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[bookmark: _Toc143604596][bookmark: _Toc143604956][bookmark: _Toc144241527]ABSTRACT
This study is aimed at examining the effect of Value Added tax on the growth of small and medium scale businesses in Uganda. This dissertation in a broad spectrum consists of five chapters entailing an explanation of the topic of study. The content of all chapters is broadly explained as constructed from the theoretical and practical basis of the work done during the research period ended.
In chapter one, to achieve this purpose, specific objectives of the study were developed to: determine the effect of tax shifting, examine the effect of sold off VAT, determine the effect of input VAT and examine the effect of output VAT on the growth of small and medium scale businesses. The introduction, background of the topic and the problem statement are also explained.

In chapter two, the literature review shows how the topic of study relates to other researchers and how their objectives have been achieved in relation to the topic as well as if the recommendations stated have been analyzed or the identified problems solved.

The study was carried out using questionnaire and interview approaches as one of the methodologies for collecting data. A sample size of 100 was chosen and this had a 90% response and the collected data was analyzed using both qualitative and quantitative techniques like mean, standard deviation and regression analysis. 

Furthermore, the collected data is presented using different tables and figures like charts that show the data quantitatively and description as qualitative. The collected data is analyzed using different techniques which are explained in this chapter and the corresponding findings. Findings show that there was a positive correlation between the objectives of Value Added Tax and the growth of small and medium scale businesses in Uganda.

Lastly, the summary of the topic under study is explained based on the specific objectives, discussions of the findings of the collected data, conclusions created based on the specific objectives of the study and the recommendations for further studies of the topic.    More business owners should be sensitized about value added tax as this will ease the payment and collection of  tax   hence increase government revenue through taxation.
2

[bookmark: _Toc143604597][bookmark: _Toc143604957][bookmark: _Toc144241528]CHAPTER ONE
1.1 [bookmark: _Toc144241529]INTRODUCTION
Value Added Tax (VAT) also known as the goods and services tax is an indirect tax levied on goods and services for the value added at all stages of production before the final product is obtained. There are three categories of VAT’s imposed on producers/manufactures to suppliers to retailers and finally the consumer and they are the standard-rated, zero-rated and exempt supplies.
 It is a consumption tax collected to boost the national revenue in order to finance government expenditure. Small businesses are instrumental in ensuring economic growth that may lead to job creation. In Uganda, SMEs represent over 90% of enterprises that generate over 50% of private sector employment. 
Despite Small and Medium and Enterprises (SMEs) being an important vehicle to address the challenges of job creation and economic growth, the SMEs sector is faced with multiple challenges among them financing and heavy tax burden. The SMEs, like any other business entities are expected to be compliant to the various tax systems in this 3rd would country and Value Added Tax (VAT) is among them. The research study sought to explore the impact of VAT on the growth of small and medium enterprises in Kampala district.
1.2 [bookmark: _Toc144241530]Background to the study
VAT is a flat tax levied on an item and charged at the rate of 18% on supply of goods and services but according to the budget 2021, the government temporarily reduced the VAT rate to 5% while anticipating an increase in the next financial year of about 12.5%. And is charged equally on every purchase. 
Business registered for VAT are required to file a return monthly although they had not made a profit, return or generated income in that period. According to Jean Paul, the VAT is meant for consumption. The people in Uganda according to Uganda Revenue Authority who are permitted to collect or charge VAT on their goods are those whose turnover exceeds UGX 150 million in the financial year.
2

The Value Added Tax Act (Chapter 23:12) made it possible for the developing countries under consideration to replace the sales tax with the VAT tax. According to the Act, VAT must be assessed, imposed and collected on the value of any supplies of goods and services made by registered operators as well as on supplies of imported goods or services made by anyone in the country. Additionally, it outlines exactly when and under what circumstances VAT should be charged and all products and services are currently subject to a 15% VAT rate with the exception of those that have been exempted, zero-rated or subject to a reduced rate of VAT. Anyone who is registered or who must be registered must charge VAT must return it to the tax authorities and maintain the necessary records in order to avoid penalties for the trader. The best practice VAT model according to some academics, should exempt small enterprises from paying VAT. However, due to the current economic climate, major businesses have had to close. Different countries have used different definitions of SMEs. Any company with fewer than 100 employees is recognized as a SME by the nation's Policy Framework. 

According to the SME Association, SME businesses are defined as those with employs between 50 and 100 with total assets more than 100 million but not exceeding 360 million. The degree of economic growth has a significant impact on how small to medium-sized businesses develop. The level of taxation, its administration and compliance have a significant impact on the growth of small to medium-sized businesses. The fewer small businesses are motivated to work hard, the higher the task risk and greater the effort required to comply with tax requirements and to monitor how those requirements are met. Therefore, one of the fundamental objectives of every tax policy should be to preserve the challenging equilibrium between tax rate, compliance cost, tax administration and economic growth.

The relationship between taxes and the rate of expansion of small businesses has long been a contentious topic. Depending on the type of tax policy the government chooses to implement, the perceived link may be either good or negative. However, it is generally accepted that a high task rate can result in a decline in business activities because it reduces the incentives to invest whereas a low tax rate tends to increase business activity growth because higher profits encourage further investment and business expansion. Due to lesser returns on his investments, an investor's motivation to invest is decreased by a high marginal tax rate. In the same line, less commercial operations have a number of unfavorable effects such as lower worker productivity, production, employment, and ultimately, people's standard of life.

In an effort to broaden the tax base and raise more money, the administration of the government has had to levy a number of taxes particularly on business companies in an effort to increase the tax base and raise more money. According to a 2019 report (Bakiza), SMEs have a critical source of support and have employed 70% of non-farm labor force. The VAT rate has an impact on how businesses operate and SMEs being particularly affected. 
VAT has various objectives like enhancing the purchasing capacity and the living standards of the people and due to single point tax, indirect tax collection leads to successive passing of information and knowledge hence a rise prices which in the long run affects the purchasing power of the people.
1.3 [bookmark: _Toc144241531]Statement of the problem
Poor performance financially by the small and medium businesses in Uganda in the long run. Since the VAT is imposed on the final consumers who are the customers and yet they have limited funds or income that is to say that when there is persistent increase in general prices of goods, the central bank reduces money in circulation using the monetary policy which in turn causes unemployment. The pressure of VAT from the Uganda Revenue Authority forces the trade owners to either close down the business or do the moving business this is to say wherever they go, they move with their goods to sell in order to escape the VAT.

In Uganda, there is revenue collection through taxes which is mainly carried out by contracted agencies that sometimes come up with various taxes and imposes them on business operators in different districts. Various methods are then used to collect the revenue from the business operators. However, researchers like Bakiza 2019, Were and Katusabe observed that SMEs cry foul on the burden of taxes imposed on them and how they affect business operation and have also showed that some SME operators were not knowledgeable on the ways in which some tax systems operated hence creating problems with authorities and affecting business. Among such tax systems is of VAT collection. SMEs are mostly likely not in a position of maximizing on claiming VAT thereby living them exposed to paying more tax liabilities. 
In Uganda, VAT is collected to pay off its debts and in so doing leaves no revenue the country can budget on for its people in the long run the customers become poor because they are being charged high prices on the commodities yet there is limited money in circulation.

1.4 [bookmark: _Toc144241532]Main objective of the study
The impact of and extent to which Value Added Tax influences the growth and financial performance of the small and medium scale businesses in Uganda. How Value Added Tax has affected the small businesses in the long run as most businesses tend to have a poor financial performance, low cost and even causing some to shut down hence unemployment and increasing the number people living in the low earning bracket and as well determine the solutions to curb the above effects.

1.5 [bookmark: _Toc144241533]Specific objective of the study
I. To determine the effect of tax shifting on the growth of small and medium scale businesses in Uganda.
II. To examine the effect of sold off VAT on the growth of small and medium scale businesses in Uganda.
III. To determine the effect of input VAT on the growth of small and medium scale businesses in Uganda.
IV. To examine the effect of output VAT on the growth of small and medium scale businesses in Uganda.

1.6 [bookmark: _Toc144241534]Research questions
I. What is the effect of tax shifting on the growth of small and medium scale businesses? 
II. What is the effect of sold off VAT on Small and Medium scale businesses’ operations?
III. What is the effect of input VAT on the growth of small and medium businesses?
IV. How does the output VAT affect the profits and sales turnover of small and medium businesses?



1.7 [bookmark: _Toc144241535]Justification of the study
The purpose for this study was to establish the extent to which VAT has influenced the financial performance, growth and operations of the small and medium scale businesses and the people in the low earning bracket in the long run in Kampala district mainly focusing on the areas of the case study.

Based on the research of Were Godfrey 5.4, effect of taxation on growth of small and medium scale businesses needed more research although he talked about the relationship between the taxation and small and medium scale businesses in which the problem of the taxes greatly affecting the businesses was not solved although he identified the problem.

According to Katusabe Mariam 5.5, a further study would be needed to be carried out on tax holidays, tax evasions and tax compliance policy among small and medium scale businesses to enable them grow easily and have a good financial performance.

1.8 [bookmark: _Toc144241536]Scope of the study
1.8.1 [bookmark: _Toc144241537]Scope Of the Subject
The study covered small and medium scale businesses as to specifically research on the impact of Value Added Tax on their growth and financial performance both in the short and long run.

To find a way government can give the small and medium businesses tax holidays just as the large enterprises were given which in turn makes the businesses thrive hence curbing unemployment and improving standards of living of the people in that area and as well as the government enjoying the benefits of taxes in the later future. This was based on the statistics of 2 years ago.

1.8.2 [bookmark: _Toc144241538]geographical scope
The study was carried out in Ntinda market located in Kampala-Uganda. It is believed to have a large number of small and medium scale businesses that bear a wide tax burden.

