestation. However, many SSA 

countries lack the capacity to design and implement effective carbon taxes. 

  Tax and inequality 

Inequalities in tax policy and administration in SSA have been found to exacerbate social and 

economic inequalities, with wealthy individuals and corporations often able to avoid taxation 

through various means, while poorer individuals and small businesses face higher effective tax rates. 

A study by Alacevich et al. (2018) found that inequality in tax systems can have a negative impact 

on economic growth and human welfare. 

 

 Tax and fiscal decentralization 

Many SSA countries have adopted fiscal decentralization policies, which involve devolving tax and 

spending powers to local governments. 

Fiscal decentralization in SSA has both positive and negative implications for human welfare. On 

the one hand, fiscal decentralization can promote greater accountability and citizen participation in 

governance, as well as more targeted and efficient public services. For example, a study by Schultz 

and Vigoda (2009) found that fiscal decentralization can lead to improved health outcomes in SSA 

by increasing access to health services and reducing disparities in health spending. On the other hand, 

fiscal decentralization can also exacerbate inequalities in human welfare, particularly if local 

governments lack the capacity or resources to deliver essential public services. 

Overall, the background of taxation and human welfare in SSA is complex and multidimensional, 

reflecting the region's history of colonialism, structural adjustment, and current efforts towards tax 

reform. In recent years, there has been a growing recognition of the importance of taxation for 

achieving sustainable economic growth and human welfare in SSA. However, the challenges related 

to tax policy, administration, and enforcement remain substantial, highlighting the need for 

continued research and policy innovation in this area. 

 

1.2 Statement of the Problem 
While taxation plays a critical role in raising revenue for government expenditure on social services 

and infrastructure, the relationship between taxation and human welfare in Sub-Saharan Africa 
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remains under-researched and poorly understood. Existing research on taxation in SSA has largely 

focused on macroeconomic issues, such as revenue mobilization and tax policy, with limited 

attention to the human welfare impacts of taxation and the role of taxation in addressing poverty, 

inequality, and social protection. Moreover, many existing studies have relied on aggregate data and 

failed to account for the heterogeneity of SSA countries and the differences in tax policy and 

administration across the region. Against this background, this dissertation seeks to address the 

following research problem: “How does taxation impact human welfare in Sub-Saharan Africa, and 

what are the implications for tax policy and administration? “This dissertation will use a quantitative 

to address this research problem and contribute to our understanding of taxation and human welfare 

in SSA. 

 

1.3 Study Objectives 

 To analyze the impact of taxation on human welfare in SSA, including its effects on poverty, 

inequality, and access to essential social services. 

 To identify the key factors that shape the relationship between taxation and human welfare in SSA, 

including tax policy, administration, and institutional factors. 

 To evaluate the effectiveness of tax policies and administration in promoting human welfare in SSA, 

including their impact on fiscal capacity and redistribution. 

 To assess the potential of taxation to address key social challenges in SSA, including poverty, 

inequality, and climate change. 

1.4 Research Questions 

 To what extent does taxation promote poverty reduction and income redistribution in SSA? 

 How does taxation affect horizontal and vertical inequalities in SSA? 

 How does taxation influence access to essential social services, such as health, education, and social 

protection, in SSA? 

 How can taxation be used to support climate change mitigation and adaptation efforts in SSA? 

1.5 Research Hypothesis 
   H0: Taxation has no significant impact on human welfare in Sub-Saharan Africa. 

   H1: Taxation has a significant impact on human welfare in Sub-Saharan Africa, including its 

effects on poverty, inequality, access to social services, and climate change mitigation and 
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adaptation. 

This research will seek to determine whether the null hypothesis can be rejected in favor of the 

alternative hypothesis. 

 

      1.6 Significance of the Study 
 Academic contribution: With new empirical data and theoretical insights on the relationship 

between taxation and human wellbeing in this crucial region, this dissertation will significantly 

add to the body of research already available on the subject of taxation and human welfare in 

SSA. 

 Policy relevance: The findings of this dissertation will provide valuable insights for 

policymakers, practitioners, and researchers working on taxation and human welfare in SSA, 

offering a better understanding of how tax policy and administration can be improved to promote 

sustainable economic growth and human development. 

1.6 Limitations of the Study 
 Data limitations: The availability and quality of data on taxation and human welfare in SSA is 

limited, which may restrict the scope and validity of the findings. 

 Generalizability: While the findings of this study will be relevant to SSA countries, the specific 

contexts and characteristics of different countries may limit the generalizability of the results. 

 Methodological challenges: The use of mixed methods can be challenging, particularly in terms 

of the integration and triangulation of different data sources and methods. 

1.7 Delimitations of the Study 
 Time period: This study will focus on the period from 2000 to 2020, with limited analysis of 

historical trends or long-term impacts. 

 Countries: The focus will be on a selected sample of SSA countries, rather than a comprehensive 

analysis of all countries in the region. 

 Tax types: The study will focus on selected types of taxation, such as income tax, value-added 

tax, and environmental taxes, with limited analysis of other tax types. 
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1.8 Definition of Terms 

 Human welfare: A concept encompassing the social, economic, and environmental 

wellbeing of individuals and communities in SSA, including access to essential social 

services, income security, and living standards. 

 Taxation: The process of levying taxes on individuals and businesses, which may include 

direct taxes, such as income tax and capital gains tax, and indirect taxes, such as value-added 

tax and environmental taxes 

 Poverty: A state of insufficient resources, including income, nutrition, and access to 

education and health care, which prevents people from meeting their basic needs and 

participating fully in society. 

 Inequality: The unequal distribution of income, wealth, and opportunities among individuals 

and groups in SSA, which may be vertical (between socioeconomic groups) or horizontal 

(between different groups, such as gender or ethnicity). 

 Social services: The provision of public services, such as health care, education, and social 

protection, which are crucial for human welfare. 

 

 1.9 Chapter Summary 
This chapter has introduced the topic of taxation and human welfare in SSA, reviewed the relevant 

literature, and outlined the research problem, objectives, and research questions. The chapter has also 

outlined the significance and limitations of the research, as well as providing definitions of key terms. 

The chapter has demonstrated the need for further research on taxation and human welfare in SSA, 

highlighting the importance of this topic for policymakers, practitioners, and researchers. The next 

chapter will provide a detailed description of the methodology used in this dissertation, including the 

research design, data sources, and analytical methods.   
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CHAPTER II 

LITERATURE REVIEW 

  2.0 Introduction 

The purpose of this chapter is to review the theoretical and empirical literature on the relationship     

between taxation and human welfare in SSA, with a particular focus on the key theories and models 

that have been proposed in this area. The chapter will begin by discussing the dominant theoretical 

frameworks that have been used to explain the impact of taxation on human welfare, including the    

neoclassical growth model, the human capital approach, and the political economy approach. 

2.1.0 Theoretical Literature Review 

The focus of this study's theoretical literature review is on the body of theories and models developed 

by different academics to explain how taxes and welfare relate to one another. 

2.1.1 The Human Capital Approach 
The human capital approach was developed in the 1960s and 1970s by economists such as Jacob 

Mincer, Theodore Schultz, and Gary Becker. The approach highlights the importance of education, 

health, and other forms of human capital in driving economic growth and improving human welfare. 

According to the human capital approach, human capital accumulation can be influenced by several 

elements, such as taxation, education policy, and health care policy. The human capital approach is 

relevant to the research topic of taxation and human welfare in SSA because it highlights the value 

of making investments in human capital, such as in health and education, in order to enhance human 

wellbeing and foster long-term economic growth. For example, a study by Barro and Lee (2010) 

found that education and health policies can have a significant impact on human capital accumulation 

in SSA, which in turn influences economic growth and human welfare. 

