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The Zambia Tax Platform (ZTP) is a multi-stakeholder group that aims 
to promote new and sustained advocacy on tax, tax governance 
and administration, fiscal policy and governance issues in Zambia. 
ZTP carries its work in a simplified way that enables participation from 
various stakeholders. It is inclusive of a wide variety of voices with links 
to national, regional and international research and civil society net-
works. ZTP is housed at Centre for Trade policy and development 
which serves as the secretariat to the platform. which serves as the secretariat to the platform. 

ZTP has been actively involved in economic issues around the nation. 
Issues around the current debt situation in Zambia, changes to 
mining legislation, calling for transparency in the utilization of public 
resources, fighting illicit financial flows and many other matters. The 
platform has over 22 members from different civil society organisa-
tions as well as media all coming together to take part in the devising 
interventions that will lead to a developed country.
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has conducted Analysis on Zambia’s National Budgets, Debt sustain-
ability, Economic growth and copper prices, the National Airline re-
launch decision and Double Taxation Agreements among others. He 
is a brilliant scholar and has been instrumental in generating evi-
dence for CTPD’s advocacy work around debt, development plan-
ning, trade and Taxation. 

Mr. Bright Chizonde is an Economist and Re-
searcher at the Center for Trade Policy and 
Development. He holds a Master’s Degree in 
Economics, and Lectures Economics and 
Business Courses at the University of Zambia. 
He is specialized in Econometrics, Business Re-
search and Corporate Finance. Mr. Chizonde 

on social sector spending and Tobacco sector taxation among 
others. He has extensive experience in taxation and stupendously 
contributed to the development of this Sales Tax Bill analysis. 

Mr. Ibrahim Kamara is the current Coordina-
tor for the Zambia Tax Platform and also the 
Tax Justice Program officer at the Center for 
Trade Policy and Development. He holds a 
Bachelor’s Degree in Economics and has ex-
tensive experience in Tax policy. Mr. Kamara 
has been instrumental in conducting analysis 
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The Zambian government proposes to switch from the VAT tax 
system to a Sales Tax system due to perceived challenges within the 
VAT system. The move to Sales Tax would make Zambia the only Afri-
can country with such a Tax system, a system that has been aban-
doned by many countries over the past 30 years. Currently, the 
United States of America, Malaysia and Canada are some of the 
few countries known to have a Sales Tax system in the world. The 
Zambian Minister of Finance asserts that VAT has many challenges 
such as the need to constantly pay tax refunds and Zambia will be a 
pioneering country in making the transition away from VAT in Africa. 
As of January 2019, Zambia had a VAT refund bill of K17.9 billion ac-
cumulated over the past decade. Therefore, the government be-
lieves this VAT debt is unsustainable and requires urgent action to en-
hance domestic resource mobilization.

Sales Tax promises to clear the accumulated VAT refund bill but 
comes with its own limitations such as the cascading effect which 
leads to inflation, the reduction in taxable transactions due to higher 
prices, and the fall in employment and revenue due to the cut-
ting-off of distributers among others. It follows therefore, that the in-
troduction of sales tax will ultimately increase the economic hard-
ships of the Zambian people. An increase in inflation due to higher 
prices of goods and services would make it more expensive to 
access basic necessities such and food and clothing. Loss of em-
ployment through the cut-off of distributors and wholesalers would 
increase unemployment and poverty. It has also be argued in this 
paper that Sales Tax introduction will result in revenue losses since 
VAT is more efficient and would therefore not increase government 
tax revenue. 

Executive Summary
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The Sales Tax Bill also contains some progressive proposals such as the payment of tax 

obligations in instalments and Electronic monitoring of transactions through ZICTA in 

real time. 

TheThe Zambia Tax Platform is of the view that it is not prudent to quickly disregard the VAT 

system since it is a familiar system with the tax authority and taxpayers. VAT has been 

the best performing tax and continues to increase its contribution to tax revenue. The 

problem regarding accumulated VAT refunds is administrative in nature and requires 

government fiscal discipline, not a change of the tax system. In the likely event that 

government proceeds with the Sales Tax agenda, there would be need to 

comprehensively correct the Sale Tax Bill and deal with fiscal and administrative 

challengeschallenges in revenue collection. Specifically, there would be need to reduce the tax 

rate in order to reduce the inflationary effect, allow for more transparency in 

developing the inputs exemptions list and subjecting the Sales Tax Policy to 

international conformity, before enacting the Bill and implementing the new tax 

system.
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In the National Budget speech on Friday 28th September, 2018, The Minister of Finance 

pronounced that Value Added Tax would be replaced by Sales Tax in the year 2019. 