1.8.3 [bookmark: _Toc144241539]Time scope
The study was carried out for a period of three months that is to say from April 2023 to July 2023.
1.9 [bookmark: _Toc144241540]Limitations
Limited data as the topic is sensitive and as well as the businesses present in the area are few. This is also because the traders have poor book keeping so they do not record the sales and purchases hence making it difficult to determine the taxes and revenue got from the goods.
Inaccurate data as many may fear to give in such information since they think that they may be reported to the government and later be evacuated or forced to shut down. The researcher anticipates finding the following limitations. The researcher also shows how they will be overcome.

Financial constraint. The research anticipates finding a problem of limited funds. Low rate of gross national product and low rate of capital formation limits VAT collection. In a study conducted Aaron et al. (2007) shows that low gross national product and low rate of capital formation limit collection of taxes, VAT inclusive. “The meaning of capital formation is that society does not apply the whole of its current productive activity to the needs and desires of immediate consumption but directs a part of it to the making of capital goods, tools and instruments, machines and transport facilities, plant and equipment- all the various forms of real capital that can so greatly increase the efficacy of the productive effort so as to make possible an expansion of consumable output in future.”

However, the current productive activity is so low in developing countries like Uganda and so it is not sufficient for the present consumption and therefore capital formation is very slow. The requirement of funds in developing states like Uganda are massively huge on account of them under development, but their GNP (Gross National Product) is so low that such funds cannot be generated by taxation. This will be dealt with looking for some money to facilitate printing, typing, internet.

Time constraint. Time allocation between the study and various activities which occupies human life given is limited in which the study is to be carried. This is because the study conflicts with the researchers working time since he works during the day. The researcher also has to balance other research activities.

[bookmark: _Hlk137035975]Moral hazards and adverse selections where the businesses deliberately choose not to give out some information to the public or the officials in charge as this is seen most especially in the times when the business uses debt financing and goes into it without having adequate financing to pay back the interest rates.
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CHAPTER TWO

2.1	LITERATURE REVIEW
This chapter reviews or shows related literature about the impact of VAT on the growth and financial performance of SMEs. The material provided in this chapter has been drawn from published sources in line with the study objectives of the research topic.

[bookmark: _Toc144241542]2.2 INTRODUCTION
Oakland says that when the VAT is in its consumption form, is not a new tax but is equivalent to gross incomes so the responsible body for collection of the taxes which is Uganda Revenue Authority (URA) should first asses the type of business, how it’s doing in terms of the economy and if it can manage to collect VAT before its imposed on it. The VAT component is the notional amount of each payment made by an obligatory under a financing contract in respect of a purchased receivable which constitutes of VAT.

Public assistance is viewed as an extension of private charity through the taxes paid by the different individuals or companies hence labelled pareto-optimal redistributions. Taxes are proportionate to incomes or abilities of the person or organization to pay; the payer must pay in times when it’s convenient for him and it should be cheap to administer and easily understood.

Tadros and Svensson said “Tax policy is an important tool for attracting investments and growth of the industry.so URA should revise its tax policies it imposes on businesses and examine the implications of those policies on the different business from the perspective of the government and the investors in order to enable the businesses owners understand how they are paying and collecting the different taxes hence increasing government revenue a peaceful and smooth running if the business in general. 




[bookmark: _Toc144241543]2.3 THEORETICAL FRAMEWORK.
Income theory. According to Keynes (1963), The theory states that consumption spending is determined by disposable income which is income after taxes and other deductions. The income theory is a valuable tool for understanding consumer behavior. VAT is tax on income hence it is paid by all businesses and individuals involved in production and distribution of goods and services in form of lower profits or higher profits. This is the fairest form of taxation since it is based on income hence reduction in income inequality and encourages investments and economic growth. 

The following are the assumptions of the theory;
Consumers and business men are rational and make decisions that maximize their utility. This means that they know the prices of all goods and services as well as their future income and spending needs.
Consumers have stable preferences over time. This means that consumers' preferences for goods and services do not change over time.
Consumers and business men have perfect foresight about their future income and spending needs. This means that they know what will happen in the future.
The following are the limitations of theory;
It assumes that consumers and sellers make decisions that are in their best interests given their knowledge and constraints. However, there is evidence that they do not always behave rationally. For example, they may make decisions based on emotion, impulse or they may not fully understand the consequences of their decisions.

Consumers and sellers have perfect information as its assumption meaning that they know the prices of all goods and services as well as their future income and spending needs. However, in reality, they do not have perfect information. They may not know the prices of all goods and services and they may not be able to accurately predict their future income and spending needs.
Assumes that the consumers and sellers know what will happen in the future. However, in reality, consumers and sellers do not have perfect foresight. They cannot predict with certainty what will happen in the future and their decisions may be based on incorrect assumptions about the future.
Consumers' preferences are stable over time. This means that consumers' preferences for goods and services do not change over time. However, in reality, consumers' preferences may change over time due to a variety of factors such as changes in their income, wealth, or family size.
This is how the theory is relevant to my study;
The effect of VAT on consumer behavior is complex and depends on a number of factors including the size of the VAT rate, the elasticity of demand for goods and services and the level of competition in the market. However, VAT is likely to reduce consumer spending. This is because VAT increases the cost of goods and services which makes them less affordable for consumers.
The researcher could use the theory to predict how a change in the Value Added Tax rate would affect consumer spending since it’s a key driver in the growth of SMEs.
The theory can be used to examine how VAT affects the demand of the consumers for goods and services produced by SMEs.
The researcher could use the income theory to assess the impact of VAT on the profitability of SMEs.
Enable the researcher to determine the negative effect of VAT on consumer spending by reducing disposable income. This can lead to a decrease in demand for goods and services which can have a negative impact on the growth of SMEs.
In addition, VAT can distort consumer behavior. For example, VAT may lead consumers to substitute goods and services that are taxed at a lower rate for goods and services that are taxed at a higher rate. This can make it more difficult for governments to achieve their policy objectives such as reducing inequality or promoting sustainable development.
[bookmark: _Toc144241544]2.4 CONCEPTUAL FRAMEWORK
The independent variable is the Value Added Tax which are driven by a force of the government intervention, level of technology, knowledge of the business owners and the URA body which tend to impact the negative or positive effects on growth, financial performance and operations of the dependent variables which are the small and medium scale businesses or enterprises. 

The performance of the small and medium scale businesses is not entirely decided by the taxes but it takes the largest percentage because as the business is trying to recover the capital it invested and recognize some profits, URA is already collecting taxes from it hence making it difficult for the business is continue surviving. If exempted for a period of one year, the business can be sure to develop more while realizing profits which in turn generates revenue for the country through the taxes the business will pay and increases employment among the people in the area and this pushes Uganda’s GDP higher and also makes it one step away from reaching the middle-income status.

       VALUE ADDED TAX                                                           
       Tax shifting
· Price changes
· Demand and supply
· 


	GROWTH OF SME’s                                  
		
	-Profit margins
	Sold off VAT
· VAT rate on sales
· VAT rate on purchases


            	
	Return on assets	

	Input VAT
· Price of goods purchased
· Price of raw materials
· VAT registered suppliers 


	Market share




Output VAT
· Price of goods sold
· Demand and supply rate








Source; Adopted from Vicai,2015
[bookmark: _Toc143604599][bookmark: _Toc143604959][bookmark: _Toc143674647][bookmark: _Toc143675325][bookmark: _Toc144241545]Figure 1: Relationship between the variables in the study i.e., independent variable (VAT), dependent variable which is the growth of SMEs.
The relationship between VAT and the growth of SMEs;
This mainly depends on the level of VAT and the size of SMEs alongside other factors like government policies and level of technology. When the VAT level his high, the cost of doing business increases which leads to low profits due to low markets and low employee satisfaction, slower growth and even bankruptcy since the businesses is struggling to pay VAT with the little income or profits made without reinvesting into the business hence a negative impact of VAT on the business.

VAT can positively impact the business in a way that it makes the producers and sellers more vigilant on the purchases they make for raw materials or products that is to say from those registered for VAT to reduce how much VAT they are to pay (input VAT-output VAT) hence becoming more efficient and productive to attain high returns on investment and equity while reducing the costs they incur but rather pass on some to the consumers. It can also provide SMEs with revenue to finance their growth and investment by 10% as a study carried out by International monetary fund.

If the VAT systems are well designed as per the policies of the responsible bodies and in line with the government policies, the negative impact of VAT on SMEs reduces than when the systems are poorly designed causing the impact to be high. This was observed by the world bank that if the systems are easy to comply with, provide refunds to businesses that export have a positive impact on performance of the SMEs.

Growth of SMEs:
As a business grows, the financial performance improves due to high sales turnover and increased operating profit margins because they are able to take advantage of economies of scale and market effectiveness hence reduction in their costs.

With growth of a business, comes increased employee satisfaction, investment and capital that enable the business be able to pay VAT and still remaining standing and able to reinvest in itself and keep up with the changing technology, tax shifting and policies.

Although it’s a good for enterprises to grow, that growth comes with disadvantages as well and these include; Increased debt since some enterprises do not have adequate funds or capital to invest in themselves hence leading to borrowing to finance its growth which reduces their return on equity and the revenue type of VAT. Lower profits since the enterprise may have to incur high costs in investing in equipment, technology and personnel to work in the enterprise which lead to low GNP VAT since the business cannot pay the VAT with the low funds due to low return on investment and failure to satisfy employees.

Growing SMEs are vulnerable to economic down turns since they may be easily destroyed by factors like the unfavorable government policies, strict laws by the responsible bodies for tax collection and tax shifting since they are not financially stable to oversee such storms.

