
Shillingrallicsonexportinflows: 
Financial markets analysts and Alpha Capital managing 
partners at the weekend said the shilling's rally 
strengthened on export inflows and investor appetite 
for bonds,with tight liquidity curbing dollar demand as 
Bank of Uganda held rates steady. However, he warned of 
looming inflation, fuclled by Middle East tensions. 

BUsIness 
Dailvo 

Taxincentives. | 

DOROTHYNAKAWEES! Foreign investors importing inputs 
mstead oflocal sourcing - govtreport 

A report by the Ministry of Finance's 
Tax Policy Department reveals that 
while Ugandas pencrous tax holidays 
are helping some foreign investors ex 
‘pand rapidly. many beneficiary firms 
stll el heavily on imported machin- 
ery and intermediate goods rather 
than buying from Ugandan suppliers. 
“This, the report says, weakens the do- 
‘mestic industrial transformation that 
theincentives areintended toceate. 
The Costbenefit analysis of Uganda 
10;yvartaxholidays for strateric sectors 
and exporters”report reveals that firms 
benefiting from tax incentives remain 
below government’s 70 percent lo- 
cal-input benchmark and. in some cas- 
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Firms benefiting from tax 
Incentives remain below 
government's 70 percent 
local-Input benchmark and, In 
some cases, reduced local 
sourcing after recaiving tax 
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es,reduced local sourcing after receiv- 
ingtaxbreaks. 
“Thus,the report notes, the tax holiday 

policy “does not appear to increase lo- 
cal sourcing and is associated with re- 
duced local input use.” revealing that 
many qualifying firms are scaling pro- 
duction using imported intermediate 
£00ds rather than strengthening do- 
mesticsupply chains. 
“The findings are part of governmenty 

comprehensive evaluations of corpo 
rate tax incentives, examining wheth- 
erthe 10yearcorporateincome tax hol- 
idays generate enough economic re- 
tums tojustify the billions of shillings 
inforgone revenue. 
“The study shows that tax incentives 

are producing mixed results across sec- 
tors.Overal, strateic investors gener- 
ate about Shs2.49 in economic benefits 
for every Shs1 in tax revenue forgone, 
while exporters generate Shs1.5 for 
everyshstlost. 
But the report says those gains are 

heavily concentrated in a few sectors, 
especially manufacturing and export 
agriculture, while other sectors pro- 
duce little economic value despite re- 

Despite generoustax holidays, many foreigninvestors continue relying on imports instead of strengthening Uganda's do- 
‘mestic supply chains and exports. PHOTO/ FILE 

also performed strongly,with export- 
er agricultural firms posting a ben- 
efit-cost ratio of 4.78 and employing 

The report says this means Ugan- 
da may be increasing industrial out- 
put without proportionately strength- 

The report found that taxes paid by 
strategic-sector firms rose briefly be- 
fore plateauing, even as sales contin- 

Shs2.49 
Overall, strategic Investors 
generate about Shs2.49 In 
economic benefits for every 
Shs In tax revenue forgons, 
while exporters generate 
Shs1.85 for every Shs1 lost. 

12,600 workers and exporters cr, 
ployed another 4,700, researcher, 
found evidence that many beneficiar, 
firms were already larger and 
er-growing before receiving incentives, 
For qualifying sectors, employmen; 

‘growth among beneficiary firms hay 
already begun before the tax holig 
policy was introducedinthe 2018/1 } 
nancial year, suggesting that the incer, 
tives may have rewarded firms alread 
positioned for expansion rather thay, 
creatingentirely new economicactivity 
‘The sharpest criticism in the report 

is directed at sectors that received tax 
relief despite producing minimal eco- 
‘nomic returns. 

ceiving substantial taxrelief. about 2,357 workers. ening local production linkages, weak-  ued togrow strongly. Construction firms recorded a bene. 
Manufacturingemerged asthestrong: et even in these high-performing  ening the multiplier effects that tax _The Ministry of Finance warned that  fitcost ratio ofjust 0.02 while generat. 
est-performing sector under theincen-  sectors,the report found that growthis  incentives are supposed to generate  Uganda may effectively be*subsidizing  ing only 23 jobs, while transportatior, 
tive regime, recording a benefit-cost ra-  being driven largely by imported cap-  across the wider economy. scale without securinga durablefiscal ~ and storage posted a benefit-cost ratio 
ti00f5.49 and employing about 5,850  ital and imported productioninputs.  The findings also raise concerns of0.00and created just eight jobs. 
workers under the strategic investor Between June 2022 and June 2025, about the fiscal trade-offs associated 

payof™ N 
‘The report also questions whether ‘The report describes these sectors as 

scheme. Export-oriented agriculture  firms under the strategic investor  withtheincentives, some of the employment gains asso- ~ examples of deadweight loss™and“fis. 
scheme generated approximately Although beneficiary firmsrecorded  ciated with the incentives were truly calleakage” suggestingthe nvestments 

Key highlights Shs219.9b in import VAT, compared  strong sales growth after receiving tax  caused by the policytself. likely would have occurred even with. 
o Shss9.4bin. dmsan:mflxun: ‘holidays,increases in government rev- ~ While firms under the strategic in-  outtaxincentives. 

TeCodterettanaysscitowass - thesaleafimported aquipmentand - envewere modestand shortlved. - vesor scheme employed more than _Inrespone o th findings,th i 
10.yeartax hoidaysfor strategic sectors goods entering the coun- istry of Finance is recommending an 
nd exportes” ToportTeRalé thit e w!hm:shmmmvmdfinm Benefit-cost ratio by sector. (benefit for every Shs1 of tax revenue forgone) overhaul of the tax incentive regime. 
benefiing from ax ncertvesremain Investment in imported plant and ‘The report call for a shift away from below governments 70 percentocaHnPUt  machinery by beneficary firms was broad tax holidays toward more selec- benchmarkand.insome cases reduced  estimated at more than Shs1 trillion tive,performance based incentives tied o A L e ‘over the same period. tomeasurable outcomes such as export ‘This pattern, the report warns, un- growth,localsourcing value additor « The Minsty of Finance study shows that  dermmines one of the central objectives andthe reationofiled,durablejobs tax ncentives are producing mixedresuts  of the industrial policy which seeks to Italso recommends removing incen- ‘across sectors. Overall strategic investors  build domestic production networks. tives from low-performing sectors such generateabout $hs2.49 neconomic ‘and strongerlocal supply chains. as construction and transport while benefits for every Shs1 ntax revenue w‘m,fl,mm o . e 
forgone, while exporters generateShs1.85  ported intermediate inputs and scale ing and a g here ol 
foeery SeLls production faster than local supply Ve ectsapr it o P 

chains can supportthe report tates. Ultimately, the report argues that « Manufactuing emerged asthe Researchersfound that firms in quali- il o o help firms songesperomingsecrunderine - fying secors acually shovwedadecine grow, Uganda risks undermining its incentveregime,recording abereficost sourced - il : 

e N iary firms gradually incregsed Tocat af what '.hqmed tead n!bufld‘mg 
sourcing over the same period. strong domestic supplier networks. 
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