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ABSTRACT

This paper uses the 2012/13 Uganda National Household Survey to analyze the redistributive
effectiveness and impact on poverty and inequality of UgandaOs revenue collection instruments and social
spending programs. Fiscal pofirincluding many of its cstituent tax and spending elemedis
inequalityreducing in Uganda, but the impact of fiscal policy on inequality is modest. The reduction of
inequality due to fiscal policy in Uganda is lower than other countries with similar levels of initial
inequaty, a result tied to low levels of spending in Uganda generally. The impact of fiscal policy on
poverty is negligible, though the combination of very sparse coverage of direct transfer programs and
nearly complete coverage of indirect tax instruments thaamsany poor households are net payers

into, rather than net recipients from, the fiscal system. As Uganda looks ahead to increased revenues from
taxation and concurrent investments in productive infrastructure, it should take care to protect the
poores households from further impoverishment from the fiscal system.
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1. Introduction and Country Context

Over the last 25 years Uganda has made great strides in reducing poverty; it is one of-the few Sul
Saharan African countries that achieved the Millennium Development Goal of halving the
proportion of people living in poverty betwd®0 and 2015, and it reached this goal five years
ahead of tim&Even so, figure 1 indicates that high income inequality remains: as measured by the
Gini coefficienbwhere a coefficient of O represents perfect equality and a coefficient of 1 perfect
inrequalitypinequality has fluctuated around 0.4 since the beginning of this mifiekigitowing

body of international evidence suggests that high income inequality may sldangr@athalso

have negative effects on samonomic stabilityln recgnition of the negative effects of income
inequality, the Ugandan government has repeatedly declared the reduction of income inequality
priority policy goal (see the Uganda National Development Plans | and I, for example).

Figure 1. Gini Index of Inequality in Uganda, 1992-2013
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However, the overall impact of fiscal policy on inequality in income, consumption, savings, and other
outcomes is often poorly understood. This study provides policy makers with an assessment of the
redistributive impact of fiscal pol@ypoth its individual elements as well as the compositeBvhole

in Uganda, using an internationally recognized methodology developed by the CE®Tihistitute.
study estimates the impact of fiscal revenue collgtéines) and fiscal expenditudairect cash

and neacash transfers, -kind benefits, subsidi€&on householdevel income inequality and
poverty. By using an internationally consistent methodology, the results from the Uganda CEQ
Assessment can bexguared with results from other CEQ countries.

1 Duponchel, McKay, and Ssewanyana (2015).

2MoFPED (20%).

3Berg and Ostry (2011); Ostry, Berg, and Tsangarides (2014).

4Bardhan (2015).

5 For details on the methodology, please see the Introductamimitment to EqdiypdbookEstimating the Impact of
Fiscal Policy on Inequality and(PaiBeriyustig and Higgins (28)1 Higgins and Lustig, (B)1Jellema and Inchauste
(20B), and Higgins (281



To our knowledge, fiscal incidence has so far not been studied systematically in Uganda. The
assessment summarized in this report comes at a crucial time for Ugandan fiscal policy. On the
revenue side, the gmument wants to raise the-tasGDP ratio from 13.9 percent in 2014/15 to

16.3 percent in 2020/2This implies new directions in tax policy and tax collection that may have
negative impacts on poor and spmor households alike, depending on whiclnsisument the
government intends to use to generate the bulk of the revenue increase. On the expenditure side, th
government has committed to large infrastructure projects that will leave little fiscal space for other
social spending, for targeted spsmdin social protection, or for introducing new initiatives to
reduce income inequality. Gaining a clear understanding of the impact of the current fiscal systerr
will be crucial in the design of a-powr fiscal system for the years to come.

The UgandagovernmentOs strategy to tackle poverty and income inequality over the last 25 year:
can be broken down in two periods. The first period was characterized by an expansion of the
provision of irRkind education, healthcare, water, and sanitation berfedit@ period of civil war

and chaos, the new National Resistance Movement governmentOs extensive liberalization agen
combined with disciplined monetary and fiscal policy reforms, triggered a period of sustained
economic growth and trade in the ear®d049Alongside gains from increased economic activity, the
establishment of the seautonomous Uganda Revenue Authority led to large improvements in
domestic revenue collections. Thetda@DP ratio rose from 6 to 13 percent in between 1990 and
2000. Wh additional resources at hand, the government formulated a comprehensive Poverty
Reduction Plan in 2007 that would increase service delivery drastically. The centerpiece of the pla
was the introduction of universal primary education. Delivery of milwegefkervices was to be
managed in a decentralized fashion, funded by transfers from central government. Donors aided
these efforts with budget suppbort.

When the growth of taxes relative to GDP began to level off in the early 2000s, the government
refoaused. Infrastructure and investments in productive sectors were prioritized over further
expenditure increases on service delivery transfers, arguably shifting fiscal policy away from the prc
poor, redistributive agenda that had been taken on in thedl88fiss more directly on economic
growth. This policy shift meant that in real terms, service delivery transfers largely peaked arounc
2003, with later adjustments mainly covering increases in the fvage bill.

The second period was characterized by ttogluction of targeted cash anekimd benefits.
Responding to chronic inequality among regions caused by political instability and conflict, the
government shifted to smaller programmes specifically targeted to reduce regional imbalances in th
early 200s. The first Northern Uganda Social Action fund was introduced in 2003 and was followed
by the introduction of the Social Assistance Grants for Empowerment programs in 2009 and the
second Northern Uganda Social Action fund in 2010. These refpooalyprograms are still on

going, but given the large infrastructure investments the government is undertaking it is unclear

6 MoFPED (2016).
7Kuteesa and others (2009).
8 Aziz and others (2016).



whether there will be sufficient fiscal space to expand them from their current rather small size.
Furthermore, first evaluations heaised concerns of these projectsO effectiVeness.

The government foresees large infrastructure investments going forward. These commitments leav
little space to expand targeted powedyction or incomequality programs and require intensified

tax and other reventepllection efforts. In this context, the government is embarking on a reform

to improve the efficiency of the service delivery transfer systems already in place. As part of thest
reforms, the government is reformulating transfer rdmamd spending regulations to achieve a
more equitable transfer distribution among districts and a more efficient delivekindf in
education, healthcare, water, and sanitation benefits. The introduction of performance conditionality
and transparencwyitiatives, it is hoped, will increase the accountability of decentralized government
units.

Income inequality has a complex set of drivers including educational opportunities, access to
healthcare, water, and sanitation, availability of infrastrustareiaf inclusion, and gender
inequality. Not all of these are influenced by fiscal policy, but the progressivity of taxes and
government expenditures is undisputedly significant. It is important to note that the assessment
summarized in this report aitesuncover only the extent of redistribution achieved by the fiscal
system and remains silent on its dynamic andelongffects on income inequality as well as their
channels. These issues are beyond the scope of the study and the interestesfegadetoishe

2015 issue of the IMFOs Regional Economic Outlook f@aBatan Africa for an overview.
Furthermore, this study focuses solely on the fiscal year 2012/13, because this is the latest year |
which the Uganda National Household Survey wasdcaut. Additional assessments of earlier or

later periods are required to uncover trends, so further research is called for.

The Ugandan CEQ Assessment demonstrates that fiscal policy in Uganda is equalizing and does nt
increase poverty. However, thdistributive impact is quite small, especially when compared with
similar lowincome countries such as Ethiopia and Tanzania and with the trend observed-for twenty
nine low and middléncome countries (including Uganti@dhe small effect is primarilyivin by

low social spending (as a share of GDP), which in turn may be driven by low revenues from
domestic collections and low revenues overall. Tax revenues in the year 2012/13 were just under 1
percent of GDP (provisional figures), lower than in Btheopd Tanzania, for example. At just over

12 percent, fiscal expenditures were also small (as a proportion of GDP), and the social expenditure

9 Ssewanyana and Kasirye (2015).

10 Argentina (Rossignolo, 218rmenia (Younger and Khachatryan, 2017); BolivisAi®az and others, 2G4

Brazil (Higgins and Pereira, 2014); ChitetiiMzAguilar and others, 201&olombia (Melendez and Martir5);

Costa Rica (Sauma and Trejos, &@0Dbminican Republi@AristyEscuder and others, 20 1Bcuador (Llerena and
others, 2015); El Salvad@&eneke, Lustig, and Oliva, 20Bthiopia (Hill and others, 2017); Georgia (Cancho and
Bondarenko, 2017);h@na (Younger, OsAssibey, and Oppong, 2017); Guatemala (Cabrera, Lustig, and Moran, 2015);
Honduras (Icefi, 2017a); Indonesia (JellemaRdVand Afkar, 2017); Iran (Enami, Lustig, and Taqgdirg) 20dian

(Alam, Inchauste, and Serajuddin, 204&)jco (Scott, 2014); Nicaragua (Icefi, 2017b); Peru (Jaramillo, 2014); Russia
(LopezCalva and others, 2017), South Africa (Inchauste and others, 2017); Sri Lanka (Arunatilake, Inchauste, and Lustig
2017); Tanzania (Younger, Myamba, and Mdadila); Z@isia (Jouirand others, 20).8Jruguay (Bucheli and others,
2014); and Venezuela (Molina, 2016).



that were executed at least partly to redistribute income accounted for approxirtatelybiine
total.

Within the social expenditures, education and health had the largest effect in reducing national
income inequalityachieving a reduction of 1.6 Gini points (education and health make up a
reduction of about 1.0 and 0.6 Gini points each individuallyg. iftke®l transfers also constituted

the largest proportion of social expenditure (at 2.4 and 1.6 percent of GDP, respectively). Direct
transfers have provided meaningful income to the poor, but geographical coverage of these transfer
is very limited anthus they have led only to a modest reduction in income inequality of 0.1 Gini
points. Indirect subsidies of water, electricity, and agricultural inputs had a negligible, but equalizing
redistributive impact in the period studied, reducing inequalitly Q&N Gini points. On the tax

side, VAT and excise taxes are neutral to slightly equalizing in distributive terms, in part due to theit
exemption schedule. Income taxes, which do not affect the poorest 50 percent of the population,
help reduce inequalitydisposable income by 1.2 Gini points.