[bookmark: _Toc144241546]2.5 THE EFFECTS OF TAX SHIFTINGS ON SME’S
According to Mkembe (2019), unnecessary taxation is common as most registered SMEs registered for VAT deal with products that no longer have value added to them yet they are still carrying the tax burden hence increased losses made and this as well affects many in the service industry.
There is double taxation as the VAT aspect paid is taken as part of the income statement under profit tax and yet most people compute VAT aside again hence reducing their profitability level and reserves that can cause the business to close down because the fees compliance associated with the filing and accounting for the taxes are high in terms of time and money.
 
VAT has become a main source of revenue in many developing countries. Some African countries such as Benin Republic, Cote d’Ivore, Guinea, Kenya, Madagascar, Mauritius, Niger republic, Senegal, Togo, Nigeria have introduced VAT. Evidence suggests that in these countries, VAT has become an important contributor to total government tax revenues. Coolidge (2002-2010), small businesses face heavy costs in the process of preparing, filling and paying taxes in addition to the burden of tax payments which in turn makes such businesses collapse leaving many graduate and non-graduate youth unemployed forcing them to start theft and robbery as a way of survival. So URA should look into its files of which businesses to tax and those to exempt. 

Bogetic and Hassan (2008) found out that in 1982, VAT accounted for about 30% of total tax revenues in cote d; voire, Kenya and Senegal. The oil producing countries are not excluded from the list of countries that are producing this tax. Aduga (2011) showed that VAT has been in effect in Ecuador and Mexico since at least 19973 and by 1983 accounted for 12.35% and 19.71% of total government revenues in these countries respectively. Shalizi and Squire (2010) evidence so far supports that VAT revenue is already a major source of revenue in Nigeria. For example, actual VAT revenue for 1994 was N8.189 billion which is about 36.5% higher than the projected N6 billion for the year.

Aduga, (2011) noted that VAT acts as a combination of protection and export subsidy because it is levied on imports and rebated on exports, giving the traded goods sectors of countries with VAT an advantage over the corresponding sectors of countries that rely on income taxation. VAT is not a protectionist measure, but the alleged pro-competitive device of exports rebates is necessary if VAT is not to act as an export tax, which in turn is actually a protectionist measure that would reduce both imports and exports. It was also established that in practice, VAT would almost surely fall more heavily on traded rather than non-traded goods, which would constitute a bias against both exports and imports. Therefore, VAT generates revenue from imports and rebated on exports. Different scholars had used different explanatory variables to attempt some empirical measurements of tax efforts in various countries. Such variables included agricultural output GDP ratio, per capita income, mineral exports GDP ratio, the degree of openness of the economy, money GDP ratio among others.

Bogetic (2008) found that the countries with a relatively high index of tax effort, although the results varied across countries. Shalizi, (2010) later updated the work of Eshaq (2008) using the same sample of developing countries for the period 1972 – 1976. However, they did not find the Agric-GDP ratio to be significant but their measure of tax effort indices yielded similar results to be the initial study. In line with this, Mkembe 2019 states that VAT increases the operating charges of commercial enterprises hence making merchandise pricing high and uncompetitive in the market which largely influences the growth of SME’S.

Henderson and Goldring, et al. (2004) worked on the effects of imposing a value added tax to replace payroll taxes or corporate taxes. The research work was conducted against the background that the United States is the only country in the developed world that does not impose a broad-based consumption tax. The typical form of broad-based consumption tax used worldwide is a credit invoice Value Added Tax, a subtraction method VAT or business transfer tax (BTT) and Retail Sales Tax (RST) are all intended to tax the final consumption once at the retail level, but the collection mechanisms differ among three taxes. The researchers found out that VAT has administrative advantages over both BTT and RST. Both BTT and VAT are easier to enforce than RST because under a tax collected at different stages of production, evasion by the final seller leaves much of the tax in place. Compared with BTT, VAT makes it easier to exempt sales of categories of consumption goods, including export sales, but more difficult to grant preferences to selected industries. The distributional burden of VAT, it was found, is roughly proportional at the bottom of income distribution, but regressive at the top. This is why government of India (2004) also concluded that VAT has administrative advantages over other taxes and is therefore necessary and easy to increase revenue generation.

In a study conducted by Graetz, Micheal et al. (2005), expert group stated that tax revenue contributes substantially to development. The stark reality in most developing countries is that while there are several budgetary pressures as a result of ever-increasing demand for government expenditure, there is a limited scope for raising extra tax revenues. The study also states that governments have many tax instruments at their disposal that can be used singly or in concert to finance their activities. These tax alternatives include personal and corporate income taxes, sales tax, value added tax, capital gains tax among others. Henderson, et al. (2004) reports that in choosing what tax instruments to be used and what rates to impose, governments are typically influenced by their expectations of the effects of taxation on investment and economic activities, including Foreign Direct Investment (FDI). It is also stated that high corporate income tax rates are associated with low levels of FDI. VAT rate in Nigeria has been determined in a way that minimizes disincentive efforts on economic activities.

[bookmark: _Toc144241547]2.6 THE EFFECT OF SOLD OFF VAT ON THE GROWTH OF SMEs
Most businesses in Uganda are sole proprietors, family businesses and partnerships that generally do not keep books of accounts, have low sales turnovers and change hands and ownership often.
Moral hazards and adverse selections where the businesses deliberately choose not to give out some information to the public or the officials in charge as this is seen most especially in the times when the business uses debt financing and goes into it without having adequate financing to pay back the interest rates and this makes it difficult for the collectors of VAT.

According to Ravenous (2015) and Chebet (2019), unfair treatment in terms of paying the large amount of sold off VAT of the tax payers of the SMEs of which some are not obligated to pay that tax is a common practice observed as the tax bodies come demanding for the tax dues. There is also little understanding of the obligation as a result of lack of tax education hence the tax payers end up paying a lot more than they had to as the officials can state a much higher figure and they will not decline it because of lack of knowledge.

Mkembe(2019), VAT increases the operating charges of doing commercial enterprises hence making merchandise pricing high and uncompetitive which largely influences the financial performance of SMEs as it cuts into their profits and in the long run, the business starts becoming bankrupt and fails to meets its tax obligations.
 
Low rate of gross national product and low rate of capital formation limits VAT collection. In a study conducted Aaron, et al. (2007) shows that low gross national product and low rate of capital formation limit collection of taxes, VAT inclusive. “The meaning of capital formation is that society does not apply the whole of its current productive activity to the needs and desires of immediate consumption but directs a part of it to the making of capital goods, tools and instruments, machines and transport facilities, plant and equipment- all the various forms of real capital that can so greatly increase the efficacy of the productive effort so as to make possible an expansion of consumable output in future.”

The World Bank Development Report (2002) classified various countries on the basis per capita GNP. The classification groups countries into three categories which are low-income countries with per capita GNP of less than US$755, middle income countries with per capita GNP ranging between US$755 and US$9265 and high-income countries that are mostly members of the Organization of Economic Cooperation and Development (OECD) and some others having per capita GNP of more than US$9265. It was vividly noted that low-income countries comprise nearly 40.6% of the world population (2459 million), but account for only 3.3% of the world GNP. Middle income countries, which are less developed than the highly developed countries, but comparatively more developed than low-income countries, have 44.5% of the world population and account for 17% of the world GNP. These two groups together, which are popularly knowns as ‘developing economies’ account for 85% of the world population but account for only 20% of the world GNP. In contrast, high income economies which comprise only 15% of the world population account for 78% of the world GNP. From the above analysis, it is evident that the bulk of poor people reside in low income and middle-income developing countries where the availability of resources is meager and less than sufficient. Per capita GNP in the United States is roughly 75 times per capita GNP in developing countries like India and Uganda which means that even on purchasing power parity basis, the scope of taxation in India and Uganda is 1-15 that of the United States which leads to low level of VAT collection which most agencies mandated to collect VAT also face.
 Buyondo, (2013) analyzed that Uganda is facing a similar problem since he identified similar traits and so Uganda Revenue Authority is sought to find similar problems.

Bird and Oldman (2007) identify that sold off VAT leads to poverty and inequality as a big challenge since the businesses registered for VAT purchase from those not registered hence making them have a large tax burden. In his analysis, he observed that the difference between the richest and poorest is not as it is in the case of developing economies. In developed states like Unites States, most people pay taxes and have access to basic facilities. In developing countries, however, the distribution of resources and income is highly uneven. Although official figures confirmed that only 26% of the population lives below the poverty line in most African countries (abject poverty) and so cannot be taxed by the government under any circumstances. However, they still forced to pay tax either directly or indirectly on various commodities and services consumed (VAT).

In relation to the above, studies further show that developing countries like Uganda had extreme inequality of income. Burke and Friel, (2007) shows that though sold off VAT brings about inequality in income distributions, inter alia the concentration of income in developing countries was comparable to that of developed countries, the phenomena of mass poverty was making those two distributions of income quite distinct. The lowest 20% in the United States population accounting for 5.2% of national income could not contribute much, but the middle 60% of the United States population having 48.4% share in national income, contributed a lot in national taxes, VAT inclusive which cannot easily be achieved in less developed and developing countries. Ssengo, (2014) analyzed this issue and concluded that poverty among nations remains a great challenge in tax assessment and collection.

Boskin and Mclure (2008) established that occupational pattern unsuitable for taxation shall always remain a great challenge in collection of tax especially VAT. In a study conducted, it was concluded that in developing economies, agriculture (Uganda’s backbone) remained the main activity which had a very low yield and less potential for taxation. “Throughout the world, there is a tendency to subsidize agriculture instead of taxing it.” Mackenzie (2000). Major tax revenue in developed economies comes from industry and services and from individuals employed in these sectors and it is easy to collect VAT and therefore such countries have high levels of VAT collection. Boskin, et al. (2008) shows that in some developing countries, agriculture accounted for 27% of the GDP while employing 58% of the population. There was no VAT on agricultural income which was one of the subject-matter of the state legislation. However, land revenue was being collected by the states on agricultural holdings, but it was highly insignificant when compared to the total tax revenue that is collected in developed countries.

