
What is Taxation?

• A tax is ‘an involuntary payment’ to the government by 
identified persons who are earning taxable Incomes; 
spending money or residing in a particular area, district or 
country.

• Taxes are a compulsory levy on privately held assets; 
work; transactions and other activities as determined 
and legislated by the parliament and enacted by the 
government.

• Taxes include income taxes, capital gains, property taxes, 
sales taxes, royalties from extractive industries, and taxes 
on financial transactions.

What is Tax Revenue?

• Tax revenue is money obtained by the government from tax sources.
• Tax revenues are drawn from individual and corporate persons, residents and non-residents
• The government specifies the criteria for persons and activities subject to the various existing tax systems.

Why do Governments Impose Taxes?

• Taxes are used by the government to provide public services that will benefit the poor by increasing 
their disposable incomes. Disposable income is the amount of money that is available to someone for 
spending and saving after income taxes have been paid.

• Together with development aid, taxes provide government with money needed to build roads, schools, 
hospitals, provide security and run the government. These increase the welfare of the poor by improving 
their living conditions. Largely the poor tend to depend more on key services provided by the government 
such as publicly funded health and education.

• Public services can therefore be taken to be an investment in the assets of the poor by providing an 
opportunity to increase their earning capacities and to change the distribution of incomes in the medium 
to long run.

• Taxes are used for the common good of all the citizens.
• There is no direct relationship between the amount one contributes and the services the government 

provides to him or her.

Taxation and how it Works

Importance of Taxes
Taxes enable the government to:
i. Provide public services and meet the basic needs of its citizens
ii. Redistribute wealth and be able to fulfill its development objectives of providing essential services and 

building the country’s infrastructure. 
iii. Improve their governance by strengthening the channels of political representation and reduce the levels of 

corruption. 
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Reasons why citizens must pay their taxes

1. Raise Revenue for Government
• Taxes are a very important source of government 

revenue that enable it to fund essential services and 
infrastructure for their citizens.

• Taxation helps the Government to raise Revenues Fairly
• A good tax system should raise revenues from all 

sources and treat taxpayers in the same situation 
equally.

2. Income Redistribution
• Taxation helps to redistribute income and wealth to 

reduce poverty and address inequalities in society.
• The government is able to play a major role 

sustaining good state-society relations by promoting 
accountability and good governance.

• A good tax policy should therefore have the potential 
to redistribute a country’s riches from the wealthy 
towards the poorest and most vulnerable, for example 
women, children, persons with disabilities and the 
elderly. Such form of taxation is known as ‘progressive’ 
and equitable taxation.

3. Helps re-pricing of goods and services 

• Taxation can be used to discourage activities or the 
consumption of goods and services that may be 
deemed socially undesirable. Goods like cigarettes 
and alcohol are often taxed heavily because of their 
dangerous effect on people’s health and disruption to 
family and community life.

• Government may decide to remove taxes on certain 
goods or services because of their cultural values; 
associated health benefits, or their social impact and 
benefits.

• The production and consumption of such desirable 
goods, basic foodstuffs and services, like public 
transport, could, for example, be encouraged 
by exempting them from Value Added Tax (VAT), or by creating a tax credit scheme that encourages 
socially beneficial investments such as companies subsidizing their workers’ health, or engaging in public 
transportation or protection of the environment.

• Environmental taxes are an example of how taxes can be used to put a price on activities that are considered 
harmful for society as a whole, such as imposing a heavy duty on petrol and second hand fridges or 
manufacturing plant that may emit pollutants that have high environmental and health costs, but yet have 
little or no monetary cost on the manufacturer.

4. Facilitates the representation of taxpayers as citizens

• Taxation is a fundamental element of state- building 
and democracy.

• When a government fails to raise sufficient funding, 
the citizens’ rights to fulfill certain basic requirements 
like housing, security, health and education are 
compromised.

• Citizens of a country entrust the government with a 
share of their incomes through taxation and in return 
expect efficient delivery of services.



3

• Usually when people are sensitized about the tax injustice they come together to resist oppressive taxation. 
For example in 2011, there were demonstrations in Kampala as a result of increased taxation on fuel that 
resulted into high transport costs and the hiking of prices of basic food items. Ugandans also resisted the 
tax on Social Media.