UgandaOs fiscal system leaves the incidence of poverty virtually unchanged: when the impact
indirect taxes and indirect subsidies is taken into account, UgandaOs Ono changefest the third
result in a sevemountry comparator group (Bolivia, Ethiopia, Ghana, Honduras, Nicaragua,
Tanzania, and Uganda). Furthermore, Uganda is the emgdowe country in Africa in which the
poverty headcouraftertaking into account the effect of indirect taxes and suluke®sot rise

above the market income (or disealO) poverty headcount. This remarkable outcome has as much
to do with the value of nemarket consumption (autoproduction, autoconsumption) in rural areas
where the majority of the poor are located dsthat set of indirect tax exemptions and indirect
subsidies on the provision of water, electricity, and agricultural Thegts.results are relevant

when considering options to increase domestic resource mobilization in Uganda. Whatever path is
chosenit is important to assess the impact of reforms on the tax and subsidy system on the poor.

The rest of this report is organized in the following manner: section 1 will provide an overview of the
main transfers and taxes in Uganda; section 2 will elkplamethodology behind the assessment

and a description of the data sources; section 3 will provide an overview of the main findings from
the Uganda assessment together with international benchmark comparisons; and section 4 wil
conclude and spell out tingplications the results have for policy in Uganda.

2. Social Spending and Taxation in Uganda

The following sections examine the level and composition of public social expenditures and revenue
collection.

2.1 Social Spending and Subsidies

Social spending in Uganda can be divided in three categhkimestramsfers, direct transfers, and
indirect subsidies. As outlined in the introductickinih transfers were the governmentOs main
instrument to address income inequality until aro@d] 20d they remain today the largest transfer

item (in terms of expenditure magnitudes) in the governmentOs portfolio of expenditures. Beginning
in the early 2000s, however, the government shifted focus and concentrated on more targeted direc

7



transfers ined at reducing regional inequalities as their main inequality reduction tool. Targeted,
direct transfers may see their share of public expenditures decrease as the government has declai
that, going forward, it intends to focus on reducing povertyeouhlity by boosting agricultural
productivity and by increasing investment in other productive Sectors.

Table 1 provides a snapshot of expenditures in the fiscal year 2012/13. Social expsadi#lires
protection, education, health, and housinguanah spendin® account for nearly twiifths of

total expenditures; infrastructure approximatehthinde defense spending eeath; and other

sectors (for example, energy and mineral development, information and communications technology
tourism, tade, and industry; these are not shown in table 1, the remaining 17 percent.

Table 1 also provides a snapshot of the fiscal expenditures covered by UgandaOs CEQ Assessme
Defense spending (Osecurity®O in Uganda budget report terminology) and iefrastrundur
covered while most of the social protection portfolio is incorporated. The eqhyd@isocial
spending that is not covered by this CEQ Assessment is Ohousing/urbanO spending, of which ther
is very little in Uganda as a whole and virtualgy unwatertaken outside of the capital, Kampala.

11MoFPED (2016).



Table 1: Uganda Government Expenditures, 2012/13

UGX, (billions) % of GDP Included?

Total Expenditure 7,454 12.1% E
Defense Spending 749 1.2% No
Social Spending 2,817 4.6% Yes
Social Protection 344 0.6% E
Social Assistance of which 84 0.14% Yes
Cash Transfers 84 0.14% Yes
Noncontributory Pensions E E E
Near Cash Transfers E E E
Other E E E
Social Insurance 260 0.4% Yes

Education of which 1,504 2.4% E
Preschool n.c. n.c. E
Primary 750 1.2% Yes
Secondary 528 0.9% Yes
Postsecondary notertiary n.c. n.c. E
Tertiary 202 0.3% Yes

Health of which 969 1.6% Yes
Contributory n.c. n.c. E
Noncontributory n.c. n.c. E

Housing &Urban 24 0.04% No
Subsidies of which 129 0.21% E
Energy of which E E E
Electricity E E E
Fuel E E E
Food E E E
Inputs for Agriculture 18 n.c. Yes
Water 91 n.c. Yes
Rural Electrification 9 n.c. Yes
Infrastructure 2,595 4.21% No

Note: Expenditures (and revenues) included in UgandaOs CEQ Assessment may not be fully allocat
Uganda National Household Survey (UNHS) for various reBseessection 3 below for more detail on
allocative methods and assumptions.

Source: Uganda Annual Budget Performance Report 2012/13

Key: ... means the value is not applicable
n.c. means the value was not calculated.

2.1.1 In-Kind Transfers
Education:

The main education expenditure is for capitation grants for primary awldrseschool students,

which are allocated to schools based on their current enrollment figures. At a primary level, schools

receive a grant of about 7,000 Ugandan shillings (UGX) in 2012/13 (currently about US$2.11) per
9



student per year. For secondaryoaklthe amount was about 41,000 UGX (currently about
US$12.35) for government schools and 47,000 UGX for public private partnership schools (currently
about US$14.16) per student per year enrolled in one of the identified schools under Uganda's
Universal &ondary Education Program (Uganda Ministry of Education and Sports, 2013). At a
tertiary level, the government allocates scholarships for study at public institutions.

Health:

Uganda abolished user fees in public health facilities in 2001 in suppogbwétnment's overall

aim of attaining universal health care coverage. Health transfers are made through grants to a distrit
government level. These transfers include payments of wages for health workers at all district healt
facilities, funding for sace delivery operations by the health departments, as well as a development
grant for constructing and rehabilitating health facflities.

2.1.2 Direct Transfers
Social Assistance Grants Transfer for Empowerment (SAGE):

This programm®which began as a pilot in 2011 and is targeted at the poorest and most vulnerable
members of society with an aim of providing them a minimum level of incomeBisoccuitently

being delivered in fourteen districts in Northern Uganda. As parSé@teprogram, regular cash
transfers are made to individuals or households under two separate schemes. TheSgrsbrs the
Citizen Gran{SCG) targeting individuals who are above 65 years of age (or in the case of the
Karamoja region, above 60 yednsg second is théulnerable Family Support Gia86G) which

targets households with low labor capacity as a result of age or physical disability and high
dependency ratios, with district specific thresholds. The exact eligibility is determined through
targeting exercise that takes place every two to three years. Under both schemes, each individual
family receives about 25,000 UGX (approximately US$7.50) per month. This figure is revised on ar
annual basis to ensure it is in line with inflation.

Notthern Uganda Social Action Fund (NUSAF):

The second round of this program (NUSAF Il) began in 2009 under the auspices of the Office of
the Prime Minister. It was established to support communities in previodshy \Warthern

Uganda, which remains afeéhe poorest regions of the country. Two programs under NUSAF are
focused on transferring cash and assets to vulnerable individublisusieold Income Support
Programrtt¢lSP) and th@ublic Works Prograffive). HISP finances incogenerating actties

and supports livelihood and skills development initiatives that create further opportunities for self
employment. Under this program, transfers of livestock or other productive assets are made to
groups of up to fifteen individuals. To be eligibleyps have to include the most vulnerable
members of society, determined by a community participatoryramgait exercise, and they have

12MoFPED (2016).
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to be comprised of at least 50 percent women. The overall value of the transfer can be up to
US$5000 per group. Thevernment aims to target 8000 groups with these transfers.

PWP targets beneficiaries geographically based on a seteiérprmed poverty and sacio
economic indicators. This program supports labor intensive interventions to provide poor household
with additional income support that can help them weather the impact of rising food prices. On
average, each project employs up to 250 people for the period of one month. The maximum funding
is US$20,000 per district and US$10,000 per project. The targdtUSwiErll is to fund 1000

such projects, generating about 5.5 million employment days, over a period of five years.

2.1.3 Indirect Subsidies
Water and Electricity:

In urban areas, headlyect subsidies of water and electricity consumption had bessh quitalsy

the time of the Uganda National Household Survey (UNHS) 2012/13 (our primary source for micro
data; see below), but both utility sectors still receive indirect subsidies in the form of infrastructure
investment contributions. In the case of wadeiffs in urban areas are set to cover operating and
maintenance costs, so consumption of water in urban areas is only subsidized indirectly by lowerin:
the investment cost component that would otherwise have to be recovered through higher tariffs. In
rural areas, water supply is directly subsidised from the national budget, which funds part of the
operating costs of water delivery.

The situation is slightly different in the case of electricity where some cross subsidization occurs;
while serving ruraustomers is more expensive than serving urban customers, both pay the same
tariff, and no direct government subsidies of operating costs are in place, not even in rural areas. Thi
cross subsidization (enforced by government contracting, but not fondgdvernment revenues
directly) is not included in the Uganda CEQ Assessment. Similar to the water sector, the governmen
also provides indirect subsidies of infrastructure to expand rural electrification. These expenditures
are counted as indirect sulesicand are included in the Uganda CEQ Assessment.

National Agricultural Advisory Services (NAADS):

NAADS is a sermautonomous public agency under the Ministry of Agriculture, Animal Industries,
and Fisheries that is responsible for the provision afsmxteservices to farmers across the
country. NAADS organizes the distribution of a range of agricultural inputs to support interventions
along the value chain, for example seeds, seedlings, and farming equipment such as hoes. Tt
government is currenthfapning an expansion of NAADS, so it likely that the importance of
indirect subsidies of agricultural inputs will increase in the years to come.

2.2 Revenues

Table 2 provides a snapshot of public revenue sources in the fiscal year 2012/13. UgaadaOs reven
come largely from indirect taxes like a VAT, excise taxes (including on petroleum products), and
trade taxes. Direct tax@she pay as you earn (PAYE) personal income tax and various corporate

11



income taxes (including on capital gains and a withh@d)dgmake a contribution to public

revenues that is approximately half as large as the contribution from indirect taxes.