According to Atkinson, (2006), large population with unemployment and under employment remained a greatest challenge in VAT collection. A study conducted showed that India had a population density of roughly 2.5 times the population density of China and 11 times the population density of United States. The country was facing a mass problem of unemployment and underemployment. It is extremely difficult to widen the tax base and collect taxes from under employed and unemployed people. Kent, (2005) analyzed a similar issue and concluded that a big population where by the largest percentage is unemployed has nothing to contribute in form of taxable income and therefore, this becomes a challenge in VAT collection. Burke J. Martin and Friel. (2007), analyzed that corruption for long has ranked high in tax collection agencies. In most developing countries like Uganda, the management of funds is a problem since most people are born in poverty. This coupled with self-desires has increased the level of corruption and embezzlement of funds meant to be for tax collection. This then reduces the amount of money collected as VAT since it does not reach the country’s treasury. Dochette, (2009) analyzed and added that corruption and embezzlement of tax is just a problem that arises during tax management and administration putting the blame on collecting agencies.

[bookmark: _Toc144241548]2.7 THE EFFECT OF INPUT VAT ON THE GROWTH OF SMEs
Mcnulty, (2012) note that putting VAT checks on business and real estate transfers can help to increase enables the business owner to monitor his input VAT levels which are a result of purchasing from suppliers who are VAT registered. In most developing countries, businesses and real estate transfers are a favorite source as well as a destination of black money. Most transfers take place at a paper price much lower than its market value. This allows a buyer to utilize his black money and a seller to evade the income tax on the resulting gain. The transaction consumes black money of the buyer and generates black money for the seller which also evades stamp duty that is proportional to the value of transferred property. “In Botswana, it is believed that real estate transactions take place at 40% to 60% of the fair market value.” Gonza, (2009). To eliminate the black money from this sector of economy, all business and real estate transfers should be registered in a national database accessible to the public. Government or private individuals should have the option to purchase the property within six months of the transaction at a price 25% more than the paper transaction value. This will discourage people to understate the price hence the right value is obtained and taxed appropriately.

EFRIS which was introduced by URA in enterprises like supermarkets and other businesses that produce and sell goods. This was done to close the gap in VAT collection in a way that it can be easily monitored by both the officials and the tax payers hence able to give accountability for the transactions made in that year, the payments of VAT and reduce the amount of VAT they pay. the people will no longer default but rather comply to the principles to avoid penalties of extra charges.

Ssengo, (2014) made some simple comparisons and established that in the United States income from all sources including agriculture is fairly taxed and that most of those who supply the produce are registered for the tax hence the consumers and the retailers not carrying a heavy tax burden. In most developing countries, like Uganda where the agricultural income is treated differently as it is taxed at an average rate of 15% and the tax is paid mainly in revenue and GNP kind of VAT. Further, there is a concealed agricultural tax in Uganda in the form of sales to the state at a price lower than the fair market value. Most developing countries need an agricultural tax similar to that of the United States. Zuengchen, (2008) quoted, “in the year 1995- 2000, China was still ranked as a developing country and such schemes which were modified by the years that recently came boosted its economy.

Westin. (2012) reports that implementing input VAT can help in increasing revenue generation in most SMEs. Back then, VAT existed only in France in a very rudimentary form. He adds that today adoption of VAT has been made a prerequisite for membership in the European community (EC), and it has been adopted in many third-world countries in some form or other. One of the benefits of VAT is its ability to link forward and backward. If one person in the chain from manufacturing to final consumption stage accounts for the goods any nonpayment of taxes at other stages can be found because it leaves sufficient paper trail. Further under VAT system for evasion of taxes everybody has to be an evader in the chain up to the consumption stage. If a buyer wants an invoice for getting credit, then the seller cannot evade taxes. If a seller refuses to raise invoice, the buyer will negotiate with other sellers of the similar goods and services. The VAT System compels people to record transactions because the risk involved in not recording a transaction is much greater.

 The invoice-method VAT has more revenue advantage than the single-stage retail sales tax (RST) in the sense that, if the supplier does not pay the tax or evade the tax, the revenue is lost, but in the case of VAT, revenue is collected in stages all along the way and therefore non-collection at one stage does not greatly impact revenue as Non-collection of revenue at any stage prior to the last sale stage will lead to more payment of taxes at a subsequent stage. Thus, there is no loss of revenue except the delay in realization and if there is non-collection at the last stage itself, then there is some revenue loss corresponding to value addition at the last stage.

Pyle (2014) shows that compared to any other form of commodity taxation. It eliminates the cascading effect of taxes by allowing credit for taxes paid earlier, increases tax compliance, which is a great advantage in developing countries and reduces economic distortion. Therefore, complete VAT in its true spirit must be introduced to avoid the cascading effect of taxes and to increase tax compliance. The Government of India has already introduced VAT for central excise duties (known as CENVAT) but state governments still impose non-VAT sales tax on commodities. Recently, there is a proposal to introduce invoice credit type state VAT at a suggested rate of 12.5% for state sales taxes allowing credit for taxes paid on inputs as well as on capital goods. Central sales tax will continue at a lower rate of 2% (the present rate is 4%). However, none of the states are agreeing to allow credit on procurements from out-of-state sources, and thus in recent proposals such taxes are not creditable but again non-allowing credit for out of state taxes will create distortion in the economy which will discourage inter-state trade. Further, the proposed state VAT will co-exist with the central VAT, central sales tax on interstate sale, and other local commodities taxes. It is now well-established that ‘invoice credit VAT is the best. The introduction of even proposed VAT is being opposed by states for several reasons such as Few states that have high tax rates fear that they will lose revenue if they implement VAT at the suggested rate of 12.5%. At the same time, states with low tax rates apprehend that VAT would raise prices, thereby antagonizing consumers and reducing the popularity of incumbent governments. States with sales tax exemption zones fear loss of investments and widespread litigation on account of the imposition of VAT. The trading community which is the biggest evader of taxes is opposing introduction of VAT tooth and nail. Though introduction of VAT means less tax evasion and more earning for the states, no political party is showing firm support for VAT due to the powerful lobby of the trading community.

Webley (2013) shows that merging all commodity taxes can help to increase on the level of revenue generation in developing economies although being to differentiate the input and output VAT helps the tax payer reduce the tax he will pay. If VAT co-exists with all other commodity taxes, there would be a cascading 'tax on tax' effect and the very purpose of imposing VAT would be drastically diluted if not completely negated. All commodity-based taxes should be merged into one and should be collected by one agency because they have one common base. Taxpayers are not comfortable in dealing with too many tax departments and filing too many returns. After its collection it can be distributed between federal, state or local bodies the way it is already done in the case of duties of excise and income taxes. Alternatively, three creditable taxes can be imposed: ‘VAT 1’ for central commodity tax, ‘VAT 2’ for state taxes and ‘VAT 3’ for any other local commodity taxes. However, the credit earned on account of these three taxes will be utilized for the discharge of respective categories of VAT.

According to Oliver (2012), a wider tax base with moderate tax rates can help to improve tax collection and revenue generation. Irrespective of the form of activity on which tax is imposed, a broad-based tax imposed at a lower rate is likely to achieve a higher score on an index of tax effectiveness than a selective imposed on a higher rate. It is now widely accepted that moderate rates of income taxes encouraging saving, foster growth and motivate voluntary compliance. In the case of higher tax rates, incentive for evasion is very high. Tax rates should be lower with stricter penal for evasion. On account of lower tax rates, most tax payers will not be attracted towards evasion and the few who will still be attracted will be prevented from doing so on account of stringent penal provisions. The system should try to cover every aspect of the economy with lower tax rates. A broader tax base will be able to result in good revenue to governments even with lower tax rates. Incentive-economists reason that to obtain an increase in real income, production must rise and for the growth in production, overall incidence of taxes must be reduced. 

Tadros, (2004-2009) successful implementation of VAT system is complex and must be approved strategically and realistically to maximize company participation and in turn increases the revenue of the country since there will be an organized format of collection and valid companies would pay without fail and making incompetent one suffers the burden of taxes which can eventually cause them to close. Kay and King (2010) had also remarked that the high tax rates incorporate earnings create a strong initiative for owner and managers to spend company funds for tax deductibles, business related goods and services that also yield personal satisfaction to individuals. That is why we see helicopters, swimming pools, luxurious guest houses, country club memberships and vacations in exotic locations. Because at present, the cost of such facilities is only 60% to the corporate and the balance 40% of expenses is indirectly by government in the form of non-collection of taxes. The effective cost to the individual shareholder is much smaller because they have to pay taxes on dividends received. Cohen (2000) had earlier on reported that in the 1970s, the peak tax rate was more than 70% in many countries and caused to cooperate was less than 30%. In 1978, in the United Kingdom, the peak tax rate on investment income was 98%, literally confiscating the entire income and leaving no initiative to the investor for seeking investment income. Chang, (2014) recently remarked that in developing economies, there is no effective social security system like the United States for common people, and therefore, governments must encourage saving for the future exigencies.