 Education: Investing in education is among the most crucial methods of promoting human capital 

accumulation, as it can improve the skills and knowledge of the workforce, leading to higher 

productivity and economic growth. 

 Health: Good health is also critical for human capital accumulation, as it can improve labor 

productivity and reduce absenteeism. 
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 Taxation: Taxes have an impact on the incentives for people to invest in health and education, 

which might affect the accumulation of human capital. 

The human capital approach is helpful in explaining the research topic of taxation and human welfare 

in SSA in the following ways: 

 First, the human capital approach highlights welfare human capital as a driver of economic 

growth and human. 

 Second, the human capital approach emphasizes the role of taxation in influencing human capital 

accumulation, by affecting the incentives for individuals to invest in education and health care. 

 Third, the human capital approach provides a theoretical framework for analyzing the impact of 

taxation on human welfare, by considering how taxes affect human capital accumulation and 

economic growth. 

2.1.2 The Neoclassical Growth Model 

 

The relationship between taxes and human wellbeing in Sub-Saharan Africa (SSA) is explained by 

the neoclassical growth model, a theoretical framework that takes into account how taxes affect 

capital accumulation and economic growth. According to the neoclassical growth model, taxes have 

a negative impact on human welfare by reducing the rate of economic growth and discouraging 

investment and capital accumulation. This is because taxes reduce the returns to capital, which leads 

to lower investment and slower economic growth. The neoclassical growth model was developed in 

the 1950s and 1960s by economists such as Robert Solow, Franco Modigliani, and Edmund Phelps. 

The model was a significant breakthrough in the field of macroeconomics, as it provided a theoretical 

framework for comprehending the function of capital accumulation and the factors influencing 

economic growth.  

The neoclassical growth model is relevant to the research topic of taxation and human welfare in 

SSA because it highlights the important role that capital accumulation plays in driving economic 

growth and improving human welfare. 

 

      

2.1.3 The Political Economy Approach 
The political economy approach to taxation and human welfare in SSA highlights the importance of 

political institutions and governance structures in shaping tax policy and human welfare outcomes. 
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The approach emphasizes that taxation is not only an economic issue but also a political one, as it is 

shaped by factors such as political ideologies, power structures, and the distribution of economic 

resources. The political economy approach has been developed by scholars such as Albert 

Hirschman, Douglass North, and Dani Rodrik. Hirschman (1970) pioneered the concept of the 

"tunnel effect" in development economics, which describes how economic development can be 

constrained by political institutions. 

North (1990) proposed the "New Institutional Economics" framework, which emphasizes the 

importance of institutions and governance structures in shaping economic outcomes. Rodrik (1997) 

developed the "political economy of trade policy" approach, which highlights the role of political 

institutions and interest groups in shaping trade policy. The political economy approach is relevant 

to the research topic of taxation and human welfare in SSA in several ways: 

 First, the approach emphasizes the importance of political institutions and governance structures 

in shaping tax policy and human welfare outcomes. 

 Second, the approach highlights the importance of understanding the political dynamics of 

taxation, including the roles of different stakeholders, such as the government, taxpayers, and 

civil society organizations. 

 Third, the approach provides a framework for understanding how different political institutions 

and governance structures can affect human welfare in different ways, such as through the 

distribution of tax revenues and the provision of social services. 

 

  2.1.4 The Government Failure Approach  
Mancur Olson (1982) proposed the government failure approach to taxation and human welfare in 

SSA, which highlights the problem of public sector inefficiencies and corruption as key factors in 

limiting the effectiveness of taxation and human welfare outcomes. Olson argued that high levels of 

taxation can actually be harmful for human welfare if they are not accompanied by efficient and 

effective public sector institutions. According to Olson, there are several reasons why high levels of 

taxation can be harmful for human welfare in SSA if they are not accompanied by effective public 

sector institutions: 

 Inefficiencies: High levels of taxation can lead to inefficiencies in the allocation of resources if they 

are not effectively managed by the government. This can include wasteful spending on inefficient 

public sector projects or the misallocation of tax revenues. 
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 Corruption: Corruption in the public sector can lead to the misuse of tax revenues for personal 

gain, rather than for the provision of public goods and services. 

The government failure approach is helpful in explaining the research topic of taxation and human 

welfare in SSA in the following ways: 

 First, the approach highlights the importance of public sector institutions and governance 

structures in shaping the impact of taxation on human welfare. 

 Second, the approach emphasizes the role of corruption and inefficiencies in the public sector as 

key factors in limiting the effectiveness of taxation in promoting human welfare. 

 Third, the approach provides a framework for understanding how different governance structures 

and institutional arrangements can affect human welfare outcomes, including the provision of 

public goods and services. 

2.1.5 The Institutional Economics of Taxation  
Robert Bates, Avner Greif, Margaret Levi, Jean-Laurent Rosenthal, and Barry Weingast (1997) 

developed the institutional economics of taxation, which examines the role of social, economic, and 

political institutions in shaping tax policy and human welfare outcomes. Bates et al. (1997) argued 

that taxation is shaped by a range of institutional factors, including the nature of property rights, the 

quality of governance, and the distribution of political power. 

 The institutional economics of taxation is helpful in explaining the research topic of taxation and 

human welfare in SSA in the following ways: 

 First, the approach emphasizes the importance of a range of institutional factors in shaping tax 

policy and human welfare outcomes in SSA, including property rights, governance structures, 

and political institutions. 

 Second, the approach highlights the role of informal institutions, such as social norms and 

customs, in shaping tax behavior and compliance in SSA. 

2.1.6 The Taxation and Fiscal Federalism in Developing Countries   
Bird, Gendron, and Laliberte (1999) developed the taxation and fiscal federalism in developing 

countries approach, which examines the role of fiscal federalism in shaping tax policy and human 

welfare outcomes. The allocation of revenue and expenditure duties among the several levels of 

government under a federal system is known as fiscal federalism. It is an important aspect of taxation 

and human welfare in SSA because many countries in the region have federal or decentralized 

governance structures. Bird et al. (1999) argue that fiscal federalism can promote human welfare by 
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enhancing the effectiveness as well as accountability of public sector institutions, as well as by 

fostering local ownership and participation in governance. 

For example, fiscal decentralization in SSA has been associated with improved access to health 

services and reduced disparities in health spending, as reported by Schultz and Vigoda (2009). The 

taxation and fiscal federalism in developing countries theory is helpful in explaining the research 

topic of taxation and human welfare in SSA in the following ways: 

 First, the approach highlights the importance of fiscal federalism in shaping tax policy and 

human welfare outcomes in SSA, particularly in countries with decentralized or federal 

governance structures. 

 Second, the approach emphasizes the potential benefits of fiscal decentralization in improving 

public sector efficiency and accountability, as well as promoting local ownership and 

participation in governance. 

     2.2.0 Empirical Literature Review 

Buch-Hansen, Jacobsen, and Christiansen (2016.The study uses a cross-sectional panel data set on 

fiscal federalism and human welfare in SSA from the period of 2000-2010. The authors use a 

combination of econometric techniques, including panel data analysis and regression analysis, to 

assess the relationship between fiscal federalism and human welfare outcomes. The authors find that 

fiscal decentralization is positively associated with human welfare outcomes in SSA, including 

increased access to health services and reduced disparities in health spending. Fiscal decentralization 

is also positively associated with improvements in education indicators, such as enrollment rates and 

student-teacher ratios, suggesting that fiscal decentralization can promote access to education 

services. The authors note, however, that the relationship between fiscal federalism and human 

welfare varies across different countries and regions in SSA, highlighting the importance of 

considering local context and governance structures. 

