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Assessing Policy Impacts is Key 

When formulating tax policy, governments need to understand the likely 

impact of proposed policy changes 

• On revenues 

• On different types of people and households 

• On the economy 

 

A systematic approach to assessing these impacts is useful 

• This presentation will discuss revenue-impact (“policy costing”) 

• Next presentation will discuss tools to assess impacts on people and 

households 

• Partnering with Ghanaian Ministry of Finance (MoF) on each topic 
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Developing and deploying a systematic 
approach to policy costing 

MoF requested support on policy costings 

• Better understand and critique Ghana Revenue Authority’s (GRA’s) costings 

• Incorporate, where possible, behavioural responses in costings 

• Apply to tax cuts announced in March 2017 budget  

 

We developed a methodology and series of ‘templates’ to use 

• Based on the approach HMT / OBR use in UK 

• Step-by-step from... 

‒ Initial statement of policy and policy objectives, to... 

‒ Final policy costing 

• Clear statement of costs and calculations could aid decision making and 
transparency  
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Overview of approach 

For specific policies: 

1. Clearly define policy and state rationale  

2. Static costing given unchanged taxpayer behaviour 

3. Account for direct ‘first round’ behavioural effects 

Responses by specific groups that are directly affected by the change 

Not large enough to be captured by general economic forecast 
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Some examples of behavioural responses 

1. Demand responses to changes in tax on goods and services 

Measured by ‘price elasticity of demand’ 

2. Taxpayers change reported incomes in response to income tax change 

Measured by ‘taxable income elasticity’ 

3. Companies shift profits in or out of country in response to CIT change 

Measured by ‘profit shifting elasticity’ 

 

Initially utilise elasticities from other countries, but over time ideally 

estimate and use country-specific elasticities 
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Overview of approach 

For specific policies: 

1. Clearly define policy and state rationale  

2. Static costing given unchanged taxpayer behaviour 

3. Account for direct ‘first round’ behavioural effects 

Responses by specific groups that are directly affected by the change 

Not large enough to be captured by general economic forecast 

For the package as a whole: 

4. Account for wider economic/behavioural effects 

Compare before- and after- reforms general economic forecasts 
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A Policy Costing Template 
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Spreadsheet and ‘Explainer’/Manual 
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Ghana’s 2017 Budget tax plans 
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1. Abolition of VAT on financial services 
 

2. Abolition of VAT on domestic airline tickets 
 

3. Abolition of VAT on real estate sales 
 

4. Abolish various import levies and import VAT 
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Example: Abolition of VAT on financial services 
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Helped MoF develop initial costing by incorporating following: 

1. Businesses buying financial services could reclaim the VAT they were 

paying, so no revenue to lose from this group from abolition 

2. Potential change in demand for financial services when prices change after 

abolition of VAT 

3. Potential knock-on effects for corporation tax if change in demand for 

financial services changes after abolition of VAT 

 

 



Example: Abolition of VAT on financial services 
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Cost in 2017-18 ignoring these:   243m cedis (£43m) 

Cost in 2017-18 taking these into account*: 204m cedis (£36m) 

* Based on assuming 5% bank fees paid by businesses that can reclaim VAT; price elasticity of -1 for 

consumers; and a gross marginal profit margin on fee-based services of 50%.  

 

Changing these assumptions has material impact on costings 

• e.g. 182m cedis (£32.5m) if 15% of VAT initially reclaimable 

• e.g. 217m cedis (£39m) if elasticity is -0.5 for consumers 
 

Highlighted these assumptions as key uncertainties 



Next steps 
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1. Further work on methods and existing templates 

• Data/info on market structures 
 

2. Apply method to policies in 2018 Budget 

• May include manifesto commitment for 5% cut in corporate tax 
 

3. Embed method and approach at MoF and GRA 

• Requires senior-level as well as operational buy-in 

• Designed template to be something that could be published 

 

 


