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Abstract 

The use of tax policies to address macro-economic challenges has often led to serious other 

macro-economic challenges for developing countries. The purpose of this paper is to 

illustrate macro-economic policy dilemmas that affect developing countries when they 

implement tax policies to address macroeconomic challenges. The objective of the study was 

to examine how the 2% Intermediary Money Transfer Tax (MTT) introduced to raise 

financial resources to grow the economy affected performance of companies in the 

engineering sector. The study was guided by the pragmatism research philosophy, used 

explanatory research design and a mixed research approach. Data was collected from 

companies in the metal fabrication and machine/equipment sub-sectors of the engineering 

sector. A total of 68 companies were used. The paper shows that a tax policy adopted by 

Zimbabwe to raise revenues for supporting economic growth and addressing several 

economic challenges such as poverty, unemployment and negative economic growth 

generated other macro-economic challenges such as declining performance of companies in 

the Engineering sector. Results from the study showed that 2% IMTT had a negative an 

influence on business performance of companies in the engineering sector. The tax reduced 

profit margins, sales, and competitiveness. Conclusions from the study were that adoption of 

tax policies by governments, to achieve increased revenue and growth of the economy may, 

in the process, negatively affect some sectors of the economy. It was therefore recommended 

that the government analyse potential contradictions and dilemmas before implementing tax 

policies. Further studies of the influence of IMTT on other sectors like the small scale and 

informal sectors that are usually hit the hardest by government policies is recommended. 

Keywords: Policy making, Taxation, Business performance, Private sector 

1. Introduction 

Zimbabwe introduced a 2% IMTT which was levied on all transactions mediated by financial 

institutions and mobile money platforms. The tax was charged at 2% of the transaction value. 

Intermediated Money Transfer Tax (IMTT) is collected in terms of section 36G as read with 

the Thirtieth Schedule of Income Tax Act [Chapter 23:06]. This tax is collected by banks, 

building societies and mobile banking service providers. The tax policy was introduced by 

Zimbabwe as one of the measures which was meant to promote resource mobilisation to 

address various macro-economic challenges. Zimbabwe like any other global country is 

working towards the attainment of the Sustainable Development Goals (SDGs). In view of 

the SDGs, the country is making use of tax policies such as the IMTT to fund projects and 

programs that will increase the domestic resource mobilisation The UN advocated that 

developing countries mobilise domestic resources to fund and sustain the attainment of the 

SGDs (UN, 2015). 

The recent Addis Tax Initiative also indicated that developing country must make use of tax 

revenue resources from their tax policies to complement technical support from developed 

countries. Zimbabwe therefore introduced the Intermediated Money Transfer Tax of 2 percent 

on all electronic transactions within Zimbabwe (the IMTT). The main motive s of introducing 

the IMTT was to increase tax revenue collection. The IMTT was therefore designed to 
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generate additional revenue. However, it is possible that the introduction of the IMTT may 

have negatively affected the performance of some companies through higher cost of 

transacting digitally. This paper valuates the opportunity cost of the introduction of the IMTT 

with reference to the engineering sector in Zimbabwe. 

Zimbabwe had one of the best performing and diversified engineering sector up to the 1990s 

when that country experienced a prolonged economic crisis. It played a critical role in the 

Zimbabwean economy through its support to other sectors such as agriculture, construction, 

and mining within the country as well as in COMESA and SADC regions of Africa 

(tradezimbabwe.com, 2018). The economic crisis decimated the once vibrant engineering 

sector in the SADC region. The economic crisis saw the closure of many firms in the sector.  

The engineering and metals sector is divided into 8 major levels, namely, Level 1 

(mining/raw material extraction), Level 2 (metal/mineral processing), Level 3 (metal 

forming), Level 4 (metal fabrication), Level 5 (machine/equipment assembly), Level 6 

(product distribution), Level 7 (retailing) and Level 8 (end market). The sector commodities 

are classified into two categories namely the metals and metal products and the downstream 

engineering products. This paper evaluates the impact of the introduction of the IMTT on the 

performance of firms in the engineering sector in the two main sub-sectors. 

2. Literature Review 

Developing countries experience several economic challenges which require various 

macro-economic policy interventions. The use of tax policies to stimulate economic growth 

and development has raised a lot of debate among scholars with reference to their 

effectiveness especially in the context of developing countries. The neoclassical theory 

scholars argue that the use of tax policies to stimulate economic growth and development is 

not effective in the long run (Acosta-Ormaechea & Yoo, 2012). They argue that the use of tax 

policies may have serious negative effects to other sectors of the economy despite being a 

reliable source of revenue for economic growth (Ecevit & Yucel, 2016; Taufik, 2020). 

