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ABSTRACT 

 

Investment promotion is a fundamental objective shared by both developing and 

industrialized nations, where governments actively employ tax policies to encourage 

investment. However, a notable gap exists in providing developing country policymakers 

with sufficient information on the effectiveness of these measures in achieving their 

intended goals. Most developing nations have incorporated foreign investment into their 

development strategies, seeking to balance the dual objectives of attracting increased FDI 

inflows and obtaining a more substantial contribution to the country's overall 

development. Specifically, this research focuses on Tanzania and its two primary 

challenges: attracting FDI and optimizing the relationship between FDI and corporate 

taxation to maximize the benefits for the country. This study offers valuable insights and 

findings that will be beneficial to academics, policymakers, investors, and the broader 

public interested in the fields of investment and taxation. 
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1.0 Prefatory  

 

Foreign Direct Investment (FDI) plays a pivotal role in driving Tanzania's 

economic development, offering numerous benefits such as job creation, technology 

transfer, and infrastructure enhancement.  
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Central to attracting FDI is the corporate income tax system of a country. The 

pursuit of investment through tax policy is a shared global objective, whether in 

developing or developed nations. This study delves into the critical challenges faced by 

developing countries, with a specific focus on Tanzania, concerning the attraction of FDI 

and its alignment with corporate taxation to maximize the benefits. Its findings hold 

relevance for academics, policymakers, investors, and the wider public interested in the 

intersection of investment and taxation. The research objectives are multifaceted, 

involving a comprehensive exploration of Corporate Income Taxation and Foreign Direct 

Investment in Tanzania. The primary aim is to formulate effective strategies for FDI 

attraction while ensuring its harmonious coexistence with the corporate tax system to 

enhance overall economic performance. Additionally, the study evaluates the impact of 

corporate income taxation on FDI within the specific context of Tanzania.  

Specific research objectives include the evaluation of policies and laws governing 

Corporate Income Taxation and FDI in Tanzania, conducting comparative assessments, 

investigating the intricate relationship between these two variables, and assessing 

strategies to reconcile the dual policy objective of attracting FDI while securing substantial 

contributions to the country's economy, either through corporate income taxation or 

corporate social responsibility initiatives. Methodologically, the research adopts a purely 

doctrinal approach, abstaining from empirical research methods. It centers on an 

exhaustive examination of Tanzanian laws and policies related to FDI and corporate 

income taxation, coupled with a critical review of reports from reputable organizations 

such as the World Bank, the Bank of Tanzania, UNCTAD, and scholarly literature. The 

research aims to provide tangible findings and a comprehensive understanding of the 

subject matter, emphasizing the most effective strategies for Tanzania to attract FDI that 

positively impacts the economy and significantly contributes to the country's tax revenue. 

The study offers valuable insights into the technical aspects of attracting FDI and 

harmonizing it with corporate income tax, thereby providing essential knowledge for 

Tanzania's economic development. The study aspires to serve as a guiding resource for 

stakeholders and government agencies involved in policy formulation within this domain, 

facilitating the achievement of the dual policy objective of attracting FDI while 

simultaneously gaining substantial tax benefits contributing to Tanzania's economic 

advancement. 

In Tanzania, corporate income tax has evolved, with a standard rate of 30% as of 

2021. However, the government has introduced special tax rates for specific sectors like 

agribusiness and tourism to incentivize investment. High corporate tax rates can 

discourage FDI, making competitive tax rates crucial for attracting investors. Additional 

incentives such as tax holidays and accelerated depreciation can further sweeten the deal 
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for foreign businesses. Stability and predictability in tax policies are essential to build 

investor confidence. Double taxation treaties and the overall business environment, 

including infrastructure quality and regulatory efficiency, also play pivotal roles in 

attracting FDI. Shah & Slemrod, (1991) Moreover, a skilled local workforce is a vital 

asset, especially for knowledge-intensive industries. To foster FDI through corporate 

income taxation, Tanzania should periodically review tax policies, tailor incentives to suit 

its development goals, ensure transparency, promote the country as an FDI-friendly 

destination, and invest in workforce development. Balancing revenue collection with 

investor-friendly policies and creating a stable and predictable tax environment can make 

Tanzania an appealing destination for foreign direct investment. 

 

2.0 Review of Literatures  

 

The extensive body of scholarly research has examined the interplay between 

corporate taxation and foreign direct investment (FDI). Our study seeks to investigate this 

relationship and determine whether corporate taxation policies significantly impact FDI 

decisions. This research is vital, as it holds implications for fiscal policy, economic 

development, and international business. Our objective is to contribute to existing 

knowledge and identify research gaps. We'll critically review theoretical and empirical 

literature, assess policy implications, and explore the global context. By doing so, we'll 

clarify where our understanding of the corporate taxation-FDI relationship is incomplete, 

guiding future research and providing valuable insights for scholars, policymakers, and 

businesses operating in this dynamic intersection. 