Table 2: Uganda Government Revenues, 2012/13

UGX % of GDP | Included?
(billions)
Total Revenue and Grants 9,213 14.9% E
Revenue 8,277 13.4% E
Tax Revenue 7,150 11.6% E
Direct taxes of which 2,407 3.9% E
Personal Income Tax 1,197 1.9% Yes
Corporate Income Tax 598 1.0% No
Corporate Withholding Tax 389 0.06% No
Taxes on Property n.c. n.c. E
Contributions to Social Insurance n.c. n.c. E
Indirect Taxes of which 4,712 7.6% E
VAT 2,353 3.8% Yes
Sales Tax E E E
Excise Taxes 1,466 2.4% Yes
Customs Duties 753 1.2% E
Taxes on Exports 0 0.0% No
Nontax revenue 191 0.3% No
Grants 936 1.5% Yes

Sourcktganda Annual Budget Performance Report 2012/13

NoteRevenue collections (and expenditures) included in UgandaOs CEQ Assessment may not be -
within the Uganda National Household Survey (UNHS) for various rBassmsection 3 below for mc

detail on the allocative methods and assumptions.
Key:.. means the value is not applicable
n.c. means the value was not calculated.

The Uganda CEQ Assessment covers the majority of indirect taxes and the personal income tax
(including the PAYE component, which is essentially personal incaeviteitakling). We do not

have enough information to allocate corporate income tax burdens to UNHS households and we do
not have enough administrative information to allocate social insurance contributions. The
paragraphs below provide further detail otettes included in UgandaOs CEQ Assessment.

2.2.1 Taxes

Uganda's tato-GDP ratio, provisionally at 11.6 percent of GPthe 2012/13 fiscal year, is one
of the lowest in SuBaharan Africa. The tax compliance gap in Uganda is large and collections rest
on a very small base. In light of this, the government has declared increasing its domestic revenu

13 Official government reports, for example the OAnnual Economic Performance Rept8020ddicate total
domestic revenues from taxes at 12.9 percent of GDP while giving the same Ugandanu&h#éiingdigeport here

for total revenues from taxes. Our measure of GDP comes from the World BankOs database
(http://data.worldbank.org/); we are unable to locate the GDP denominator used in these other reports. The GDP
figure may have been rebased andfased after the publication of the AEPR 208.2

12



base as a policy priority. Under the National Budget Framework, the government declared the goal tc
raise the tato-GDP ratio at a rate of 0.5 percent @enum with the goal of achieving a ratio of

16.3 percent by the 2020/21 fiscal year. To achieve this goal, reforms targeted at improving
efficiency (rather than increasing rates) are planned: increasing investment in revenue collectior
saving on costs amabdernizing systems, and integrating tax systems operating at different levels of

governmentigter alja

The main domestic taxes in Uganda are the following:
--- Income taxes:

--- The personal income tax (including PAYE withholding); marginal ratéefaang
to 40 percent

--- Corporate tax: the standard rate is 30 percent
--- Withholding tax on corporate income: 6 percent

--- Presumptive income tax: 1.5 percent of gross turnover or a flat fee depending on the
bracket

--- Consumption taxes:
--- VAT: 18 percent
--- Excise duties (including on fuels)
--- Customs duties

Although the VAT has a uniform rate, there are various exemptions anatkeziepooducts. These

are targeted at goods that have been identified to be consumed by the poor and rejesent an

to make the consumption tax less regressive. Examples of exempt goods are unprocessed foodstuf
and agricultural products (except for wheat grain) and supply of various agricultural inputs. Customs
duties are applied at common external tarifil (C&tes specified in the East African Community
(EAC) framework; the EACET specifies zero percent rates for raw materials, capital goods,
agricultural inputs, and medicines and medical equipment and lower rates (than the CET rate) for
intermediate goodmd other essential industrial inputs, and finished goods.

2.3 International Perspective on Fiscal Magnitudes and Composition

Based on figurez and 3 below, it is clear that Uganda«s domestic revenue collections effort are
below similar lovncome countries such as Ethiopia and Tanzania (figure 2) and the broader trend
for twentynine low and middlencome countries (figure 3). In fact, Uganda raises revenues below
the trend on every revenue source except personal imcbpag/all taxes (as shown in figure 4).

14 Technically, the PAYE rate converges to 40 percent with income; the 40 percent marginal rate is only applied to
income over 120 million UGX.
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Figure 2: Composition of Total Government Revenues (as % of GDP): Bolivia, Ethiopia,
Ghana, Honduras, Nicaragua, Tanzania, and Uganda (around 2010)

(ranked by total government revenue/GDP; GNI right hand scale)
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SourceCEQ Data Center on Fiscal Redistribution. Based on BoliviAréRan and others, 2004 Ethiopia Kill,

Tsehaye, and Woldehanna, 20Bhana (Younger, Og&ssbey, and Oppong, 2016Honduras (Icefi, 20)7a

Nicaragua (Icefi, 2017b); and Tanzania (Younger, Myamba, and Mdddjila, 2016
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Figure 3: Total Revenue (as % of GDP) vs. Gross National Income Per Capita (around 2010)
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Development Indicators, August 29th, 2016:

http://data.worldbank.org/indicator/NY.GNP.PCAP.PP.CD

SourceCEQ Data Centeon Fiscal Redistribution. Basen Argentina (Rossignolo, 201&Armena (Younger and
Khachatryan, 20}4Bolivia (PaArauco and others, 2084 Brazil (Higgins and Pereira, 201Thile (MrtinezAguilar

and others, 20)],6Colombia (Melendez and Ma#n2015); Costa Rica (Sauma and Trejo);2Ddinican Republic
(AristyEscuder and others, 201Ecuador (Llerena and eth, 201)7 El Salvado(Beneke, Lustig, and Oliva, 2014
Ethiopia (Hill, Tsehaye, and Woldehanna,)2@dorgia(Cancho andondarenko, 2017); Ghana (Younger,-Osei
Assibey, and Oppong, 18}, Guatemala (Cabreaad Moran, 2015); Honduras (Icefi, 2017a); Indonesia (Jellema, Wai
Poi, and Afkar, 2017); Iran (Enami, Lustig, and Taqdirh)20d7dan (Alam, Inchauste, and Sedimju2017); Mexico
(Scott, 2013 Nicaragua (Icef2017b); Peru (JaramilR)1y; RussiaMalytsin and Popova, 2Q1@Gouth Africa
(Inchauste and others, 2P16ri LankaArunatilake and others, 2pl&anzania (Younger, Myamba, and Mdadila,
201®); Tunisia (Jouini and others, 2015uguay (Bucheli and others, 2014); and Venezuela (Molina, 2016).
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Figure 4: Personal and Payroll Taxes (as % of GDP) vs. Gross National Income Per Capita
(around 2010)
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Notes: The dotted line is the slope obtained from a simple regression with personal and payroll taxes/GDP as theidbf@endent va
t statistics in parentheses * p<0.1, ** p<0.05, *** p<0.01. The year for which the analysis was conducted is irDadacstibesis

here is administrative data as reported by the studies cited; the numbers do not necessarily coincide with thosebfmesl in dat
from multilateral organizations (e.g., World BankOs WDI). Gross National Income per capita on rigt0laxBR®ifrom World
Development Indicators, August 29th, 2@ti//data.worldbank.org/indicator/NY.GNP.PCAP.PP.CD

SourceCEQ Data Center on Fiscal Redistribution. Baseflrgentina Rossignolo, 20} 7Armena (Younger and Khachatryan,
2014; Bolivia (PaArauco and others, 2@)4Brazil (Higgins and Pereira, 20Thile (MartineAguilar and others, 206 olombia
(Melendez and Martinez, 2015); Costa Rica (Sauma and Trefp)sDaodidican Republi¢AristyEscuder and others, 2016
Ecuador (Llerena and others, 30ET SalvadofBeneke, Lustig, and Oliva, 20Ehiopia Hill, Tsehaye, and Woldehanna, 2014
GeorgigCancho and Bondarenko, 2017); Ghana (Youngea$3#syand Oppong, 2@); Guatemala (Cabrenad Moran, 2015);
Honduras (Icefi, 2017a); Indonesialléma, Wdtoi, and Afkar2017; Iran (Enami, Lustig, and Taqdiri, 2)1dordan (Alam,
Inchauste, and Serdglin, 2017); Mexico (Scott, 20XI8icaragua (Ifie 2017b); Peru (Jaramillo, 20RbissiaNlalytsin and Popova,

2016, SouthAfrica (Inchaust and others, 20t &ri Lanka (Arunatilake and others, 20E8)zanigYounger, Myamba, and Mdadila,
201®); Tunisia (Jouini and others, 201%uguay (Buchelhd others, 2014); and Venezuela (Molina, 2016).

Given comparatively low revenue collections ftot surprising that figures 5 ahidbelow)
demonstrate that UgandaOs total spending and redistributive spending (spending on direct transfe!
educabn, health, other social spending, and indirect subsidies) is lower than that of Ethiopia and
Tanzania, and significantly below the trend of the twieietyjow and middlencome countries.

Ethiopia, though poorer, dedicates more fiscal resourcestiobigdie spending than Uganda. In

terms of the composition of social spending (direct transfers, education, health, and other social
spending), Uganda allocates a similar share of GDP to direct transfers as Ghana, Nicaragua, an
Tanzania, but much lessamn Ethiopia (figure 7). The same is true for education spending. For
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health, however, Uganda spends a share similar to Ghana and Tanzania, and a slightly higher she
than Ethiopia.

Figure 5: Total Primary and Redistributive Spending Plus Contributory Pensions (as % of
GDP): Bolivia, Ethiopia, Ghana, Honduras, Nicaragua, Tanzania, and Uganda (around
2010)

(ranked by primary spending / GDP; GNI right hand scale)

35% o 5,000
30%
o 4,000
o o
25%
20% 3,000
15% 2,000
o
10%
1,000
5%
0% 0
Uganda (2013) Ethiopia (2011) Honduras (2011) Ghana (2013) Nicaragua  Tanzania (2011) Bolivia (2009) Average
(2009)
M Redistributive spending @ Contributory pensions O GNI per capita (2011 PPP)

Notes: The year for which the analysis was conducted is in parenthesis. Redistributive spending includes: direct transfer
spending on education andalth and indirect subsidies. Data shown here is administrative data as reported by the
studies cited; the numbers do not necessarily coincide with those found in data bases from multilateral organizations (e.g
World BankOs WDI). Gross National Incomecpeita on right axis is in 2011 PPP from World Development
Indicators, August 29th, 2016

http://data.worldbank.org/indicator/NY.GNP.PCAP.PP.CD.

