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Correspondingly, there are two ways in which the decline
in average rates can be moderated: firstly, by the conversion
of specific into ad valorem rates, and secondly, by altering
the pattern of import duties in such a way as to impose higher
rates on imports which are expected to increase their relative
importance. This in effect implies higher rates on construction
materials, machinery and equipment and intermediate products.
The disadvantage of this proposal is that it will meke capital
goods more expensive and hence may have disincentive effects
on capitel formation. It is, of course, not possible to say
‘how serious these adverse effects might turn out to be, Such
costs will have to be weighed against the expected benefits
from larger tax revenue. Another beneficial by-product of the
proposed changes in the pattern of import duties will be a
stimulus to labour-intensive techniques of production - a
thoroughly desirable effect. There are, however, strict limits
to the height to which .import duties on producers' goods can
be raised., ZEven if the two proposals mentioned here are
implemented, the best that can be hoped for is a moderation
of the decline in import tax rates, rather than a reversal
of the  direction of change, unless of course import duties on
producers' goocds are to be raised to uneconomically high levels.
Excise duties: We need not spend too much time on a discussion
of excise duty rates, as the anzlysis of the last section
applies here. The only difference is that all excise duties
are levied on a specific basis; with an upward trend in the
prices of excisable goods, the average rate will tend to decline,
In order to prevent this decline, it is necessary to convert
the specific into equivalent ad valorem rates. The disadvant-
age of this proposal is that it might prove administratively
more difficult than the levying of specific rates, but the
‘difference will only be a marginal one, The other method of
imparting an upward bias to the average tax rate is to levy
relatively higher rates on commodities with a relatively high
income elasticity of demand. Of the main excisable commodities,
our calculation showed that cigarettes are the most responsive
to changes in disposable income and tobacco the least responsive
with sugar and beer somewhere in the middle. Therefore, rela-
tively higher tax rates on cigarettes will impert an upward
bias to average excise duty rates, and hence enhance their income
elasticity.

Corporate tax: as in most other countries, is levied at =
proportionate rate, It is, of course, possible to levy a
Progressive tax rate on the income of companies, on the sare
lines as individual income tax; but corporate incomes are
hardly ever subject to a progressive tax. The main reasons

for this are administrative inconvenience, considerable possibi-
lites of evasion through break-up of integrated industries, and
disincentive effects on efficient, enterprising firms.

Besides the usual rate on corporaie income is fairly high -
between 35 to 55% in most countries; - in order to raise the
same amount of revenue from a progressive tax, the rates will hav:
to be  very steeply progressive, For all these reasons, it

is preferable to levy corporate tax at a proportionate rate,

Individual income tax: already possesses a steeply progressive
rate. In fact, of all the taxes we have considered, individual
income tax is the only one which has an unambiguous progressive
tax Structure. Other things being equal, an increase in the
incomes of persons subjectto income tax will push them into
higher income brackets and hence into higher marginal tax rates.
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The above trend can be partly offset by broadening the
‘base of export taxes by the imposition of export duties on
other agricultural products. This would have the efffect
of increasing once-for-all the ratio of tax base to G.D.P.
but it will also moderate the fall in this ratio over time,
as the relative share of agricultural exports as a whole in
the economy may be expected to decline more gradually than
that of Coffee and Cotton exports alone,

Import taxes, It is more difficult to predict the likely
trends in the share of imports in G.D.P. In our projgection

of tax revenue we saw that imports as a proportion of G.D.P.
were lower in 1970 than in 1962 if the economy grew at a rate
of 8.2% p.a., and were higher if the economy grew at 6.6% Do
There is little that can be done to widen the import base,
apart from imposing import duties on inter-territorial imports,.
But this possibility resises many other complicated issues
which are irrelevant to our problem and will not therefore be
rursued further,

Corporate tax: In our study of economic growth and tax revenue,
we came to the conclusion that the share of corporate income

in G.D.,P. is likely to increase over time, There is another
way in which the base for corporate tax can be increased: by
eliminaticn cr reduction of investment and accelerated de=
preciation allowances, The benefits of additional tax revenue
from this change will have to be weighed against the stimulus

to investment given by such tax concessions. If investment and
accelerated depreciaticn allowances have a powerful effect on
the v dlume of investment, then clearly the present concessions
must continue; if their effect on investment is only merginal,
consideration must be given to reducing some of these allowances
in order to increase tax revenue, Without much further invest-
igation it is not possible to say how important these tax
concessions are in stimulating investment,