(ZRA, 2019). According to the Minister of Finance, Mrs. Margaret Mwanakatwe, Sales 

Tax is necessary to stop the refund debt escalation and to increase domestic revenue 

collection to support government social development programs (Ministry of Finance, 

2019). In order to realize this pronouncement, the Sales Tax Bill number 14 of 2019 was 

presented to parliament on 2rd April 2019 after Cabinet approved the bill. This bill pres-

entsents the modalities through which Sales tax will be reintroduced in Zambia with the ef-

fective date set for 1st July, 2019 (ZRA, 2019).   

Many Concerns have been raised regarding the implementation of the Sales Tax. First-

ly, there was no initial multi-stakeholder consultation undertaken by government on 

the matter. The pronouncement by the minister during the Budget Speech came as a 

shock to the Business Community and Civil Society organizations. Secondly, even 

when it was announced that Zambia will move to a sales tax regime, there was uncer-

tainty surrounding the matter as there was no enough information given. Key ques-

tions, such as what the tax rate was going to be, remained unanswered for 6 months 

after the pronouncement. Thirdly, even after recently providing more information, 

many key stakeholders have strongly opposed the switch to sales tax contending that 

the nature of the tax regime would increase inflation among other challenges.

1.1 Why Sales Tax? 
Zambia’s economy has recently suffered serious challenges. The government has bor-

rowed to the tune of over US$16 billion in order to plug the fiscal deficit which has 

been increasing on account of massive government expenditure on infrastructural 

projects and consumption. Since interest payment on External and domestic debt 

have increased, to about US1.4 billion in 2018, there has been an urgent need to in-

crease domestic resource mobilization in order to meet interest payments. Conse-

quently, in 2018, government introduced a number of tax and none-tax measures 

such as Withholding Taxes on Rental income with the aim of collecting more domestic 

taxes (Chizonde and Mwaipopo, 2019).

BACKGROUND
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The Mining sector has been Zambia’s single largest contributor to government reve-

nue but its revenue contribution has relatively remained the same for the past 5 years 

while sectors like Wholesale and retail continue to increase their contributions to total 

taxes (Chizonde and Kaunda, 2018).

According to the Ministry of Finance (2019), VAT refunds have been a drain on gov-

ernment resources: the VAT refund bill as at 9th January, 2019 was about K17.9 billion, 

acquired since the year 2009. Government’s main reason for moving away from VAT 

is the need to halt the accumulation of VAT refund claims. Therefore, the Government 

plans to pay off all legitimate VAT refunds after the implementation of Sales Tax. It 

must however be noted that VAT refunds are not supposed to be a problem provided 

there is proper tax administration. Government should not have problems refunding 

VATVAT claims since this money is only claimed after payments have been made. ZRA 

should be able to account for Potential VAT refunds and pay them when they come 

due instead of forwarding all VAT collections to the Treasury. 

1.2 Sales Tax versus VAT 
Value Added Tax (VAT) is a consumption based tax that is levied in the supply chain 

at each point where value is added to a good or service. VAT is therefore collected 

by subtracting the input-VAT from the Output-VAT in order to impose it only on the 

value added. In contrast, sales tax, though also a consumption tax, is levied on the 

price of the good or service. Sales tax is collected by the producer, distributor or retail-

er by adding the tax to the selling price of the good in order to withhold it and remit it 

to the tax authority. VAT has been widely adopted by developed countries and de-

veloping countries for what are accepted to be its advantages over sales tax. Cur-

rently, all African countries use VAT while only USA, Malaysia and Canada employ 

sales Tax (ZRA, 2019).  

BACKGROUND
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There are a number of reasons why VAT is superior to Sales Tax. Firstly, VAT is largely in-

voice based, uniform and easy to administer, thereby leading to stable financial man-

agement systems with fewer challenges of collecting taxes. Secondly, since VAT is 

issued on value added, it is considered to be a fairer tax compared to Sales Tax be-

cause it avoids the tax-on-tax effect which is a characteristic of most indirect taxes. In 

addition, economic distortions may be less on account of increased tax compliance 

that is brought about by the ‘self- policing’ nature that VAT commands. Sales Tax, on 

the other hand, has no self-compliance mechanism since there is no refund or credit 

mechanism, taxpayers do not have an economic incentive to remit taxes since the 

tax effectively increases the price of their goods or services.