SourceCEQ Data Center on Fiscal Redistribution. Based on Boliviarée@p and others, 2014 Ethiopia Kill,

Tsehaye, and Woldehanna, 20Bhana (YoungerOseiAssibey, and Oppong, 2p1@élonduras (Icefi, 2017a);
Nicaragua (Icefi, 2017b); and Tanzania (Younger, Myamba, and Mdddjila, 2016
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Figure 6: Redistributive Spending (as % of GDP) vs. Gross National Income Per Capita
(around 2010)
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dependent variable, t statistics in parentheses * p<0.1, ** p<0.05, *** p<0.0lbRiedigpending includes: direct
transfers, spending on education and health and indirect subsidies. The year for which the analysis was conducted is
parenthesis. Data shown here is administrative data as reported by the studies cited; the noimbesssdarity

coincide with those found in data bases from multilateral organizations (e.g., World BankOs WDI). Gross National
Income per capita on right axis is in 2011 PPP from World Development Indicators, August 29th, 2016
http://data.worldbank.org/indicator/NY.GNP.PCAP.PP.CD

SourceCEQ Data Center on Fiscal Redistribution. Basedrgentina (Rossignolo, 20 1Armena (Youngerlnd
Khachatryan, 20}4Bolivia (PaArauco and others, 2a94Brazil (Higgins and Pereira, 201Tile (MrtinezAguilar

and others, 20),6Colombia (Melendez and Martinez, 2015); Costa Rica (Sauma and T®jd3padditan Republic
(AristyEscuder and others, 201Bcuador (Llerena and others, 30HEl Salvado(Beneke, Lustig, and Oliva, 2014

Ethiopia Hill, Tsehaye, and Woldehanna, 20G&orgia (Cancho and Bondarenko, 2017); Ghana (Younger, Osei
Assibey, and Oppong, 18}, Guatemala (Cabreaad Moran, 2015); Honduras (Icefi, 2017a); Indonesia (Jellema, Wai

Poi, and Afkar, 2017); Iran (Enalmistig, and Taqdiri, 2d4)7 Jordan (Alam, Inchauste, and Serajuddin, 2017); Mexico
(Scott, 203); Nicaragua (IcefR017b); Peru (Jaramillo, 201BussiaMalytsin and Popova, 20Q1&outhAfrica

(Inchauste and others, 2D16ri LankaArunatilake andtbers, 2016 Tanzania (Younger, Myamba, and Mdadila,
201®); Tunisia (Jouini and others, 2015uguay (Bucheli and others, 2014); and Venezuela (Molina, 2016).
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Figure 7: Composition of Social Spending (as % of GDP): Bolivia, Ethiopia, Ghana,
Honduras, Nicaragua, Tanzania, and Uganda (around 2010)
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organizations (e.g., World BankOs WDI). Figure for OECD average (includes only advanced countries) was directly
provided by the statistical office of the organizaOther social spending includes expenditures in housing and
community amenities; environmental protection; and recreation, culture and religion. Gross National Income per capita
on right axis is in 2011 PPP from World Development Indicators, Augu$t 2%16:
http://data.worldbank.org/indicator/NY.GNP.PCAP.PP.CD.
SourceCEQ Data Center on Fiscal Redistribution. Based on BoliviaréRan and others, 2034 Ethiopia Kill,
Tsehaye, and Woldehanna, 208hana, (YoungelOseiAssibey, and Oppong, 2p1&londuras, (Icefi, 2017a);
Nicaragua (IcefR017b); and Tanzania, (Younger, Myamba, and Mdadit, 2016

3. Methods and Data

The following sections describe the CEQ fiscal incidence assessment methodology in general as we
as the specific methodological choiceg fathe Uganda CEQ Assessment.

3.1 Methodological Summary

The CEQ Assessment takes specific fiscal policy elements, programs, expenditures, or revenu
collectionsb such as those described abbwend allocates them to individuals and households
appearing in a micrtevel socieeconomic survey. Once the allocations are made, the CEQ analytical
program consists of calculating different measures of poverty and impoverishment, inequality and
progressiveness, and the amount of redistribution accomfiigeedljaon the measures of
incomeb or Oincome conceptBhat exclude (OpfiscalO®) and include (OgissrlO) these fiscal

policy elements. Figure 8 summarizes the construction of these income concepts.

The Uganda CEQ Assessment incorporatey gysx of fiscal policy element listed in figure 8.
However, as the income module in the UNHS was judged to be unreliable and would likely lead to
underreporting of income for those with lttdeno income from the sources listed in the UNHS as
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well as fo those with very high incomes (from any source), we chose to use consumption
expenditure as our measure of primary inEoWe. assumed total consumption expendifres
including the value of imputed rent for those living in eagoaipied housing as waslthe implied

value of any aweroduction/auteconsumptionb were equal to the CEQ disposable income
concept (approximately in the middle of the flowchart in figure 8) and work ObackwardsO and
OforwardsO from disposable income to other CEQ income s8ncept

15 See Bollinger and Hirsch (2013); Bollinger and Hirsch.(Z6@%e examples include thorough treatments of the
difficulties created by recall error and itemrasponse in socgconomic survey income modules.

16 As consumption expenditure is our primary income measure, and as all other income concepts including market
income are derived from consumption expenditure, we do not create a taxable income concept; other CEQ Assessment:
do produce this income conceptewhrelevant. Creating a taxable income concept requires knowledge of the
composition of market income, a Ugandan householdOs expenditure profile (in the UNHS) cannot provide any
information in the composition of income. Relatedly, we are unable to lsiag aftyiut the savings or current asset

profile UNHS households for the same reason: a current consumption expenditure profile does not provide any
information on investment spending nor on the returns accruing to any households assets.
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Figure 8: CEQ Income Concepts and Fiscal Policy Elements
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3.2 Data Sources

The primary micrevel dataset providing the individaald househottevel information necessary
to allocate fiscal policy elements is the UNHS 2012Fh&. Uganda Bureau of Statistics carries out
two nationally representative surveys that cover consumption and income behavior on a regular

17The allocation®including the assumptions and choices implicit inffaemdescribed in the following section.
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basis, the Uganda National Panel Survey (UNPS) and UNHS. The UNHS has twice the sample siz
of the UNPS (6887 housdti® surveyed in the UNHS vs 3188 households in the UNPS) and
provides better statistical power atrsational levels, which is especially important for allocating
direct transfers in Uganda (see below). The UNHS is conducted approximately everys three year
using a twsstage stratified sample design that allows for reliable estimations of key indicators at the
national, ruralirban, regional and separately for theegibnal level. Apart from coverage of in

kind transfers received, the survey contairaledetinformation about income sources and
consumption levels that enable imputations of effective taxation, as well as the imputation of
effective idirect transfers and subsidies.

The source for total revenues collected by the government from houBgleottie PAYE, VAT,

and excise tax&sis the Annual Budget Performance Report (ABPR) 2012/13 published by the
Ministry of Finance, Planning and Economic Development (MoFPED). To impute OeffectiveO or
actually prevailing rates (which may differ fromatatuates), we first scale down the expected tax

take from UNHS households so that the ratio of VAT (for example) revenues in the ABPR to
Private Final Household Consumption Expenditure in Uganda National Accounts data is equivalent
to the ratio of VAT clections from UNHS households to the value of cumulative UNHS
household consumption expenditure. For VAT and the excise taxes, the total revenue figure from
the ABPR we use includes revenues via the application of those taxes (when applicable) tc
domestiallyproduced goods and servi€es.

Government expenditure on indirect subsidies for water and electricitykiaddtrensfers of
healthcare and education services are also taken from the ABPR 2012/13. Expenditures on
agricultural input subsidies (detdeby the NAADS agen&ysee above) were provided by the
MoFPED. These subsidies angimmd transfers are scaled in a manner equivalent to the scaling of
taxes. The ABPR also provides aggregate expenditure information for the government agency
responsild for the two programs that feature direct transfers, NUSAF and SAGE (as explained in
the previous section). We use operational reports, program characteristics, and rules to allocat
uniform transfer magnitudes to all households that are imputed tgidde @r to households
deemed to host at least one eligible individual) for these programs. The total amount of direct
transfer expenditure allocated, then, is not scaled in the way that the other fiscal policy element:
described above are.

3.3 Allocation Assumptions

When and where possible, CEQ Assessments allocate fiscal policy elements to individuals ol
households based on direct observation. For example, when an individual queried-in a socio
economic survey is asked to recall how much she has\paidan all her purchases in the last 7

days, or is asked to provide receipts detailing VAT payments, then we directly OobserveO the tot
VAT collection from that individual. These VAT payments recorded by individuals are then assumed
to be the same VATvenues listed in the executive, administrative, and other budget reporting for

18 While imported goods also attract VAT and excise (potentially), we are unable to determine which UNHS household
expenditures are for imported goods andhwioir domestic goods.
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the same year. In Uganda, however, very few fiscal policy elements could be allocated via direc
observation; the subheadings below provide a summary of allocation assunhmtemsi@ns for
various fiscal policy elements.

2.3.1 Personal Income Taxes

PAYE income tax collections allocated in the UNHS were scaled such that the ratio of total PAYE
revenues in administrative records to National Accounts Household Final Condtxpptiditure

was equivalent to the ratio of PAYE collected from UNHS households to total UNHS Consumption
Expenditures. The PAYE rate schedule was adjusted so that the marginal change in PAYE rate
between PAYE brackets remained intact while total PéiMEtions remained equal to the amount
described above. Taxpayer status was imputed based on a combination of (a) having recorded taxat
income above the PAYE policy threshold, (b) the respondent indicating positively that he or she had
made either PAYRayments or social security payments (or had them made on his or her behalf),
and (c) the respondent having a higher score of two or greater on a Oformality of employmentO sca
if and when there were no determinate answers to the questions listethis (ddrmality of
employmentO score was generated within the household survey and is additive across seve
characteristics including the receipt of paid sick leave and vacation, the duration of the contract, anc
other benefits.