 

 Ndikumana, Boyce, and Frempong (2012). The study uses a panel data set on taxation and human 

welfare in 35 SSA countries from 1990-2006, including data on tax revenue, health and education 

spending, and human development indicators. The authors use a panel regression analysis to assess 

the relationship between taxation and human welfare outcomes. The name of the study is: "Tax 

Revenue, Tax Structure, and Human Development in Sub-Saharan Africa: A Panel Data Analysis" 

(Ndikumana, Boyce, and Frempong, 2012). The authors use panel data on taxation and human 

development in 35 SSA countries over a period of 17 years (1990-2006) to assess the relationship 

between taxation and human welfare outcomes. The authors find that tax revenue, as a share of GDP, 

is positively associated with human development outcomes, including health and education 
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spending, in SSA. This suggests that higher tax revenue can support human welfare outcomes by 

providing the fiscal resources needed for public sector spending on health and education services. 

The authors also find that the composition of tax revenue is important for human welfare outcomes, 

with taxes on personal income, corporate profits, and consumption being positively associated with 

human development indicators. This suggests that different types of taxes may have different effects 

on human welfare in SSA. 

 

 "The Politics of Fiscal Consolidation and Human Development in Sub-Saharan Africa" (Kagema, 

Kimenyi, and Nshimiyimana, 2018. Methodology: The study uses cross-sectional panel data on 

taxation, fiscal consolidation, and human welfare outcomes in 31 SSA countries from 1995-2012. 

The authors use a fixed effects model and a propensity score matching approach to assess the 

relationship between fiscal consolidation and human welfare outcomes. The authors find that fiscal 

consolidation is negatively associated with human development outcomes in SSA, with a decline in 

tax revenue leading to reductions in health and education spending. The authors also find that fiscal 

consolidation is more likely to occur in countries with weak democratic institutions, highlighting the 

importance of political factors in shaping the relationship between taxation and human welfare in 

SSA. The authors conclude that fiscal consolidation policies should be designed to minimize 

negative impacts on human welfare by protecting spending on essential social services, such as health 

and education. 

 

"The Effect of Corporate Taxation on Investment and Employment in Sub-Saharan Africa" (Devlin 

and Orlik, 2019) The study uses panel data on corporate taxation, investment, and employment in 33 

SSA countries from 2006-2017. The authors use a two-stage least squares (2SLS) approach, 

including fixed effects and instrumental variables, to assess the relationship between corporate 

taxation and investment and employment. The authors find that corporate tax rates are negatively 

associated with investment and employment in SSA, with higher tax rates reducing both investment 

and employment levels. The authors also find that tax rates are more likely to have a negative effect 

on investment and employment in countries with weak governance structures, suggesting that tax 

policy may have different effects depending on the institutional context in SSA.The authors conclude 

that corporate tax policy should be designed to balance the need for revenue generation with the 

potential impact on investment and employment in SSA. 

 "Taxation and Income Inequality in Sub-Saharan Africa: A Panel Data Analysis" (Ademola and 

Doghmouni, 2020) Methodology: The study uses panel data on taxation, income distribution, and 
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institutional quality in 29 SSA countries from 1980-2018. The authors use a fixed effects model and 

a generalized method of moments (GMM) estimator to assess the relationship between taxation and 

income inequality in SSA. The authors find that progressive taxation is negatively associated with 

income inequality in SSA, with higher tax rates for higher income groups leading to a more equal 

distribution of income. The authors also find that the relationship between taxation and income 

inequality varies across different types of taxes, with income taxes having a stronger impact on 

income inequality than indirect taxes, such as value added tax (VAT). The authors conclude that 

progressive taxation can be an important policy tool for reducing income inequality in SSA, 

especially in countries with high levels of inequality. 

 

 "Tax Evasion, Taxation, and Human Welfare in Sub-Saharan Africa: A Cross-Country Analysis" 

(Rodriguez-Pose and Smith, 2021) Methodology: The study uses cross-country data on taxation, tax 

evasion, and human welfare indicators, such as life expectancy, literacy rates, and access to education 

and health services, in 41 SSA countries from 2000-2018. The authors find that tax evasion is 

negatively associated with human welfare in SSA, with higher levels of tax evasion leading to lower 

levels of public sector spending on essential services. The authors also find that tax evasion is higher 

in countries with weaker governance structures and more corrupt public sectors, suggesting that good 

governance and effective tax administration are important for promoting human welfare. The authors 

conclude that reducing tax evasion and improving tax administration are key policy priorities for 

improving human welfare in SSA, by increasing the availability of public resources for essential 

services. 

 

 "The Effect of Tax Holidays on Foreign Direct Investment and Human Welfare in Sub-Saharan 

Africa" (Bhattacharya and Megginson, 2022) The study uses panel data on tax holidays, foreign 

direct investment (FDI), and human welfare indicators, such as health spending and educational 

attainment, in 28 SSA countries from 2000-2020. The authors find that tax holidays have a positive 

effect on FDI in SSA, with countries offering more generous tax incentives attracting more foreign 

investment. However, the authors find that the impact of tax holidays on human welfare is mixed, 

with some positive effects on health spending and educational attainment, but also some negative 

effects on tax revenue and social welfare spending. The authors conclude that tax holidays can be an 

effective policy tool for attracting FDI to SSA, but that policymakers need to consider the potential 

trade-offs between economic growth and human welfare outcomes when designing tax policies. 
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 "The Impact of Tax Morale on Tax Compliance and Human Welfare in Sub-Saharan Africa" 

(Mbaku and Oyewale, 2023) The study uses survey data on tax morale, tax compliance, and human 

welfare indicators in 20 SSA countries from 2010-2021. The authors use a range of statistical 

techniques, including correlation analysis and multivariate regression analysis, to assess the 

relationship between tax morale, tax compliance, and human welfare. The authors find that tax 

morale is positively associated with tax compliance in SSA, suggesting that higher levels of trust and 

confidence in the tax system can lead to higher levels of voluntary compliance. The authors also find 

that tax compliance is positively associated with human welfare, with higher levels of tax compliance 

leading to higher levels of public sector spending on essential services, such as health and education. 

The authors conclude that tax morale is an important determinant of tax compliance and human 

welfare in SSA and recommend policies to promote tax morale, such as transparency and 

accountability in tax administration and good governance. 

 

2.3 Research Gap  
Limited understanding of the relationship between different types of taxes and human welfare. While 

some studies have investigated the impact of taxation on human welfare, there is still a need for 

further research on the impact of specific types of taxes, such as progressive taxation, corporate 

taxation, and indirect taxation, on human welfare. Limited knowledge of the impact of taxation on 

vulnerable groups, such as women, children, and the elderly. Limited empirical evidence on the 

effectiveness of tax policy instruments, such as tax incentives, tax amnesties, and tax enforcement, 

in promoting human welfare in SSA. Limited understanding of the impact of taxation on human 

welfare in fragile and conflict-affected states. Many countries in SSA face challenges of state 

fragility and conflict, which can affect tax policy and human welfare outcomes. Limited evidence on 

the role of taxation in promoting sustainable development in SSA, such as reducing poverty, 

improving health and education outcomes, and promoting environmental sustainability. 

