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TG AERICA
A Fiscrl EQE.%Q.Z{L An feveloping cowntries
(1) The vpirnose of this »oper is to zdvonce sone Hronosnls
for the reforn of the tox svsten in Erst Afric- in order to pake

it o more effective insitrurent for

o

countries, The n~in onhiectives of T

oucht to be the nrozotion of equity, efficiency in resource
allocation, =nd shtobility ond crowth of the eccnozy, But in
develoning contries iae objectlve of ceccelerciing crowth cught
to heove nriority over other objectives nentioned ohOvVe,
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(2) Tisc-l —oliey c¢-n cccelercie the rote of econounic growth

in developins wonntries by ~ff5cmdLJ the ~nomnt ~nd t pe of
investient tndertrken, The shore of investaent in notional in-
cone cen be roised by increcsi aablic _nd “rivete savings
throuzh an ;ppr,prlhte tox strocture, Thus the twin objectlives
of fiscecl policy in Tost Afric-n countries oucht to be to achieve
2 suhstontisl surnius on the current budoet and to oronote the
rate of privote savinss ond investient by nroviding the necessary
incentives, :
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(3) Tiucel wolicy has not nlnved =n imnortont »art in the
develoniic: of Enst Africrn commiries in the Jﬂat In Darti-

culsr, - the excention Prst Africon countries have
"not vsed fiscrl wolicy to any "“e "t extent, to generate public
srvinzs for stepning un the rote of c*wwt"T'“ccu::l~tion. There
were seversl ressons for this in the »nast, including the lack
of anbitious develonnent soslsg, But it lD imvoortont that fis-
el policy sho 1d now nlar its »roner role in »r potiﬁg econo-
nic growth in E- st ifricoa, Ir order to n~chieve nnd enhonce

public szvings, it is essential thnt the tpx strictore should
be incore Cl““u c i,e, the share of tox revenue in national
income should ffse over tine, e saall, therefore, Tirst see
to what chuent the existing tex str-ctrre in Inst Africe is
cdecuote to “”OV‘O increasing nublic sovines necessary for

r~nid econox’c growvth, Our discussion will rel-te to the TTeands
2x strctire, but since nost of the izmort-nt taxes in Jgﬂﬂdﬁ
“are conmen . to Kenva snd Tens-nviks as well, it is ho-ed that

our mprotossls for the reforn »f the tax srysten will have
relevrnce for 211 Brst ifric-n countries, '

o

B, The Tigenda tax sirrcture.

4) The most chrr-octeristic feotiore ~fF the Ugnnds fiscal
systen is its overviielning denendence on texes on “oreign
trade, noinly on inports ané cotton ~nd coffee exnorts, The
contritution of toxes on Torei:sm trade to totsl Central Covern-—
nent tox revenue hes aeen Teﬁ shove B0 thronzhout the nost-
war period, It was as hi 30; in 1281-52, though the
Drovortion haos tended to O ne in the —ost-1%52 Uef“od,
Heavy relience on forei m trade :~kes Tor ¢ considerchle
instebllity in tex revenuve to the Centr 1 Governaent, caused
esnecinlly by fluctrations in the »rice and »Hroceeds Of cotton
and coffee exports., Exnort taxes hove Aeclined in i :ortence
in the weriod since 19702; while cther tsxes, eanec ally imort
tnd excise duties, n~ve tenced to incresse L;eif lotive i~
@wortonce,
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(5) The other wr= of the Uzendn tax systen
is the rel-tively soe 0T o tax revenue erived from
the toxoation of cons ugﬁt_ n conestically - reed goods
and services, dly toxed in ciila, wnile beer,

suger, cigerettes, tobacco cnd (since June, 7.984) soft drinks
are the only consicerable revenue earners o iy the domestically
prodiiced goods,




