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•  What can Uganda learn from a fiscal incidence assessment about 
prospects for poverty and inequality reduction?  

 
•  CEQ Assessment: methodological highlights 
 
•  Which fiscal policies? How does Uganda compare on taxes and 

redistributive expenditures? 

•  Results –  
o  Fiscal Policy in Uganda reduces inequality and leaves poverty unchanged 
o  Impacts are modest 
o  The spending mix broadly corresponds to inequality reduction goals  
o  Anti-poverty program coverage is low 

Outline 



What can Uganda learn from a fiscal 
incidence assessment? 
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Does fiscal policy support poverty and inequality reduction 
goals? 
 
What is the impact of  fiscal policy overall? 
 
What are the contributions of  individual fiscal instruments 
 and policies? 
 
Are new directions in policy likely to provide for a larger or 
smaller impact on poverty and inequality?  
 
What “budget balance” array (of  taxes and expenditures) is 
likely to harm the poor the least? 



 
CEQ Assessment 

Methodological Highlights 



• Comprehensive standard fiscal incidence analysis of  current 
systems 

• Harmonized definitions and methodological approaches to 
facilitate cross-country comparisons 

• Uses income/consumption per capita as the welfare indicator 

• Allocators vary => full transparency in the method used for each 
category, tax shifting assumptions, tax evasion 

• Secondary sources are used to a minimum 

CEQ Assessment: Methods 



Fiscal Incidence Analysis in general 

	
	
	

	   Yh = Ih - ∑i TiSih  +  ∑j BjSjh 
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Fiscal Incidence in CEQ 

§ Accounting approach  
•  no behavioral responses 
•  no general equilibrium effects 
•  no intertemporal effects  
•  incorporates assumptions to obtain economic incidence (not 

statutory) 

§ Point-in-time 

§ Mainly average incidence; a few cases with marginal incidence 
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Fiscal Policies Included: 

•  Direct taxes (personal income tax and payroll taxes) 
•  Direct cash transfers  
•  Non-cash direct transfers such as school uniforms and breakfast 
•  Contributions to pensions and social insurance systems  
•  Indirect taxes on consumption 
•  Indirect subsidies 
•  In-kind transfers such as spending on education and health 

•  Corporate taxes in progress 
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MARKET		INCOME	

DISPOSABLE	INCOME	

PLUS	DIRECT	TRANSFERS	MINUS	DIRECT	TAXES	

PLUS	INDIRECT	SUBSIDIES	MINUS	INDIRECT	TAXES	

CONSUMABLE	INCOME	

PLUS	MONETIZED	VALUE	OF	PUBLIC	SERVICES:	EDUCATION	&	HEALTH	

FINAL		INCOME	

 CEQ Assessment: Income Concepts 
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Higgins	and	Lus5g.	“AAlloca5ng	Taxes	and	Transfers,	
Construc5ng	 Income	 Concepts,	 and	 Comple5ng	
Sec5on	 C	 of	 CEQ	 Master	 Workbook”	 in	 Lus5g	
(editor)	 Commitment	 to	 Equity	 Handbook.	 A	 Guide	
to	 Es6ma6ng	 the	 Impact	 of	 Fiscal	 Policy	 on	
Inequality	and	Poverty,	Tulane	University,	Fall	2016. 



Allocation Methods 

§ Direct Identification in microdata (UNHS) or… 
§  If  not in UNHS, then: 

§  Simulation 
§  Imputation 
…For example, NUSAF and SAGE transfers, PAYE 
 
§  Inference 
§ Prediction 
§ Alternate survey 
… NAADS agricultural input Subsidies 
 
§  Secondary sources  
… For example, SAGE transfers 
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Tax Shifting Assumptions 

•  Economic burden of  direct personal income taxes is borne 
by the recipient of  income  

•  Burden of  payroll and social security taxes is assumed to fall 
entirely on workers  

•  Consumption taxes are assumed to be shifted forward to 
consumers.  

•  These assumptions are strong because they imply that labor 
supply is perfectly inelastic and that consumers have perfectly 
inelastic demand 

•  In practice, they provide a reasonable approximation (with 
important exceptions such as when examining effect of  VAT 
reforms), and they are commonly used 
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Contributory Social Insurance Pensions in CEQ 

Two extreme scenarios: 
• Treated as deferred income in actuarially fair systems: 

pensions included in pre-fiscal income and contributions 
treated as mandatory savings 

• Treated as government transfer: pensions included 
among direct transfers and contributions treated as a 
direct tax 
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Which fiscal policies?  
How does Uganda compare on taxes 

and redistributive expenditures? 