Many stakeholder have also contended that VAT should not be replaced because it 

been performing very well as a source of government revenue. Consider the table 

below:

Source: Compiled by Authors using MOF Annual Economic Reports 2017, 2018 &2019.
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Table 1 indicates that VAT is the only tax category which has been increasing in terms 

of tax share for the past 3 years. Furthermore, despite a poor performance in 2016 

when VAT was 19.6% below target, VAT has been over 40% above target for the year 

2017 and 2018. This is following the amendment of the VAT Act to introduce Withhold-

ing VAT. Through this mechanism, VAT contributions has been enhances as indicated 

by the table above.  It is right to assert that VAT has been the best performing tax for 

the past two years. According to the Ministry of Finance (2019) First Quarter of 2019 

EconomicsEconomics Review, VAT was above target for March 2019 by over K700, 000 Kwacha, 

about 19% above the target of K3.6 million. It is therefore strange that government 

seeks to discontinue a tax which is clearly working very well.    

Despite the well documented benefits that VAT has over Sales tax, government has 

decided to abolish this tax system for a non-refundable goods and services tax (GST) 

which, according to the Minister of Finance, is a revised version of the older sales tax 

system which was abandoned 24 years ago for not having the benefits that VAT has. 

Margaret Mwanakatwe said, in her 2019 budget speech, that the Sales tax regime will 

be of help to the government in boosting the collection of revenue, and bringing 

down debt growth. In order to assess the potential economic, trade and revenue im-

plicationsplications of the introduction of Sales Tax in Zambia, this paper performs a compara-

tive and content analysis of the Sales Tax Bill with the VAT Act. The rest of the paper is 

organized as follows: Section 2 assesses some of the provisions in the Sales Tax Bill from 

an economic, trade and tax perspective. Section 3 then presents the implications of 

introducing Sales tax in Zambia while Section 4 offers Policy recommendations. 
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This section performs both content and comparative analysis on the Sales Tax Bill as 

compared to the VAT Act. Consider table 1 below for a detailed analysis and com-

parison: 

ANALYSIS OF SALES TAX BILL OF 2019 WITH VAT BILL 1995
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Source: Developed by Authors using Sales Tax Bill 2019 and VAT act 1995. 

General Comment 
TheThe Sales Tax Bill has a number of progressive provisions but has many challenges and 

limitations. Among the main limitations, the Bill has not be checked for international 

conformity with international treaties and Protocols such as Article III part 4 of the 

WTO’s General Agreement on Tariffs and Trade (GATT) which provides that Members 

shall accord imported products treatment no less favorable than that accorded to 

“like products” of national origin. The suggestion to have a dual tax policy with 9% on 

domestic supply and 16% on imported goods therefore needs to be revised. 
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Implementing Sales tax may result in Trade conflicts, within SADC and COMESA, and 

may result in other countries imposing counter-tariffs on Zambian products. 

On the merits, the Bill proposes to allow tax payers to pay their obligations in install-

ments and to monitor transactions using Electronic systems. These would help in miti-

gating against falling compliance levels. The specific implications of the introduction 

of Sales Tax in Zambia on the economy, trade and revenue generation capacity of 

government are documented in the section below.

The introduction of the Sales Tax in Zambia given the current economic situation is 

likely to lead to the following: 

•  INCREASED INFLATION

SinceSince Sales Tax will be imposed on the importation, manufacturing, distribution, and 

retail sale of goods and on the point of sale of services (ZRA, 2019). Therefore, the 9% 

proposed rate will lead to significant cascading effects and trigger inflation. When 

registered retailers begin selling goods at higher prices, small businesses which do not 

meet the sales tax threshold for mandatory registration will also increase prices of 

goods. Therefore through the conformity behavior, as demand for informal sector 

goods increases, prices among small businesses will also increase. Consequently, the 

inflationary effect of Sales Tax introduction is likely to be higher than anticipated.inflationary effect of Sales Tax introduction is likely to be higher than anticipated.