(6) Lastly, income texes (excluding Graduste Zer soqcl Tax )
touch only o s22ll segment of the working Uon.lat n, In 1961,
only 9,600 nersons in Ucands contributed to Tcone T X revenue,
ond soout 1,264 componies were nssessed Tor commeny toxation,
Thus = greet najority of the econonic 'mits in Ugrnde are not
temed through incone taxes.
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C. Tax revenue znc structure ~nd crowth of the Uzanda econony.
{(7) To what extent is the Uzanda tax svstem resnonsive to in~
creases in noticnel income? The snswer to this will de-~end on
the nattern of growth of the econony., At one extrene, <rowth
through a boow in exnort —~rices will mecke the tax revenue
highly buoyaont and enchle the governtent to siphon off 2 lorze
provortion of increxentsl income as publice sevings, os in the
1948-52 perlod, But this »attern of zrowth is begon@ the con-—
trol of the governuent molicy =nd is devendent on the world
econonic conditions, The futo re pettern of zrowth in Fost Africs
is mueh more *1kely to follow the pa:Lern o1tlined in the Five
Year Plan for Tengenyilia, This patitsrn of growth immlies cer-
tein struactural chonges in the ﬂconOLy which have conDWQerﬁble
Tenxurcusdons for ftax revenue, These changes include o progres-—
slve decline in the relntive insortance of exgo“ts, esweciqllv
of vprimary products; o zrodusl decline in the rotio of inports
to national incone; 2 chonge in the comnosition of inrorts,

with the share of investuent cnd intermediote goods rising; an
increase in the relative irwortsnce of domesticolly nroduaced
nonufectured goods., All this will be accompanied Dy chenzes in
the distribution of imcome; in »narticular, the shars of urban
income will go up, =238 will the shere of the cornorate income,

(8) It is imortant that the tax systenm shoivld be flexible snd
capable of adjustment to the exnected changes in the structure
the econony, It is very likely that under the existing tex
structure, tex revenue will not keew nsce with the increasse in
national income if the Tzands econony ex:ericnces the structurel
changes noted above, The relntive chrinlie of the export sector,
in particulecr of cotton and coffee exporto, esnecially if ac-
conpanied by o decline in cotton #nd coffee =2rices, will imply
2 significont reduction in the revenue from exnort texXes relrtive
to nztionsl income, Likewise, 2 cecline in the relative impor-
tance =z2nd chenre in the composition of ioworts is likely to
lead to o £all in the retio of immort tax revenue to national
income, This point nay be illustreted from the current striac-
ture of import duiies in FEsst Africo, In 1982, no less than 8775
of the total revenue from itvtort duties in Ugenda weos derived
from food, msnufaciured consuner ~oods (507) snd mineral fuels
(29%); whlle construction nmaterie l emiionent ~nd internediate
goods zccounting Tor 3375 of total 1upofts were reghonsible for
only 6.8 of the inm-ort tax revenue., Textiles ond verious
articles of clothing elone accounted for well over 305 of total
ianort duty revenue in Ugende in 1963, A vigorous programme
of import substituation will result in a sharp decline in the
share of mesnufactured consunmer zoods cnd food in total immorts
and a sharp increase in the relative imortance of ecuipment,
construction material and intermediate goods. Thus the cnqaged
structure of immorts wney well result in an absolute decline in
revenue Trom imnort duties vnder the existing structure of in-
port tariffs,

(9) It ig nmore Aifficrlt to predict the revenue effects of
other asvects of change in the strucituzre of the econony

indueed by ranid ecouoni growth, owing to lack of adecuate in-
formation on the chonging natiern of consumption expenditure and
distribution of income, An increrse in the share of corporate

-

income will teing this incone within the net of company taxation
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and will thus. increase the revenue fron company texation
relative to .mftional income.. It-is- however, unlikely that

the nronortlon of personal _3ﬁ0Je subject to individual in-
come tax will increr 86, Qs the income tax stands at presert,
This is both because the relative inmortsnce of Asians qnd”
Euroae~nsp who have paid nost of the income tax so Ffar, will
decline in future in the Ugsnde econ ny =nd a2lso becwuse of
the CGovermment nolicy to ensure o more ecnitohle distribution
of income, Lestly, the revenuve from excise taxes shold prove
fairly elestic.

The'net effect of all these chonges in the stricture of
the economy is likely to be a decline in the proportion of tax
revenue to netional income, The rest of this paver is con-
cerned with various proposals desizned to enhsnce the buoysncy
of the tax system in Uganda.