Expenditures 



Expenditures in international perspective 



Spending mix in international perspective 



Revenues 



Revenues in international perspective 



Revenue mix in international perspective 

Notes
1. The year for which the analysis was conducted in parentheses.
2. Data shown here is administrative data as reported by the studies cited and the number not necessarily coincide with the IADB bases (or other multilateral organization).
3. Gross National Income per capita is in 2011 PPP from World Development Indicators, July 5th, 2016: http://data.worldbank.org/indicator/NY.GNP.PCAP.PP.CD

Composition of total government revenues (disagregated) as a share of GDP (circa 2010)

0

1,000

2,000

3,000

4,000

5,000

6,000

0%

5%

10%

15%

20%

25%

30%

35%

Uganda (2013) Honduras (2011) Ethiopia (2011) Tanzania (2011) Ghana (2013) Nicaragua (2009) Bolivia (2009) Average

(ranked by total government revenue/GDP; GNI right hand scale)

Corporate taxes Personal and payroll taxes Other direct taxes Indirect and other taxes



Results 
 

o  Fiscal Policy in Uganda reduces inequality and leaves poverty 
unchanged 

o  Impacts are modest 
o  The spending mix broadly corresponds to inequality reduction 

goals  
o  Anti-poverty program coverage is low 
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Table 3  Inequality and Poverty before and after fiscal policy 

Income Concept Gini Coefficient Poverty 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 -- 

Fiscal Policy Reduces Inequality and leaves 
poverty unchanged…



MARKET		INCOME	

DISPOSABLE	INCOME	

PLUS	DIRECT	TRANSFERS	MINUS	DIRECT	TAXES	

PLUS	INDIRECT	SUBSIDIES	MINUS	INDIRECT	TAXES	
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Income	Concepts	
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Traditional poverty indicators can be misleading in the fiscal incidence 
framework… 

 
…fiscal systems can show a reduction in poverty and also impoverish 
a substantial portion of  the poor (via the combined effect of  taxes 
and transfers) 
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Higgins and Lustig (2016)  Can a poverty-reducing and progressive tax and transfer system hurt the poor?  
Journal of  Development Economics 122, 63-75, 2016  
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Fiscal Impoverishment: Market to Consumable Income



Results – PAYE, SAGE, NUSAF 
 

o  PAYE helps reduce measured inequality 
o  Anti-poverty program coverage is low 





 
o  Approx. 5% of  households have contain at least one individual 

like to make PAYE payments. 
  
o  Some poor households may also make PAYE payments, but the 

CEQ Assessment indicates they would be poor even if  PAYE 
were refunded to them.  

o  This targeting also drives the inequality impacts - nearly 90% of  
PAYE revenues collected from the richest decile.  This accords 
with other reporting: 

 
“…the PAYE tax head received a significant boost emanating from increasing 
staff  numbers [at corporations and government entities]. …  It is estimated that 
these companies added an extra 1,246 employees, who contributed [1.8% of  
PAYE 2012/13 revenues]”  



 
•  The bottom half  of  the population receives 75% of  the direct 

transfers that are available 

•  Total transfers received in the bottom 20% of  households decile – 
or approximately the poor household population – represent 9-14% 
of  the cumulative pre-transfer income of  the beneficiary population, 
but… 

o  Less than 1% of  the population receives NUSAF-PWP or 
NUSAF-HISP (in a given year) 

  
o  Less than 2% of  the population receives SAGE-SCG or SAGE-

VFSG (in a given year)   



Results – VAT/Excise; Electric/Water/NAADS 
subsidies; Health and Education 

 
o  Net indirect taxes are impoverishing for some but leave the 

headcount poverty rate unchanged   
o  Subsidies are small and untargeted 
o  Health and Education spending are inequality-reducing  





•  Approximately half  of  the population receives some subsidy – most 
receive the water subsidy… 

•  …but amounts received/subsidy expenditures are small at less than 
1% of  income (survey income or GDP)  

•  Subsidies are not targeted: those who spend more receive more 



•  96 percent of  the population pays indirect taxes on their 
consumption (fuel and non-fuel excise and VAT) 

•  Even with exemptions, they are approximately neutrally distributed 

•  The few households not paying indirect taxes are primarily rural, 
poor households with (relatively) high grant receipts and auto-
production/auto-consumption 

%	shares	of	:																											 Disposable	Income Indirect	Taxes 

Poorest	quin5le 4.6 6.6 

Richest	quin5le 47 57 



•  Education and Health spending make the largest marginal 
contributions to inequality reduction… 

•  …Primary education and clinic-based (not hospital) care account for 
nearly this entire effect.  

•  This is approximately average for low- and middle-income countries 
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