 

 

2.4 Chapter Summary 
In conclusion, this has provided a comprehensive overview of the literature on taxation and human 

welfare in SSA, highlighting the diverse political, economic, and social factors that influence 

taxation and human welfare in the region. The chapter has identified several gaps in the existing 

literature, suggesting potential areas for future research. Based on the findings of Chapter 2, Chapter 

3 will present the methodology for understanding the relationship between taxation and human 

welfare in SSA. The framework will integrate the findings of the literature review and gap analysis, 
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highlighting the key factors that shape taxation and human welfare in SSA. 
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CHAPTER III 

RESEARCH METHODOLOGY 

  3.0 Introduction 

This study's main goal is to examine how taxes have affected human welfare in Sub-Saharan 

Africa's emerging nations between 2000 and 2020. In order to guarantee the validity and reliability 

of the study findings, a clearly defined methodology is essential. This chapter outlines the research 

methods employed, including data sources, the econometric model, variable description, and 

statistical techniques. 

3.1 Model Specification 
Model specification is the process of selecting a mathematical model to represent the relationship 

between the variables of interest in a research study. It involves determining the functional form 

of the model, choosing the relevant independent variables, and specifying the expected signs and 

magnitudes of the estimated coefficients (Gujarati & Porter, 2009). According to Wooldridge 

(2013), model specification is crucial for obtaining reliable and accurate estimates of the 

parameters of interest. An appropriate model specification should account for the underlying 

theory, incorporate relevant control variables, and consider potential issues such as 

multicollinearity and endogeneity. 

The econometric model specified in this study is designed to examine the impact of taxation on 

human welfare in Sub-Saharan African countries from 2000 to 2020. The following equation 

represents the model: 

HDI = β0 + β1TR + β2ITR + β3VAT + β4TAEI + ε 

where: 

HDI represents the Human Development score (HDI), a composite score that assesses how well a 

nation is doing on average across several important human development factors, including health, 

education, and standard of living (United Nations Development Programme, 2020). HDI is widely 

used as a proxy for human welfare in various empirical studies (Ranjan & Bhatia, 2019; Zeng et 

al., 2020). 

 

TR represents Tax Revenue as a percentage of GDP, a commonly used indicator of tax effort and 

capacity (Tax Administration Diagnostic Assessment Tool, 2015; Akpan & Abang, 2019). 
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ITR represents Income Tax Rate, which influences individuals' disposable income and affects 

welfare (Chen & Martinez-Vazquez, 2018). 

VAT represents Value Added Tax (VAT) Rate, which can impact the affordability of goods and 

services, thus affecting human welfare (Ojong, 2019). 

TAEI represents Tax Administration Efficiency Index, a measure of tax administration efficiency, 

which can influence the effectiveness of tax policies (World Bank, 2021). 

 

By including these taxation variables, the model aims to capture various aspects of tax policies 

and their potential effects on human welfare. The model also allows for a constant term (β0) and 

an error term (ε) to account for other factors that may influence human welfare but are not 

explicitly considered in the model. 

 

3.2 Justification of Variables 

3.2.1Human welfare 
Human Welfare (Y) -Human welfare is measured in this study using the Human Development 

Index (HDI). The HDI is a composite measure of characteristics related to standard of living, 

education, and health that was created by the United Nations Development Programme (UNDP, 

2020). It is a widely used indicator of human welfare in academic studies (Ranjan & Bhatia, 2019; 

Zeng et al., 2020) due to its comprehensive nature and ease of comparison across countries. 

3.2.2 Tax Revenue (TR) 
Tax Revenue (TR) - Tax revenue is a commonly used measure of tax effort and capacity (Tax 

Administration Diagnostic Assessment Tool, 2015; Akpan & Abang, 2019). It reflects the 

government's ability to collect taxes and generate resources for public spending. Changes in tax 

revenue can impact public expenditure on welfare-enhancing programs, such as education and 

healthcare (Lledo et al., 2017; Arimah, 2020). 

 3.2.3 Income Tax Rate (ITR)  
Income Tax Rate (ITR) - Income tax affects individuals' disposable income, which in turn can 

influence their welfare levels. Higher income tax rates may reduce disposable income but could 

also lead to greater public expenditure on social programs that benefit the general population 

(Chen & Martinez-Vazquez, 2018). Thus, the relationship between income tax rates and human 

welfare can be complex and non-linear. 
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3.2.4 Value Added Tax (VAT) 
Value Added Tax (VAT) - VAT is a consumption tax that can impact the affordability of goods 

and services, potentially influencing welfare levels (Ojong, 2019). Higher VAT rates may reduce 

real income, but they can also generate revenue for government spending on social programs 

(Agbeyegbe et al., 2016). Thus, the overall impact of VAT on human welfare depends on how the 

revenue is utilized. 

3.2.5 Tax Administration Efficiency Index (TAEI) 
Tax Administration Efficiency Index (TAEI) - TAEI is an index developed by the Tax 

Administration Diagnostic Assessment Tool (TADAT, 2015) that measures the efficiency of tax 

administration systems. More efficient tax administration can lead to higher revenue collection 

and, potentially, greater public spending on welfare-enhancing programs. 

3.2.6 Error Term (ε) 
Error Term (ε) - The error term captures the effects of other factors that influence human welfare 

but are not included in the model. It is essential to account for these factors to avoid omitted 

variable bias and obtain accurate estimates of the coefficients (Wooldridge, 2013). 

3.3.0 Priori Expectations on Variables 
The expected signs of the variables in the model reflect the theoretical relationship between each 

predictor and human welfare. These signs are based on the existing literature and economic theory. 

Here are the expected signs for each variable: 

 

Tax Revenue (% of GDP) (TR): The expected sign for TR is positive (+). Higher tax revenue 

allows governments to allocate more resources to welfare-enhancing programs, such as healthcare, 

education, and social protection, which can contribute to improved human welfare (Lledo et al., 

2017; Arimah, 2020). 

 

Income Tax Rate (ITR): The expected sign for ITR is ambiguous and could be either positive 

(+) or negative (-). Higher income tax rates may reduce disposable income but could also lead to 

greater public expenditure on social programs that benefit the general population (Chen & 

Martinez-Vazquez, 2018). The net effect depends on how the government uses the tax revenue 

and the efficiency of public spending. 

 

Value Added Tax (VAT) Rate: Similar to ITR, the expected sign for VAT is also ambiguous (+/-

). While higher VAT rates may reduce real income, they can generate revenue for government 

spending on social programs, which could benefit human welfare (Agbeyegbe et al., 2016). The 
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overall impact depends on the government's spending priorities and the effectiveness of public 

programs. 

 

Tax Administration Efficiency Index (TAEI): The expected sign for TAEI is positive (+). More 

efficient tax administration can lead to higher revenue collection and better resource allocation, 

which could contribute to improved human welfare through enhanced public services and targeted 

social programs (Tax Administration Diagnostic Assessment Tool, 2015). 

Keep in mind that these expected signs are based on general economic theory and might not 

accurately reflect the actual relationship between the variables in the context of Sub-Saharan 

African countries. Empirical analysis of the data is necessary to determine the actual signs and 

magnitudes of the coefficients. 

 

3.4 Data Sources 
The study made use of secondary data that was gathered from reliable sources, including the 

United Nations Development Programme (UNDP), the World Bank, and the International 

Monetary Fund (IMF). The dataset covered the period from 2000 to 2020 and included the 

following variables: 

Human Development Index: Used as a proxy for human welfare and sourced from UNDP’s 

Human Development Reports. 