In the study conducted by Sury (2008). Foreign Direct Investment (FDI) is 

portrayed as an integral component of India's ongoing economic reforms. Sury delves into 

an examination of the factors affecting FDI inflows in India, including GDP, tax rates, 

trade openness, labor costs, and political stability. The study's findings highlight several 

critical determinants of FDI inflows into India, with an emphasis on the impact of expected 

national income, tax rates, trade openness, and labor costs. Notably, the study underscores 

the role of tax rates as a significant determinant of FDI inflows in India. Through rigorous 

testing of various variables and their influence on FDI, Sury concludes that tax rates 

exhibit a high degree of responsiveness concerning FDI in India.  His conclusion 

underscores the consistent significance of tax rates in influencing FDI. He points out that 

a reduction in tax rates for foreign companies is associated with a substantial increase in 

foreign investment, emphasizing the responsiveness of FDI to this particular variable. This 

research underscores the multifaceted nature of FDI and its intricate relationship with tax 

https://www.jstor.org/stable/3990008?searchText=&searchUri=&ab_segments=&searchKey=&refreqid=fastly-default%3Afb8803fa4033ff28e35453fd0ade046a&typeAccessWorkflow=login
https://journals.sagepub.com/doi/abs/10.1177/0015732515080402
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policies, shedding light on the pivotal role of taxation in shaping India's foreign investment 

landscape. 

Zagler & Zanzottera, (2013) in their collaborative research, delve into the intricate 

relationship between legal uncertainty around corporate income taxation and its impact on 

foreign direct investment (FDI). Their findings underscore a significant revelation - when 

the statutory corporate income tax rate of the destination country exceeds that of the source 

country, it has a detrimental effect on FDI. This implies that higher tax rates in the 

destination country discourage foreign investment. 

However, Zagler and Zanzottera's work goes beyond the surface, emphasizing that 

analyzing the effect of corporate income taxation on FDI necessitates considering the 

broader impact of legal uncertainty. Their research underscores the vital role that 

harmonization and clarity of laws play in creating a favorable environment for FDI. They 

assert that achieving an atmosphere conducive to foreign investment demands clear, 

consistent, and harmonized legal frameworks. Their work resonates with the global 

concerns of economists regarding the impact of taxation on foreign direct investment. 

Previous studies have explored how FDI responds to various tax incentives. Zagler and 

Zanzottera's research reaffirms that international companies do indeed react to a spectrum 

of tax policies. However, they caution that this responsiveness can lead to an inefficient 

allocation of investments across countries, emphasizing the need for well-considered and 

harmonized tax policies to ensure that FDI contributes optimally to economic growth and 

development. 

In his scholarly endeavor, Hong, (2018) explores the intriguing nexus between 

foreign direct investment (FDI) and the configuration of tax-minimizing routes. The 

outcomes of his research shed light on a compelling connection: the presence of tax-

minimization direct routes exhibits a positive and significant correlation with FDI. This 

suggests that when countries adopt strategies that optimize tax efficiency in these routes, 

they can effectively stimulate foreign direct investment. Hong's work underscores the 

importance of understanding the interplay between tax structures and investment patterns. 

By demonstrating that the existence of tax-minimization direct routes can act as a catalyst 

for FDI, he highlights the potential policy implications. Nations seeking to attract foreign 

investment can consider streamlining and enhancing their tax structures within these 

routes, fostering an environment that is more appealing to multinational corporations and 

investors. In a global landscape where competition for foreign direct investment is fierce, 

Hong's research offers valuable insights into the role of tax policies in shaping economic 

outcomes. It suggests that judicious tax policy adjustments can serve as a potent tool for 

countries aiming to bolster their attractiveness as destinations for foreign investment, 

ultimately promoting economic growth and development. 

https://papers.ssrn.com/sol3/papers.cfm?abstract_id=2174928
https://link.springer.com/article/10.1007/s10797-018-9489-0
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Nasution, (2020b)  in his research, advances a compelling argument regarding the 

relationship between taxes and Foreign Direct Investment (FDI) inflows. He contends that 

taxes wield their influence through two distinct channels: tax administration and tax rates. 

