



BUSINESS TAXATION AND PROFITABILITY OF AGROCHEMICAL DEALERS IN NAIROBI CITY COUNTY, KENYA.
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ABSTRACT
[bookmark: _Toc231058606][bookmark: _Toc231058710][bookmark: _Toc231059635][bookmark: _Toc231059845][bookmark: _Toc231059996][bookmark: _Toc231060121]The profitability of agrochemical dealers is essential for the sustainability of Kenya’s agricultural sector, a cornerstone of the national economy. However, between 2018 and 2025, leading agrochemical firms reported a decline in profit margins by approximately 8%. This study assessed the effect of business taxation on the profitability of agrochemical dealers in Nairobi City County, focusing on four tax categories: Value Added Tax (VAT), corporate tax, excise duty, and import levy. The study was guided by the theories of optimal taxation, the Laffer Curve, and profit maximization. A causal (explanatory) research design was adopted, targeting 110 registered agrochemical dealers. Data were collected through structured questionnaires, following a pilot test and reliability checks. Quantitative analysis involved descriptive statistics and inferential methods, including correlation and multiple regression. The results revealed that all tax types had a statistically significant negative impact on profitability, with VAT having the strongest effect (β = -0.483, p < 0.001). The regression model explained 62.7% of the variance in profitability (R² = 0.627). The study concluded that high tax burdens significantly constrain profitability in the agrochemical sector. It recommends tax reforms such as graduated tax rates, VAT exemptions for essential inputs, and incentives for local manufacturing. Agrochemical dealers are also encouraged to adopt strategic pricing, local sourcing, and sound tax planning to enhance profitability.