• In many countries, when governments introduce or increase taxes without increasing or improving service 
delivery, the citizens have demanded for their rights and subsequently forced democratic reforms. Often 
unjust tax systems cause tax resistance and non-compliance or help create interest groups that advocate 
for equitable tax systems.

5. Balancing of Trade

• Taxes can be used to get trade policy objectives, such as promoting and protecting the economy in general 
and specific sectors from competition by foreign companies.

• The government uses import tariffs and export taxes to protect their economies.

Types of taxes

1. Direct Taxes 
• Direct taxes are imposed on individual financial incomes, profits, property or wealth of persons or companies.
• Direct tax is borne entirely by the person or entity that pays it and cannot be passed onto another entity.
• Examples of direct taxes include corporation taxes, income tax and social security contributions.
• In developing countries because of the small formal sector there is limited implementation of direct taxes 

or personal income taxes.
• Income tax is often difficult to manage as compared to indirect tax. Generally, capital incomes or non-wage 

personal incomes such as dividend, rental income, and interests are rarely taxed.

2. Income Taxes
• The personal income tax is imposed on income that is earned through work, as “payroll taxes” or “social 

security taxes or it is charged on income from investments.
• Most income taxes levied on businesses are imposed on their profits. In such a case the tax only applies to 

the income, after deducting all expenses from the money that was received.
• Governments can structure income taxes to ensure that they impose a larger tax burden on the people or 

businesses that are well-off and relieve the strain on the poor.
• Income taxes often have a graduated rate structure, meaning that higher tax rates are imposed on higher 

levels of income and in most cases people or businesses with incomes below a certain level are excluded 
from taxation.

• In the case of Uganda given that income is based on the principle of one’s ability to earn and pay, direct 
taxation prevents some people from working harder or aspiring to earn more since the more one earns, the 
more she or he is expected to pay in form of taxes.

3. Wealth Taxes
• Wealth taxes are normally levied on individuals’ “net worth,” which is their assets, such as investments, 

house, and other property.
• Wealth taxes are paid after removing the liabilities, such as a mortgage or other debt.
• Wealth taxes are considered to be direct taxes.
• In some countries, wealth taxation are like a “transfer tax,” which is a tax on wealth when it is transferred 

from one person to another. Gift taxes and inheritance taxes are two types of transfer taxes.
• Taxes on property such as land, houses or stocks are also wealth taxes and are a common source of revenue 

for local governments.
• Wealth taxes are generally seen as targeting those who are economically better-off. In some cases, however, 

the tax can be shifted to those who have lower incomes. For instance, a landowner could shift the burden 
of a property tax on to his or her tenants by increasing their rent by the amount of the tax.

Indirect Taxes 
• These are taxes imposed on goods for consumption, on one’s expenditure, privilege, or one’s right but not 

on income or property.
• Customs duties levied on imports, excise duties on production, sales tax or Value Added Tax imposed at 

some stage in the production or distribution process are examples of indirect taxes.



• Consumption taxes are generally put on goods and services when they are sold and the consumers bears 
the burden of the taxes.

• Businesses are responsible for collecting the tax when a transaction occurs, and they remit the receipts to 
the government and that is why they are referred to as “indirect” taxes since the consumers pay the tax 
indirectly through the businesses.

• Since indirect taxes are less obvious than income tax which is reflected on the earner’s pay slip, politicians 
are often tempted to increase indirect taxes so as to generate more tax revenue.

Challenges of Consumption Taxes

• Consumption taxes usually put a heavy burden on the poor because the poor spend a larger share of their 
income than those who are better off, who are able to save more of their income.

• Money that is saved and not consumed is not taxed. As a result, consumption taxes are levied on a smaller 
share of the income of well-off households than low-income households.

• The VAT is imposed at every step of the production process. By collecting taxes at multiple stages of the 
production process, the VAT makes it harder for some people to avoid paying their taxes.

• The sales tax is imposed only when the consumer buys the finished product.
• Indirect taxes are regressive or negative measures because they are not based on the ability to pay principle.