Notably, his analysis underscores that these channels operate differently depending on a 

country's income level. For low- and middle-income countries, Nasution's work highlights 

the critical role played by tax administration in shaping FDI inflows. In such settings, 

efficient and transparent tax administration practices can significantly impact the decision 

of multinational corporations to invest. This suggests that the ease of complying with tax 

regulations and the absence of bureaucratic hurdles are pivotal factors. Conversely, in 

high-income countries, Nasution's research points to the importance of corporate tax cuts 

in driving FDI inflows. In this context, the competitive corporate tax rates offered by these 

nations are instrumental in attracting foreign investment. Such tax reductions can make 

these countries more appealing to investors looking to optimize their tax liabilities. What 

sets Nasution's study apart is the recognition that the effect of tax policies on FDI varies 

depending on a country's level of development. In essence, this research highlights the 

need for tailored tax strategies that align with the economic status of a nation. While tax 

administration matters significantly in low- and middle-income countries, tax rate 

competitiveness takes precedence in high-income economies. This nuanced understanding 

of the tax-FDI relationship carries crucial implications for policymakers and governments 

seeking to attract foreign investment and foster economic growth. 

Edmiston et al., (2003)  conducted a comprehensive study aimed at uncovering 

the impact of complexity and uncertainty in tax laws on foreign direct investment (FDI). 

Their research sought to discern whether convoluted tax regulations and legal 

unpredictability deterred FDI by elevating transaction costs, compliance burdens, and tax 

liability uncertainties. The outcomes of their investigation revealed a substantial and 

negative association between complexity and uncertainty in tax laws and inward foreign 

direct investment. Specifically, their findings indicated that multiple tax rates, vague 

language in tax legislation, and inconsistent changes in tax laws all played a discouraging 

role in FDI inflows. This implies that a clear and stable tax framework is crucial for 

attracting foreign investment. 

Furthermore, the research underscores the significance of adapting the tax 

structure to align with market conditions and the economy. Such adjustments are pivotal 

for creating an environment conducive to attracting foreign direct investment. Edmiston 

et al., (2003) study also accentuates the critical link between the design of the tax structure 

and its evolution over time with the level of risk and transaction costs associated with 

investments. This implies that policymakers and governments must be attentive to the tax 

https://www.researchgate.net/publication/346908777_THE_ROLE_OF_TAX_ADMINISTRATION_AND_TAX_RATE_ON_FOREIGN_DIRECT_INVESTMENT
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system's ongoing development, ensuring that it is both aligned with market dynamics and 

offers a stable and predictable environment for investors. 

Mooij & Ederveen, (2003), are prominent researchers in the field of economics, 

particularly in the realm of taxation and its effects on foreign direct investment (FDI). In 

their influential article, the duo delves into the intricate relationship between taxes and 

FDI, shedding light on the impact of company taxes on the inflow of foreign investment. 

The core finding of their study is rather significant; De Mooij and Ederveen 

establish that company taxes wield a substantial and negative influence on the flow of 

foreign investment. De Mooij and Ederveen's review of this body of work leads to a 

consensus estimate, suggesting that for every 1% increase in company tax rates, there is a 

corresponding reduction in inbound investment ranging between 0.5% and 0.6%. This 

empirical insight encapsulates the tangible consequences of tax policy choices on a 

nation's attractiveness for foreign investors. It implies that governments need to be 

cautious when setting corporate tax rates, as these decisions can have a tangible impact on 

their ability to attract foreign capital. 

In addition to their analysis of the relationship between taxes and FDI, De Mooij 

and Ederveen make a groundbreaking revelation regarding the composition of foreign 

direct investment. They note that a substantial portion of FDI consists of financial flows 

related to mergers and acquisitions (M&A). In other words, a considerable part of foreign 

investment involves changes in ownership structures rather than tangible real investments 

in new productive capacity or assets. 

This particular insight has wide-ranging implications. It underscores the idea that 

foreign direct investment is not always synonymous with genuine economic development 

or the creation of new jobs and industries in the host country. Instead, a significant 

proportion of FDI might simply involve reshuffling ownership of existing assets or 

companies. Policymakers and scholars alike need to recognize this nuance, as it can affect 

how countries design their tax policies and evaluate the benefits of foreign investment. 

Nasution, (2020a) research addresses the competitive landscape where countries 

are vying to attract investors. To shed light on this competition, he investigates the impact 

of tax cut policies on foreign direct investment (FDI) in Southeast Asian countries. The 

core motivation for his scholarly work is to unravel the debate surrounding the relationship 

between tax cuts and FDI. Nasution's findings challenge conventional wisdom. He 

discovers that in Southeast Asian countries, corporate tax cuts do not have a positive effect 

on FDI. In his analysis, he suggests that tax cut policies are not the primary driving force 

behind investor decisions. Instead, he highlights two key factors: trade openness and GDP 

growth as the primary incentives for attracting investors in this region. 

https://www.researchgate.net/publication/5143231_Taxation_and_Foreign_Direct_Investment_A_Synthesis_of_Empirical_Research
https://www.researchgate.net/publication/339804845_THE_IMPACT_OF_TAX_CUT_ON_FOREIGN_DIRECT_INVESTMENT_A_CASE_STUDY_IN_SOUTHEAST_ASIAN_COUNTRIES
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Additionally, Nasution underscores the significant role played by the 

government's performance in FDI attraction. This implies that the effectiveness and 

efficiency of government policies and actions are crucial in shaping the investment climate 

and, subsequently, the inflow of foreign direct investment. 