Endogenous growth theorist however argue that tax policies are an effective tool for 

generating revenues required to stimulate and support economic recovery and growth 

(Ahmad, Sial & Ahmad, 2016). It is against these arguments that this paper sought to 

contribute to the debate on the effectiveness of tax policies in stimulating economic recovery 

and growth.  

Arnold (2008) indicated that Governments may use direct and indirect taxes to raise revenue 

for supporting economic growth. A direct tax is a tax that a person or organization pays 

directly to the Government. Direct taxes include income taxes, company taxes, real property 

taxes and taxes on assets. Direct taxes are based on the ability-to-pay principle. This means 

that those who have more resources or earn a higher income should bear a greater tax burden. 

Direct taxes cannot be passed onto a different person or entity. The individual or organization 

upon which the tax is levied is responsible for paying it. This form of tax therefore is the 

most reliable sources of revenue for government ((Ecevit & Yucel, 2016; Taufik, 2020; Ecevit 

& Yucel, 2016). 
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Indirect taxes are taxes are imposed on a manufacturer or supplier who then passes on the tax 

to the consumer. The most common example of an indirect tax is the excise tax on cigarettes 

and alcohol, taxes on business transactions, Value Added Taxes (VAT). These taxes can 

however be passed on to another entity or individual(Ecevit & Yucel, 2016; Taufik, 2020). 

SchorsZeqiraj and Nimani (2015) argue that tax policies may have positive or even negative 

effects on the overall economic growth and hence it is critical that each tax policy be 

subjected to critical analysis. However, they also mention that a tax policy may leads to 

improved economic and social development in a country. Tax policies may however lead to 

depressed demand for goods and services which in turn may lead to low productivity and a 

reduction in investment in an economy. These factors lead to poor economic growth and 

development. 

Barret (1963) is of the opinion that business taxes cause more inefficiency in the use of 

resources than individual taxes. This is because most business taxes are indirect resulting in 

the business not being fully aware of how much tax they are paying and the total amount of 

business expenditure. This implies that taxes on businesses have a greater effect on business 

performance than taxes on individuals. Also, taxes affect allocation of business resources and 

shift the effectiveness of investment. Barret (1963) cites that these taxes may in fact have a 

negative effect on the ultimate growth and development of the economy.  

Kotlan and Machova (2013) confirmed the tax burden of the different types of taxes on 

corporations has a negative impact on the growth of the economy. Macek (2014) argues that 

the tax burden on companies will in the long run negatively affect the economic growth of the 

country. He therefore recommended that government spending should be reduced to reduce 

the need for more revenues from companies. This supports the notion that although tax 

revenue may benefit government spending towards productivity, major concerns are on the 

burden that is transmitted to companies. A reduction in productivity may be a result of heavy 

tax burden on companies.  

Globally, financial transaction taxes have been established in countries like France and 

Venezuela (bnymellon.com, 2018). In France, the French Financial Transaction Tax (FFTT) is 

pegged at 0.2% and is levied on French shares and 0.01% levied on high-frequency-trading 

transactions. Investigations on the influence of adopting this tax showed that there was no 

notable change on share prices and consistency of the taxed market. However, trading 

volumes were reported to have declined immediately after the tax law was introduced 

(ec.europa.eu, 2012). This implies that the tax had a negative influence on capital used to 

enhance business performance of companies in France. The effect of this tax resulted in large 

French companies underperforming in the highly liquid market while smaller companies’ 

business performance was not negatively affected. This may indicate a differential effect of 

Financial Transaction Tax (FFTT). 

Taufik (2020) argue that the use of indirect taxes in the form of financial transaction taxes has 

helped several countries raise revenue to finance various programs and support the growth of 

industries which has led to economic growth and development. 
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The literature reviewed has shown that there is no agreement among scholars on the effects of 

both direct and indirect taxes on economies. There are however strong sensations on the 

dilemma caused by taxes in terms of their potential to generate negative and positive effects 

at the same time. 

2.1 Tax Theories on the impact of Tax Policies 

The Optimal Tax Theory by Martinez- Vazquez, Vulovic, and Liu (2009) is based on the 

Artkinson- Stiglitz (1976) theory which argues that the structure of any tax determines its 

effect on various stakeholders. This optimal tax theory, which was first established by an 

economist named Frank Ramsey (1927) in the early twentieth century, addresses issues of 

optimal taxation. The Ramsey Tax Model was used to set different tax rates for different 

commodities in a way that enabled the government to minimize the tax burden while 

collecting enough revenue to meet the budget requirements. Usually, the indirect taxes must 

then be adjusted according to how steep the direct tax rates are. This leads to an optimal 

indirect tax structure that may not create excessive burden to companies. The relevance of 

this theory to this paper is that, while establishing the influence of an indirect tax on business 

performance, there is also need to assess its influence on other individuals (consumers) that 

contribute to the profitability of the businesses. This means that while a tax may not directly 

affect the performance of a company it may indirectly affect the company’s profits if it erodes 

consumers’ funds. 