 Changes in effective tax rates play a crucial rule in altering relative prices between consumptions and savings. Moderate tax rates can encourage saving behavior among people Pechman, (2014) shows that expansion of the service tax base can help to increase on the level of revenue generation. In a study conducted in India in past years, Pechman reports that on selected services, just one central service tax is imposed at the rate of 8%. No tax is imposed on services by state governments. At present, the contribution of services sector in GDP is around 50%, however, their contribution in central tax revenue was only 1.74% in a year. Services constitute of a heterogeneous spectrum of economic activities. In the olden days, it was difficult to separate services from the service provider and recipient. Today however, services cover a wide range of activities such as management, banking, insurance, hospitality, administration, communication, entertainment, whole sale distribution and retailing including research and development activities. The service sector is now occupying the center stage of the economy so much so that in the contemporary world, the development of service sector has become synonymous with the advancement of the economy. The share of the service sector in real GDP has surpassed that of agriculture at a relatively faster pace as compared to other industrialized nations. It is also well known that services constitute a large proportion of the consumption of the rich rather than the poor, as the demand for services is highly income elastic.

 Depending on socio-economic compulsions as each country evolved a taxation system in services, adopting either a comprehensive or selective approach. While most developed countries tax all of the services with very few and limited exemptions, developing countries including Uganda tax select services only. According to Leoprick, (2002-2009), Encourages firm growth but this can only be done if the government and the responsible body exempts or gives the small businesses a tax holiday so as to gain momentum and grow into large companies or businesses which will later be able to pay the necessary taxes without fail hence increase in the government revenue. Kay and King. (2010) had also analyzed similar the presumption behind the scheme was that the categories of people mentioned above are well-to-do people of the economy and are having income in excess of the basic exemption limit. Once they are forced to file a return and once their individual information are on the tax department’s records, they will be induced to pay taxes by declaring the income on account of a perceived fear of getting caught. A large number of persons filed return, but declared their income below the basic exemption limit and did not pay taxes. As long as a long-term plan is not made with a view to discourage black income and unearth undeclared income, the tax base cannot expand. In order to expand the tax base, income excluded in chapter III of the Indian Income Tax Act 1961 and more importantly agricultural income must be brought within the tax net.84 Further, the plethora of incentive schemes in the form of deductions, exemptions, and exclusions incorporated in the different chapters of the Income Tax Act needs to be restricted.

Deterrence against tax evasion. Westin. (2012) shows that the penal provisions in the tax laws in most developing countries are not stringent enough to have a deterrent effect. Further, they allow too much discretion in the hands of tax officials, which leads to corruption. Discretions are not utilized in a free and fair manner. In a comparison between United States and the developing economies statistics reported that in the United States, the penalty for non-filing of a return is greater compared to the penalty for non-payment of the taxes itself which is the same as Uganda according to the act and is not subject to the discretion of tax department officials. Though there is a reasonable cause of defense to these penalties, what could be considered as reasonable cause has been elaborated under the act. When a return is filed, the tax department is aware of the tax liability. There is a presumption that the taxpayer who has filed the return will pay the tax one day unless he becomes insolvent. There is no ill intention on the part of the taxpayer to hide the income or not to pay taxes. On the other hand, when no return is filed, the department is clueless. The taxpayer may not have paid the tax on account of financial hardship; but failure to file a return generally shows his/her bad intentions of not paying the tax. That is why the country’s tax laws take non-filing of a return more seriously compared to nonpayment of taxes. Imposition of greater penalties in the case of nonfiling of a return ensures better compliance with tax laws. 

In contrast with the Ugandan constitution and the tax collection system, Bongomine, (2014) reports that the Ugandan penal code leaves gaps where the tax payer can evade taxes and goes unpunished. “Penalties are just put on papers but not practice.” Therefore, putting more effort against tax evasion can try to increase the level of revenue generation in Uganda. Peters, B. Guy. (2014) shows that setting higher Standards of Tax Compliance for Certain Individuals can help to improve revenue generation in the tax system. On account of taxpayers’ grievances, the Clinton administration restructured the Internal Revenue Service (IRS) of the United States by the IRS Restructuring and Reform Act of 1998 which placed the IRS on a higher standard of conduct. The ten infractions introduced by the Act of 1998, violation of any one of which will result in mandatory dismissal of an IRS employee, are known informally as ‘the ten deadly sins.’ One of the most draconian provisions of the reform act is that employees filing late tax returns must be dismissed automatically. In similar fashion, employees of tax departments in developing countries should be placed to stricter standards in order to set examples for the taxpaying public. In developing economies, tax officials, bureaucrats, and politicians are the biggest evaders of taxes. Similarly, tax practitioners such as Charter Accountants, Cost accountants, and lawyers, should also be placed to higher standards for the simple reason that if they cannot maintain a higher-standards for their tax affairs, they cannot help others in maintaining a good standard of tax compliance. Tax practitioners, if found in collusion with a taxpayer in a tax fraud case, should be debarred from practicing. Other people holding high public posts such as senior bureaucrats and politicians should be placed to higher standards and made to resign if found guilty in a tax fraud case.

According to Owens, improving performance of the input VAT and output VAT system is a priority in the context of the economic crisis as this will tell or show how the government will collect the taxes and how much it will receive basing on how the business owners react to the system being used by URA i.e., if its easily understood then the flow will be smooth unlike if its complex, then the owners can refuse to adhere to the terms.

The Organization of Economic Cooperation and Development(OCED body makes the international guidelines of the VAT system which basically work for most countries as these policies are to be followed in order to achieve success in the system or collection.so if the OCED makes policies that are not strong or do not conform to most businesses, then the VAT collection system is bound to fail and this leads to low revenue collection for the government but the businesses will keep earning profits while if it makes worthy rules ,then there will be a win situation for the businesses and the economy at large since the people understand the policies.
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[bookmark: _Toc144241550]3.1 RESEARCH METHODOLOGY
This chapter presents the methodology that was used in conducting the study. It presents the research design, data quality control, data analysis, ethical consideration as well as the limitations and the limitations.
[bookmark: _Toc144241551]3.2 RESEARCH DESIGN
According to Mugarura (2021), a cross sectional survey research design is one that is carried out in a short period of time and requires the researcher to go the field once. The researcher used this type of design because the study involved both qualitative and quantitative methods of design for example survey research which enables the researcher collect data from a large group of respondents, correlational research, regression research and logistic research to collect data or information that can later be analyzed.

In this study, a more quantitative and deductive approach was used. The population in this study consists of all registered SMEs. Attempting to include SMEs who do not pay tax would have introduced errors. Only SMEs who pay taxes or are registered as tax payers were relevant. 

According to Walugembe (2013), they were 12531 registered tax paying SMEs. To select a representative sample of SMEs from such a heterogenous population was not done by randomizing but by carefully setting some appropriate selection criteria. Registered SMEs are made up of different groups of people doing different trades and businesses such as manufacturing, Agriculture, retailing, consultancy, construction and services among others. Attempting to consider such as a single homogenous set of enterprises would introduce sampling errors. 

Furthermore, some of the registered tax payers have either left or are no longer trading such that trying to use the MSMEs sampling frame would be highly misleading. Therefore, the researcher opted to use a more cautious sampling approaches by setting some criteria upon which the selection of the members would be considered.


[bookmark: _Toc144241552]3.3 SAMPLING DESIGN
Sampling is the collection of data from a subset of a larger population and in this case the researcher looked at the various people in the area of study and the population hence the focus of study. The researcher used both the profitable and non-profitable sampling designs to cater for both the qualitative and quantitative information he is going to gather, analyze and study.

The following are the sampling designs that were used by the researcher to collect data from the respondents; Simple random sampling. This is a more reliable method since every member has an equal opportunity or chance to be selected to be interviewed. Systematic sampling. In which a particular member from the sample group made is picked to be interviewed as he will be representing his group because they are people of the same enterprise with similar characteristics and this in turn saves time. Purposive sampling. This is where people with knowledge and expertise in the field of study are selected to be interviewed.
[bookmark: _Toc144241553]3.4 DATA COLLECTION 
The researcher used both primary and secondary data sources of information. Primary data refers to data that is obtained by the researcher himself and has never been published for other uses and Secondary Data refers to sources of data that has been prepared and developed for some other purpose but not to solve the problem at hand, has already been published and made for another purpose but can also be used in your study. Such sources can either be internal or external to the organization under study. 

The researcher used various documents such financial reports, marketing research sources and also looked at the literature from published books, journals, organization internal reports, in house magazines, information on VAT and revenue generation. Research on internet was used. The researcher used secondary research sources of data because they are cheap, time saving, always available and dependable than the primary data that requires one to be on ground and have enough time to collect it.
The different types of data for example continuous, nominal, ratio and ordinal data were used by the researcher to analyze the gathered data so as you make a conclusion about the people in that area in regards to the topic of study.
 
[bookmark: _Toc144241554]3.4.1 DATA COLLECTION METHODS
On collection of data, the researcher used the most common types of collecting data which are  questionnaire survey, interviews where the researcher has a print out of questions that he asks the sampled people with a hope of getting back honest answers, document analysis where both public and private documents are received by the researcher to extract information necessary to his study and audio-visual materials which enable the researcher to get voice and picture recordings of the interviews carried out.

3.4.2 DATA COLLECTION INSTRUMENTS
These are the tools the researcher used to collect data or information from the field about the study based on the different research and sampling designs that researcher planned to use. Such as;

Questionnaires. This enabled the researcher to collect data from a large number of respondents in a short period of time through making online questionnaires or mailing the questions to the different persons involved in the study sample.

Interview guides. Here the researcher collected more in-depth data from the respondents than surveys which is mainly done through asking people both open and closed questions via face to face, phone interactions and video chats to get the information he needs.

Focus groups. This mainly done to collect qualitative data since a small group of people assumed to have knowledge about the topic of study are brought together to give more information the researcher based on the topic.

Documentary analysis. Involves reviewing documents such as past researchers’ work, journals and any other related texts or books to the topic of study of the researcher.



[bookmark: _Toc144241555]3.4.3 DATA ANALYSIS TECHNIQUES
This majorly depended on the type of data the researcher gathered and for the case of this study, the researcher collected both qualitative and quantitative data. The researcher used the following analysis techniques.