Ferede & Dahlby, (2012) research article delves into the complex interplay 

between tax rates set by Canadian provincial governments and their ramifications for the 

nation's economic growth. Their study offers profound insights into how provincial 

statutory corporate income tax rates shape private investment levels and the overall pace 

of economic expansion in Canada. A central discovery in their research underscores the 

adverse impact of elevated provincial statutory corporate income tax rates on private 

investment and the speed of economic growth. In essence, their work underscores the 

negative consequences associated with high corporate tax rates within the Canadian 

economic context. Their data suggests that businesses and investors are notably responsive 

to shifts in tax policy, with higher corporate tax rates acting as a deterrent to private 

investment, which is a pivotal engine of economic growth. A particularly noteworthy 

revelation from Ferede and Dahlby's study pertains to the quantifiable correlation between 

reductions in corporate tax rates and economic growth. 

In their research article, Shafiq et al., (2021) delve into the fascinating dynamics 

of Foreign Direct Investment (FDI) in Pakistan. The authors make a compelling argument 

that the rate of FDI inflows into Pakistan has been on a consistent upward trajectory, 

attributing this positive trend to a series of strategic tax policies. The authors underline the 

relentless global competition to attract FDI, whereby many nations strive to refine their 

taxation systems to entice foreign investors. These tax incentives encompass a range of 

measures, such as tax holidays, investment allowances, exemptions, and deductions, 

which have collectively played a pivotal role in shaping Pakistan's FDI landscape. The 

core objective of their study is to unearth the multifaceted implications of taxation on the 

decisions of FDI inflows in Pakistan. Spanning the period from 1985 to 2020, their 

comprehensive analysis reveals that low taxes have indeed been a significant motivator 

for foreign investors, serving as a catalyst for increased capital inflows. The authors go 

further to establish a long-term relationship between tax policies and FDI in Pakistan. As 

a noteworthy policy implication, Shafiq, Hua, Bhatti, and Gillani advocate for a 

recalibration of Pakistan's taxation policies. Their findings emphasize that reducing tax 

burdens can be a strategic maneuver to further attract and retain FDI in the country. This 

entails a compelling call for decision-makers and policymakers to reevaluate their 

priorities when crafting and implementing policies that are conducive to FDI. 

https://econpapers.repec.org/article/ntjjournl/v_3a65_3ay_3a2012_3ai_3a3_3ap_3a563-94.htm
https://www.researchgate.net/publication/353030309_Impact_of_Taxation_on_Foreign_Direct_Investment_Empirical_Evidence_from_Pakistan
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In a study conducted by Kibona & Kibiki, (2021) their research aimed to unravel 

the complex connection between taxation and foreign direct investment (FDI) in Tanzania. 

Their findings, though unexpected, provided a significant insight. Their investigation, 

centered on Tanzania, unveiled that tax policies had a negative impact on FDI. Moreover, 

this impact was deemed statistically insignificant. This suggests that, within the scope of 

their analysis, changes in tax rates or policies didn't appear to significantly influence the 

decisions of foreign investors to establish a presence in the country. 

The authors stressed that the lack of significance in the impact of taxation on FDI 

could be attributed to the evolving nature of FDI in Tanzania, coupled with the frequent 

alterations in government policies. Put differently, the relative immaturity of the FDI 

landscape and the regulatory uncertainty might be masking the direct influence of tax 

policies on investment decisions. Investors seek stability and predictability in the business 

environment, making it essential for the government to ensure that policies remain 

unwavering and reliable. 

Finally, they underscored the significance of nurturing the inherent factors that 

naturally draw foreign investment into the country. These factors may encompass a well-

educated workforce, access to markets, and a strategic geographical location. The 

overarching objective is to create an environment that not only retains existing foreign 

investors but also beckons new ones, ultimately fostering sustainable economic growth. 

 

3.0 Findings and Discourse  

 

The studies and findings highlight the intricate link between tax policies and 

foreign direct investment (FDI). They prompt important questions about how countries 

can strategically leverage tax policies to attract FDI while maintaining fiscal responsibility 

and adapting to a changing economic landscape. These insights underscore the need for 

nuanced, adaptable, and balanced tax strategies to foster sustainable economic growth. 