2.3.2 Simulated Direct Transfers

Both of the umbrella programs under which UgandaOs direct transfers arebakec@edial
Assistance Grants for Empowerment and the Northern Uganda Social Actidhopenate in

limited areas and there is no question in the UNHS that reeocegss of any direct transfers.
Instead, we use program reports (from the Ugandan executing agency as well as multilatera
development agencies) to understand eligibility, (annual) coverage, and (annual) benefit levels. W
then parameterize eligibilitydagenerate transfeligible populations within the household survey

and randomly allocate prograpecific benefits to prograspecific eligible household pools until

we reach (approximately) the average number of beneficiaries and benefits ddinacedrgesy

to program reporting.

2.3.3 VAT, Excise, and Fuel Excise: Based on Expenditure Records

We cannot directly identify VAT or excise tax amounts paid, so instead we back out, for each
purchased item, the share of the itemOs value that is aexaSeocharge. In order to determine

this share, these taxes are scaled in two ways. The first scale factor involves selecting the proportic
of the total tax collection we expect to be generated by household expenditure. For-MAIT, non
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excise, and flexcise, these first scale factors are 0.5, 1.0, and 0.1 (respastheastydhis first

scale factor is less than one, it indicates our assumption that the tax in question is not collectec
exclusivelyrom households. For example, the 0.1 factor ofu¢hexcise indicates we assume 90
percent of the fuel excise collection total (listed in table 1 above) is coming from the
commercial/industrial/enterprise and government/NGO sectors. We do not assume the fuel excise
collected from the nenousehold seat® does not create a burden for households (through higher
prices of other goods and services consumed); however in this report we only allocate the direct
burden of indirect taxes like VAT and the excis tax.

The second scale factor is generated inltbeihg way: we calculate the ratio of revenues collected
(per indirect tax) in the ABPR to Household Final Consumption Expenditure in the National
Accounts and set it equal to the ratio of revenues collected from UNHS households (per tax) to
cumulative BIHS consumption expenditure. We then create categories of goods in the UNHS
consumption module which, according to tax statutes, attract the tax in question. For example, the
only good listed in the UNHS consumption module which attracts the fuel gxsigaetaitself;

only UNHS households who record nonzero expenditure on fuel are allocated a fuePeKkoise tax.

the VAT, we created within the UNHS consumption expenditure records a measureadfl€iVAT
consumption expenditure, and applied our impaffedtive VAT rate to those expenditures only.

We decided which items were OMAIEO according to policy and statutes.

We then determine the share of the tax in the total expenditure value of the taxed good (or good
category). From this share we detexwinat OeffectiveO rate of taxation would, when applied to the
value of the good, net of the indirect tax paid, give us back the actual sales value of the good a
recoded by households in the UNHS.

The OeffectiveO rate, or theeerage actual rate caculated allows us to take care not to allocate
indirect taxes to purchases of goods or services which are exempt from the tax. We also implicitly

19 These first factors are not chosen arbitrarily. For VAT we had a preview of estimates (generated by the Uganda
Revenue Authority) of secterel VAT collections: over 80 percent of VAT collections (in the 2012/13 fiscal year) were
generated from just two sectors: manufacturing and electricity/gas/steam-canditeining supply. As final
consumers in these sectors need not be exclusively households or private citizens, we guessed that less than 100 perc
of VAT collections wereoming from direct purchases by households. We then chose a proportion of VAT to allocate

to households based on the effective rate that it implied (14.6 percent) compared with the statutory rate (18 percent). Fol
the fuel excise, we knew that only 6grerof UNHS households recorded positive fuel purchases. As for VAT, we
chose the first fuel excise factor, 0.1, based on the effective rate of taxation (on fuel) that it implied (217 percent)
compared to the statutory rate (217 percent). Thduabex@e is collected primarily from alcoholic beverages,
tobacco, chewing gum, sweets, chocolate, and other comestibles as well as from furniture, cosmetics and perfume:
banking fees and money transfers, and cement. All of these items (save for cemertiplgrguysthased by
households.

20 See Jellema and Inchauste8P2fat a theoretical model and estimation tools and procedures for estimatotigetite

effectd indirect taxes within the CEQ Assessment framework.

21 We do not have access to the sales value of th@abM@&base by sector or good/service category, so we instead
assume that VAT was collected at the same rate (proportionadfty A€tprice) over all goods that attract the VAT.
UgandaOs excise taxieppb sugar, alcoholic beverages, tobacco, cell phone minutes, cement, cosmetics, and the
statutory excise rates occupy a range, but because excise collections are not available by sector, the total excise colleci
from UNHS households is accomplistred manner similar to that for VAT; that is, we assume that excise is collected

at the same rate (proportional to-ofeéxcise price) over all goods attracting the excise.
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exclude any informal purchases that are not included in the sales over which an indirect tax is
collectedHowever, because we do not directly observe informal purchases, the reduction in taxes
collected (and therefore the reduction in taxes allocated to UNHS households) due to informal
purchases or weak tax administration is allocated to all householdmguhehgseod (or cagery

of goods) which is taxed.

3.3.4 Electricity and Water Subsidies

As the previous section indicates, water and electricity tariffs are not directly subsidized, but the
Rural and Urban Water Supply programs and the Rural Edéicimifoicogram provide (to the utility
operators) a fixed, drudget sum annually that is meant to cover network maintenance, investment,
and upgrading costs. In other words, without this budget support, utility operators would raise prices
so that total neenues collected privately covered these costs as well. For these programs, we divide
the total (scaled) expenditure on these programs by the total number of eligible users in the UNHS
to get a peuser subsidy. We are allocating to eligible househala®ant that would cover, for
example, a fixed Oconnection chargeO; this in turn means more intensive utility users receive the sa
total sibsidy as less intensive users.

3.3.5 Agricultural Input Subsidy

The NAADS Agricultural Input Subsidy provides ti@ages with (some) free agricultural inputs.

The UNHS does not record the source of the purchase for those individuals who purchase
agricultural inputs. We turn to UgandaOs National Service Delivery Survey (NSDS) to generate
propensity score (at theusehold level) for acquiring NAAB&bsidized inputs (conditional on
having purchased any agricultural inputs). We then generate that propensity score (again at th
household level) for UNHS households and select households with the highest propessity sco
until the number of NAADSubsidy beneficiaries in the UNHS (as a percent of the agricultural
inputpurchasing pool of households in the UNHS) matches the number of MABEIS®Y
beneficiaries in the NSDS (as a percent of agriculpurgburchasingool of households in the
NSDS). Given the techniqgue we use to allocate NAADS expenditures, this allocation can be
described as the expeciidcation of expected benefitsilabte under the NAADS program.

3.3.6 In-Kind Transfers

UgandaOs expenditweseducation and health are allocated to those UNHS households where at
least one member utilizes the public education or public healthcare service system (respectively). £
for the water and electricity subsidies, scaldddrspending is divided by ttetal number of

UNHS users in order to get a Oper studentO or Oper patientO subsidy; this uniform subsidy amount
then allocated to all direeilientified users. So a single household with an enrolled primary school
student, an enrolled secondary sckimient, one visit to a (public) hospital, and two visits to the
(public) outpatient clinic, would receive five differekinoch subsidies for the five service types
utilized.
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4. Results

The following sections summarize the impact of Ugandan fisgabpacontemporaneous poverty
and inequality.

4.1 Does Fiscal Policy have an Impact on Inequality and Poverty?

Overall, inequality would be higher in Uganda if the fiscal polieptslenvered here (see tables 1

and 2) were eliminated; in other wor@igzanda fiscal policy does reduce inequality. For

example, table 3 demonstrates that the Gini coefficient estimated over incomes that do not include
direct taxes, pension benefits and contributions, and other diréetsrémarket income in CEQ
nomenclature) is 0.413, or 1.3 Gini points higher than the Gini coefficient of 0.400 estimated over
incomes that include those elements (disposable income). The Gini coefficient measured at fina
income- which includes indiretaxes, subsidies, anekind benefits in addition to the fiscal policy
elements included in disposable incomed.381; therefore thetal impact of fiscal policy on

inequality is a reduction of approximately 3 Gini points, from 0.4130 0.381.

Table 3: Inequality and Poverty Before and After Fiscal Policy

Gini Poverty
Income Concept Coefficient Headcount
Market Income 0.413 19.9%
Market Income + Pensions 0.414 19.8%
Net Market Income 0.401 19.8%
Disposable Income 0.400 19.7%
Consumable Income 0.398 19.9%
Final Income 0.381

Key:... means that the value is not applicable

Fiscal policy does not increase poverty rates significantly (nor do the poverty gap or squared
poverty gap change). For example, the poverty headcount rate at thepoa#idgdine stays at
approximately 20 percent when moving from market income to consumable income (which includes
pensions, all taxes, direct transfers, and suBsididiseewise, at the US$1.25 PPP (2005)
international poverty line, the povemsadcount hovers right at 18 percent in betweentmarke
income and consumable income.

Fiscal policy is therefore modestly inequality-reducing, while there is essentially no change in
poverty (due to fiscal policy). Among the set of countries with low fiscal expenditures, the estimated
impact of Ugandan fiscal policy on inequality is approximately average. As seen in figure 9, the
redistributiveeffect (measured as thiesolute difference between the Gini for market income and

the Gini for final income) in Uganda is larger than in Ethiopia and Honduras, but noticeably smaller
than Bolivia, Nicaragua, and Tanzania. In figure 10, one can oldenlthtiugh starting from a

higher market income (giscal) inequality level, UgandaOs redistributive effect is below the trend. In

22Consumable income does not inclueldrid transfers; #ind transfers are tolua appropriately in terms of
household purchasing power.
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contrast, while Ethiopia and Tanzania start from a lower market income inequality, their
corresponding redistributive eff is practically on trend. Figure 11 demonstrates that UgandaOs
redistributive effect is slightly above trend given the share of social spending to GDP: therefore the
modest redistributive effect is associated with low overall tax collections aspesdaig, rather

than ineffective social spending in particular.