What is Tax Policy?
• A tax policy is the identification of the different levels and methods of taxation.
• A tax policy defines the duty bearer charged with paying the tax to the state and identifies the person or 

business entity responsible for the income that has been earned or the productive activity carried out so 
that appropriate taxes are imposed.

• A tax policy also identifies where taxes are applied, for example, is it on the income or profits, wealth, 
consumption, production, internal transactions, or international trade, among others.

• Since people are taxed as individuals or businesses or organizations, a tax policy also identifies those 
entities that are exempted from paying particular taxes in order to achieve a variety of social, economic or 
any specified political objectives.

Importance of a Tax Po licy
Taxes enable the government to:
• Tax policy influences the distribution of income and wealth in a country, whereby different groups or 

entities face different tax liabilities under a country’s tax code. 
• When individuals understand the tax policy, they will know how the tax burden is borne by the 

different groups, the rich or poor, men or women, urban or rural, employers or workers.
• Understanding the tax policy will help groups pf people like traders, manufacturers or civil society to 

advocate for fairer tax policies. 
• A comprehensive tax policy should provide the structural basis for the building and consolidation of 

a genuinely democratic state where citizens effectively participate in decision making processes.
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Progressive Tax Policy
   
• A tax policy is called ‘progressive’ when it is based on the principle that the greater the earnings or income 

of an individual or entity, the higher the percentage in taxes that must be paid.
• A progressive tax policy is individualized taxing based on one’s income and it takes a larger percentage 

of income from those people earning more income and a smaller percentage from those with a smaller 
income.

• The rich pay proportionately more tax than the poor and it is usually levied on personal wealth or personal 
income tax, corporate taxation or taxation of property like land or luxury goods.

Regressive Tax Policy

• A regressive or negative tax is one that takes a larger percentage from a lower-income earner and a smaller 
percentage from a higher income earner.

• A tax imposed on basic necessities like food, fuel and other essential needs that form a larger percentage 
of the expenditure of the lower income population or the poor is seen as regressive.

• VAT is a regressive tax because both the rich and the poor are uniformly taxed for spending on consumption 
goods and yet the poor spend a higher proportion of their income on consumption, compared to the rich, 
who have some money put aside for savings.

• Heavy dependence by government on consumption or regressive taxes tends to deepen inequality and 
promote poverty and consequently widen the gap between the rich and poor.

Characteristics of Tax Policies in our Countries
• The taxes imposed are largely regressive because of the indirect taxes like VAT, which is charged on 

consumption.
• Most governments assume that charging a tax on goods and services consumed by everybody is an 

opportunity to broaden the tax base, since all goods in the formal sector are taxed.
• Because of having regressive or negative tax systems, taxes have got a low impact on reducing inequalities 

and thus poverty levels are increased.
• Indirect taxes are easier and politically safe for governments to collect since they do not seem to interfere 

negatively with the productive and economic processes.
• Indirect taxes have negative effects since the poor people who consume more of their income become 

increasingly poorer.

Factors influencing tax policies

Tax systems in developing countries are operating far below their real potential in terms of generating public 
revenues and redistributing wealth because of internal and external constraints.

Internal Challenges Affecting Tax Policies

• There is narrow tax base to generate proper domestic resources from productive sectors and as a result 
there is insufficient tax collection compared to the real potential.

• There are a lot of non-collected domestic resources.
• Tax revenue is lost because of:
o Tax breaks or tax holidays given to big companies
o The big informal economy that is not taxed
o Non-taxed capital incomes such as dividends, and rental income
o Weak tax administration

External Factors Affecting Tax Policies

• International trade liberalization has got a huge impact on government revenue collection because it 
reduces or totally eliminates imports taxes.

• Some conditions set by the International Financial Institutions (IFI) such as the International Monetary Fund 
(IMF) dictate the imposition of certain tax policies.

• Some of the IMF conditionalities include promoting taxes that are easy to collect such as VAT, which has got 
lower political costs and are unlikely to affect the interests of big companies and rich economic sectors.
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Key Players in Tax Policy Formulation and Implementation

i. Governments, both local and national are responsible for developing and implementing domestic tax  policy.
ii. The Ministry of Finance Planning and Economic Development (MFPED) is charged with the formulation of 

tax and non-tax policies
iii. The Parliament is mandated by the Constitution to impose taxes.
iv. The Revenue Authorities are responsible for assessing and collecting the specified revenue.
v. Interest groups like the Uganda Manufacturers Association (UMA), the Kampala City Traders’ Association 

(KACITA), Civil Society Organisations (CSOs) are invited to engage in the taxation policy discussions and 
may influence the tax policies.