Following an extensive examination of diverse literature sources from across the globe, it 

has become clear that an ongoing academic discourse pervades the disciplines of tax law, 

investment law, and economics. This debate has attracted the attention of scholars and 

professionals worldwide. The initial perspective within this scholarly conversation posits 

that the reduction of corporate taxes or the implementation of tax cuts can act as a catalyst 

for increased investments. Conversely, the opposing viewpoint in this dialogue argues that, 

within the contemporary economic landscape, reducing corporate taxes does not yield 

substantial effects on investment. Notably, this literature review has revealed a distinct 

gap in the existing body of work, which is directly related to the focus of this paper. While 

a significant portion of the literature maintains that diminishing corporate taxes indeed 

https://www.researchgate.net/publication/354021683_Impact_of_Tax_on_Foreign_Direct_Investment_in_Tanzania
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wields a noteworthy impact on Foreign Direct Investment (FDI), there is a conspicuous 

lack of guidance on how developed nations can effectively pursue the dual policy 

objectives of attracting FDI while simultaneously harnessing FDI to make substantial 

contributions to their overall national development. Lastly, the recognition of the differing 

impacts of tax policies on FDI based on a country's level of development underscores the 

importance of tailoring tax strategies. How can governments strike the right balance 

between tax administration and rate competitiveness to attract and retain foreign 

investment, taking into account their specific economic status? These inquiries underscore 

the complexity and nuance involved in formulating effective tax policies to stimulate 

foreign direct investment and economic growth. 

 

4.0 Challenges to Balance FDI Growth and Taxation  

 

The task of achieving equilibrium between these two priorities is intricate. 

Challenges include the need to generate tax revenue for public services and infrastructure 

while maintaining an appealing investment climate. Edmiston et al., (2003) Tax incentives 

designed to attract FDI can reduce revenue, and the complexities of multinational 

corporations' tax planning, such as transfer pricing and profit shifting, can undermine the 

tax base. Global tax competition can result in a race to lower tax rates, which, while 

attracting FDI, can harm overall tax collections. Effective tax administration and 

compliance enforcement for foreign investors, along with the management of double 

taxation issues, are essential. Political stability and policy predictability are paramount, as 

frequent policy changes or instability can discourage long-term FDI.  

Wells, (1998) Building the institutional capacity for tax agreements and incentives 

is a substantial challenge in many developing nations. Balancing the need for FDI with 

social and environmental responsibilities requires crafting tax and regulatory policies that 

encourage sustainable and responsible investment practices. Furthermore, addressing 

sector-specific challenges, such as those in extractive or digital industries, calls for tailored 

approaches. Edmiston et al., (2003) In conclusion, striking the right balance between FDI 

growth and taxation involves navigating intricate economic, legal, and policy 

considerations. Governments must craft an environment that attracts foreign investment 

while maintaining fair and effective tax systems to generate revenue for public services 

and development. Achieving this equilibrium demands ongoing effort, careful planning, 

international cooperation, and a steadfast commitment to sustainable development.  

Kragelund, (2009) Foreign Direct Investment (FDI) stands as a pivotal driver in 

the sustained economic growth of a nation, fulfilling roles far beyond the infusion of 

https://www.jstor.org/stable/24438469?typeAccessWorkflow=login
https://www.jstor.org/stable/155590?searchText=Tax+Structures+and+FDI&searchUri=%2Faction%2FdoBasicSearch%3FQuery%3DTax%2BStructures%2Band%2BFDI%26typeAccessWorkflow%3Dlogin&ab_segments=0%2Fbasic_search_gsv2%2Fcontrol&refreqid=fastly-default%3Af594c943352300d4c9c68d99d716d54b&typeAccessWorkflow=login
https://www.jstor.org/stable/24438469?searchText=Tax+Structures+and+FDI&searchUri=%2Faction%2FdoBasicSearch%3FQuery%3DTax%2BStructures%2Band%2BFDI%26typeAccessWorkflow%3Dlogin&ab_segments=0%2Fbasic_search_gsv2%2Fcontrol&refreqid=fastly-default%3Af594c943352300d4c9c68d99d716d54b&typeAccessWorkflow=login
https://www.jstor.org/stable/27756307?searchText=Tax+Structures+and+FDI&searchUri=%2Faction%2FdoBasicSearch%3FQuery%3DTax%2BStructures%2Band%2BFDI%26typeAccessWorkflow%3Dlogin&ab_segments=0%2Fbasic_search_gsv2%2Fcontrol&refreqid=fastly-default%3Af594c943352300d4c9c68d99d716d54b&typeAccessWorkflow=login
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capital. It significantly bolsters the competitive edge of a domestic economy by channeling 

technology, fortifying infrastructure, elevating productivity, and fostering fresh 

employment prospects. FDI's central importance lies in its capacity to revolutionize 

economies by igniting innovation, elevating productivity, and creating high-quality, stable 

jobs in host countries, thereby facilitating industrialization. (Moran et al., 2007) 

Furthermore, FDI holds a crucial position in amplifying a country's exports, with 

many developing nations viewing it as a linchpin for their developmental aspirations. 