Figure 9: Redistributive Effects: Bolivia, Ethiopia, Ghana, Honduras, Nicaragua, Tanzania,
and Uganda circa-2010 (Change in Gini in Absolute Terms)
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Notes:The year for which the analys&s conducted is in parenthesis. The graph is ranked from the smallest to the
largest by redistributive effect (from market income plus pensions to final income). In Ethiopia, Ghana and Uganda,
consumption expenditure is the primary income measure,alnotiasr income concepts including market income are
derived assuming that consumption expenditure is equal to disposable income. For Ethiopia and Ghana, the study
includes indirect effects of indirect taxes and subsidies. Poverty headcount ratipsaditydrates for Uganda were
estimated using adult equivalent income. For the rest of the countries, the indicators were estimated using per capit:
income. Bolivia does not have personal income taxes. In Bolivia, market income does not include aofn@wmption
production because the data was either not available or not reliable.

SourceCEQ Data Center on Fiscal Redistribution. Based on Boliviarée@p and others, 2014 Ethiopia Kill,

Tsehaye, and Woldehanna, 20Bhana (YoungerOseiAssibey, and Oppong, 2p1@élonduras (Icefi, 2017a);
Nicaragua (Icefi, 2017b); and Tanzania (Younger, Myamba, and Mdddjila, 2016
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Figure 10: Initial Inequality and Redistributive Effect (around 2010)
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simple regression with Redistributive effect as the dependent \Reidibteputive effect is defined as the difference
between Gini of market income plus contributory pensions and final ihcparentheses are t statistics. * p<0.1, **
p<0.05, **p<0.01. Also, see notes on figure 9.

SourceCEQ Data Center on Fiscal Redistribution. ase Argentina (Rossignolo, 201&rmena (Younger rad
Khachatryan, 20}4Bolivia (PaArauco and others, 2084 Brazil (Higgins and Pereira, 201hile (MrtinezAguilar

and others, 20)],6Colombia (Melendez and Martinez, 2015); Costa Rica (Sauma and T®jd3padditan Republic
(AristyEscuderand others, 20)6Ecuador (Llerena and others, 20HEl Salvado(Beneke, Lustig, and Oliva, 2014
Ethiopia Hill, Tsehaye, and Woldehanna, 20G&orgia (Cancho and Bondarenko, 2017); Ghana (Younger, Osei
Assibey, and Oppong, 18}, Guatemala (Cabasaand Moran, 2015); Honduras (Icefi, 2017a); Indonesia (Jellema, Wai
Poi, and Afkar, 2017); Iran (Enami, Lustig, and Taqdirp)20d7dan (Alam, Inchauste, and Sadajy2017); Mexico
(Scott, 2013 Nicaragua (Icef2017b); Peru (Jaramillo, 20FRussia Malytsin and Popova, 2Q1&Gouth Afica
(Inchauste and others, 2P16ri LankaArunatilake and others, 2pl&anzania (Younger, Myamba, and Mdadila,
201®); Tunisia (Joni and others, 20)8Jruguay (Bucheli and others, 2014); and Venezobiea(016).
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Figure 11: Social Spending (as % of GDP) versus Redistributive Effect (around 2010)
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Notes:The year for which the analysis was conducted is in parenthesis. The dotted line is the slope obtained from a
simple regression with Redistributive effect as the dependent \Reidibteputiveeffect is defined as the difference
between Gini of market income plus contributory pensions and final ihncparentheses are t statistics. * p<0.1, **
p<0.05, **p<0.01. Also, see notes on figure 9.

SourcelCEQ Data Center on Fiscal Redistribution. ase Argentina (Rossignolo, 201&rmena (Younger rad
Khachatryan, 20}4Bolivia (PaArauco and others, 2004 Brazil (Higgins and Pereira, 201Thile (MrtinezAguilar

and others, 20)]6Colombia (Melendez and Martinez, 2015); Costa Rica (Sauma and T®jd3patdditan Republic
(AristyEscuderand others, 20)6Ecuador (Llerena and others, 30HEl Salvado(Beneke, Lustig, and Oliva, 2014
Ethiopia Hill, Tsehaye, and Woldehanna, 20G&orgia (Cancho and Bondarenko, 2017); Ghana (Younger, Osei
Assibey, and Oppong, B)lGuatemala (Cabasaand Moran, 2015); Honduras (Icefi, 2017a); Indonesia (Jellema, Wai
Poi, and Afkar, 2017); Iran (Enami, Lustig, and Taqdirh)20d7dan (Alam, Inchauste, and Serajuddin, 2017); Mexico
(Scott, 2013 Nicaragua (Icef2017b); Peru (Jaramillo, 20Hussia Malytsin and Popova, 2Q1&Gouth Africa
(Inchauste and othergD1§; Sri LankaArunatilake and others, 2pl&anzania (Younger, Myamba, and Mdadila,
201é); Tunisia (Jouini and others, 2015uguay (Bucheli and others, 2014); and Venezaobiea(016).

4.2 How many Ugandans are Impoverished by Taxes, Transfers, and Subsidies?

Calculating the poverty headcount before and after fiscal policy elements are applied gives us a broz
indication of the advantage or disadvantage created by that policy: if the poverty headcount is highe
after the policy is allocated, then the policydisaslvantaged some individuals. However, anyone
receiving (as benefits) a fiscal expenditure sees their income increase; and anyone paying a tax
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other revenue collection) sees their income decrease. We can summarize those individual losses a
gains lirough the fiscal impoverishment (FI) and fiscal gains to the poor (FGP) indices (first
proposed by Higgins and LuS)ig

The FI index OtracksO each individual who becomes poor upon the execution of a fiscal policy (or
collection of fiscal policies) tetdrmine how much their income decreased and therefore by how
much they were impoverished. Table 4 shows that in Uganda, the net position of all households aftel
the addition of the PAYE income tax, direct transfers, the indirect VAT, excise, andduakexsci

and the water, electricity, and agricultural input subsidies to market income is such that 12 percent o
the population is impoverished (column 4) if poverty is measured using the US$1.25 PPP [2005] line
In other words, 12 percent of the popatatwould not have become impoverished (on net) had
there been no net fisgalicy adjustment to their market incoffies.

Table 4 indicates that UgandaOs FI index (for poverty measured at the US$1.25 PPP [2005] line) pt
it in the middle of the distribati of FI performance in lowariddle income countries. Sri Lanka

and the Dominican Republic generate significantly less FI through their fiscal systems while Ghane
and Ethiopia generate significantly more; Armenia, Bolivia, and Guatemala all havel@aerewhat
levels of FI through their fiscal systems. Column 5, which presents FI among the individuals who are
poor (rather than in the population at large), shows that even in Sri Lanka, where FI is negligible
when measured as a percent of the total populaliout onghird of the consumablacome poor

have been impoverished by the (net) fiscal system.

23Higgins and Lustig (2016).
24That additional 12 percent of the Ugandan population represents approximately 68 percent of the-icmosnenable
poor.
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Table 4: Fiscal Impoverishment (circa 2010)

(1) 2) 3) (4) ()
Market Chamge in Market Fiscally Fiscally
income plus poverty income plus impoverished Impoverished
Country (survey year contributory headcount contributory as % of as % of
pensions (percentage pensions population consumable
Poverty points) inequality income poor
headcount (Gini)
(%)
Armenia (2011) 21.4 -9.6 47.4 6.2 52.3
Bolivia (2009) 10.9 -0.5 50.3 6.6 63.2
Dominican Republic 6.8 -0.9 50.2 1.0 16.3
(2013) 7.1 0.1 41.3 12.2 67.7
Uganda (2012/13) 31.9 2.3 32.2 28.5 83.2
Ethiopia (2011) 6.0 0.7 43.7 5.1 76.6
Ghana (2013) 12.0 -0.8 49.0 7.0 62.2
Guatemala (2010) 12.0 -1.5 39.8 4.1 39.2
Indonesia (2012) 5.0 -0.7 37.1 1.6 36.4
Sri Lanka (2010)
Tanzania (2011) 43.7 7.9 38.2 50.9 98.6

SourceHiggins and Lustig (2016). Uganda data from authorsO own calculations.

4.3 How many Poor Ugandans Experience Income Gains via Fiscal Expenditures?

The FGP index is the mirror of FI: it tracks-fse poor households receiving (net) benefits to
determine by how much their incomes are increased from this receipt. At comstonadlend
using the same US$1.25 PPP [2005] poverty line as in table 4, 28.4 percentfist theqok
those whose market income (including pensions) is below the pove&tedeige (net) benefits
from the Ugandan fiscal poli@he fiscal system adds about 8 percent (on average) to pre-fisc-
income among the poor individuals who receive net transfers.

Overall, then, the fiscal system adds more income to fewer otfiee poer and takes away less
income from more of the pesc poor. Theasult is by now familiar: on net, the poverty headcount
is basically unchanged in between market inconpepigns and consumable income.

4.4 Market to Disposable Income: Pensions, Personal Income Taxes, and Direct Transfers

The addition of pensionpgrsonal income taxes, and direct transfers to market income creates
disposable income (see figur& Table 5, which presents the marginal impact of fiscal policy

25 Pension contributions are not allocated is tlganda CEQ Assessment because of a lack of data on both the
household side and the budget and administrative side.
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elements on inequality and poverty, demonstrategetfsadns reduce inequality and poverty
slightly, indicating that some pension benefits are received by poorer hotfseholds.

UgandaORAYE personal income tax also reduces inequality slightly while leaving the

poverty headcount unchanged. As any tax collection from an individual necessaluigese that
individualOs purchasing power over all other goods and services, then a tax (whether direct ¢
indirect) considered individually will alvayisedeave the poverty headcount unchanged (relative

the to pretax poverty headcount), so the UgarfelAYE result could not be any better. The lack of

an impact on poverty is likely a result of the decision to impute taxpayer status by developing a
OformalityO scale for contracted labor and allocating simulated tax amounts only to those who clair
to havepaid PAYE (or to have had it deducted) or who score high on the formality scale, and have
reported taxable income above the tax threshold. There are very few poguoar earseholds

who are either formally employed or who claim to have paid PAYtBxalile income greater than

the tax threshofd.