Key words: Business Taxation, Profitability, Agrochemical Dealers, Value Added Tax (VAT), Corporate Tax, Excise Duty, Import Levy, Nairobi City County, Causal Research Design, Tax Policy Reform.
[bookmark: _Toc231058609][bookmark: _Toc231058713][bookmark: _Toc231059638][bookmark: _Toc231059848][bookmark: _Toc231059999][bookmark: _Toc231060124][bookmark: _Toc233521147][bookmark: _Toc233521468][bookmark: _Toc233521538][bookmark: _Toc233521614][bookmark: _Toc233536571][bookmark: _Toc233541506][bookmark: _Toc233542982][bookmark: _Toc84465430][bookmark: _Toc84467319][bookmark: _Toc241141553][bookmark: _Toc92710709][bookmark: _Toc92710848][bookmark: _Toc92710942][bookmark: _Toc92713594][bookmark: _Toc92896934][bookmark: _Toc98459687][bookmark: _Toc98465876][bookmark: _Toc252005425][bookmark: _Toc252005653]1.0 Introduction
The agrochemical industry is a vital contributor to global agricultural productivity and food security, with profitability closely linked to both macroeconomic conditions and industry-specific dynamics (Smith, 2024). Since the mid-20th century, the sector has experienced significant growth, largely due to the increasing need to enhance crop yields through the use of pesticides, herbicides, fungicides, and fertilizers (Phillips, 2019). However, profitability across the agrochemical industry has become increasingly volatile in recent decades due to shifts in market structures, regulation, and input costs (Samson, Chege and Mwangi, 2024). Despite the essential role of agrochemicals in boosting agricultural output, firms in this sector face increasing pressure to balance profitability with environmental and health considerations (Muriithi & Waithaka, 2020).
Globally, several structural and operational factors affect the profitability of agrochemical firms. These include high research and development (R&D) costs, patent expiration, price competition from generic producers, and the growing use of genetically modified organisms (GMOs), which reduce the need for traditional agrochemicals (Phillips, 2019). The expiration of patents has opened opportunities for generic producers, increasing competition and leading to downward pressure on prices and profit margins (BlueQuark, 2024). 
Regionally, the profitability of the agrochemical sector varies significantly. For instance, in Africa, the industry is poised for growth due to increasing food demand, population pressure, and evolving farming practices. Nevertheless, profitability is tempered by market fragmentation, inadequate distribution networks, and low purchasing power among smallholder farmers (Ayinde & Ojo, 2020). In countries like Nigeria and Ethiopia, government-backed agricultural development programs have increased agrochemical usage, which positively impacts firm revenues (Gebremariam, 2020). However, high input costs, exchange rate fluctuations, and limited access to affordable credit still pose profitability challenges.
In Kenya, the agrochemical dealers play a significant role in supporting the profitability of the broader agricultural sector, which is a cornerstone of the national economy. Agriculture contributed approximately 21.3% to Kenya’s GDP in 2023, a decline from 40% in 1963, but still a vital sector (KIPPRA, 2023). Agrochemical companies in Kenya face both opportunities and constraints in achieving profitability. On the one hand, the increasing demand for food and the intensification of agriculture create a large market for crop protection products. On the other hand, the industry’s profitability is threatened by counterfeit products, fluctuating global chemical prices, climate variability, and regulatory burdens (Odhiambo, Weke & Ngare, 2020).
Despite these challenges, the Kenyan agrochemical market has shown steady growth. Valued at approximately KSh 20 billion ($140 million) in 2022, the industry has experienced annual growth rates of around 5%, driven primarily by demand among smallholder farmers who represent over 80% of the farming population (Kenya Crop Protection Association, 2023). The use of agrochemicals enhances farm-level profitability by minimizing crop losses and improving yields. Without chemical inputs, farmers would face significant production losses, up to 78% in fruits, 54% in vegetables, and 32% in cereals (Tudi, 2021). Thus, while agrochemicals are an added expense, they ultimately improve farm revenue and profitability when used correctly.
1.1 Statement of the problem
The performance and growth of agrochemical dealers is crucial to the productivity of agricultural sector, which is the backbone of Kenyan economy. Agrochemicals are essential for controlling pests, diseases, and weeds, thereby boosting crop yields and minimizing losses, especially in a country where over 40% of the population relies on agriculture for their livelihoods (Odhiambo et al., 2020). However, the profitability of agrochemical dealers in Kenya has been on the decline. According to a report by the Kenya Crop Protection Association (2023), profit margins for top firms have decreased by around 32% between 2018 and 2023. Additionally, Lusenaka (2021) argues that the introduction of 16 percent VAT on imported ingredients of pest control products for local processing or formulation has threatened the survival of the 17 companies that manufacture pesticides. Consequently, manufacturers are scaling down their operations and investments in local formulation of pesticides by up to 88% (MarketPublishers, 2024). Business taxation levels could be the reason for scale down and business closure, however, as noted by Samson et al. (2024) the effect of taxation levels on agrochemical firm’s performance is yet to be determined in Kenya. Therefore, this research is seeking to investigate the influence of taxation levels on the profitability of agro-dealers in Nairobi County. 
Although studies have been conducted in regard to taxation levels and business profitability, no such study has been conducted in the context of agrochemical dealers in Nairobi. For instance, in Nigeria Barokah (2024) found a strong positive impact of excise duty on net profit however, it was conducted in a different jurisdiction. Ochieng (2020) noted that tax incentives improved the financial performance of Export Processing Zone firms in Kenya, but their focus was on EPZs and not agrochemical dealers. Chesire (2018) and Lito et al. (2024) revealed that excise taxes negatively affected the profitability of alcohol, tobacco, and SMMEs in Kenya. These studies were conducted in other countries and industries hence presenting contextual gaps, which the current study seeks to fill by studying agro-chemical dealers in Nairobi.
1.2 Objectives of the Study
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ii. To examine the influence of effective corporate tax on the profitability of agrochemical dealers in Nairobi County, in Kenya.