(Smith & Richardson, 1999) Recognized as a conduit for vital technologies and 

managerial expertise, it is considered essential for the accelerated economic advancement 

of developing countries. Given its immense importance and the transformative role it plays 

in a nation's economic landscape, many developing countries diligently strive to cultivate 

a liberal, appealing, and investor-friendly investment climate.(Lawless, 2013) However, 

as they endeavor to do so, they often grapple with a challenging dual policy objective: how 

to simultaneously boost FDI and extract substantial contributions from it through taxation. 

This conundrum encapsulates the intricate balancing act that these nations face as they 

seek to harness the full potential of FDI while ensuring it contributes significantly to their 

economic well-being. 

 

5.0 Corporate Taxes, FDI, and Legal Framework in Tanzania 

 

Tanzania's journey toward fostering Foreign Direct Investment (FDI) began in 

1967 when the nation adopted an inward-oriented development strategy.(B&E Ako Law, 

n.d.) This approach involved significant nationalization of private industries and the 

collectivization of agriculture. Notably, during the 1990s, under the leadership of the Late 

Hon. President Benjamin William Mkapa, these reforms gained momentum. The 

government diligently worked to privatize state-owned parastatals and create a favorable 

environment to attract private investments. This shift in Tanzania's development approach, 

transitioning from state-led to private sector-led development, underscores the nation's 

dedication to utilizing FDI as a driver for economic growth and development. Since 1995, 

a significant wave of reforms has swept through Tanzania, resulting in a substantial 

improvement in the investment climate. (“Tanzania,” n.d.) Notably, in the World 

Economic Forum's Africa Competitiveness Report 2000-2001, produced in collaboration 

with the Harvard Institute for International Development, Tanzania achieved a remarkable 

rank. In a survey evaluating African nations' endeavors to enhance economic and 

investment conditions, Tanzania was positioned as the second most optimistic country for 

future growth in the entire African continent, following only Nigeria.(Tran-Nam & Evans, 

2014) 

How%20to%20Investigate%20the%20Impact%20of%20Foreign%20Direct%20Inve
https://www.jstor.org/stable/24437550?searchText=&searchUri=&ab_segments=&searchKey=&refreqid=fastly-default%3Afb8803fa4033ff28e35453fd0ade046a&typeAccessWorkflow=login
https://www.jstor.org/stable/24029759?searchText=Tax+Structures+and+FDI&searchUri=%2Faction%2FdoBasicSearch%3FQuery%3DTax%2BStructures%2Band%2BFDI%26typeAccessWorkflow%3Dlogin&ab_segments=0%2Fbasic_search_gsv2%2Fcontrol&refreqid=fastly-default%3Af594c943352300d4c9c68d99d716d54b&typeAccessWorkflow=login
https://beakolaw.co.tz/taxation-system-in-tanzania/
https://www.state.gov/reports/2022-investment-climate-statements/tanzania/
https://www.jstor.org/stable/24440363?searchText=&searchUri=&ab_segments=&searchKey=&refreqid=fastly-default%3Afb8803fa4033ff28e35453fd0ade046a&typeAccessWorkflow=login


The Implication of Corporate Income Taxation on Foreign Direct  

Investment in Tanzania 
65 

 
It is a worth highlighting, however, that despite the progress made in enhancing 

the initial investment conditions, Tanzania's overall investment efforts remain relatively 

low, leaving ample room for further improvement that would truly unlock the potential of 

investment for the nation's development. Tanzania has an array of regulatory statutes 

governing various aspects of investment, encompassing both local and foreign 

investments, imports and exports, customs duties, business licensing, intellectual property 

rights, export controls, competition policies, and related matters. (Moran et al., 2007) The 

nation has also maintained a clear policy of openness to investment, though successful 

investors are still required to navigate certain procedural requirements. The overarching 

framework guiding investment in Tanzania was established in 1996 through the Tanzania 

Investment Policy. Furthermore, there exist distinct statutes that specifically focus on 

investment opportunities within the mineral sector, tourism, and the oil and gas industry, 

which will be the focal point of the study at hand. 