Corporate tax base can also be broadened by the encourage-
ment to the conversion of unincorporated into corporate enter-
prises, The former are subject to individual income tax; Dbut
the average tax rate on corporate income is. substantially in
excess of that on personal income., Therefore, the conversion
of unincorporated into corporate enterprise will result in a
substantial net increase in tax revenues,

Individual income tax base is also likely to increase its
relative importance over time for rezsons mentioned in my pvaper
on' "Economic Growth and tex revenue in Uganda: 1962-70",
Furthermore, there are other possibilities of increasing  the
share of personal taxable income in G.D.P. and of making it
elastic over time. Introduction of P.A.Y.E. can be expected

to bring about an improvement in coverage and assessment, at
the same time eliminating the time-lag between the receipt

of income and collection of income tax. This proposal would
heve the effect of increasing once-for-all the ratio of personal
taxable income to G.D,P.; it will also improve the flexibility
and stabilizing quality of the tax system by relating taxes
revenue to current income rather than to the past income.

Lnother reform which would result in a considerable
once-for-all increase in the base is reduction. of simple and
marriage ellowances, It will also make the tax base more income
elastic., Pursuit of policies designed to increase or at least
to perpetuate existing income ineqgualities will tend to
increase the share of taxable incomes in G.D.P, Finally, a
Progressive improvement in coverage and assessment would intro-
duce another factor contributing to the inecresea ~o &1



Other measures aesigned to increase the elasticity

of the tax system. With the reforms we have proposed
above, the flexibility of taxes on income will be greatly
tnhanced. There does not appear to be further substantial
scope for additional taxes on income or for railsing
additional revenue from the existing taxes on income.

The elasticity of the tax system must somehow be srengthen-
ed by the inclusion of appropriate consumption - based
taxes in the fiscal armoury. It was seen earlier that a
progressive expenditure along the lines proposed by

Kaldor could be a highly income elastic tax, but it has

had to be rejected on grounds of administrative feasibility.
Two possibilities remein; (1) & general sales tax levied
at the wholesale stage; (2) A purchase, excise or wholessale
tax on selected goods and services; and of course a com=-
bination of (1) and {2).

(1) TFew of the sales taxes are really general; most of

them exempt basic necessities and producers' goods. If a

sales tax on semi-necessities and luxuries is levied at

the wholesale stags, and that is the only practicable level

at which it can be levied in East Africa, the tax base will
prove fairly buoyant, as the ratic of consumption of semi-
necessites and luxuriecs to G.D.P. might be expected %o increase
over time with the improvement in the standard of living

of the masses.

(2) & selective indirect tzx at a relatively high rate on
goods and services which have a high income elasticity

of demand will zlso contribute significantly to the flexi-
bility of the entire tax system. 4 lot more work needs

to be done to determine the income elasticities of demand
for various goods and services. But it is clear even at
this stage that services like hotel, various forms of
entertainment, travel, education, catering, electricity
etc. have a high income elasticity of demand and could
form suitable objects of tesxation. Likewise, goods such as
textiles, clothing, household effects, bicycles, transistors,
are generally considered to have a high income elasticity
of demand. Inclusion of goods and services of this kind

in consumption - based taxes, either by themselves or in
addition to a low rate generel sales tax, could greatly
strengthen the flexibility of the entire tax structure

and ensure adequate revenue for the expansion of the public
sector.

Conclusion. By their very nature, most taxes cannot be
made precgressive with respect to their base, We have seen
that individual income %t ax is the only truely progressive
tax in Uganda, and that export taxes may become progressive
if export earnings are at least partly due to an increase
in export prices of Cotton znd Coffee, We have made some
proposals whose effect will be to enhance the progressivity
of tax rates for certain tax sources. But the more pro-
mising revenue to increase the income elasticity of the
entire tax system is to operate through the tax bases.
Apart from increased reliance on taxes on income, the basic
strategy should be to choose expanding tax bases for indirect
taxes. We have made several proposals to bring? -» about
this result, If all these proposals are implemented, the




effect will be to greatly improve the flexibility of tax
structure and to obviate the necessity of continuous changes
in tax rates and tax bases to raise more revenue. Owing to
lack of adequate statistical data, it has not been possible
to give quantitative estimates of the increase in revenue

to be expected from the implementation of the proposals
outlined above., However, once the necessary data become
available, it should not prove difficult to translate the
gualitative proposals into their quantitative equivalents,