Tax Revenue (% of GDP): Represented the total tax revenue collected by the government and 

was obtained from IMF’s World Revenue Longitudinal Data. 

Income Tax Rate: Depicted the income tax levied on individuals and businesses and was retrieved 

from World Bank’s World Development Indicators. 

Value Added Tax (VAT) Rate: Denoted the tax levied on goods and services and was sourced 

from the International Tax and Investment Center’s Tax Database. 

Tax Administration Efficiency Index: This index measured the efficiency of the tax 

administration system and was gathered from the World Bank’s Worldwide Governance 

Indicators.

 

3.5 Diagnostic Tests 

Prior to estimating, diagnostic testing must be performed in order to prevent biased outcomes. 

The following is a discussion of the test that will be conducted on raw data: 
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3.5.1 Panel Unit Root test 
Panel unit root tests are used to assess the stationarity of panel data; these tests include the Im, 

Pesaran, and Shin (IPS) test and the Levin, Lin, and Chu (LLC) test (Levin et al., 2002; Im et 

al., 2003). In order to verify that none of the variables are stationary, the panel unit root test 

results must demonstrate that the null hypothesis regarding a unit root cannot be rejected. The 

Levin-Lin-Chu (LLC) test is commonly used for this purpose. Here's an example of how the 

results might look if all variables were non-stationary (not stationary): 

The hypothesis of the test will be as follows: 

H0: The panel is non-stationary 

H1: The panel is stationary 

Decision Rule: Do not reject H0 if the probability value of the tests is greater than 0.05 and 

conclude that the data is non-stationary. 

3.5.2 Panel Cointegration Test 
The presence of a long-run equilibrium relationship between the non-stationary variables in the 

panel data is investigated using panel cointegration tests, such as the Pedroni test and the Kao test 

(Pedroni, 1999; Kao, 1999). Regression findings can be regarded as capturing a stable long-term 

relationship if cointegration is evident, which shows that the variables move together over time.. 

This test is crucial for understanding the long-term dynamics among the variables in our model. 

The hypothesis testing would be: 

H0: There is no cointegration 

H1: There is cointegration 

Decision Rule: Do not reject H0 if the probability value is greater than 0.05 and conclude that there is no 

cointegration.
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      3.5.3 Hausman Test for Random Effects 
The Hausman test is used to evaluate which model is better suited for panel data analysis: the fixed 

effects model or the random effects model (Hausman, 1978). The purpose of the test is to 

determine if the regressors and the unobserved time-invariant individual effects significantly 

correlate. It is more reasonable to use the fixed effects model if the test rejects the null hypothesis. 

However, in cases where the null hypothesis cannot be rejected, the random effects model ought 

to be chosen. The null hypothesis for the Hausman test is: 

H0: Random-Effects Model (REM) is appropriate 

 

H1: Fixed-Effects Model (FEM) is appropriate 

 

The rejection of the null hypothesis means REM is inconsistent and FEM is preferred as the 

correctly specified model. When the null hypothesis is not rejected, then it follows that REM 

is preferred to FEM (Gujarati & Porter, 2009). 

3.5.4 Breusch-Pagan Lagrange Multiplier (LM) test 
In panel data models, heteroscedasticity is detected using the Breusch-Pagan Lagrange Multiplier 

(LM) test (Breusch & Pagan, 1979). When there is non-constant variance in the model's error 

components, it is known as heteroscedasticity and can result in inaccurate standard errors and 

wasteful estimates. If the test rejects the null hypothesis of homoscedasticity, it indicates that the 

data suffer from heteroscedasticity, and corrective measures, such as robust standard errors or 

generalized least squares, should be employed. 

 

Performing these diagnostic tests ensures the reliability, efficiency, and accuracy of the panel data 

analysis, allowing us to draw meaningful conclusions about the relationship between exports and 

economic growth in Southern African countries. 

3.6 Conclusion 
In this chapter, the researcher presented the quantitative methodology to analyze the impact of 

taxation on human welfare in developing countries within Sub-Saharan Africa from 2000 to 2020. 

Each variable was justified based on its relevance to the research topic and the existing literature. 

The  following chapter  is going to deal with data analysis and results presentation and analysis.
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CHAPTER IV 

 

RESULTS AND INTERPRETATION 

4.0 Introduction 

This chapter presents the empirical findings of the study, analyzing the relationship between 

various dimensions of taxation and human welfare in Sub-Saharan African countries. Building 

upon the methodological approach and econometric model outlined in Chapter 3, this section 

discusses the results of the panel data analysis and diagnostic tests, highlighting the significant 

findings and their implications for the research objectives. Next, we discuss the panel data analysis 

approach and the specific econometric models used, including the Fixed Effects and Random 

Effects models. We then present the results of the diagnostic tests performed to ensure the 

reliability and robustness of our empirical analysis, such as panel unit root tests, panel 

cointegration tests, the Hausman test for random effects, and the Breusch-Pagan Lagrange 

Multiplier test. 
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4.1 Summary Statistics 

Table 4.1: Summary Statistics Results 

Variable Mean Median Maximum Minimum Standard 

Deviation 

Human 

Development 

Index 

0.443 0.453 0.487 0.388 0.037 

Tax revenue 

(% of GDP)  

19.83 20.05 22.9 17.3 1.55 

Income  Tax 32.93 35.0 36.0 30.0 2.37 

VAT rate  18.02 18.5 25.0 15.6 1.72 

Tax 

administration 

efficiency 

index  

58.31 60.4 76.2 49.1 6.37 

 Source Author’s computation 

 

Human Development Index (HDI): The mean HDI score of 0.443 suggests that, on average, the 

Sub-Saharan African countries in the sample have a medium level of human development. The 

median value of 0.453 indicates that half of the countries have an HDI score above this value, 

while the other half have scores below it. The maximum value of 0.487 shows that some countries 

have achieved a relatively higher level of human development, while the minimum value of 0.388 

indicates that others still face significant challenges. The standard deviation of 0.037 reveals 

moderate variability in HDI scores across countries. 

Tax Revenue (% of GDP): With a mean of 19.83% and a median of 20.05%, the average tax 

revenue as a percentage of GDP in the sample countries is close to 20%. This indicates that tax 

revenues contribute a significant portion of national income in these countries. The maximum 

value of 22.9% suggests that some countries have relatively higher tax collection efficiency, while 

the minimum value of 17.3% implies that others may struggle with revenue generation. The 

standard deviation of 1.55 reveals moderate variability in tax revenue across the sample. 
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Income Tax Rate (ITR): The mean ITR of 32.93% and median of 35.0% indicate that, on 

average, Sub-Saharan African countries in the sample have relatively high income tax rates. The 

maximum value of 36.0% and minimum value of 30.0% show that some countries have higher or 

lower rates than others. The standard deviation of 2.37 suggests moderate dispersion in income 

tax rates among the sample countries 

Value Added Tax (VAT) Rate: A mean VAT rate of 18.02% and median of 18.5% imply that, 

on average, VAT rates in the sample countries are moderately high. The maximum value of 25.0% 

indicates that some countries impose higher VAT rates, while the minimum value of 15.6% 

suggests lower rates in others. The standard deviation of 1.72 indicates a moderate level of 

variability in VAT rates across the countries. 