D._Pﬁ@)OSﬂls for the reform of the tax SthOtUPe in Uganda,

(10) - The'proposals outlined helow ronld have *he effect of
o once~for~-all increcse in the share of tax revenue in natio-~
nal iricome rs well :s of ensuring a long-run income elasticity
of thé ‘tax strocture. These pronosals consist in the moin of
broadening the bases of the eXlstwnr tax sources and introduc-
ing severel new toxes to close sone gepsin the existing tax
structure,

" Export ta xes have been on extrenely imnortont source of
revenue in 'the wnast: they re»nresent 2 very effective way of
taxing the grezt ﬂ”“OPltJ of woriking nopulation in Ugandzs; it
is esoentlal thet they should be reteined and even extended,

It is the Governnent *olwcw to diversify the exnort brse by
encoursglnw tbe exnort of wnroducts other then cotion and coffee.
If the revenue Prom exnort texes is not to Aecline relative to
netional income, an attemmt shovld be mnde wherever ﬂossible to
bring new exports within the net of the exnort texe With the
brosdening of thie tax base, there will he =~n o» oortwqity to raise
consideratle suns of revenue by levying low rrtes of ex»ort duty
on = large numbéer of ex—~orts such as animel feeding stuffs,

tea, growmdnuts, castor seed etec. Provided the cotton ~nd coffee
prices stay ot their ~resent level, exhort toxes shhld continue
to bring in“large sums of noney., However, s~ny significent de-
cling in exnort Hrices such 28 occurred in the weri~d 1.954-62,
could he o severe seithbock to the Governnments' efforts to raise
the share of 1nvcst ent in n.uionil income throgh public
savinss,

(11) "Hith regerd to immort tox, the existing teriff structure
will heve to be cheonged in accordeonce with expected chenges in
_the cormosition of imorts, if there is not to be ~n rhsolute
decline in im-ort tex revenue, One of the ways this could be
done is to nut high duties on nenuf-ctured consumer goods which
heve - a high incone elasticity but z low price elesticity. How-
ever, the slowne for reising lerge suns of noney by this method
is severely restricted. The more »Hro-ising avenue is to raise
the im~ort taxes on internedi~te rnd capital goods: although
this provosal sfoes erainst the traditional “r“ctﬂce of levying
low retes of duty on »roducers goods, it will heve to becone

a feature of the ilmmort duty structure if the revenue from im~
port duties is to contribute sisgnificantly to the recguired in-
creansge in- gqvernAent revenue,
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(12) Income Texes: Here we must consider individual income tax.
end Graduated Personal Tax jointly for they are both levied on

ne income of the individual. ™ ith rezord to the latter, .en -
ettenpt should be made t0 ncke the tax Urogressive_as between

different income slabs, = A% the monent the tax structure in most
of the districts =nd Kingdoms in Ugaonda is such a8 to neake this
tax largely regressive, ' ‘

Az Tor the individual incone tex, the nost imnortsnt re-
form from the woint of view of hoth em*ity and revenue vould anpear
to lie in a reduction of single 2nd merriege =llowonces., At the
nonent,. a single individuel mmst errn zn incone which is ten
tines the aver=ze »er cewita income in the country before he he-—
comes. lizble to income tax; a merried merson has to %Pve_ﬁn in=
cone which is over 30 times the ner conita incone before he
starts to pay any income tax., Judsed by these standerds, Past'
Africen countries have somc of the hl“ﬂtst exemntion llnlts in
the world. The relatively senerous allowences have the further
effect of meking the combined tax structure of income “nd gra=.
duated nersonal tex regressive within = certain renge of income
for narried nersons and merried nersons with children., A reduc-
tion of allowences wold bring a larger nuaber of wersons within
the income tex net; end =s this tax is progressive, it will make
eveilable to the Government o rising »Hronortion of incremental
incone, '

Lestly, introduction of nay-as-vou-earn will improve both
the flexikility =nd stehilizing cuelity of: the tax system in
ast Africea Dy elinin~ting a lon~ +ine lag behmeen the receint
of income =2nd wnavment of income tax. o '

(13) Cormorcte Tax: Revenue should bhe fairly buovant if there
is a ranid growth of manufactvring ~nd construction industry.
The mein vroblen here wo ld a perr to be the use of fiscel poliey
to arrest the trend towards cepital intensive technicues of pro-
duction. The existing struvcture of compony texation, with pro-
visions for accelerated devnreciation #nd investnent “llo\?nces,
while pronoting capital fornation, has elso the effect of sub-
gidizging capital intensive teClﬂlOULS of =roduction, There is
clearly a need for a tax strocture which #ill relate tex bene-
fits to outnut or to emnmlovient, Professor Poul G, Clark of

the uuSt_ﬂfllCan Institute of Social Reserrch has elsewhere made
2 wrotosal to tie tax benefit to outoHut increrses, This idea
seens extrenely attractive =nd 7ell worth nursuing in order that
fiscal policy night be used to coumbat one of the greztest social
and econonic nroblems ~ that of uvnenrloyvient - foecing the East
Africrn countries.

