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Abstract
Using the WITS-SMART simulation model, this paper provides insights on the effects of the East
African Community Customs Union principle of asymmetry on Uganda with regard to trade, welfare
and revenue effects since 2005. The end to the phased tariff reduction on category B products
(these products were treated as sensitive products in 2005) increased trade creation and welfare
effects. This effect shall have a reflection on consumer surplus in terms of reduced prices. The
results also suggest that government shall incur a tariff revenue loss which should not be ignored
given the fluctuating growth in the general trade tax revenue; hence the need to strengthen
domestic ability to mobilise revenue or seek alternative source of funding.
The results also suggest that to realise more trade created and welfare, effective elimination of nontariff barriers to trade that would affect the expected benefits accruing from the trade reforms
within the region is necessary. The diversion effect resulting from the CET on respective products
like woven fabrics of cotton, soap products and paints and vanishes by inefficient producers within
the union could equally be displaced through building specialised capacity in the sectors.
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1.

Introduction

Uganda joined other countries within the East African region to revive the defunct East African
Community (EAC) in 2000. Article 5 (2) of the EAC Treaty provides for the establishment of a
Customs Union (CU) followed by a Common Market (CM), a Monetary Union (MU) and, ultimately, a
Political Federation. In 2005, the East African Community became a CU with the primary objective of
creating more trade within the region and, in turn, enhancing growth. Under a CU, partner states
are expected to adopt a Common External Tariff (CET), in addition to the elimination of internal
tariffs. This is aimed at increasing trade flows between partner states in a large market created, and
to reduce imports from non-partner states. Ultimately, with increased trade, the welfare of the
citizens of partner states is expected to improve.
With the EAC integration, both positive and negative effects are expected on the newly liberalised
sub-sectors including services and capital movements, and product levels under category B. The
partner states agreed to a phased out approach on tariff reduction on a selected products. However,
there is little, if any, empirical evidence to demonstrate the gains or losses to Uganda as a result of
this trade reform. Theory on integration shows that there are trade effects, for example, trade
creation and trade diversion, as well as impacts on the different actors like consumers, producers
and governments in a given economy. Understanding of the magnitude and direction of these
effects is important for countries such as Uganda, which derive substantial amounts of tariff revenue
from international trade taxes to meet fiscal needs. The share of international trade tax revenue in
total government revenue stood at 20 percent in 2000. It declined over time and stagnated at 9
percent since 2006.
As discussed in the subsequent section, Uganda trade more with Kenya relative with other EAC
partner states. Considering the Uganda’s net international trade tax revenue over time, the share of
imports from Kenya declined from 46.7 percent in 2005 to 12.8 percent in 2009. Table 1 portrays a
declining trend in the value of imports of Kenya to Uganda since 2007. Further, the upward trend in
duty is largely explained by the increase in import volumes. Although the government increased the
excise duty on fuel in 2007/8 from Ushs 450 and Ushs 720 per litre to Ushs 530 and Ushs 850 on
diesel and petrol respectively. There is also a notable declining contribution of excise duties and
increasing trend for VAT in the trade tax. The decline in excise duties contribution to trade tax is
explained by the government waiver of the duty on diesel for manufacturers in 2007/8 and the
exemption of heavy fuel oil used in thermal plants, table salt, trucks from VAT in 2008/9.
Table 1: Uganda’s revenue from international trade with Kenya (‘000 US$)
Tax type

2004

2005

2006

2007

2008

2009

Duty

6,623

8,488

12,225

15,290

18,074

18,205

Excise

71,912

125,833

52,178

93,449

63,163

58,824

VAT

30,454

-

49,297

62,798

79,224

77,777

2,769
111,758

2,926
137,247

4,909
118,608

6,346
177,883

6,698
167,159

7,205
162,010

8

7

9

9

9

..

Withholding tax
Net trade tax
Trade % of revenue

Source: UBOs, 2011 and WDI, 2010
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Using the World Integrated Trade Solution Software-Software for Market Analysis and Restrictions
on Trade (WITS-SMART) simulation model, this paper provides insights into the effects of the phased
out tariff reduction on Uganda in terms of trade, welfare and revenue.
The rest of the paper is structured as follows: the next section focuses on the regional context of the
EAC. Section three discusses the pattern and composition of Uganda’s trade flow with EAC partner
states. The theoretical underpinnings and modelling procedures is the subject of Section four. The
simulation results are presented in Section five, and Section six concludes with implications for
policy.

2