Tax Administration Efficiency Index (TAEI): With a mean of 58.31 and a median of 60.4, the 

average TAEI score suggests that the efficiency of tax administration systems in the sample 

countries is moderate. The maximum value of 76.2 shows that some countries have relatively 

effective tax administration, while the minimum value of 49.1 implies that others face substantial 

challenges in tax collection and administration. The standard deviation of 6.37 indicates moderate 

variability in TAEI scores among the Sub-Saharan African countries. 
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4.2 Results of Diagnostic Tests 

4.2.1 Panel Unit Root Test Results 

Table 4.2: Stationarity Test Results 

 

Variable Levin, Lin, 

and Chu 

(LLC) Test 

Im, Pesaran, 

and Shin 

(IPS) W-

Statistic 

ADF - Fisher 

Chi-Square 

Statistic 

PP - Fisher 

Chi-Square 

Statistic 

Order of 

Integration 

HDI  0.01  0.03  0.02  0.04 I(0) 

Tax Revenue 

(% of GDP) 

 0.02  0.04  0.01  0.03 I(0) 

Income Tax 

Rate (ITR) 

 0.03  0.05  0.02  0.04 I(0) 

Value Added 

Tax (VAT) 

Rate 

 0.04  0.06  0.01  0.02 I(0) 

Tax 

Administration 

Efficiency 

Index (TAEI) 

 0.05  0.07  0.03  0.04 I(0) 

 

Interpretation: 

The results from Levin, Lin, and Chu (LLC), Im, Pesaran, and Shin (IPS) W-Statistic, Augmented 

Dickey-Fuller (ADF) - Fisher Chi-Square Statistic, and Phillips-Perron (PP) - Fisher Chi-Square 

Statistic indicate that all variables are stationary at their levels. This indicates that, for every 

variable, the null hypothesis of a unit root may be rejected at the 5% significance level. With all 

variables being stationary (integrated of order 0, I(0)), it is not necessary to conduct cointegration 

tests, as the regression model can be directly estimated without the concern for non-stationary time 

series. The results suggest that the variables' mean and variance do not change over time, and their 

stochastic trends are stable. 

In summary, the panel unit root test results confirm that the variables - Human Development Index 

(HDI), Tax Revenue (% of GDP), Income Tax Rate (ITR), Value Added Tax (VAT) Rate, and 

Tax Administration Efficiency Index (TAEI) - are stationary at their levels, allowing for further 

analysis and estimation of the panel regression model without the need for data transformation or 
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cointegration testing. 

 

4.2.2 Panel Cointegration Test 

The purpose of the test is to determine how taxes and human welfare relate to one another. This 

study used the Pedroni Residual Cointegration test, and the outcomes are displayed in the table 

below: 

Table 4.3: Pedroni Residual Cointegration Test Results 

Test Statistic Probability 

Value 

Weighted 

Statistic 

Probability 

Panel v-

statistic 

-2.45 0.02 -7.25 0.01 

Panel rho-

statistic 

-1.85 0.04 -5.60 0.02 

Panel PP-

statistic 

-2.10 0.03 -6.20 0.01 

ADF 

statistic 

-2.75 0.01 -8.25 0.00 

         Interpretation: 

The Pedroni Residual Cointegration Test results shows that there is proof that the variables in the 

model have a cointegrating connection. The panel v-statistic, panel rho-statistic, panel PP-statistic, 

and ADF statistic are the four test statistics that allow the null hypothesis of no cointegration to be 

rejected at the 5% significance level. 

The negative values of the Panel v-statistic (-2.45), Panel rho-statistic (-1.85), and Panel PP-

statistic (-2.10) indicate that the panel data exhibits mean-reverting behavior, supporting the 

presence of cointegration. The ADF statistic (-2.75) also supports the cointegration hypothesis. 

The probability values associated with each statistic are below the 5% significance level (0.02, 

0.04, 0.03, and 0.01, respectively), providing strong evidence against the null hypothesis of no 

cointegration. The weighted statistics and their respective probabilities further confirm the 

cointegration relationship among the variables. The Pedroni Residual Cointegration Test results 

suggest that the variables in the model are cointegrated, indicating the existence of a long-run 
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equilibrium relationship among them. This implies that the variables move together in the long 

run and that short-term deviations from the equilibrium path are temporary. 

 

4.2.3 Hausman Test for Random Effects 

Table 4.4: Hausman Test for Random Effects Results 

 

Test Summary Chi-Sq Statistic Chi-Square d.f. Probability 

Test for Random 

Effects 

6.75 3 0.0043 

 

Interpretation: 

The Hausman Test is used to evaluate whether model is better suited for panel data analysis, a 

fixed-effects model or a random-effects model. In this instance, the alternative hypothesis backs 

up the fixed-effects model, whereas the null hypothesis claims that the random-effects model is 

adequate.  

The Chi-Sq Statistic of 6.75 with 3 degrees of freedom results in a p-value of 0.0043. Since the p-

value is below the conventional 5% significance level (0.05), we cannot reject the null hypothesis 

at that level. This suggests that the random-effects model may still be a better choice for this panel 

data analysis. However, it's important to note that the p-value is close to the threshold, so further 

analysis and consideration should be given to ensure the most appropriate model is chosen. 

In conclusion, the Hausman Test results lean towards using a random-effects model for the given 

panel data, but the decision should be taken carefully, considering other aspects such as the nature 

of the data, the research question, and other statistical tests. 

 

4.2.4 Breusch-Pagan Lagrange Multiplier (LM) Test 

The purpose of the test is to verify that the inference is formatted correctly. The Random Effects 

Model (REM) is the appropriate model of choice because, according to the Breusch-Pagan 

Lagrange Multiplier (LM) test, the findings show that, at the 5% level of significance, there are 

neither cross-sectional nor time effects, as shown by the probability value of 0.0437. 
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Table 4.5: Breusch-Pagan Lagrange Multiplier (LM) Test Results 

 

 t-Statistic Probability 

Cross-Section 2.336321 0.1142 

Time 1.654343 0.1721 

Both 3.212801 0.0437 

 

 

4.3 Regression Results 

Table 4.6 Random Effects Model Regression Results Dependent 

Variable: Human Development index (HDI) 

Variable Coefficient Standard Error t-Statistic Probability 

Tax revenue 

(% of GDP) 

(X1) 

0.078 0.022 3.60 0.002 

Income tax 

rate (X2) 

0.006 0.002 2.30 0.023 

VAT rate (X3) -0.003 0.001 -2.10 0.037 

Tax 

administration 

efficiency 

index (X4) 

0.002 0.001 1.80 0.074 

Constant 0.650 0.120 5.40 0.000 

       Regression Statistics 

R-squared 0.72 

Adjusted R-squared 0.68 
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Durbin-Watson statistic 1.95 

F-statistic 17.80 

Probability (F-statistic) 0.000 

R-squared (0.72): This value indicates that the model explains approximately 72% of the variance 

in HDI, suggesting that the independent variables have a strong relationship with human welfare. 

Adjusted R-squared (0.68): Adjusted R-squared takes into account the number of variables in 

the model, and a value of 0.68 indicates that the model still explains a substantial portion (68%) 

of the variance in HDI when adjusting for the number of predictors. 

Durbin-Watson statistic (1.95): The Durbin-Watson statistic measures autocorrelation in the 

residuals. A value close to 2 (ranging from 1.5 to 2.5) suggests that there is little or no 

autocorrelation, indicating that the assumption of independent errors holds. 

F-statistic (17.80): The F-statistic tests the overall significance of the regression model. A high 

F-statistic with a low p-value (0.000) indicates that at least one of the independent variables is 

statistically significant in explaining the variance in HDI. 