According to Kaplow (2009) there are principles that guide the study of taxation. 

1. The principle of Completeness. In this principle he argues that it is not possible to 

study the role of one form of tax in the entire taxation system. This is so because the 

structure of tax is dependent on the structure of the other taxes and the revenue a tax 

should bring is also dependent on the revenue other taxes bring in. 

2. The principle of Comprehensiveness. This principle emphasizes on a comprehensive 

assessment of policies that the governments use to raise revenue. This requires an 

assessment of the benefits and potential limitation of every tax policy. 

3. The principle of Comparability. This principle emphasizes that while studying a 

particular tax, there is a need to assess the different effects the tax may on different 

stakeholders. While the 2% IMTT tax influences was meant to raise revenue for 

government for economic growth, this principle cites the need to examine how the tax 

policy affected the performance of companies.  

Based on the tax elements derived from the theory, it is possible to evaluate the potential effects of tax 

policies on the performance of companies 

2.2 Influence of Tax of Business Profitability 

A study by Gatsi, Gadzo, and Kportorgbi (2013) found that an increase in a business’ tax base 

or rates has a negative effect on the financial performance of that business. Also, when 

revenue from sales increase, it attracts higher tax obligation, and this may also ultimately eat 

into profits of the business. However, the degree to which profitability is affected varies from 

business to business based on other factors that affect profitability. When the impact of tax on 
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prices of companies do not change the selling price, the tax will eat into their profits and they 

will be forced to lower production to cover costs of production and remain viable. However, 

due to demand from consumers, companies are usually forced to produce the same level of 

production as before increase or introduction of tax. The resultant effect is that the extra cost 

of tax is then transferred to the consumers and selling prices go up. 

2.2.1 Influence of Tax on Market Share 

Gulley and Santerre (1993) who reported on how taxes influence a product or organisation’s 

ability to control the market mention that only certain types of taxes indirectly influence 

market share. These are usually direct taxes like corporate and property taxes. This notion is 

also supported by Nesvisky (2020) who mentions that the growth inhibiting effect of the 

overall taxation system. Empirical research evidence has also shown that direct taxes like 

personal income taxes, especially for small businesses, have a negative effect on business 

growth and expansion.  

2.2.2 Influence of Tax on Sales Volumes 

A research by Kamar (2015) whose objective was to study the impact of government tax 

policies on sales revenue revealed that when taxes are increased sales revenues decline due to 

a decline in sales volumes which affect recapitalization of the business. When tax rates are 

low consumers are more mobile with their purchasing behaviours and sales volumes are 

pushed regardless of geographic location. However, when taxes increase and cause prices of 

products and services to also increase consumers tend to pay particular attention to other 

issues like how far a store is from them and the cost in energy, money and time associated 

with purchase of the product, shipping charges, product category and specification, and other 

sales and marketing efforts provided by companies. Therefore, even though demand does not 

necessarily decrease, sales volumes change according to overall cost associated with purchase 

(Anderson, Fong, Simester, and Tucker, 2009).  

2.2.3 Influence of Tax on Return on Investments 

Muzurura and Sikwila (2018) found that taxation revenues are used by governments to 

enhance public infrastructure that facilitates the ease of doing business by companies. This 

then contributes to higher levels of productivity and the realisation of higher return on 

investments as well as foreign direct investments. However, in the case of Zimbabwe the tax 

revenues are mainly used for non-productive expenditure such as salaries (Muzurura and 

Sikwila, 2018), leading to lower investment growth, lower productivity, and lower return on 

investments. While taxes subsequently affect the return on investments there are other factors 

that may distort the value of return on investments such as the rate of return and the economic 

depreciation (Oloidi, 2014)  

2.3 Empirical Reviews 

Ocheni and Gemade (2015) studies the effects of multiple taxes on business performance. 

The aim of their research was to first establish if there is a correlation between multiple taxes 

and the survival of businesses and secondly to assess whether the size of businesses and their 
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ability to meet their tax obligation affects their survival. The theories guiding their study were 

the theories on business growth. Analysis of the data collected showed that multiple taxes 

have a negative effect on growth and survival of businesses, and that the size of the 

businesses and their ability to pay taxes have no significance on the survival of the business. 