Direct transfers in Uganda ate minimal and thinly spread. The direct transfers covered Here

the HISP and the PWP, both delivered under the NUSAF, and the SCG and the VFSG under the
SAGE D cover few indiduals or households. The cumulative value of these transfers is
approximately 0.1 percent of cumulative market income. NUSAF is, as its name implies, targeted to
specific region while the SAGE program was still a pilot program in 2012. As a ressiliathere
significant impact of any one of these programs on either poverty or inequality (table 5); their joint
impact is to reduce both poverty and inequality but by very small amounts.

The bottom two deciles are estimated to receive over 50 percentaofsfiees available; transfers
received represent about 7 percent of théigoréncome of transfer beneficiaries or 9.5 percent of
the prefisc income of poobeneficiaries. In other wordHrect transfers in Uganda are well

targeted and make a significant difference to those who receive them, but overall less than 3

petcent of Ugandan households receive these transfers (in a given year). The nationwide
distribution of income is largely uaofed even after these programs are executed, meaning that
though they do reduce poverty and inequality their impact on nationwide indicators is minimal.

26|n the UNHS, we find one poor household who records receipt of pension income.

27 Qur imputation gave us only two observations wheosisetold was poor and paid PAYE; they were both rural
households and they were imputed to be in the lowest tax bracket where the effective marginal rate was determined to b
about 8.5 percent. Both these households are also estimated to be poor hauseirkitsncome and market income

+ pensions income concepts, meaning they would have been poor whether or not there was a PAYE system and whethe
or not theyactuallgontributed to PAYE revenues.
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Table 18-5: Marginal Impacts on Inequality and Poverty (at Final Income): Direct Taxes and
Direct Transfers

] Inequality ] Poverty
Market Income
Contributions to Pensions E. E.
Contributory Pensions -0.0001 -0.001
PAYE Personal Income Tax
(imputed) -0.013 0.000

Net Market Income

All Direct Transfes (excl. contrib

pensions) -0.001 0.001
PWP 0.000 0.000
HISP 0.000 0.000
SCG 0.000 0.000
VFSG 0.000 0.000

Disposable Income

Key:.. means that the value is not applicable

4.5 Disposable to Final Income: Indirect Taxes and Subsidies; In-kind Health, and
Education Expenditures

Inequality decreas#ightly from disposable to consumable income, meaning that once we

add income received as indirect subsidies and subtract income that represents indirect taxes

paid, the resulting distribution is more equal.’® The indirect taxes incled here are the VAT and

the excise tax (including the fuel excise); the revenue collections allocated under these taxes a
equivalent to approximately 2 percent of cumulative market income plus pensions. VAT, the non
fuel excise, and the fuel excise axtdow approximately 52, 45, and 3 percent of the total indirect
taxes allocatédl The indirect subsidies included here are the Rural Electrification Program, the
Water Supply Program, and the Agricultural Input Subsidy Program; these three suldsaies toget
provide benefits equal to approximately 0.2 percent of cumulative market income. The Water Supply
Program is the largest indirect subsidy (in terms of expenditure) while the Rural Electrification
Program and the Agricultural Input Subsidy Progranfetrampproximately the same benefit totals.

Table 6 provides the marginal impacts of these fiscal policy instruments on inequality and poverty (a
final income).

Most households pay more in indirect taxes than they receive in indirect subsidies, but
enough poor households receive enough subsidies such that the poverty rate actually stays

28 The disposable income concept, based on consumptiemdidres valued at prevailing prices, does not explicitly
contain the expenditure done by the government on behalf of the consumer (in the form of a subsidy) nor does it
explicitly ignore expenditure done by the consumer on behalf of the governimefdiim of indirect taxes paid).

29 We generate OeffectiveO rates of taxation within the UNHS of 14.6, 20.2, and 245 percent for thRIQIAT, non
excise, and fuel excise taxes. The statutory VAT rate is 18 percent, the stafutelrnexmse rate variend the

statutory fuel excise is a fixed nhominal amount per liter.
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constant when indirect taxes and subsidies are allocated. Rural households, primarily, may be

lifted out of poverty when the government spends to deliver goods and (seatéceglectricity,

and agricultural inputs) at below market prices (table 6). Among poor households only, total
subsidies received represent about 0.8 percent of their (cumulative) disposable income, but the sha
of total subsidies received rises wittome. Subsidies can have a povediyction impact, but

relative to direct transfers they are an inefficient way to assist poor and vulnerable households a
subsidies are targeted towards highleme users by design

Table 6: Marginal Impacts on Inequality and Poverty (at Final Income): Indirect Taxes,
Subsidies and Spending on Education and Health

| Inequality | Poverty
Disposable Income

Indirect Subsidies -0.0005 -0.002
Water -0.0003 -0.001
Electricity 0.0000 0.000
NAADS BAg. Inputs -0.0002 0.000

Indirect Taxes -0.002 0.005
VAT -0.0013 0.0032
Excise -0.0007 0.0025
Fuel excise -0.0003 0.0000

Consumable Income

In-kind spending -0.017 n.c.
Education -0.010 n.c.
Primary school -0.010 n.c.
Secondary -0.002 n.c.
Tertiary 0.002 n.c.
Health -0.006 n.c.
Clinicbased care -0.005 n.c.
Hospitalbased care -0.001 n.c.

Final Income

Key:n.c. means the value was not calculated

In the CEQ framework, only those who utilize the public service provision system can benefit from
publiclyfinanced outputs in health and education. Even so, in Ugassd& in-kind” services

make the largest impact on inequality: the Gini index of ineality drops by 1.7 points in between
consumable and final income, and the marginal contributiokiod ispending is approximately
double that of the fiscal policy element with the next largest marginal contribution (personal income
taxes).Education makes a larger marginal contribution to inequality reduction D see the
international comparisons in tabBut there are higher total expenditures in the public education
system.
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The impact of public education expenditures depends on rates of enBoneemollment higher

among poorer or richer households, and does the difference vary across schooling levels? The impa
of public education expenditure also depends on the generosity of the benefitsBiymradeiy,

the education benefit level rigath the level of schooling, such that public university enrollees will
receive an #ind transfer with a larger monetary value than will primary school enrollees. In
Uganda, education benefits do rise with education levels: the capitation grast fjaéote)six

times as large for secondary school students as for primary school students, for example (see sectit
1 above}’ However, poorer household enrollment is weighted heavily toward primary school, so
poorer households have a larger share of#tilalde primary school benefits but smaller shares of

the available secondary and tertiary school benefits. Overall, the public education benefit share of th
poorest decile (ranked by market income) is roughly 7.5 percent while the same sharalfer the mid
and richest deciles are 9.5 and 15.5 percent (respectively). Compare this to health benefits, where t
poorest decile has a 10.5 percent share of the total public health benefits available, the middle decile
9.7 percent share, and the top decile3adercent share.

However, the education benefits received by the poorest decile represent 6.7 percent of marke
income in that group, while the education benefits received by the richest decile represent 1.1 percer
of market income in that group. Faalth benefits the analogous numbers are 6.5 percent (for the
poorest decile) and 0.5 percent (for the richest decile). Even though shares of total public health
spending are more equitably distributed (than education benefits), nonetheless puldiefiealth b

are of smaller magnitude (than education benefits) and the total impact on inequality from public
health is less than that from public education spending.

As can be seen from table 7, the profile of impacts frkimdispending in Uganda is sligbetter

than average: primary education isppar in that pecapita amounts spent fa#l income rises,
secondary education is progressive only in relative terms and health is (approximately) neutral il
absolute terms. Only tertiary educatiameqjualizing (benefits as a share of market incoras rise
income rises) in Uganda, but that is true in Ethiopia, Ghana, and Tanzania as well.

30Encouragingly, we find that total education expendirekiding capital spending and other supplies, administrative

costs, teacher salaries, and ofbpes pupil are approximatdive times as large for a secondary school student as for a
primary school student, and approximately three times as large for a tertiary school student as for a secondary schoc
student. In the Uganda CEQ Assessment, we allocate to each househokl avithare publiclgnrolled students a

uniform benefit equal to total education expenditure (by schooling level) per enrolled student (at that level).
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Table 7: Inequality-Reduction Profile of In-Kind Spending, by Country (around 2010)
E?#gf;;)o : Preschool | Primary | Secondary] Tertiary Health
Argentina (2012) A A n.a. n.a C A
Armenia (2011) A A A na. C B
Bolivia (2009) B A A A C B
Brazil (2009) A A A A C A
Chile (2013) A A A A C A
Colombia (2010) n.a. A A A C n.a.
Costa Rica (2010) n.a. A A A C n.a.
Dominican Republic (2013 A A A na. C A
Ecuador (2011) A A C n.a. A
El Salvador (2011) A A A B C C
Ethiopia (2011) C B C D C
Georgia (2013) B B A na. C A
Ghana (2013) C A A C D B
Guatemala (2011) B A A B D C
Honduras (2011) B A A B C B
Indonesia (2012) B n.a. A B D C
Iran (2011) B n.a. A A C B
Jordan (2010) A A A A C C
Mexico (2010) A A A C C B
Nicaragua (2009) B A A B C B
Peru (2009) A A A A C C
Russia (2010) A na. n.a n.a n.a. B
South Africa (2010) B A C A
Sri Lankg2010) B A n.a n.a C B
Tanzania (2011) C A D C
Tunisia (2010) B n.a. n.a. n.a C B
Uganda (2012/13) C na. A C D B
Uruguay (2009) A A A A C A
Venezuela (2013) A A A A B A
Legend:
A Pro-poor and equalizing, per capita spending declinénamitie
B Neutral in absolute terms and equalizing, same p.c. spending for all
c Equalizing, not prpoor, p.c. spending as a share of market income d
with income
D pnequalizing, per capita spending as a share of market income incre
Income

Notes: If the Concentration Coefficient is higher or eqe@&dut not higher than 0.5, it was considered equdllsm Osee notes on figure 9.
SourceCEQ Data Centeon Fiscal Redistribution. Bdsen Argentina (Rossignolo, 201&rmena (Younger and Khachatryan, 30Bslivia (Paz
Arauco and others, 204 Brazil (Higgins and Pereira, 2010hile (MrtinezAguilar and others, 2Qi&olombia (Melendez and Marin2015);
Costa Rica (Sauma and Trejos, 0Dlominican RepublifAristyEscuder and others, 201&cuador (Llerena and others, 20E Salvador
(Beneke, Lustig, and Oliva, 20Rthiopia Kill, Tsehaye, and Woldehanna, p0&4orgia (Cancho aBdndarenko, 2017); Ghana (Younger,-Osei
Assibey, and Oppong, B)1Guatemala (Cabremad Moran, 2015); Honduras (lcefi, 2017a); Indonesia (JellerRaj, \&lad Afkar, 2017); Iran
(Enami, Lustig, and Taqdiri, 26 Wordan (Alam, Inchauste, and Sgimju2017); Mexico (Scott, 2P1Sicaragua (Icef2017b); Peru (Jaramillo,
2019; RussiaMalytsin and Popova, 20160outh Africa (Inchauste and oth2€d§; Sri LankaArunatilake and others, 2p1%anzania (Younger,
Myamba, and Mdadila, 2B @ unisia (Jouini and others, 2015uguay (Bucheli and others, 2014); and Venezuela (Molina, 2016).