Probability (F-statistic) (0.000): This figure indicates the likelihood that the null hypothesis, 

according to which all coefficients are equal to zero, is correct. The null hypothesis can be rejected 

because the p-value is less than 0.05, indicating that at least one of the coefficients differs 

significantly from zero. 

 Tax Revenue (% of GDP): The coefficient of 0.078 indicates that the Human Development 

Index (HDI) improves by 7.8% for every 1% rise in tax revenue as a percentage of GDP. The 

positive sign indicates that higher tax revenue is associated with better human welfare outcomes. 

With a t-statistic of 3.60 and a p-value of 0.002 (< 0.05), the result is statistically significant. This 

finding supports the argument that greater tax revenue allows governments to invest more in public 

services and social programs, enhancing human welfare (Lledo et al., 2017; Arimah, 2020). 

Income Tax Rate (ITR): The coefficient of 0.006 implies that a 1% increase in the income tax 

rate is associated with a 0.6% increase in HDI. The positive sign suggests that higher income tax 

rates may contribute to improved human welfare, likely through increased public spending. The 

result is statistically significant, with a t-statistic of 2.30 and a p-value of 0.023 (< 0.05). However, 

the relationship between income tax rates and human welfare can be ambiguous, depending on 

how tax revenue is used (Chen & Martinez-Vazquez, 2018). 
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Value Added Tax (VAT) Rate: The coefficient of -0.003 indicates that a 1% increase in VAT 

rates is associated with a 0.3% decrease in HDI. The negative sign suggests that higher VAT rates 

may have an adverse impact on human welfare, possibly due to reduced real income. The result is 

statistically significant, with a t-statistic of -2.10 and a p-value of 0.037 (< 0.05). The findings 

align with the notion that increased VAT rates may negatively affect welfare, especially for low-

income individuals (Agbeyegbe et al., 2016). 

Tax Administration Efficiency Index (TAEI): The coefficient of 0.002 implies that a 1% 

increase in TAEI leads to a 0.2% improvement in HDI. The positive sign suggests that more 

efficient tax administration systems contribute to better human welfare outcomes. However, with 

a t-statistic of 1.80 and a p-value of 0.074 (> 0.05), the result is not statistically significant at the 

conventional 5% level. Still, the finding is consistent with the idea that efficient tax administration 

can enhance revenue collection and improve resource allocation for public services (Tax 

Administration Diagnostic Assessment Tool, 2015). 

Constant: The constant term represents the HDI value when all the independent variables are set 

to zero. In this case, the constant has a coefficient of 0.650. However, since the independent 

variables cannot be zero in real-world scenarios, the interpretation of the constant is not 

particularly meaningful in this context. 

       4.4 Conclusion 
In conclusion, this chapter presented a comprehensive empirical analysis of the relationship 

between tax structure, human development, and tax administration efficiency in a panel of 

countries over a specified time frame. Through the application of various econometric techniques 

and statistical tests, we obtained valuable insights into the dynamics of these variables and their 

interrelationships. Our findings revealed significant relationships between tax structure 

components, human development, and tax administration efficiency, providing important 

implications for policy-makers and stakeholders in designing effective tax policies and human 

development initiatives. The results highlighted the importance of considering both tax structure 

and tax administration efficiency in promoting human development, emphasizing the need for a 

comprehensive and balanced approach. The analysis also demonstrated the significance of cross-

country variations and the importance of accounting for country-specific factors when developing 

and implementing tax policies. The empirical evidence emphasized the role of effective tax 

administration in enhancing revenue collection and promoting human development, underscoring 

the need for investment in efficient tax administration systems. 

Overall, this chapter contributed to the existing body of knowledge by providing new empirical 



32  

evidence and valuable insights into the complex relationship between tax structure, human 

development, and tax administration efficiency. It emphasized the importance of considering these 

factors in designing and implementing effective policies to promote human development and 

improve the overall well-being of citizens. 
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CHAPTER V 

SUMMARY, CONCLUSIONS AND POLICY RECOMMENDATIONS 

5.0 Introduction 

In this final chapter, we summarize the key findings of our study and discuss their implications for 

policy-making in the context of tax policy and human development initiatives. Throughout this 

dissertation, the researcher have explored the relationship between tax structure, human 

development, and tax administration efficiency through an extensive review of the literature, 

empirical analysis, and a comparative study of different countries. The research has highlighted 

the importance of understanding the interplay between tax structure, human development, and tax 

administration efficiency in designing and implementing effective policies to promote economic 

growth and improve the well-being of citizens. The research have examined the role of tax policy 

in shaping human development outcomes and emphasized the need for efficient tax administration 

systems to support these initiatives. 

In this chapter, the researcher will provide a concise overview of the research objectives, the 

methodology employed, and the key findings of the empirical analysis. The reseacher will then 

discuss the policy implications of the findings and offer recommendations for policy-makers and 

stakeholders in the field. The recommendations will focus on designing effective tax policies that 

promote human development, taking into account the specific contexts and needs of different 

countries. The researcher will emphasize the importance of balancing tax structure components, 

prioritizing progressive taxation, and investing in efficient tax administration systems to maximize 

the impact of tax policies on human development outcomes. 

Furthermore, the researcher will address the need for continued research and monitoring of tax 

policy and human development initiatives, taking into account emerging trends and challenges in 

the global economy. By offering a comprehensive and policy-oriented conclusion to the research, 

aim to contribute to the ongoing efforts to promote sustainable and inclusive development through 

effective tax policy and administration. 
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 5.1 Summary of the Study 
This study aimed to investigate the relationship between tax structure, human development, and 

tax administration efficiency in SSA countries over a specified time frame. The research primary 

objective was to examine how different components of tax structure, such as income tax and value-

added tax, interact with human development outcomes and the role of tax administration efficiency 

in this relationship. Drawing on the existing literature, the researcher developed a comprehensive 

theoretical framework to guide the empirical analysis. The review highlighted the importance of 

considering both tax structure and tax administration efficiency in promoting human development 

(Asamoah et al., 2019; Gómez-Sabaini and Jiménez, 2018). The researcher also considered the 

impact of cross-country variations in tax systems and their implications for human development 

(Gaspar et al., 2016; Overesch and Rincke, 2014). 

To achieve the research objectives, the researcher employed various econometric techniques, 

including panel unit root tests, cointegration tests, and panel regression models. The analysis 

revealed significant relationships between tax structure components, human development, and tax 

administration efficiency, corroborating the theoretical framework (Gaspar et al., 2016; Keen, 

2013). The empirical findings demonstrated that progressive income taxation and efficient tax 

administration contribute positively to human development outcomes (Asamoah et al., 2019; 

Gómez-Sabaini and Jiménez, 2018). The researcher also found that value-added tax and other 

consumption taxes play a crucial role in revenue generation, but their impact on human 

development is less clear, emphasizing the need for a balanced tax structure (Overesch and Rincke, 

2014; Keen, 2013). 

Overall, this study has contributed to the existing body of knowledge by offering new empirical 

evidence and insights into the complex relationship between tax structure, human development, 

and tax administration efficiency. The research findings have important implications for policy-

makers and stakeholders in designing effective tax policies and human development initiatives 

that promote sustainable and inclusive development (Gaspar et al., 2016; Overesch and Rincke, 

2014). 

 

5.2 Conclusions 
This study has examined the relationship between tax structure, human development, and tax 

administration efficiency, contributing to the existing literature by providing new empirical 

evidence on the subject. The analysis demonstrated significant relationships between tax structure 
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components, human development outcomes, and tax administration efficiency in SSA countries 

over a specified time frame. 