 

6.0 Legal Framework for Investment in Tanzania 

 

Tanzania's legal framework for investment serves as a vital magnet for both local 

and foreign investors. The nation has diligently cultivated an environment conducive to 

investment through the establishment of comprehensive laws and regulations that not only 

foster economic growth but also safeguard the rights of investors, ensuring a fair and 

transparent business landscape.(Onjala, 2016) The key components of this legal 

framework encompass various elements. First and foremost, the Tanzania Investment 

Center (TIC) stands as the linchpin of investment promotion and protection. It tirelessly 

works to provide an array of services such as investment registration, the issuance of 

investment certificates, and aiding investors in navigating the complex landscape of 

permits and licenses. The Investment Act of 1997, coupled with subsequent amendments, 

forms the bedrock of this endeavor. 

Investors in Tanzania also benefit from a robust system of investment guarantees. 

These guarantees are designed to protect the rights of investors and their financial 

commitments. They include safeguards against nationalization or expropriation without 

appropriate and timely compensation, along with the right to remit profits and repatriate 

capital. Moreover, Tanzania is party to numerous bilateral investment treaties (BITs) and 

international agreements, further enhancing the protection of investors. 

Furthermore, investment incentives, including tax holidays, customs duty 

exemptions, and preferential treatment in strategic sectors like agriculture, manufacturing, 

https://www.jstor.org/stable/25063217?searchText=Tax+Structures+and+FDI&searchUri=%2Faction%2FdoBasicSearch%3FQuery%3DTax%2BStructures%2Band%2BFDI%26typeAccessWorkflow%3Dlogin&ab_segments=0%2Fbasic_search_gsv2%2Fcontrol&refreqid=fastly-default%3Af594c943352300d4c9c68d99d716d54b&typeAccessWorkflow=login
https://www.jstor.org/stable/26396157?searchText=Tax+Structures+and+FDI&searchUri=%2Faction%2FdoBasicSearch%3FQuery%3DTax%2BStructures%2Band%2BFDI%26typeAccessWorkflow%3Dlogin&ab_segments=0%2Fbasic_search_gsv2%2Fcontrol&refreqid=fastly-default%3Af594c943352300d4c9c68d99d716d54b&typeAccessWorkflow=login
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and infrastructure development, serve to attract both foreign and domestic investment, 

thereby stimulating economic growth. 

Tanzania's legal framework extends to sector-specific regulations, particularly in 

areas such as mining and petroleum. The Mining Act and the Petroleum Act, for example, 

outline the licensing and regulatory framework for investors operating within these 

sectors. 

In the event of disputes between investors and the government or other parties, 

Tanzania offers established legal mechanisms for resolution. The Investment Dispute 

Resolution Mechanism, rooted in the Investment Act, provides a structured approach for 

addressing investment-related disputes. Additionally, Tanzania's affiliation with the 

International Centre for Settlement of Investment Disputes (ICSID) offers access to 

international arbitration for dispute resolution. Protecting intellectual property rights is a 

priority in Tanzania. The Industrial Property Act and the Copyright and Neighboring 

Rights Act govern trademarks, patents, copyrights, and related matters, offering essential 

safeguards for businesses relying on intellectual property assets. 

Tanzania actively encourages local content and employment across various 

sectors, aiming to foster job creation and technology transfer. Many industries are 

mandated to give preference to Tanzanian goods, services, and labor. Therefore, 

Tanzania's legal framework for investment is a comprehensive structure that offers a 

wealth of incentives, protections, and guarantees to both domestic and foreign investors. 

While the framework is designed to be supportive, investors must carefully navigate the 

regulatory landscape, adhere to relevant laws, and engage with local authorities and 

agencies, such as the Tanzania Investment Center, to ensure a smooth investment process. 

Tanzania's unwavering commitment to enhancing its investment climate makes it an 

enticing destination for those seeking opportunities in the East African region. 

 

7.0 Impact of Corporate Income Taxation on FDI 

 

The interaction between corporate income taxation and Foreign Direct Investment 

(FDI) in Tanzania is a pivotal aspect of the country's economic landscape, with 

implications for investors and policymakers alike. Tax rates, a fundamental factor, directly 

impact FDI attractiveness. Tanzania's legal framework allows for tailored tax rate 

adjustments in specific sectors or regions, bolstering the appeal of foreign investments by 

increasing potential profit retention. (Hong, 2018) Moreover, the existence of double 

taxation treaties offers legal safeguards against double taxation and dispute resolution 

mechanisms, mitigating tax-related risks and encouraging cross-border investments. In 

addition to these provisions, Tanzania's legal framework includes a spectrum of incentives 

https://www.jstor.org/stable/26816507?searchText=Tax+Structures+and+FDI&searchUri=%2Faction%2FdoBasicSearch%3FQuery%3DTax%2BStructures%2Band%2BFDI%26typeAccessWorkflow%3Dlogin&ab_segments=0%2Fbasic_search_gsv2%2Fcontrol&refreqid=fastly-default%3Af594c943352300d4c9c68d99d716d54b&typeAccessWorkflow=login
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such as tax holidays, reduced tax rates, and customs exemptions, significantly reducing 

the tax burden on foreign companies, making it an enticing destination for investments 

that can fuel economic growth. 