iii.To examine the influence of excise duty on the profitability of agrochemical dealers in Nairobi County, in Kenya.
iv.To examine the influence of import levy on the profitability of agrochemical dealers in Nairobi County, in Kenya 
2.0 Review of Literature
2.1 Theoretical Review
The Theory of Optimal Taxation was advanced by Mirrlees (1970).  The theory has several assumptions. First, it focuses on the optimal structure of taxation that can maximize social welfare while minimizing the negative effects of taxation on economic behaviour, particularly labour supply and investment decisions (Lu & Chen, 2015). Under this assumption, it asserts that taxation should achieve two main objectives: first, it should promote equity by redistributing income from wealthier individuals to those with lower incomes, thereby reducing inequality (Mirrlees, 1986). Second, it should maintain efficiency by ensuring that taxes do not overly distort individuals’ incentives to work, save, or invest (Sørensen, 2007). The balance between these objectives is critical because higher taxes may achieve greater fairness but could discourage productive economic activities, reducing overall economic welfare (Schwerhoff & Franks, 2017).
A major critique lies in its highly theoretical nature and reliance on ideal conditions that may not hold in practice, particularly in developing economies like Kenya. For example, informal markets, tax evasion, corruption, and administrative inefficiencies can severely distort the assumed outcomes of tax policies (Sørensen, 2007; Schwerhoff & Franks, 2017). Additionally, the theory tends to underemphasize political constraints and institutional factors that often shape tax policy far more than theoretical optimality.
Several scholars have utilized the Theory of Optimal Taxation in their research. Saez (2011) used the theory to argue for progressive income taxation. Their research suggests that higher taxes on the wealthy can promote fairness, but the design of these taxes must ensure that economic incentives, such as those to work and invest, are not heavily compromised. Similarly, Thomas Piketty and Emmanuel Saez (2013) applied the theory in their work on income inequality, advocating for a more progressive tax system to address rising disparities in income and wealth. Their research explores how optimal taxation can curb extreme inequalities while preserving economic efficiency.
In the context of this study, which focuses on the effect of business taxation on the profitability of agrochemical dealers, the Theory of Optimal Taxation helps explain how different types of taxes (Value Added Tax, corporate tax, excise duty) can impact business profitability (Phelan, 2021). It anchors variables such as taxation levels and profitability by examining how taxation influences a firm's operational costs, investment decisions, and ultimately, its financial performance. For instance, according to the Theory of Optimal Taxation, VAT, if set too high, can lead to reduced demand for agrochemical products as higher prices discourage consumption (Phelan, 2021; Ocheni, & Gemade, 2015). For agrochemical dealers, this reduced demand can translate into lower sales revenue, thus negatively affecting their profitability. At the same time, the theory suggests that governments should seek a VAT rate that balances revenue collection without significantly distorting the market by driving customers away (Ocheni, & Gemade, 2015). Therefore, the underlying argument is that excessive taxation could reduce profitability by increasing costs, while well-designed taxes might achieve revenue goals without heavily burdening businesses. From this argument, the theory supports the hypotheses that higher levels of VAT, corporate tax and excise duty will have negative impact on the profitability of agrochemical dealers in Nairobi County Kenya. 
2.2 Empirical Review
[bookmark: _Hlk168929702][bookmark: _Toc231058624][bookmark: _Toc231058728][bookmark: _Toc231059653][bookmark: _Toc231059863][bookmark: _Toc231060014][bookmark: _Toc231060139][bookmark: _Toc233521162][bookmark: _Toc233521483][bookmark: _Toc233521553][bookmark: _Toc233521629][bookmark: _Toc233536586][bookmark: _Toc233541521][bookmark: _Toc233542997][bookmark: _Toc84465445][bookmark: _Toc84467334][bookmark: _Toc241141582][bookmark: _Toc92710738][bookmark: _Toc92710877][bookmark: _Toc92710971][bookmark: _Toc92713623][bookmark: _Toc92896963][bookmark: _Toc98459716][bookmark: _Toc98465905][bookmark: _Toc252005454][bookmark: _Toc252005682]Sun, Zhan and Du (2020) focused on evaluating the effect of VAT incentives on the return on equity (ROE) of new energy listed companies in China, particularly addressing the gap in understanding how tax incentives impact firms across different parts of the energy industry value chain. The study employed a Difference-in-Differences (DID) approach, treating wind and nuclear power companies as the experimental group and solar PV and new energy vehicle (NEV) companies as the control group. Profitability was measured using ROE. The findings indicated that VAT incentives led to a 4.7% decrease in profitability for new energy companies, with the negative effects becoming more pronounced over time. This study highlights the complexity of tax incentives, showing that while they aim to stimulate investment in certain sectors, their impact may vary depending on the industry’s structure and market conditions. The results suggest that policymakers need to consider the time-lag effects and unintended consequences of tax incentives on profitability. However, the study was conducted in China hence presenting a contextual gap since the current study focuses on agro-chemical dealers in Nairobi Kenya. 
In Tanzania, Ngowi and Milanzi (2020) conducted a study on the impact of VAT on small and medium enterprises (SMEs) in the Arusha region. Using a survey-based descriptive research design involving 120 SMEs, the study found that VAT compliance significantly reduced profitability among small firms due to high administrative burdens and limited capacity to reclaim input VAT. The study noted that while VAT collection contributed to national revenue targets, over 62% of SME respondents reported reduced net profit margins post-VAT registration. Furthermore, firms in the retail and agro-processing sectors experienced the sharpest declines in profitability due to reduced consumer demand following VAT-induced price increases.
Similarly, Mwasenga and Nuhu (2018) examined the effect of VAT on the profitability of manufacturing firms in Dar es Salaam. Using panel data from 15 firms between 2010 and 2016, their regression analysis showed a statistically significant negative relationship between effective VAT rates and net profit margins. The study argued that VAT amplified the cost of doing business by increasing product prices, reducing sales volumes, and tightening cash flows—especially for firms unable to claim timely refunds due to bureaucratic inefficiencies.