They therefore concluded that multiple taxations may lead to negative effects on business 

viability.  

In a report by Ferracuti (2018), in Uganda, protesters took to the streets of Kampala over a 1% 

tax on all mobile transfers and transactions. Research showed that soon after the government 

passed this amendment act nearly 50% of mobile users had either transacted less or stopped 

transacting on mobile completely. This caused the government to review its decision and send 

a new recommendation to parliament to instead charge 0.5% tax on withdrawals only. While 

it has contributed to about 7.2% of Tanzania’s total tax revenue the report notes that the 

transaction tax has had a negative influence on transaction volumes as well as rate of 

digitization which has decreased business efficiency and profitability of most companies. 

3. Research Methodology 

3.1 Research Philosophy 

This research adopted the pragmatism approach. The philosophy enabled the application of 

quantitative and qualitative approaches in this study. 

3.2 Research Design 

This research adopted an explanatory research design. This design attempts to help 

understand the cause and effects relationship between the Intermediated Money Transfer Tax 

(IMTT and performance indicators of companies in the engineering sector.  

3.3 Population 

In this research, a sample of 395 respondents from 68 engineering companies in Zimbabwe 

was used. The study used the stratified sampling technique to obtain the sample 

3.4 Data Collection 

Data was collected using survey and interviews. A questionnaire was developed and 

administered. The reliability of the questionnaire was tested, and the results are presented. 

Data was tested for normality before regression was done.  

3.5 Ethical Considerations 

The ethical issues considered for this research included informed consent, confidentiality, 

permission, integrity and respect for people’s rights and nobility: While conducting this 

research, the researcher was aware of respondent’s basic human rights and right to express 

themselves in the most naturalistic way.  

 

 



Business and Economic Research 

ISSN 2162-4860 

2021, Vol. 11, No. 2 

http://ber.macrothink.org 83 

4. Results and Discussions 

4.1 Test of the Normality of Data 

Skewedness is statistical measure of the asymmetry of the distribution of data about its mean. 

It indicates the amount and direction of the skew that is, departure from the horizontal 

asymmetry (Westfall, 2014). A general guideline for skewness is that if the number is greater 

than +1 or lower than –1, this is an indication of a substantially skewed distribution. (Westfall, 

2014). In this study, as indicated in table 1 skewedness ranged from -0.3 up to more than +1 

which is relatively indicating a normal distribution. 

Table 1. Results of the normality test 

Variables Skewness 

Profitability 1.200781352 

Market Share -1.053843603 

Sales Volume -0.392281039 

Return on Investments 1.29606937 

Source: Field Data 

 

4.2 Reliability Test Results 

Cronbach’s alpha was used to test whether the instrument had internal consistency. Table 2 

indicates the results of the reliability tests conducted in this study.  

Table 2. Reliability test results 

Variables Cronbach alpha 

Profitability 0.96927 

Market Share 0.976377  

Sales Volume 0 .939485 

Return on Investments 0.952373 

Source: Field Data 

 

The Cronbach alpha for the variables ranged from 0.939485 to 0.977377 which indicates that 

there is internal consistence for questions within each variable. It also shows that the 

instruments measured the constructs in a consistent way given that the values are greater than 

0.7 (Hair et al., 2017,). 

5. Correlation and Regression Analysis of the Influence of IMTT on the Performance of 

Companies in the Engineering Sector 

The first section presents the correlation analysis of the relationship between IMTT and four 

performance indicators of companies in the engineering sector. 
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5.1 Correlation Analysis of the Relationship between IMTT and Four Performance Indicators 

of Companies in the Engineering Sector. 

Table 3 shows the correlation results of the relationship between IMTT and four performance 

indicators of companies in the engineering sector. The four performance indicators are 

profitability, market share, sales growth and return on investment which are the dependent 

variables. The correlation analysis was used to identify the degree to which IMTT affected 

each indicator.  

Table 3. Correlation analysis of the relationship between IMTT and performance of 

companies 

 Profitability Market  

Share 

Sales  

Volume 

Return on  

Investments 

Correlation Coefficient Values -0.900 -0.103 -0.300 -0.900 

 

According to Table 3 the correlation value of -0.900 shows that there is a strong negative 

linear association between IMTT and profitability.  

According to Table 3 the correlation value of -0.103 shows that there is a weak negative 

linear association between IMTT and market share.  

According to Table 3, the correlation value of -0.300 shows that there is a weak negative 

linear association between IMTT and sales volumes.  

According to Table 3 the correlation value of -0.900 shows that there is a strong negative 

linear association between IMTT and Return on Investments.  