However, the successful integration of taxation and FDI hinges on addressing a 

set of challenges and considerations.(Cai, 1999) Maintaining tax compliance among 

foreign investors is paramount, necessitating an efficient framework for tax collection and 

enforcement. The presence of bilateral investment treaties further enhances legal 

protections for foreign investors, including dispute resolution mechanisms, fostering trust 

and confidence. Finally, policy stability and predictability are critical for FDI. (Szanyi, 

1998) Frequent changes in tax policies and investment incentives can deter investors; 

hence, the legal framework must promote a stable environment, assuring investors that the 

regulatory and tax landscape will not undergo abrupt and adverse transformations. In sum, 

the legal dimensions of corporate income taxation and FDI in Tanzania are intrinsically 

linked. (Baccini et al., 2014) A well-defined legal framework, replete with incentives, tax 

treaties, and legal protections for foreign investors, can position Tanzania as a compelling 

FDI destination. Striking a balance between revenue generation and fostering an investor-

friendly climate is pivotal, and legal reforms and considerations are instrumental in 

shaping Tanzania's economic growth and development. Policymakers must continue 

refining the legal framework to attract and retain foreign investment while preserving a 

fair and efficient tax system. 

 

8.0 Conclusion  

 

In conclusion, this study has shed light on the intricate relationship between 

corporate income taxation and foreign direct investment (FDI) in Tanzania, addressing 

critical issues faced by developing countries. The pursuit of FDI is central to fostering 

economic development, and the corporate income tax system plays a pivotal role in 

attracting and retaining foreign investors. The findings of this research emphasize the 

importance of achieving a delicate balance between fostering FDI and optimizing 

corporate taxation to ensure that the benefits of both can be harnessed effectively. 

Tanzania, like many other developing nations, faces the challenge of attracting foreign 

investments while also collecting tax revenue to support national development. Through a 

thorough examination of the legal and policy framework in Tanzania, this study has 

identified the key factors that influence FDI and corporate taxation. 

Key takeaways from the research include the significance of competitive tax rates, 

special tax incentives, stability in tax policies, and the overall business environment as 

https://www.jstor.org/stable/656046?searchText=Tax+Structures+and+FDI&searchUri=%2Faction%2FdoBasicSearch%3FQuery%3DTax%2BStructures%2Band%2BFDI%26typeAccessWorkflow%3Dlogin&ab_segments=0%2Fbasic_search_gsv2%2Fcontrol&refreqid=fastly-default%3Af594c943352300d4c9c68d99d716d54b&typeAccessWorkflow=login
https://www.jstor.org/stable/4380135?searchText=Tax+Structures+and+FDI&searchUri=%2Faction%2FdoBasicSearch%3FQuery%3DTax%2BStructures%2Band%2BFDI%26typeAccessWorkflow%3Dlogin&ab_segments=0%2Fbasic_search_gsv2%2Fcontrol&refreqid=fastly-default%3Af594c943352300d4c9c68d99d716d54b&typeAccessWorkflow=login
https://www.jstor.org/stable/24033318?searchText=&searchUri=&ab_segments=&searchKey=&refreqid=fastly-default%3Afb8803fa4033ff28e35453fd0ade046a&typeAccessWorkflow=login
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vital factors for attracting foreign investors. The study underscores the importance of 

periodic policy reviews, tailored incentives, transparency, and workforce development in 

enhancing FDI inflows. 

The implications of this research are far-reaching, as they extend beyond academic 

circles to inform policymakers, potential investors, and the broader public interested in the 

dynamics of investment and taxation. By providing concrete findings and insights, this 

study contributes to the formulation of effective strategies for Tanzania to attract FDI and 

ensure that it contributes significantly to the country's economic development. Therefore, 

the pursuit of FDI and the optimization of corporate income taxation are intertwined goals 

that require careful planning and execution. Tanzania, like other developing nations, can 

use the insights from this research to foster an attractive investment climate while reaping 

substantial contributions to the national economy. Ultimately, achieving the dual policy 

objective of attracting FDI and maximizing tax benefits is essential for Tanzania's 

economic advancement and prosperity. 
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