Why are citizens not involved in tax policy discussions?

In most developing countries, the citizens who are the tax payers are usually not involved in tax policy 
discussions because:
• Relevant information on taxation is often not available in a timely manner, and there are few official avenues 

for citizens to influence tax policies.
• Tax issues are often seen as being technical and often complicated, and with this excuse it is easier for the 

government to sidestep public tax debates and conceal the true implications of the proposed tax policies.
• There is a lack of formal processes or forums through which the government and its citizens can freely 

engage on tax policy.

Gender and Taxation

• Unfair tax systems tend to intensify the 
inequalities between women and men due 
to their different gender roles.

• When the same tax is imposed on both 
men and women, the impact is likely to be 
different because women and men play 
different social and economic roles.

• It is always important to understand the 
gender implication of tax structures and 
challenge those tax systems that are 
negative along gender lines.
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• These gender differences may be felt for example when:
• A shift from direct taxes to indirect taxes like VAT is imposed on essential goods consumed largely by 

female-headed households, it is likely to promote greater gender inequalities.
• A high tax rate is imposed on part-time earners; more women are likely to be affected than the men since 

more women may take up part time jobs in order to accommodate their other gender roles and family 
responsibilities.

• Tax codes treat married couples as a single unit, that is combining their earnings for tax purposes, the 
couple could face a ‘marriage penalty’ and end up paying more taxes than if they filed their taxes separately 
as single people.

• Since in most cases women may be earning less than their spouses, their earnings could be treated as secondary 
and the higher tax is placed on the second earner hence reducing further the income of the women.

• Corporate and income tax exemptions are likely to benefit men more than the women since men are more 
likely to own property and shares.

Why do we need Fair Tax Policies or Tax Justice?

• Tax justice is necessary in order to broaden the tax base and increase the amount of revenue poor countries 
get from tax and ensure that there is sustainability of funds to implement public policies so as to address 
poverty reduction and inequality.

• Fair tax policies promote equity by increasing redistribution of wealth and the rich individuals and large 
corporations bear the biggest burden of taxation.

• Transparency and accountability will promote stronger and more accountable states, ownership and higher 
social involvement of citizens.

• When citizens are engaged in discussions and making bargains over taxation, a “monetary contract” is 
made between them and the government on the basis of which the relationship between taxpayers and the 
state is defined.

• Participation enables the citizens, as taxpayers to have an opportunity to hold their governments accountable 
of the quality of public goods and services.

• Participation enables the citizens to increase their representation in decision-making processes as well as 
discuss tax and spending policies; and consequently contributing to the building of a democratic political 
system and promoting better governance.

• In a democracy, the government, the parliament and the taxpayers or citizens and corporate entities have 
all got defined responsibilities to play in order to have tax justice.

Some of the Challenges facing Tax Administration in Africa

• The tax systems are still largely regressive. For example the Pay As You Earn (PAYE) threshold is very low and 
therefore unfair and most of the informal sector is left out of the tax bracket.

• There is a lot of corruption on the collection and use of tax revenues. Many citizens do not know how 
collected tax revenues are used. Tax revenue collection is also hard to project due to corruption.

• There is inadequate knowledge and appreciation of tax issues among CSOs and limited linkage with tax 
bodies.

• The media reports focus largely on government expenditure and corruption but not tax collection. A lot has 
been done to educate and build capacity of media on tax justice but this has not been systematic and it is 
therefore not easy to measure how many journalists are conversant on tax justice issues.

• In countries with federal system of government, citizens pay different amounts of taxes at different levels 
which is a challenge to businesses.

• In some countries there are no procedural ways of collecting taxes from informal sector workers hence few 
people employed in the formal sector pay the bulk of taxes.

• In other cases, organizations do not remit taxes collected because of corruption in tax collection institutions.
• There are times when employees pretend to be ‘consultants’ in order to evade taxes.
• Sometimes tax exemptions are done without clarity.
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