Descriptive statistics. Here the collected data was summarized and described in order to calculate measures like the mean, median and standard deviation which will show the trends and patterns of the relationship between the variables.

Inferential statistics can also be used by the researcher to analyze the gathered data through testing the hypothesis of the data to determine the statistical significance of the relationship between the variables and make conclusions based on data from a sample.

Correlation analysis was used to measure the strength and direction of the relationship between the variables.

The researcher can be able to predict the value of one variable based on the value of another variable using the regression analysis and will as well predict the probability of an event occurring that is to say a factor of one of the variables affecting the other variable significantly using logistic analysis.

For the case of quantitative data, the researcher used percentages, frequencies, averages and regression techniques to analyze the gathered data in relation to the topic of study. In the case of qualitative data, the researcher will use the technique of identifying the major themes or issues in the data collected from the sampled group.


[bookmark: _Toc144241556]3.5 STUDY POPULATION
The study population concentrated on SME owners within Ntinda, Kampala. The study area was limited to Ntinda since the majority of the SMEs are established in 29 urban areas. Nakawa division has a population of 353,500 people with 17,573 registered SMEs (Ntayi, Mutebi, Kamanyi, & Byangwa, 2013).

[bookmark: _Toc144241557]3.6 SAMPLE SIZE AND SELECTION
A sample size refers to the number of subjects in a sample (symbolized by n) or a subset of a
Population according to Creswell, 2013. Based on the Krecjie and Morgan (1970) sampling table, the researcher selected a sample size of 100 SME respondents from a population of 135,905registered SMEs with the help of convenient sampling (Chuan, 2006)
[bookmark: _Toc143604961][bookmark: _Toc143674660][bookmark: _Toc143675338][bookmark: _Toc144241558]Table 1: Population, sample size, and techniques
	SME Category
	Population Sample size
	Sampling Techniques

	Retail and wholesale Trade
	105,110
	Simple random sampling

	Hotel and Restaurant
	34,550
	Simple random sampling

	Computer and Electronics Repairs
	17,420
	Simple random sampling

	Entertainments joints and bars
	57,000
	Simple random sampling

	Food sellers and farmers
	77,125
	Simple random sampling

	Manufacturing
	15,700
	Simple random sampling

	Total
	135905
	Simple random sampling



Source: Study population accessed from Ntayi et al., (2013) and sample size determined using
the Krejcie & Morgan model (1970)


[bookmark: _Toc144241559]3.7 SAMPLING TECHNIQUES AND PROCEDURES
The study employed both probability and non-probability sampling techniques. The researcher
used the probability sample since the research is focused on the entire SME population.
Employees employed in the SME sector in Nakawa division, Ntinda were eligible to participate in the research that was conducted.
The probability sampling approach involves selecting a sample in such a way that all the elements in the population have same chances of being selected according to Amin, 2005. The simple random sampling technique was also used such that all population elements are accorded a proportionate likelihood of being nominated within the sample.
In the non-probability approach, the items in the population do not have a well-defined chance of being selected (Amin, 2005). Purposive sampling was used whereby the researcher used his own decision and experience to determine which SMEs have in-depth information to take part in the study. Thus, the selection of the respondents was based on the researchers understanding with the respondents’ possession of the required information. Therefore, purposive sampling was conducted for the owners and top management staff within the SMEs.
[bookmark: _Toc144241560]3.8 VALIDITY AND RELIABILITY
[bookmark: _Toc144241561]3.8.1 VALIDITY
Validity refers to whether one can draw meaningful and useful inferences from scores on particular instruments (Creswell, 2013). The questionnaires were verified and modifications were made based on my supervisors’ recommendations for validity and relevancy to the study. In addition, an expert judgment which is effective for survey tools was used (Gay & Airasian, 2003). Pre-testing of the instrument is necessary to reduce ambiguity, ensure proper editing, wording, and good measurement (Sekaran, 2004). The research instrument is valid when the CVI computed is above 0.5.
CVI = Number of Questions Declared Valid in the Questionnaires
          Total Numbers of Questions
CVI = 60/90
CVI = 0.667
Since the CVI was 0.667, which is above the 0.5 recommended by Amin (2005), it was inferred
that the instrument was relevant in measuring the effect of VAT on the growth of SMEs. The validity of qualitative instruments was established by expert judgment and also the supervisors’ recommendations for validity and relevancy to the study.

[bookmark: _Toc144241562]3.8.2. RELIABILITY OF THE INSTRUMENTS
Reliability refers to whether scores to items on an instrument are internally consistent (i.e., are
the item responses consistent across constructs?), stable over time (test-retest correlations), and
whether there was consistency in test administration and scoring” (Creswell, 2013).
The consistency and trustworthiness of the qualitative instruments were upheld by the researcher
through checking the tools to ensure that they are free from errors that may have been made in
transcription (Gibbs, 2007).
Internal consistency method was used where a single pre-test cluster is assessed. This method
told us the extent to which the aspects of the questionnaire are interrelated. This was done with
the aid of the “Cronbach Co-efficient Alpha,” which evaluated the dependability of the quantitative research tool. The Alpha varies; “from 0 to 1 and a value of 0.6 or less generally indicates unsatisfactory internal consistency or reliability” (Malhotra, 2010), while Cooper & Schindler (2008) indicated that a coefficient of 0.7 shows a consistent research tool. The Cronbach’s coefficient alpha (α) was computed as follows:
α = k 1- ∑σ²k
 (k−1) σ²
Where ∑σ²k = “the sum of variances of the k parts (usual items) of the test.”
α = Cronbach’s coefficient alpha.
k = Standard deviation of the test.
[bookmark: _Toc143604962][bookmark: _Toc143674665][bookmark: _Toc143675343][bookmark: _Toc144241563]Table 2: Reliability Statistics using Cronbach's alpha formula
	Cronbach's Alpha
	Cronbach's Alpha Based on Standardized Items
	N of Items

	0.934
	0.937
	60



Source: Primary Data


The table above includes results for all questionnaire items and indicated that the reliability
coefficient for the questions was greater than 0.7. Therefore, the questionnaires collected reliable data for this study. Alpha was preferred because the questions had choices to be made, to which different weights were attached. A reliability coefficient 0.937 was considered acceptable since it was greater than the target value of 0.7. For the qualitative instruments, the researcher ensured reliability by checking the instruments to make sure that they are free from errors that may have been made in transcription.


[bookmark: _Toc143604601][bookmark: _Toc143604963][bookmark: _Toc144241564]CHAPTER FOUR
[bookmark: _Toc143604602][bookmark: _Toc143604964][bookmark: _Toc144241565]PRESENTATION, ANALYSIS, AND INTERPRETATION OF FINDINGS
[bookmark: _Toc144241566]4.1 Introduction
This unit indicates the response rate, background characteristics of the respondents according to
age, gender, level of education, nature of the business, the age of SME business and legal status
of SMEs in Ntinda-Kampala. This chapter further presents study findings, analysis and interpretation of study findings basing on objectives of the study.

[bookmark: _Toc144241567]4.2 Response rate
[bookmark: _Toc143604965][bookmark: _Toc143674670][bookmark: _Toc143675348][bookmark: _Toc144241568]Table 3: Response rate
	Research instrument
	Targeted number
	Actual conducted Percentage

	Questionnaires
	90
	66.7%

	Interviews
	10
	80%

	Total
	100
	146.7%


Source: Primary data

From table 3 above, it displayed that from the 90 questionnaires distributed, 60 filled questionnaires were returned giving a percentage response rate of 66.7%. In addition, out of the 10 planned interviews, 8 interviews were conducted giving a percentage response rate of 80%. The overall response rate was 146.7%. This response rate was above the recommended two-thirds (67%) response rate (Amin, 2005; Mugenda & Mugenda, 1999). This indicates that researcher was able to obtain enough data for a comprehensive report.



[bookmark: _Toc144241569]4.3 Background characteristics
[bookmark: _Toc144241570]4.3.1 Age of respondents
This shows the ages of the respondents and that the respondents are able to give reliable information since they are in the ages above the minimum age hence give the researcher reliable and reasonable information.


Source: Primary data
[bookmark: _Toc143604603][bookmark: _Toc143604966][bookmark: _Toc143674673][bookmark: _Toc143675351][bookmark: _Toc144241571]Figure 2: Age of respondents
Figure 2 above indicated that a bigger proportion of respondents (41.40%) were aged between 41-50 years. These were followed by respondents 31-40 years with (30.20%) while those aged 51- 60 years were 16.20% and lastly those aged 21-30 years constituted 12.20%. The above statistics indicate that all respondents were mature and able to provide reliable data.

[bookmark: _Toc144241572]4.3.2 Sex of respondents
The sex of the respondents was assessed which enabled the researcher to have proportionate representation of both the females and males.
[bookmark: _Toc143604967][bookmark: _Toc143674675][bookmark: _Toc143675353][bookmark: _Toc144241573]Table 4: Gender of respondents
	Gender
	Frequency 
	Percentage 

	Male
	87
	87%

	Female
	13
	13%

	Total 
	100
	100%



Source: Primary data
From table 4 above, it indicated that a bigger percentage of respondents 87% were males while the females constituted 13% of the total responses. This means that the males dominate the SME sector and the findings were obtained from gender balanced respondents with representation from both the males and females.

[bookmark: _Toc144241574]4.3.3 level of Education of the respondents
This section showed the level of education attained by the different respondents and this gives the researcher clearer understanding of the responses as given by the different respondents.