(i4)  Perhevs the greatest scope for tax reforn in East Africa
lies in the field of indirect texes on domesticazlly vroduced goods
and services., We saw ecrlier that the »nrocess of import sub-
stitution co~ld lecd to a decline in revenue Ffrom immort duties.
It is of the greatest immortsnce thet as the dounestic nroduction
of menvfactured consuiler zoods rewnloces immorts from abrocd, it
should be subjected to a2 kind of indirect tsx - excise or scles
or nurchese tox, This tax should be levied =t a low rate in thes
earlier steges, but should be reised »rogressively as the in-
dustry becomes more ccommetitive, Alresdy there are several
domestically »nrodiced nanvfectured zoods -~ textiles, clothing,
shoes, soaps, tyres ond trbes ete, - on vwhich some kind of in-~
direct tex, merheps nt o low rate, should be immosed. Since

208t of these nroducts ore n-nuf-citrred by o small number of
firas, it wo -1d be edninistratively convenient o tax then at

the W‘ﬁdchtUIGPS level, Alteranat congicder~tion should
be given to the impocition ot the ~le level of a low-
rote sesnersl saleg tox,
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(14) It was noted errlier thnt services rre horily taxed in
Ugende ot the moment: yet in neny respects they cre the iceal
"commodities’, for tax purposes: most of then sre 'consumed!’
by the weslthier nembers of the society heve high income elas-
ticity of derand and do net nose any grent cdrinistrs tive »nro-
blens. The list offered here is 0o austive but is neant

to be illustrative of the type of services that co 1& »nrofitsdly
be brought within the net of taxation, Alrsort tsx ~nd hotel
tex are already levied in Tangonyiks, nd opre 2 colmon levy in
neny other countries, There seens no recson why Ugands should

se
not follow suit; it is unlikely that o tax of this kiand, if
11

levied =t & modernte *'te, 7111 heve any effect on the nunber
of tourists visiting " Ancther Tield whiech hos not been
S

-

adecustely exploited in B- st Africn for tax »nurnose is enter-
toinaent; "he°e WOULll 7OLEAD to e 2 stron; cese for taxing

Ycon smn'cvon of sueh entertoinient as foothall, hockey, cricket,

tennis nctches, aos well os cinsnas, theotres exce,

The existing income tex structiare subhsidizes Toreizn trevel,
Ze8t Africon commtries must sirely be wnicuve in this resnect.

It is =ronosed here that this sbsidy shoiild bhe renloced by a
taxation on foreisn travel so as to redice the loss of foreign
excharnge, A selective tex on foreirm educrtion, hesides helning
in the conservation of the forei~n exchrnge resources of Erst
Africa wovld reslt in zrecter utilizotion of locel institutions
of lesrning,

A sironz cese can g2iso be mnde for finrncing the ~ost-
secondesry educntion in Bast Africa on o losn brsis, Higher
education confers grest finFncisl ond non-mrterisl benefits on
the few privileg ed to receive it, It is only right thet the
recepients of this previlerse should be csked to pay »art of the
Price for it,

(15) The forezoing suscestions would have the effect of in-
creasing the shere of tox revenue in nationsl income, In order
to minimize the disincentive effects of hish Lgb@S of trxation
on savings anc enterprise, it iz desiredle thet the tax stroc-
ture showld emhody »rovisions & 51?ned to encourcge s-vings and
investment, Under the w»resent svwstem, nersonal scvings in the
form of »renia for life ﬂnsur“nce nolicles nre Dartislly or
comrrletely exemnted from income tax, It woild seen nreferchle
to move in o direction vhere all forns of socislly Jesirable
investnent zcre »ortislly or comnletely exermpted from taxation,
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L, Conclusion

(18) The above wnrovosols haove been adveonced on the assumption
thot the Public Sector will nley a2 ovﬂcwal nart in the economic
develonnent of Uzenda ~nd that o suhsticntisl wrovorivion of

enitnl Torzstion undertnlen by the 4"“Tﬁc Sector will be
financed by texation. It is, tnherefore, of the ~restest im-
Dortonce that the “crtfql Governilent shovld oeke the best use
of the resources obtoined throuzh texatlon, In »erticuler,

the tenstaion to dig iLQt these 1v30' rccs through incresassed
consuntion by noliticicrns ~nd civil servents in the form of
higher enolunents shiculd be strongly resisted., It is only

then theot the Centrsl Government will be Justified in demanding
sacrifices Trom the »neowie of Tronda,