•  REDUCED REVENUE COLLECTION

Sales Tax lacks the self-compliance incentive since it has no “credit mechanism”. Tax 

payers simply pay the tax when purchasing goods and services and then add the cost 

of the taxes on the price when selling their final product in order to remit the appropri-

ate taxes. With no possibility of gaining a tax refund, taxpayers will have increased in-

centive to evade taxes, thus resulting in reduced revenue collection. Furthermore, in-

creased prices of goods and services will negatively affect demand and result in 

lower purchases of taxable goods and consequently reduce taxes since few transac

tions will be performed when goods are more expensive. 

IMPACT OF SALES TAX INTRODUCTION IN ZAMBIA 
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•  REDUCED COMPETITIVENESS OF GOODS AND SERVICES 

TheThe Ministry of Finance has exempted export of goods and services from paying sales 

tax in order to maintain competiveness. This will however not be effective since Zambi-

an locally manufactured goods will still be subjected to a tax-on-tax effect of 9% 

which can effectively increase the cost and selling price of the good before exporta-

tion. Furthermore, since none of Zambia’s major trading partners is using a Sales Tax 

regime, the cascading effect at a rate of 9% can easily make Zambian goods less 

competitive and result in lower trade volumes, resulting in even lower taxes from cus

toms duty and excise duty.

•  LIMITED GROWTH OF MANUFACTURING SECTOR

Value Added Tax encouraged value addition of goods and services since the tax ob-

ligation is reduced provided the firm has added value to the inputs purchased. On the 

other hand, Sales tax increases the cost of production and limits demand due to in-

creased prices of goods and services. It therefore follows that the Sales Tax regime 

would limit the growth of Zambia’s manufacturing sector. In order to mitigate for this, 

government needs to identify critical inputs into manufacturing which need to be ex-

empted from Sales Tax at importation or purchase by local manufacturing compa

nies.

•  CUT-OFF OF DISTRIBUTERS IN THE VALUE CHAIN  

ZRA (2019) indicates that Sales Tax will be imposed on goods at importation, manufac-

turing, distribution and wholesale or retail. If a retailer wishes to reduce the effect of 

Sales tax on the price of its goods and services, it would be economical to cut-off the 

distributer from the chain of supply.  Such a move would therefore reduce employ-

ment and taxes from distributors as their businesses close down. It is important to note 

that the wholesale and retail sale of goods is the second largest sector contributor to 

tax revenue (about 15% of total taxes) and responsible for about 25% of Zambia’s 

formal employment (Ndulo & Chanda, 2016). There is therefore need to consider how 

to mitigate the effect of Sales tax introduction on the wholesale and retail sector as a 

whole and the distributor firms in specific.
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The paper has assessed the Sales Tax Bill from an economic, trade and taxation per-

spective. The content and comparative analysis of the Sales Tax Bill and VAT Act 

clearly indicate that the introduction of Sales Tax in Zambia will come with significant 

challenges. In light of this, we make our general recommendation concerning the 

move to reintroduce Sales Tax and some specific recommendations in the event that 

government proceeds with implementation of Sales Tax. 

4.1 GENERAL RECOMMENDATION
After assessing the Sales Tax Bill and evaluating the effects of its implementation on 

Trade, Economic performance and government revenue. Our general recommenda-

tion is as follows:

•  Government should look into modalities to revise the existing VAT 
Act instead of shifting to Sales Tax. 

The major perceived challenges regarding VAT are administrative in nature. Ever since 

the introduction of Withholding VAT in 2017, VAT has been performing above target. 

This administration measure resulted in improved revenue collection and thus other 

such measures can be identified in order to deal with VAT refund accumulations. ZRA 

can create a provisional account to settle upcoming VAT refunds and not remit all 

revenue collections to government. A shift towards sales tax will not deal with such ad-

ministration challenges. ZRA needs to also improve its assessments in order to prevent 

the escalation of fraudulent VAT refund claims.the escalation of fraudulent VAT refund claims.

4.2 SPECIFIC RECOMMENDATIONS  
In the event that government implements the Sales Tax Policy: there is need to make 

the following adjustments:

•  Time Frame: Government should consider implementing Sales Tax 
after the end of the current MTEF in order to deal with existing 
limitations.