Source: Primary data
[bookmark: _Toc143604604][bookmark: _Toc143604968][bookmark: _Toc143674677][bookmark: _Toc143675355][bookmark: _Toc144241575]Figure 3: Education level of respondents (%)

Figure 3 above showed that a bigger percentage of respondents had ordinary school level of Education and below for males which was 4.5% of the total responses. These were followed by those with a post degree of 4.2%, 3.5% for diploma level and 2.5% for degree. 
Female respondents with a degree are higher with 4.4% followed by those with o-level and below of 2.8%, post graduate of 2.4% and 1.8% diploma level being the least for females. This indicates that all the respondents were educated and able to understand and interpret research questions to provide valid and reliable data.

[bookmark: _Toc144241576]4.3.4 Nature of business
This section shows the types or nature of the businesses that the people of Ntinda registered for are dealing in which gives the researcher a clear view of the responses that are given by the different owners.
[bookmark: _Toc143604969][bookmark: _Toc143674679][bookmark: _Toc143675357][bookmark: _Toc144241577]Table 5: Nature of SME business
	Status 
	Frequency 
	Percentage (%)

	Retail shop
	32
	53.3

	Wholesale
	14
	23.3

	Produce business
	8
	13.3

	Farming 
	6
	0.1

	Total 
	60
	90



Source: Primary data
From table 5 above, it showed that a bigger proportion of the SME owners registered their businesses as retail shops and these accounted for 53.3%. These were trailed by businesses registered as a wholesale with 23.3% while businesses registered as a produce business accounted for 13.3% and farming 0.1%.



[bookmark: _Toc144241578]4.3.5 Duration of the business
The study examined how long SME businesses have been in existence which enabled the researcher to understand the years of operation for the SMEs and in-depth information of how VAT influences the performance of SMEs.

[bookmark: _Toc143604605][bookmark: _Toc143604970][bookmark: _Toc143674681][bookmark: _Toc143675359][bookmark: _Toc144241579]
Figure 4: length of existence of businesses.
Figure 4 above highlighted that over 50% of the SMEs studied have been in operation for a period of 1-5 years. These trailed businesses that have been in existence for 6-10 years with 23.5% and those with 11-15 years accounted for 15.9%. Very few SME businesses (8.4%) have been in existence for over 15 years. The findings revealed that most of the SMEs studied have been in operation for a long period of time and therefore were more knowledgeable about how VAT affects the performance of small and medium enterprises in Ntinda. Therefore, the respondents provided reliable data for the study.




[bookmark: _Toc144241580]4.4 Empirical findings of the study
[bookmark: _Toc144241581]4.4.1 the effect of tax shifting on the growth of SMEs 
During the study, a set of statements regarding tax shifting were presented to respondents in
order to establish their opinion on the growth of SMEs. A scale of “Strongly Agree = 5, Agree = 4, Not Sure = 3, Disagree =2 and Strongly Disagree =1” quantified the responses.
[bookmark: _Toc143604971][bookmark: _Toc143674683][bookmark: _Toc143675362][bookmark: _Toc144241582]Table 6:  Responses on tax shifting
	Statements
	Mean
	Standard deviation

	The tax rates charged are clear in terms of payable taxes.
	2.09
	0.675

	The government either increases or decreases tax rate at its own discretion
	4.56
	0.388

	Taxes are only charged when the business is operating. Hence allows for momentary closures of business
	2.46
	0.558

	SME tax rates do not consider much the scale of operation
	4.35
	0.744

	The tax rates charged are fair to small and medium business owners
	2.72
	0.965

	The regressive nature of taxes on SME reduces their revenue base
	4.77
	0.949

	The tax rates charged are economical to SMEs
	2.36
	0.756

	SMEs have information on how much tax when to pay tax, where to pay and mode of tax payment
	3.20
	0.392



Source: Primary Data
The table 6 above indicated that for a total of 60 respondents with an average score of 2.09 and a relatively low standard deviation (0.675), most of the respondents disagreed that the tax rates charged are clear in terms of payable taxes. This means that respondents in the SME world are
not aware of how much to pay to the tax bodies. Most of the respondents agreed (mean = 4.56; SD = 0.388) that the government either increases or decreases tax rate at its own discretion. This means that the government of Uganda can always increase or decrease a tax rate without consulting the parties that will be paying the tax. In addition, this is supported by qualitative data collected from key informant interviews as one informant had this to say; “Despite the contestations from traders, the government has continued to increase tax rates for instance with a tax increase as a result of the introduction of the specific excise tax alternative; there has been an increase in the prices of goods and services making it more expensive for the customers.” This means that the government of Uganda has continued to alter tax rates for the small and medium businesses without involving those in the SME sector which has negatively influenced the growth of their businesses due to the increased tax burden on the SMEs. 

A bigger proportion of respondents agreed that the taxes charged are burdensome to their businesses as shown by the mean score 4.48; (SD = 0.410). This means that the taxes levied from the SMEs are inhibiting growth and performance of these enterprises in Uganda. The above conclusion was supported by an SME proprietor who had this to say; “Many small businesses have continued to evade taxes because they are high and imposes high costs on their businesses yet most of these enterprises are struggling to keep operating for instance; some traders evade VAT returns since out there on the streets, the one who is selling at lower prices will eventually make a sale. VAT is 18% addition to the price being paid; this means that if one has to pay all VAT without having considered deductions this trader will be selling expensive goods and sooner than later will be out of business.”
This shows that taxes are not only an obstacle to the performance of SMEs in Uganda but have also contributed to the collapse of small and medium businesses due to the ever-increasing costs of operation associated with taxes which has discouraged performance within the SME sector.
On whether SMEs pay taxes when it is convenient for them to pay, most of the respondents disagreed as noted by the mean = 2.11; SD = 0.973. This indicates that the tax bodies always require these enterprises to meet their tax obligations regularly and on time.
The majority of the respondents disagreed that taxes are only charged when the business is operating and hence allows for momentary closures of business. This was confirmed according to the low mean score of 2.46 (SD = 0.558). The findings further revealed that most of the respondents (mean = 4.35; SD = 0.744) agreed that the SME tax rates consider the scale of operation. This means that taxes are levied from SMEs depending on their capital size and nature of the business.
On whether the tax rates charged are fair to small and medium business owners, most of the respondents disagreed (mean = 2.72; SD = 0.965) which shows that the taxes rates charged from the SMEs are irrational and thus affect the performance of these enterprises.
On average, the majority of the respondents agreed (mean = 4.77; SD = 0.949) that the regressive
nature of taxes on SMEs reduces their revenue base. In addition, most of the respondents also disagreed that the tax rates charged are economical to SMEs as noted by the mean score of 2.36 and standard deviation of 0.756. This means that the taxes levied from the small and medium enterprises are reducing the capital base of these enterprises and thus hindering the performance of SMEs.
The study findings highlighted that most respondents were neutral on whether the SMEs have
information on how much tax when to pay tax, where to pay and mode of tax payment which
was confirmed by the mean score of 3.20 and standard deviation of 0.392.



[bookmark: _Toc144241583]4.4.2 the effect of sold off VAT on the growth of SMEs in UGANDA
During the study, statements on sold off VAT were presented to the respondents to examine its effect on the growth of SMEs. Results from the study were presented using a scale of “Strongly Agree =5, Agree= 4, Not Sure= 3, Disagree=2 while Strongly Disagree =1.”
[bookmark: _Toc143604972][bookmark: _Toc143674685][bookmark: _Toc143675364][bookmark: _Toc144241584]Table 7: Responses on sold off VAT
	Statements
	Mean
	Standard deviation

	Does evading sold off VAT increase profits in the business.
	62.7
	0.640

	Enforcing favorable government policies to track and analyze tax compliance effectively is necessary.
	35.3
	0.360

	Upgrade technology for the better systems to increase the VAT collected from the sales
	98.0
	0.345

	Under declaring VAT can increase business profits
	2.0
	0.010



From table 7 above, it showed that the sold off VAT increases profits in a business as it is seen to have a mean of 62.7 and standard deviation of 0.640 which higher than the average of 50. Enforcing favorable government policies has a significant effect on the business because it has a percentage of 35, standard deviation 0.360 and upgrading technology for better collection of VAT is largely significant on the growth of a business as it has frequency of 98.0 greater than the average of 50.



[bookmark: _Toc144241585]4.4.3 the effect of input VAT on the growth of SMEs in UGANDA
During the study, statements on input VAT were presented to the respondents in order to establish the extent to which they affect the growth of SMEs. Using a scale of “Strongly Agree = 5, Agree = 4, Not Sure= 3, Disagree =2 and Strongly Disagree =1.”
[bookmark: _Toc143604973][bookmark: _Toc143674687][bookmark: _Toc143675366][bookmark: _Toc144241586]Table 8: Responses on input VAT
	Statements
	Mean
	Standard deviation

	Do you know what input VAT is
	52.9
	0.540

	Improve tax payer services through good relationships and proactive management to increase input VAT.
	45.1
	0.460

	Sensitizing suppliers and more traders about VAT reduces the tax burden on the retailer and consumer.
	98.1
	0.200

	The taxes charged are burdensome to the business
	4.48
	0.410

	Improve compliance through a favorable VAT rate.
	19.6
	0.230

	Automate and update the tax collection systems and methods to reduce tax evasion and increase input vat to reduce on the tax burden as a whole.
	2.0
	0.011



Source: Primary data
From table 8, the study findings revealed that the majority of the respondents agreed (mean = 52.9; SD =0.540) that they know input VAT. The majority of the respondents (mean = 45.1; SD = 0.460) agreed that tax payer services need to be improved since the growth of the SMEs is greatly linked to the services. 
On whether the government has given special tax treatment to SMEs in the form of tax holidays,
most of the respondents agreed as represented by the mean score of 3.87 and a relatively low standard deviation (0.878). This implies that the tax holidays accorded to the SMEs have reduced
the tax burden and boosted performance in these enterprises.
A bigger proportion of respondents agreed that sensitizing the suppliers and buyers, improves VAT collection and reduces VAT amount to be paid hence have a significant influence on the growth of SMEs as shown by the mean of 98.1 and standard deviation = 0.200. In addition, these have stimulated the growth and expansion of SMEs in Uganda. Majority of the respondents according to the mean of 4.48 and SD = 0.410 which means that taxes charged to the SMEs are burdensome and affect their growth negatively.
The findings also indicated that most of the respondents (mean of 19.6 and SD = 0.230) agreed that improving VAT collections can be done by reducing the VAT rates which are favorable for the SMEs and their growth. 
the majority of the respondents were not in agreement as indicated by the mean score of 2.0 and SD of 0.011 hence the people do not want to be automated.