In Uganda, Nkundabanyanga (2017) explored the relationship between tax administration, VAT compliance, and business performance among SMEs in Kampala. The study employed both qualitative interviews and quantitative regression analysis on a sample of 150 SMEs. It found that poor VAT administration—including delays in refund processing and inconsistent enforcement—had a negative impact on profitability. Firms viewed VAT as a distortionary tax, especially when input-output mismatches occurred. The study recommended simplification of VAT procedures and expansion of electronic filing to minimize compliance costs.
Chege (2022) aimed to investigate the effect of VAT exemption on the financial performance of domestic airline companies in Kenya, addressing a research gap where few studies have explored the impact of tax incentives on the domestic airline sector. The study employed a descriptive research design, focusing on all 15 domestic airlines in Kenya, with data collected from their financial reports for the period 2014 to 2018. Financial performance was measured using return on investment (ROI) as the dependent variable, and the analysis involved both descriptive and inferential statistics. The findings revealed that VAT exemptions had a significant positive effect on the financial performance of domestic airlines, increasing their ROI. The study highlighted the importance of tax incentives in enhancing the profitability of airlines, suggesting that similar incentives could be applied in other sectors to boost economic growth. This research underscores the value of fiscal policies in improving the competitiveness of domestic industries. However, the study focused on domestic airline companies, hence a contextual gap since the current study focus is on agro-chemical dealers in Nairobi Kenya.
Ombati (2021) set out to establish the effect of corporate tax on the performance of listed manufacturing firms. The study was motivated by the need to fill a gap in understanding how corporate tax impacts the financial outcomes of manufacturing firms listed on the stock exchange. A descriptive research design was employed, and data was analysed using SPSS. The study analytical techniques were descriptive statistics and inferential statistics such as correlation and regression analysis. The study measured corporate tax by assessing the amount paid by the firms, while profitability was quantified using return on assets (ROA), calculated as net income divided by total assets. The findings showed that both corporate tax had a significant positive effect on the financial performance of these firms. This research contributes to literature by suggesting that while corporate tax is often seen as a financial burden, it can also be indicative of robust profitability, especially for larger firms.
Lito et al. (2024) sought to determine whether excise taxation on tobacco and alcohol products negatively influences the financial sustainability of South African SMMEs. The research filled a gap in understanding how sin taxes impact small and medium-sized enterprises (SMMEs) in South Africa, particularly in the tobacco and alcohol sectors. The study used an exploratory and empirical research design, with data collected via a survey questionnaire targeting SMME management. The study found that increases in excise taxes led to a reduction in sales for tobacco and alcohol products, significantly impacting the profitability of these SMMEs. The liquidity of the businesses was also negatively affected, though not as severely as profitability. This research highlighted the financial challenges small businesses face when subject to stringent sin taxes and offers insights for policymakers to consider the broader economic implications of excise tax regimes
3.0 Research Methodology
This study adopted a causal (explanatory) research design to examine the effect of business taxation on the profitability of agrochemical dealers in Nairobi City County. The design enabled testing of cause-and-effect relationships between four independent variables—Value Added Tax, corporate tax, excise duty, and import levy—and profitability as the dependent variable. The target population comprised 110 registered agrochemical dealers, and a census approach was used to collect data from all dealers due to the manageable population size. Primary data were collected using structured questionnaires, while secondary data came from audited financial reports. A pilot study involving 10 dealers confirmed the instrument’s reliability (Cronbach's Alpha = 0.828) and validity through content and construct analysis. Data were analyzed using SPSS, applying both descriptive and inferential statistics including multiple regression analysis. Diagnostic tests for normality, multicollinearity, and heteroskedasticity were conducted to ensure the validity of the regression model. Ethical considerations were observed, including informed consent, confidentiality, and approval from NACOSTI, ensuring compliance with academic and professional research standards.
[bookmark: _Toc231058636][bookmark: _Toc231058740][bookmark: _Toc231059665][bookmark: _Toc231059875][bookmark: _Toc231060026][bookmark: _Toc231060151][bookmark: _Toc233521174][bookmark: _Toc233521495][bookmark: _Toc233521565][bookmark: _Toc233521641][bookmark: _Toc233536598][bookmark: _Toc233541533][bookmark: _Toc233543009][bookmark: _Toc84465457][bookmark: _Toc84467346][bookmark: _Toc98459728][bookmark: _Toc98465917][bookmark: _Toc252005466][bookmark: _Toc252005694][bookmark: _Toc241141594][bookmark: _Toc92710750][bookmark: _Toc92710889][bookmark: _Toc92710983][bookmark: _Toc92713635][bookmark: _Toc92896975]4.0 Research Findings and Discussion
This section presented the analysis and interpretation of data collected from agrochemical dealers in Nairobi County to assess the influence of taxation policies on business profitability. The findings were organized around key tax categories—Value Added Tax (VAT), Excise Tax, Corporate Tax, and Import Levy—as well as profitability metrics of the firms. Descriptive statistics, diagnostic tests, and correlation analysis were used to identify patterns, relationships, and insights relevant to the study’s objective
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The study sought to establish the amount of VAT paid by agrochemical dealers from 2020 to 2024. Table 1 presents the findings.
[bookmark: _Toc195640671]Table 1: Value Added Tax Paid by Agrochemical Dealers (2020-2024)
	Year
	Below 1 Million
	1-5 Million
	6-10 Million
	Over 11 Million
	Mean
	Std. Dev