Key: ... means that the value is not applicable

n.a. means that the data is not available
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4.6 Redistribution, Reranking, and the Total Impact on Inequality

Not all redistribution is created equal. Imagine two different fiscal scenarios 4peisamo
economy with one poor individual having $48 and one rich individual with $52 in income (so that
total income in this economy is $100). In the first scersga,dolicy taxes all income from-non

poor individuals at 3.85 percent and then executes an omnibus transfer to poor households such ths
the rich individual has a final income of $50.01 and the poor individual a final income of $49.99 (and
the governmerfunds its operations with external aid). In this scenario, redistribution is limited, but
the impact on inequality is large. In the second scenario, fiscal policy (overall) taxes all income fron
any individual at 100 percent and then executes trangidrsastite (formerly) rich individual ends

up with $48 and the (formerly) poor individual ends up with $52 (and again the government receives
external aid to fund its operations). In this scenario, redistribution is extensive but there is essentiall\
zeroimpact on inequality.

The reranking (RR) index summariésr any pre and posfiscal distribution of incom the

impact that any redistributive program has on OhorizontalO equity daekiogdgas described
intuitively above). Horizontal equitgrd captures the degree to which households who are OnearOQ
each other (in terms of their ranking in the income distribution) are treated equally. In the first
scenario above, horizontal equity was complete, in that thanitssecondanked individuals
remained the first and seceadked individuals after the government had completed its fiscal
policy. In the second scenario, horizontal equity was incompleteaakaopindividual fell to the
bottom rank in the posiscal income distribution. In ®yms, the RR index summarizes how much
Oplace swappingO there is for any amount of redistribution of income.

UgandaOs RR index is quite small absolutely as well as when measured relative to the total amoun
redistribution accomplished by fiscal pokoy example, total redistribution (or the vertical equity
component) from market income to final income is 3.2 Gini points, while 0.3 points of that
redistribution contributed to plaseapping. In other words, approximately 8 percent of the total
redistibution that occurred (and is attributable to fiscal policy) had no impact on inequality. From
market income to disposable income, approximately 7 percent of the total redistribution that
occurred and is attributable to the execution of fiscal poling mgact on inequality.

5. Conclusions and Policy Implications

Fiscal policyb including many of constituent elemedts inequalityeducing in Uganda. For
example, inequality including personal income tax is lower than inequality would be & there wer
personal income tax. Likewise, inequality is reduced when the SAGE and NUSAF direct transfers are
received, and inequality is reduced after public healthcare services are accessed. The only fiscal po!
element in Uganda (among those included indd@snCEQ Assessment) that increases inequality is
tertiary education spending, but this result, too, would be overturned if there were a greater numbet
of students from poor households in upper education levels.
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However, the impact of fiscal policy on ekyear inequality is modest: fiscal policy achieves a
reduction of approximately 3 Gini points in Uganda. The impact magnitude is tied to low levels of
spending in Uganda generally. For example, Ethiapauntry with a similar peapita income

leve] spends approximately twice as much as Uganda does overall, twice as much on redistributiv
spending (so that EthiopiaOs redistributive spending as a share of total spending is approximate
equal to UgandaOs), and approximately twice as much oardifers tis well as education (relative

to GDP). The impact of fiscal policy in Ethiopia (relative tefiqureinequality levels) is
approximately average, while in Uganda the impact of fiscal policy (relatiisaaneuality

levels) is below averagre other words, the redistributive spending that Uganda executes, and the
targeting of both social expenditures as well as the revenue collections that support them, helg
reduce inequality. The small impact is due to low revenue collection and spaating o

The impact of fiscal policy on poverty is negligible. While an insignificant number of poer or near
poor households are burdened by the personal income tax, it is also true that very few household:
receive any of the direct transfers availabkr timel SAGE or NUSAF programs. The net income
position of most households after indirect taxes are paid and indirect subsidies are received is slight|
lower than before those fiscal policy elements are allocated. However, the poor households that dc
receve net additions to their incomes receive more (as a percent of fisalpircome) than the

poor households that become net payers into the fiscal system.

Povertyneutral fiscal policy looks very good relative to African countries withirsomiter levels.
The execution of fiscal policy in Ethiopia, Ghana, and Tanzania (for example) leavefsstad post
poverty rate higher than the{iseal poverty rate.

Recent directions in fiscal policy have focused on increasing revenues withoehtceocialr
spending increases. For example, th4@oOP ratio has risen since the 2012/13 fiscal year, but
total direct and indirect benefit expenditure has increased at a slower rate during the same perioc
Since 2012/18ra personal income tax thrédhavere high enough to protect poor households, if

the increased revenues have come primarily from more efficient personal income tax collection, ther
it is likely that poor households are no worse off in 2015/16 than in 2012/13.

On the other hand, in 22/13, UgandaQs tax collections came primarily from VAT, excise, and
customs duties. If the increase in revenues (from taxes) since 2012/13 has proceeded proportionall
to 2012/13 tax instrument shaki§ in other words most of the increase to 2015/t6rsng from

the indirect tax instruments mentioned alidtieen it is likely the case that poor and-pear
households face greater disadvantage today. The VAT and excise taxes were Bvdes@bad
percent of households paid at least one of theeéhdaxes and the burden they create is
approximately neutral with respect to consumption expenditure. So if the increase in revenues ha:
been achieved by closing exemptions for particular Baotsrocessed agricultural goods, for
example, or health daeducation servicBghen poor households will face a proportioggéater

burden in 2015/16 than in 2012/13.

312011 Ethiopia (Uganda) GNI peapita (2011 PPP factor): $1160 ($1620)
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If in the future indirect taxes on Oluxury go@eOa set of products and services which are
primarily consumed by n@oor household® can contribute the bulk of marginal revenues from
indirect taxes, then poor households may remain (marginally) unaffected by the drive to increase
revenues. For example, the fuel excise does not create a direct burden for po@oar near
households, andhérefore does not contribute to an increase in the poverty headcount, because
lowerincome households in Uganda purchase no fuel directly. Targeting marginal revenue increase
from indirect taxes to OluxuryO good purchases would similarly protect pbotdsoaisd unlike

fuel would not create an indirect burden for households as long as the luxury goods targeted were
not themselves important inputs for the production of other goods and services.

Recent budgets have allocated more resources towardsemvastiine productive sectors and
infrastructure. If this focus on infrastructure were broadened to includedapitel@nhancing
infrastructure like schools, health facilities, anetdsty highquality housing, the impact on
inequality of fiscal pojicwould likely be enhanced. As the Uganda CEQ Assessment has
demonstrated, the equalization of access to public education and healthcare services provides ovi
half of the reduction in inequality from fiscal policy overall.

However, public services alaranot create a more equal future for Ugandans; despite relatively
high enrolment numbers, UgandaOs results in standardized assessments of education performance
below average. In addition, tertiary education appears to be out of reach for-modtriaale

income households in Uganda. Likewise, current investments in electricity should continue increasing
the rate of access among poor and disadvantaged households, but the impact of this access o
inequality will depend on the (regulated) -&eithg procedures that the government decides.
Increasing public service provision reduces inequality in theeshplut longeterm impacts will

depend also on how the public service delivery and public capital investment are managed.

Capital spending (other infrastructure investment) may also have a salutary effect on poverty and
inequality in the sherérm when it is channelled through a bxamaerage PWP like the Productive
Safety Net Program in Ethiopia, the Vision 2020 Umurenge Program in RwHre®rogram
Nasional Pemberdayaan Masyarakat (PNPM) comurnivety development program in Indonesia.
These programs allocate public expenditures for infrastructure investment at least partially to poor ot
vulnerable households through the paymewiages for labor contributions on the infrastructure
projects themselves. While in the lotgyen the areas receiving infrastructure and other physical
capital may benefit more generally, in the-sdrantpoor and vulnerable individuals benefit directly
from paid employment for labor contributed. Uganda already has experience with such& program
the communitypased PWP in NUSAFfland could adapt operational lessons learned to a national,
broadcoverage PWP program.

These recent fiscal policy develapm® increased revenue collections and an emphasis on
infrastructure spendin® are general in that they affect nearly all Ugandans. Specifically
disadvantaged populations (the elderly poor; the jobless cempligred poor) may require
specificallyargeted programs, and Uganda already has a few such instruments in place. The plannec
increases in the SAGE progr&xfor exampleb will likely further reduce inequality as well as the
poverty headcount. However, as SAGE was previously-folammed, any anease in SAGE
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expenditures will require a concurrent increase in revenue collections (at leasivialysrdsemts),
and the source of these additional revenues will determine whether on net the fiscal system is
poverty and inequalityeducing.
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