RECOMMENDATIONS 
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The effective date of 1st July, 2019 should therefore be moved to the end of the cur-

rent medium term expenditure framework to allow for consultations and the passing 

of the Sales Tax Bill with proper revisions. Sales Tax introduction needs to be in confor-

mity with existing government medium-term and long-term planning. The Medium 

term expenditure framework projections for revenue are based on VAT and not Sales 

Tax. A well-coordinated implementation of Sales Tax would increase private sector 

and investor confidence, provided government also improved on fiscal disciple and 

administration. Sales Tax needs a private sector buy-in in order for it work, otherwise 

revenue and economic effect would be negative and escalated. 

•  International Conformity: Ministry of Finance and ZRA should 
coordinate with the Ministry of Commerce, Trade and Industry on the 
feasibility of implementing a dual tax system under Sales Tax.

The explanation on the non-violation of trade protocol offered by the Zambia Reve-

nue Authority in its recent publication of FAQs on Sales Tax is inconsistent at best. The 

assertion that Zambia “may” not be in violation of the WTO Agreement and all similar 

Agreements with SADC and COMESA is not good enough. For Zambia, According to 

the COMESA Treaty, Article 57 on National Treatment: “The Member States shall refrain 

from enacting legislation or applying administrative measures which directly or indi-

rectly discriminate against the same or like products of other Member States. A clear 

and direct position needs to be sought before moving forward with the Sales Tax Bill. 

The Ministry of Commerce, Trade and Industry has numerous trade experts who can 

easily assert that the dual tax system being suggested in the bill is against the General 

Agreement on Tariffs and Trade (GATT) article on non-discrimination between import-

ed and local commodities.  

•  Tax Rate: It would be recommended to reduce the Tax rate 
imposed on goods and services from 9% to 5% in order to reduce the 
inflationary effect of Sales Tax. 



Analysis of Sales Tax Bill 18

The nature of Sales Tax demands that government imposes a rate which will minimize 

the inflationary effects and protect local manufacturing. It is indeed clear that gov-

ernment is also seeking to increase revenue mobilization, but this goal should be bal-

anced with the need to have a stable economy and growth in the manufacturing 

sector. In light of this, we recommend that government reduces the proposed sales 

tax to 5%. This will unsettle the business community which has continued to lobby gov-

ernment to implement Sales tax with a smaller rate than the proposed 9%. 

•  Exemption List: There is need to balance the need to reduce the 
cascading effect by providing for exemptions with the need to 
maintain tax simplicity and fairness by limiting the number of 
exemptions.

TheThe provision for an inputs exemption list must be balanced with the need to maintain 

a simple tax system. Since the exemption list is developed through submission by 

sector pressure groups to the minister of finance, this risks being abused and generat-

ing an extensive list which will both increase tax administration complexities and also 

erode the tax base. This process should therefore be made transparent in order to pre-

vent powerful sectors from taking advantage. For example, if the mining sector 

pushed for full exemptions from sales tax, this would undermine the whole purpose of 

introducing sales tax.

We can propose that capital goods and exports be exempted rather than zero rated.

In concluding, the move to abolish VAT and replace it with Sales Tax continues to gen-

erate stakeholder debate as the Ministry of Finance continues to gather views from 

stakeholders and the Bill awaits enactment. The analysis conducted in this paper re-

veals that the Sales Tax Bill was developed under an environment of limited consulta-

tion among government ministries and from private sector players. It would therefore 

be advisable to extend the time period for implementation from the proposed 1st of 

July, 2019 to sometime after the current MTEF planning period. This will allow for a de

tailed investigation on why the VAT regime is failing and identification of possible revi-

sions which would improve existing limitations of VAT. 
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We can propose that capital goods and exports be exempted rather than zero rated.

InIn concluding, the move to abolish VAT and replace it with Sales Tax continues to gen-

erate stakeholder debate as the Ministry of Finance continues to gather views from 

stakeholders and the Bill awaits enactment. The analysis conducted in this paper re-

veals that the Sales Tax Bill was developed under an environment of limited consulta-

tion among government ministries and from private sector players. It would therefore 

be advisable to extend the time period for implementation from the proposed 1st of 

July, 2019 to sometime after the current MTEF planning period. This will allow for a de

tailed investigation on why the VAT regime is failing and identification of possible revi-

sions which would improve existing limitations of VAT. In the event that such an under-

taking proves that VAT is indeed unredeemable, there would be need to reduce the 

tax rate, allow for more transparency in developing the inputs exemptions list and sub-

jecting the Sales Tax Policy to international conformity, before enacting the Bill and im-

plementing the new tax system. 
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