5.2 Regression Analysis Results of the Relationship between IMTT and Four Performance 

Indicators of Companies in the Engineering Sector 

In addition to the correlation, a regression analysis was done to determine the nature and 

scope of the relationship between IMTT and four performance indicators of companies in the 

engineering sector. Regression analysis was used to infer causal relationships between the 

independent variable (IMTT) and four dependent variables (profitability, market share, sales 

growth and return on investment). The results of the regression are presented in Table 4. 

Table 4. Regression results 

 Beta p-level 

Profitability -4.6385 0.0000 

Market share -0.1283 0.0000 

Sales growth -0.2351 0.00067 

Return on investment -3.7125 0.0000 

Source: Field Data 
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Table 4 indicates that the IMTT had a significant and negative influence on profitability 

because (B=-4.6385, p<0.05). A unit increase in IMTT caused profitability to decrease by 

about 4 times. Therefore, the adoption of the IMTT had a significant and strong negative 

influence on profitability given the higher beta value of 4.6385. The study discovered that 

IMTT has had a strong negative influence on the profitability of businesses where after IMTT 

was increased there was an increase in cost of sales, low levels of business efficiency, 

increase in cost of operations, and a subsequent negative influence in the net income of the 

business. The data collected corresponds with research from the literature review that when 

taxes that influence business activities increase the cost of operations increase and the 

profitability of the business reduces (Gatsi, Gadzo and Kportorgbi, 2013).  

The results in Table 4 shows that the IMTT had a significant and negative influence on 

market share because (B=-0.1283, p<0.05). The influence is however weak given the low 

beta vale of 0.1283. Therefore, the adoption of the IMTT had a significant negative but weak 

influence on market share. This implies that the expansion of a business into new geographic 

territories, change in customer acquisition levels, and an increase in the level of competition 

in the sector, though negatively affected, were not significant. This corresponds with the 

literature review from previous studies that concluded that only certain types of taxes affect 

market share of businesses and these taxes are mostly direct taxes (Gulley and Santerre, 

1993). IMTT is an indirect tax and therefore its influence on market share, if present, is not 

significant. 

Table 4 indicates that the IMTT had a significant and negative influence on sales growth 

because (B=--0.2351, p<0.05). The influence is however weak given the low beta vale of 

0.2351. Therefore, the adoption of the IMTT had a significant negative but weak influence on 

sales growth. Therefore, the adoption of the IMTT had a significant but weak negative 

influence on sales growth given the low beta value of 0.2351. The results obtained are not in 

line with findings from the literature review that suggests that increasing taxes, both direct 

and indirect, causes a decrease in sales volumes (Kamar, 2015). This may be a new finding 

with respect to the influence of the indirect on sales volumes. This may show that sales 

volumes may be more affected by other factors in the business environment ta n taxes.  

The results in Table 4 indicates that the IMTT had a significant and negative influence on the 

return on investment because (B=-3.7125, p<0.05). A unit increase in IMTT caused the return 

on investment to decrease by about 3 times. Therefore, the adoption of the IMTT had a 

significant and strong negative influence on the return on investment given the higher beta 

value of 3.7125. This finding is in line with views raised in the existing literature review 

where it has been indicated that indicate that indirect taxes tend to reduce the value of return 

on investments (Harris and Kemsley, 1999). The findings also shows that if taxes negatively 

affect profitability, this may in turn affect return on investment activities. 

6. Conclusion 

It can be concluded that the policy of IMTT negatively affect the performance of companies 

in the engineering sector. The strong and negative influence of the IMTT on profitability and 

return on investment implies that the viability of such companies may be threatened in the 
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long run. This implies that tax policies developed to stimulate the economy may in turn hurt 

some sectors of the economy leading to a negative influence on the economy thereby 

generating a dilemma for policy makers. The Zimbabwean Tax policy in the form of the 

IMTT therefore has generated a policy dilemma for the country through its negative influence 

on the profitability and return on investment on some companies. The question then that 

creates challenges and dilemma for policy makers is can they allow the IMTT policy to 

continue despite its negative influence on the engineering sector which is critical to the 

transformation of the economy. 

Recommendations 

Based on the research findings of this study it is therefore recommended that Governments 

introduce another policy to cushion companies that have been negatively affected by the 

IMTT policy. It is also recommended that the IMTT be substituted by other revenue 

generating programs which are not a threat to the viability of the business sector. While the 

need for revenue by government remain critical it is recommended that a cost benefit analysis 

be adopted to determine the life span of the IMTT. 

Recommendation for Further Studies 

It is recommended that an evaluation of the influence of the IMTT on the performance of 

companies be extended to other sectors such the manufacturing sector and the mining sector 
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