	2020
	44.3%
	37.1%
	12.4%
	6.2%
	2.8
	0.87

	2021
	35.1%
	39.2%
	16.5%
	9.3%
	3.0
	0.94

	2022
	29.9%
	41.2%
	17.5%
	11.3%
	3.1
	0.96

	2023
	24.7%
	43.3%
	20.6%
	11.3%
	3.2
	0.95

	2024
	20.6%
	42.3%
	23.7%
	13.4%
	3.3
	0.96

	Overall
	30.9%
	40.6%
	18.1%
	10.3%
	3.1
	0.94


[bookmark: _Toc196320774]Source: Survey Data (2025)
Table 1 presented the trends in Value Added Tax (VAT) paid by agrochemical dealers in Nairobi County between 2020 and 2024. The results showed a consistent upward shift in VAT brackets over the five-year period. Specifically, the proportion of dealers who paid less than KES 1 million in VAT declined from 44.3% in 2020 to 20.6% in 2024. In contrast, the percentage of those who paid over KES 11 million increased from 6.2% to 13.4%, indicating growth in the number of high-revenue businesses within the sector. The overall mean VAT score across the period was 3.1, with a standard deviation of 0.94. This meant that the majority of agrochemical dealers fell within the KES 1–5 million VAT bracket, corresponding to the third point on the Likert scale used. The relatively low standard deviation indicated limited variation in VAT payment amounts among the dealers, suggesting consistent VAT payment behaviors over the years. These findings implied a positive trend in business expansion and tax contribution, likely influenced by increased formalization, improved profitability, and stronger tax compliance measures (KRA, 2023; OECD, 2020).
Excise Taxes Paid by Agrochemical Dealers
The study also examined the excise taxes paid by agrochemical dealers over the five-year period. Table 2 presents the findings.
[bookmark: _Toc195640672]Table 2: Excise Taxes Paid by Agrochemical Dealers (2020-2024)
	Year
	Below 1 Million
	1-5 Million
	6-10 Million
	Over 11 Million
	Std. Dev

	2020
	57.7%
	30.9%
	8.2%
	3.1%
	0.82

	2021
	53.6%
	32.0%
	10.3%
	4.1%
	0.85

	2022
	48.5%
	35.1%
	11.3%
	5.2%
	0.89

	2023
	44.3%
	37.1%
	13.4%
	5.2%
	0.87

	2024
	40.2%
	39.2%
	14.4%
	6.2%
	0.90

	Overall
	48.9%
	34.9%
	11.5%
	4.7%
	0.87


Source: Survey Data (2025)
Table 2 highlights that excise tax payments by agrochemical dealers remained significantly lower compared to VAT and corporate tax contributions. In 2020, a large proportion of manufacturers paid less than KES 1 million in excise duties, a figure that declined to 40.2% by 2024. Simultaneously, the percentage of dealers paying more than KES 11 million showed a slight increase, rising from 3.1% in 2020 to 6.2% in 2024..
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The study further examined the corporate taxes paid by agrochemical dealers. Table 3 presents the findings.
[bookmark: _Toc195640673]Table 3: Corporate Taxes Paid by Agrochemical Dealers (2020-2024)
	Year
	Below 1 Million
	1-5 Million
	6-10 Million
	Over 11 Million
	Std. Dev

	2020
	35.1%
	42.3%
	15.5%
	7.2%
	0.91

	2021
	30.9%
	45.4%
	16.5%
	7.2%
	0.89

	2022
	27.8%
	44.3%
	18.6%
	9.3%
	0.93

	2023
	25.8%
	42.3%
	21.6%
	10.3%
	0.95

	2024
	21.6%
	40.2%
	25.8%
	12.4%
	0.97

	Overall
	28.2%
	42.9%
	19.6%
	9.3%
	0.93


[bookmark: _Toc196320776]Source: Survey Data (2025)
As presented in Table 3, corporate tax payments to the government showed a notable increase. The percentage of dealers paying less than KES 1 million dropped from 35.1% in 2020 to 21.6% in 2024, while those paying more than KES 11 million rose slightly from 7.2% to 12.4%. This suggests improved corporate earnings and profitability, which enhance the capacity to meet higher tax obligations. With a mean corporate tax score of 3.1 and a standard deviation of 0.93, most firms were likely within the 1–5 million payment range. 
Import Levy Paid by Agrochemical Dealers
The study also examined the import levy paid by agrochemical dealers. Table 4 presents the findings.
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	Year
	Below 1 Million
	1-5 Million
	6-10 Million
	Over 11 Million
	Std. Dev