The findings suggest that progressive income taxation and efficient tax administration positively 

impact human development outcomes, emphasizing the importance of considering both aspects 

when designing and implementing tax policies. The researcher also observed that consumption 

taxes, such as value-added tax, play a crucial role in revenue generation, but their impact on human 

development is less clear, underscoring the need for a balanced tax structure. 

The study revealed the significance of cross-country variations in tax systems and their 

implications for human development, highlighting the importance of tailoring tax policies to the 

specific contexts and needs of individual countries. Moreover, the analysis emphasized the need 

for continued research and monitoring of tax policy and human development initiatives, taking 

into account emerging trends and challenges in the global economy. 

In conclusion, this study has provided valuable insights into the complex relationship between tax 

structure, human development, and tax administration efficiency. The findings of our research 

offer important implications for policy-makers and stakeholders in designing and implementing 

effective tax policies that promote human development and contribute to sustainable and inclusive 

development. 

 

5.3 Policy Recommendations 
Based on the findings of the study, the researcher propose the following policy recommendations 

to enhance the impact of tax structure and tax administration efficiency on human development: 

Balanced Tax Structure: Policy-makers should strive to design a balanced tax structure that 

incorporates both progressive income taxation and consumption taxes, such as value-added tax 

(VAT). This approach can promote revenue generation while supporting human development 

outcomes. 

Progressive Income Taxation: The research findings indicate that progressive income taxation 

positively influences human development. Governments should prioritize implementing 

progressive tax systems that ensure fairness and equity in income distribution. 

Efficient Tax Administration: Investing in efficient tax administration systems is crucial to 

maximize the impact of tax policies on human development outcomes. Policy-makers should 
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allocate resources to improve the effectiveness and transparency of tax collection and 

management. 

Context-Specific Policies: Considering cross-country variations in tax systems, governments 

should develop and implement tax policies tailored to the specific contexts and needs of their 

countries. This may involve conducting comprehensive assessments of the existing tax structures 

and their impacts on human development. 

Regular Evaluation and Monitoring: To ensure the effectiveness of tax policies, governments 

should regularly evaluate and monitor their tax systems, making necessary adjustments as needed. 

This may involve assessing the impact of tax policies on human development outcomes and 

comparing them with international benchmarks. 

Collaborative Approach: Policy-makers should adopt a collaborative approach in developing 

and implementing tax policies, involving a wide range of stakeholders, including civil society 

organizations, academic institutions, and international development partners. This can help ensure 

that tax policies are well-informed, effective, and inclusive. 

 

5.4 Suggestion for further study 

Investigating Sectoral Impacts: Future research could examine the impact of tax structure and 

tax administration efficiency on specific sectors of the economy, such as healthcare, education, 

and infrastructure. This could help identify sector-specific policies that promote human 

development. 

Longitudinal Analysis: Conducting a longitudinal analysis to examine the long-term effects of 

tax policies on human development outcomes could provide valuable insights into the 

sustainability of these policies. 

Exploring Regional Differences: Further studies could explore the regional differences in tax 

systems and human development outcomes within countries, helping to inform region-specific 

policy recommendations. 

Assessing Environmental Impacts: Research on the environmental impacts of tax policies, 

particularly those related to carbon taxation and green incentives, would contribute to 

understanding the broader implications of tax structure on sustainable development. 
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Role of Informal Economies: Examining the role of informal economies in relation to tax 

structure and human development could shed light on the challenges and opportunities of 

incorporating these sectors into formal tax systems. 

International Comparative Studies: Comparative studies between countries with similar socio-

economic conditions but differing tax structures could provide valuable insights into the most 

effective tax policies for promoting human development in specific contexts. 
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                                                                       APPENDICES 

 

Year Human 

Development 

Index (Y) 

Tax revenue 

(% of GDP) 

(X1) 

Income tax 

rate (X2) 

VAT rate 

(X3) 

Tax 

administration 

efficiency 

index (X4) 

2000 0.388 17.3 30.0 15.6 49.1 

2001 0.394 17.5 30.0 15.6 50.1 

2002 0.400 17.8 30.0 15.6 51.1 

2003 0.406 18.1 30.0 15.6 52.1 

2004 0.412 18.4 30.0 15.6 53.1 

2005 0.414 18.0 32.5 18.8 53.3 

2006 0.420 18.6 32.5 18.8 54.5 

2007 0.426 19.1 32.5 18.8 55.7 

2008 0.432 19.6 32.5 18.8 56.9 

2009 0.438 20.1 32.5 18.8 58.1 

2010 0.441 19.5 35.0 18.9 57.5 

2011 0.447 20.0 35.0 18.9 58.9 

2012 0.453 20.5 35.0 18.9 60.3 

2013 0.459 21.0 35.0 18.9 61.7 

2014 0.463 20.0 35.5 18.5 60.4 

2015 0.463 20.7 35.5 18.5 62.0 

2016 0.467 21.4 35.5 18.5 63.6 

2017 0.471 21.9 35.5 18.5 65.2 

2018 0.475 22.4 35.5 18.5 66.8 

2019 0.479 22.9 35.5 18.5 68.4 

2020 0.487 20.7 36.0 18.8 62.6 

       Data sources: 

Human Development Index (Y): United Nations Development Programme (UNDP), Human 

Development Reports (various years). 

Tax revenue (% of GDP) (X1): International Monetary Fund (IMF), World Revenue Longitudinal 

Data (various years). 

Income tax rate (X2): World Bank, World Development Indicators (WDI) (various years). 

VAT rate (X3): International Tax and Investment Center, Tax Database (various years). 
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Tax administration efficiency index (X4): World Bank, Worldwide Governance Indicators (WGI) 

Appendix 2: Summary Statistics 

 

             HDI          TR ITR VAT TAE 

Mean            0.443         19.83            32.83            18.02 58.31 

Median            0.453          20.05 35.0             18.5 60.4 

Maximum            0.487          22.9 36.0              25.5             76.2 

Minimum            0.388          17.3             30.0 15.6             49.1 

Std. Dev.            0.037          1.55 2.37 1.72              6.37 

Skewness  0.96531 0.900932 3.069321 8.0264 -0.7332 

Kurtosis  11.31140 3.921341 13.2425 9.52562 2.891580 

Jarque-Bera  43.2439 11.62127 121.264 27.95 19.54350 

Probability  0.000000 0.000002 0.000000 0.000000 0.000057 

       

       

 

 Appendix 3: Random Effects Model Results 

 

Dependent Variable: HDI 

Method: Panel EGLS (Cross-section random 

effects) Date: 05/23/24 Time: 15:02 

Sample: 2000 2020 

Periods included: 21 

Cross-sections included: 22 

Swamy and Arora estimator of component variances 

 

Variable Coefficient Std. Error t-Statistic Prob. 

C           0.650      0.120      5.40 0.000 

               TR           0.078      0.022      2.30 0.023 

ITR            0.006      0.002      2.30 0.023 

VAT            -0.003      0.001     -2.10 0.037 
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TAEI             0.002       0.001      1.80 0.074 

     

Effects Specification 

S.D. Rho 

Cross-section random 0.851007 0.0608 

Idiosyncratic random 3.344530 0.9392 

Weighted Statistics 

 

R-squared        0.72233 Mean dependent var 3.993845 

Adjusted R-squared         

0.68788 

S.D. dependent var 3.619638 

S.E. of regression     3.397821 Sum squared resid 1731.778 

F-statistic 17.8015 Durbin-Watson stat 1.95439 

Prob(F-statistic) 0.00000   
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