	2020
	61.9%
	24.7%
	9.3%
	4.1%
	0.78

	2021
	56.7%
	27.8%
	10.3%
	5.2%
	0.81

	2022
	52.6%
	30.9%
	11.3%
	5.2%
	0.83

	2023
	48.5%
	32.0%
	13.4%
	6.2%
	0.85

	2024
	44.3%
	34.0%
	14.4%
	7.2%
	0.88

	Overall
	52.8%
	29.9%
	11.7%
	5.6%
	0.83


Source: Survey Data (2025)
As shown in Table 4, the payments made on import levy have been rising steadily, but most of the dealers have been paying less than one million Kenyan shillings. The percentage dropped from 61.9% in the year 2020 to 44.3% in the year 2024 for those in the over 11 million categories it slightly increased from 4.1% to 7.2%. The average of 2.5 and standard deviation of 0.83 represent a middle value near the range of 1-5 million and low variability demonstrating low dispersion of payment among firms. 
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The study sought to establish the profitability of agrochemical dealers in terms of net profit, profit before tax, and sales revenue. Table 5 presents the findings.
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	Measure
	Below 1 Million
	1-5 Million
	6-10 Million
	Over 11 Million
	Std. Dev

	Net Profit
	21.6%
	45.4%
	22.7%
	10.3%
	0.92

	Profit Before Tax
	18.6%
	42.3%
	26.8%
	12.4%
	0.95

	Sales Revenue
	11.3%
	35.1%
	36.1%
	17.5%
	0.98

	Overall
	17.2%
	40.9%
	28.5%
	13.4%
	0.95


Source: Survey Data (2025)
To understand the profitability levels of agrochemical dealers, information contained in Table 5 is of paramount importance. The largest proportion (45.4%) attested to having made a net profit ranging between 1- 5 million while 36.1% of them sold products with a revenue of between 6-10 million. The average profitability of the dealers was 3.4 with SD of 0.95 lower than 4 which shows that the dealers earned moderate amounts of money with fairly stable income. It is rather peculiar that the upward movement of VAT, corporate tax and import levy payments correspond to the upward movement of the revenue and profitability, which suggests that firms that are capable of bearing the higher tax costs are also capable of generating higher returns. 
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Pearson correlation analysis was conducted to determine the relationship between the study variables. Table 6 presents the results.
[bookmark: _Toc195640679]Table 6: Correlation Matrix
	Variable
	Profitability
	VAT
	Excise Tax
	Corporate Tax
	Import Levy

	Profitability
	1.000
	
	
	
	

	VAT
	-0.687*
	1.000
	
	
	

	Excise Tax
	-0.542*
	0.417*
	1.000
	
	

	Corporate Tax
	-0.623*
	0.382*
	0.423*
	1.000
	

	Import Levy
	-0.498*
	0.356*
	0.376*
	0.341*
	1.000


*Correlation is significant at the 0.05 level (2-tailed)
Source: Survey Data (2025)
The results in Table 6 indicate that there was a significant negative correlation between all the independent variables (VAT, Excise Tax, Corporate Tax, and Import Levy). 
VAT had the highest negative relationship with profitability with a correlation coefficient of -0.687 at 5% level of significance, meaning that high VAT has a very strong negative effect on business profitability. This is due to the fact that VAT leads to increased prices of products, which reduces the demand and sales volumes. Wadesango and Chirebvu (2020) state that due to poor input tax credit, VAT negatively affects the net margins and hence the investment capacities of the business in developing economies, as this study has also pointed out.
The study found that excise tax had a significant negative relationship with profitability, with a coefficient of -0.542 and a p-value less than 0.05. This indicated that an increase in excise tax led to a reduction in firm profits. The negative relationship suggested that higher excise taxes increased the cost of production, making firms—especially those dealing in agrochemicals—less competitive. These taxes often raised input costs, discouraged investment, and reduced profit margins. Supporting this finding, Kamara and Kamara (2025) noted that while excise duties are implemented as a revenue mobilization strategy, they tend to negatively impact targeted sectors by limiting both profitability and operational efficiency.
The results also revealed a statistically significant inverse relationship between corporate tax and profitability, with a correlation coefficient of r = -0.623 and p < 0.05. This finding supported the argument by Pratama (2023), who posited that a high level of corporate taxation reduces the capacity for reinvestment and hampers the growth of entrepreneurship, particularly among small and medium-sized enterprises (SMEs), thereby eroding profit margins and hindering business expansion. Additionally, although the relationship between import levy and profitability was weaker than that of export revenue, it remained statistically significant and negative (r = -0.498, p < 0.05). This indicated that increases in import levies led to higher operational costs, which in turn reduced the profitability of agrochemical firms that depend on imported inputs. The negative relationship could be attributed to high import tariffs in developing countries, which distort market prices, increase input costs, and constrain firms’ competitiveness and overall profitability. These findings were consistent with the World Bank (2020), which reported that excessive trade-related taxes in low-income economies often discourage production efficiency and market participation.
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	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate

	0.792
	0.627
	0.611
	0.417


Source: Survey Data (2025)
The Adjusted R Square value in Table 7 was 0.611, indicating that approximately 61.1% of the variability in the profitability of agrochemical dealers in Nairobi County could be explained by the combined influence of Value Added Tax (VAT), Corporate Tax (CET), Excise Tax (ExT), and Import Levy (IL) after adjusting for the number of predictors in the model. Unlike the R Square, which may overestimate the explanatory power of the model, the Adjusted R Square provides a more accurate and conservative estimate by accounting for the number of independent variables. This suggests that the model has a strong explanatory power, and the selected taxation variables collectively contribute significantly to the changes in profitability among agrochemical dealers. The remaining 38.9% of the variation may be attributed to other factors not included in the model, such as market competition, operational efficiency, pricing strategies, or government regulations.
ANOVA
[bookmark: _Toc195640681]Table 8: ANOVA
	Model
	Sum of Squares
	df
	Mean Square
	F
	Sig.

	Regression
	37.291
	4
	9.323
	53.546
	0.000

	Residual
	22.146
	92
	0.241
	
	

	Total
	59.437
	96
	
	
	


Source: Survey Data (2025)
In Table 8, the value of F-statistic was 53.546 and p-value was 0.000 which is less than 0.05. This means that the overall regression model has a significant value in estimating the profitability of the agrochemical dealers in Nairobi County.
Regression Coefficients.
[bookmark: _Toc195640682]Table 9: Regression Coefficients
	Model
	Unstandardized Coefficients
	
	Standardized Coefficients
	t
	Sig.

	
	B
	Std. Error
	Beta
	
	

	(Constant)
	5.937
	0.313
	
	18.969
	0.000

	Value Added Tax
	-0.483
	0.076
	-0.462
	-6.355
	0.000

	Excise Tax
	-0.297
	0.082
	-0.269
	-3.622
	0.001

	Corporate Tax
	-0.356
	0.087
	-0.316
	-4.092
	0.000

	Import Levy
	-0.189
	0.078
	-0.175
	-2.423
	0.017


The results in Table 9 show that all the independent variables had significant negative effects on profitability. The regression equation can be written as:
Profitability = 5.937 - 0.483VAT - 0.297ExT - 0.356CET - 0.189IL
The regression analysis revealed that Value Added Tax (VAT) was the most significant determinant of profitability among agrochemical dealers, with a negative coefficient of -0.483 and statistical significance at the 0.000 level. This implies that increases in VAT lead to a considerable reduction in firm profitability, likely because higher taxes raise product prices, discouraging customer purchases. This finding is in line with a study by Abiola and Asiweh (2021) in Nigeria, which found that SMEs experienced a significant drop in profitability following VAT rate increases, due to declining demand and higher compliance costs. Similarly, Ndung’u and Waweru (2022) reported that VAT increases in Kenya disproportionately affected agri-SMEs by inflating retail prices and discouraging trade volume, thus weakening the profitability of small businesses. These empirical results reinforce the present study’s finding that VAT acts as a regressive burden on operational income in tax-sensitive sectors like agrochemicals.

The study also found that corporate tax had a statistically significant and negative influence on profitability, with a coefficient of -0.356 (p < 0.001). This indicates that higher corporate taxation reduces retained earnings and investment capital, directly impacting firm growth. This outcome is consistent with the findings of Mwangi and Karanja (2021), who examined the effects of corporate taxes on manufacturing firms in Nairobi and found that excessive tax rates constrained cash flows and limited firms’ ability to expand operations or invest in innovation. Similarly, Asogwa and Okpanachi (2020), in a study on SMEs in Ghana, concluded that higher corporate tax liabilities negatively impacted firm performance by reducing funds available for reinvestment, innovation, and workforce expansion. The current study supports these findings, especially in the context of agrochemical dealers, where reinvestment is essential for maintaining inventory, regulatory compliance, and distribution networks.

Excise tax was shown to have a significant negative relationship with profitability, with a coefficient of -0.297 (p = 0.001). Excise taxes, often applied to specific products to discourage their consumption or regulate the market, increase the cost of goods sold and are frequently passed on to consumers in the form of higher retail prices. The study’s findings are echoed by Bwire and Muriithi (2021), who studied excise taxes in Uganda’s agro-processing industry and found that these taxes reduced firms’ market share and sales volumes, resulting in lower profitability. Similarly, Owino et al. (2023), analyzing excise duty impacts in Kenya’s consumer goods sector, concluded that excise taxes not only increase production costs but also undermine price competitiveness, particularly in sectors facing price-sensitive demand such as agrochemicals. This underscores how excise duties, while effective for revenue generation, can unintentionally burden firms operating in heavily taxed and regulated industries.
The study established that import levy had a statistically significant but comparatively smaller negative impact on profitability, with a coefficient of -0.189 (p = 0.017). This means that higher import duties lead to increased costs of raw materials and finished products, particularly for businesses that rely heavily on imported inputs such as fertilizers, pesticides, and specialized agrochemicals. These findings align with the results of Kamau and Omondi (2022), who examined the effect of import levies in Kenya’s agricultural sector and found that import duties significantly increased operational costs, reduced price competitiveness, and lowered profit margins for input suppliers. Similarly, Mensah and Aidoo (2021) found that Ghanaian chemical importers faced diminished profitability due to high import tariffs, which raised input costs and made local firms less competitive compared to counterparts in tariff-free zones or neighbouring countries. These findings validate the current study’s conclusion that while import levies may be aimed at protecting domestic industries or raising government revenue, they can negatively affect firms in supply-dependent industries.
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The study concluded that business taxation exerts a substantial negative effect on the profitability of agrochemical dealers in Nairobi County. The most impactful form of taxation was VAT, which significantly diminished profit margins by increasing product prices and lowering market demand. The strong negative correlation between VAT and profitability pointed to the urgent need for reforms in VAT policy, particularly concerning essential agricultural inputs. Corporate Tax was also found to constrain profitability by reducing retained earnings that would otherwise be used for reinvestment and business growth. This challenge was exacerbated as more firms moved into higher tax brackets, indicating that the current corporate tax structure may be disproportionately burdensome to businesses in this sector. Although Excise Tax was less damaging than VAT and Corporate Tax, it still played a meaningful role in reducing profitability by inflating production and operational costs. Import Levy had the smallest effect, yet its significance could not be overlooked, especially given the dependency of agrochemical dealers on imported goods. Overall, the study affirmed that all four tax categories negatively impacted profitability, with the combined effect being statistically significant. These findings call for targeted tax reforms to relieve the pressure on agrochemical businesses and ensure their continued contribution to food security and economic development.
5.1 Recommendations
In response to the adverse findings, the study proposes several actionable recommendations. First, it is recommended that the VAT policy on agrochemical products be reformed. Specifically, agricultural inputs should either be zero-rated or exempted from VAT to reduce costs for both dealers and end-users. Additionally, improving the efficiency of the VAT refund system would help ease cash flow challenges for businesses. Second, the government should introduce corporate tax incentives to encourage reinvestment and growth. These could include tax holidays, investment deductions, and lower rates for SMEs in the agrochemical sector. Third, excise taxes should be reviewed and moderated, especially for products that are essential for agricultural production rather than luxury or harmful goods. A more nuanced tax policy would ensure that excise duties do not inadvertently penalize productive sectors. Fourth, import levies should be rationalized to acknowledge the critical role that imported agrochemicals play in national food production. Tiered or temporary exemptions for essential imports could help ease the operational burden on businesses. Lastly, the study recommends the strengthening of taxpayer support mechanisms. This includes offering regular training sessions on tax compliance, simplifying digital filing procedures, and providing sector-specific tax advisory services. These initiatives would help improve compliance, reduce penalties, and empower agrochemical dealers to operate more efficiently within the existing tax framework.
5.2 Limitations and Future Research Direction
This study acknowledges certain limitations that offer direction for future research. Primarily, it focused solely on the relationship between business taxation and profitability, without examining other potential influences such as market competition, operational efficiency, and regulatory compliance, which may also impact business performance. Additionally, the study was geographically limited to Nairobi City County, which, while economically significant, may not reflect the diverse conditions and challenges experienced by agrochemical dealers in other parts of Kenya. As such, the research advocates for future studies to incorporate a broader range of performance metrics beyond profitability and market penetration, and to extend the geographical scope to other counties across the country. This would provide more comprehensive insights into regional tax impacts and support the development of targeted, context-specific fiscal policies in the agricultural input sector.
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