[bookmark: _Toc144241587]4.4.4 the effect of output VAT on the growth of SMEs in UGANDA
Using a scale of Strongly Agree=5, Agree= 4, Not Sure=3, Disagree=2 while Strongly Disagree =1.” The respondents were given statements to examine the effect of output VAT on the growth of SMEs.
[bookmark: _Toc143604974][bookmark: _Toc143674689][bookmark: _Toc143675368][bookmark: _Toc144241588]Table 9: Responses to output VAT of SMEs
	Statements
	Mean
	Standard deviation

	Taxes have reduced the return on investments of small and medium firms
	4.81
	0.741

	Taxes have not affected the sales turnover of SMEs through increasing the operational costs.
	2.17
	1.373

	Taxes have affected the liquidity position of SMEs
	3.63
	0.953

	The taxes charged are burdensome to the business
	4.48
	0.410

	The profits of the small and medium enterprises before taxes are always high
	3.81
	1.244

	Taxes have reduced capital resources for investment in research, innovation, and development
	4.42
	0.653

	Taxes have inhibited the growth of SMEs in Uganda
	4.57
	0.349

	The taxes levied from SMEs have made it difficult for the small and medium firms to achieve their goals 
	4.36
	0.456



Source: Primary data
From table 9 above, indicated that taxes had reduced the return on investments of small and medium firms. This was confirmed by the majority of the respondents with a mean score of 4.18 and standard deviation of 0.741. Most of the respondents also disagreed that taxes have not affected
the sales turnover of SMEs through increasing the operational costs and this was represented by the mean score 2.17 (SD = 1.373).
On whether taxes have affected the liquidity position of SMEs, most of the respondents agreed as
highlighted by the average score of 3.63; (SD = 0.953). Similarly, the profits of the small and medium enterprises before taxes are always high and this was established by the majority of the
respondents who agreed as noted by the average score 3.81; (SD = 1.244).
A bigger proportion of respondents (mean = 4.42; SD = 0.653) agreed that taxes have reduced capital resources for investment in research, innovation, and development. The majority of the respondent also strongly agreed that taxes had inhibited the growth of SMEs in Uganda as indicated by the average score of 4.57 and standard deviation of 0.349. This implies that taxes are a major obstacle to the prosperity and performance of small and medium enterprises in Uganda.
On average, most of the respondents (mean = 4.36; SD = 0.456) agreed that the taxes levied on SMEs have made it difficult for them to achieve their goals. This indicates that the failure of SMEs to accomplish their objectives is partly due to the taxes levied from these enterprises.











[bookmark: _Toc144241589]4.4.5 Correlation analysis 
For the researcher to examine the effect of VAT based on tax shifting, sold off VAT, input VAT and output VAT on the growth of SMEs, correlation matrix was conducted as shown below. 
[bookmark: _Toc143604975][bookmark: _Toc143674691][bookmark: _Toc143675370][bookmark: _Toc144241590]Table 10: Correlation analysis.
	
	Growth of SMEs
	Tax shifting
	Sold off VAT
	input VAT
	Output VAT

	Growth of SMEs
	Pearson correlation
	1
	0.689
	0.595
	0.665
	0.588

	
	N
	60
	60
	60
	60
	60

	Tax shifting
	Pearson correlation
	0.689
	1
	0.250
	0.616
	0.135

	
	N
	60
	60
	60
	60
	60

	Sold off VAT
	Pearson correlation
	0.595
	0.250
	1
	0.084
	0.526

	
	N
	60
	60
	60
	60
	60

	Input VAT
	Pearson correlation
	0.665
	0.616
	0.084
	1
	0.178

	
	N
	60
	60
	60
	60
	60

	Output VAT
	Pearson correlation
	0.588
	0.135
	0.526
	0.178
	1

	
	N
	60
	60
	60
	60
	60


Source: primary data

From table 10 above, revealed that tax rates have a significant relationship with the growth of SMEs in Ntinda since the correlation coefficient (0.689) shows a strong positive relationship between tax shifting and the growth of SMEs. Tax rates have a statistically significant strong positive effect on the growth of SMEs in Ntinda, Kampala, Uganda. The hypothesis of Tax shifting significantly affect the growth of SMEs that was stated is accepted. Therefore, the government of Uganda should carefully set tax rates by ensuring Clarity of the tax rates, correct level of taxation and fair tax rates since these play a key role in the growth of SMEs in Uganda.
Quantitative findings showed that tax rates have a significant effect on the growth of SMEs in Ntinda which also corresponded with the qualitative findings which revealed that the high taxes are not only an obstacle to the growth of SMEs in Uganda but have also contributed to the collapse of small and medium businesses due to the ever-increasing costs of operation associated with taxes.
Generally, from the study findings, the majority of the respondents indicated that taxes have a significant effect on the growth of SMEs at a very great extent.
The findings in table 10 above revealed that sold off VAT have a significant effect on the growth of SMEs in Ntinda because it has a high significance level. The correlation coefficient (0.595) shows a strong positive relationship between sold off VAT and the growth of SMEs. they have a statistically significant strong positive effect on the growth of SMEs in Ntinda, Kampala, Uganda
Therefore, the hypothesis of sold off VAT significantly affect the growth of SMEs that was stated is accepted. Therefore, the government of Uganda should carefully set tax rates since these play a key role in the growth of SMEs in Uganda.
Generally, from the study findings, the majority of the respondents indicated that taxes have a significant effect on the growth of SMEs at a very great extent.
From table 10 above, it revealed that input VAT have a significant effect on the growth of SMEs in Ntinda, Kampala since the correlation coefficient (0.665) indicates a strong positive relationship between input VAT on the growth of SMEs. 
Input VAT significantly affects the growth of SME’s in Ntinda, Kampala as earlier stated and thus, input VAT are paramount towards the growth and performance of SMEs in Uganda. Therefore, the government should strengthen these tax rates through enhancing the provision of investment deductions and allowances, tax holidays, special tax regimes among other tax incentives which will boost the performance of SMEs in Uganda.
Results from quantitative findings highlighted that input VAT have a significant effect on the growth of SMEs. This is in line with the qualitative findings that revealed the survival of some SMEs has been as a result of input VAT which have reduced the operational costs and enabled the small and medium enterprises to continue operating and thus enhanced the growth of SMEs.
In summary, the study found out that input VAT are paramount to the performance of SMEs in Uganda thus need to be strengthened.


[bookmark: _Toc144241591]4.4.6 Regression analysis of the study variables
In order to establish the magnitude of VAT (tax shifting, sold off VAT, input VAT and output VAT) on the growth of SME’s in Ntinda, Kampala, regression analysis was conducted as shown in table 11 below.
[bookmark: _Toc143604976][bookmark: _Toc143674693][bookmark: _Toc143675372][bookmark: _Toc144241592]Table 11: Regression analysis of the study variables
	Unstandardized coefficients
	Standardized coefficients

	Model 
	B
	Standard error
	Beta
	t
	Sig.

	Constant
	0.627
	0.269
	
	2.329
	0.023

	Tax shifting
	0.311
	0.108
	0.331
	2.889
	0.005

	Sold off VAT
	0.459
	0.094
	0.543
	4.911
	0.000

	Input VAT
	0.171
	0.086
	0.206
	2.014
	0.031

	Output VAT
	0.182
	0.081
	0.198
	2.009
	0.000


 R = .827 R- square = .684 F= 34.574 Sig = .000
Dependent Variable: growth of SMEs
Source: Primary data

From table 11 above, it showed how the components of VAT affect the growth of SMEs using regression analysis.
Tax shifting significantly affects the growth of SMEs since its beta coefficient is 0.827 hence a strong positive effect of the growth of SMEs. although it is significant in its effect, the regression analysis shows that it does not hold as much significance than the other components that affect growth of the enterprise. 
Sold off VAT significantly affects the growth of SMEs as seen with a coefficient of 0.543 and was a better predictor of the growth of SME’s since it has significance of .000 hence has a greater effect on the growth of SMEs.
Input VAT had a beta of 0.206 and sig.0.031 which is higher than the significant level. Although it has a significant effect on the performance of the SMEs, the statistical data analyzed states that it does not greatly affect the growth of the SMEs as the other factors as one can evade taxes.
Output VAT had a beta of 0.198 and sig.0.000 hence it has a greater significant effect on the growth of the SMEs as its significant level is equal to the significant standard level and has a low error of 0. 081. Therefore, it has a greater effect than the other components.
Thus, the study variables explain 68.4% of the growth of SMEs in Ntinda-Kampala, Uganda.
This implies that strengthening and improving the existing taxation policies relating to VAT improves the growth of SMEs in Uganda.



















[bookmark: _Toc143604606][bookmark: _Toc143604977]CHAPTER FIVE
[bookmark: _Toc143604607][bookmark: _Toc143604978]SUMMARY, DISCUSSION, CONCLUSION AND RECOMMENDATIONS
[bookmark: _Toc144241593]5.1 Introduction
This research examined the effect of VAT on the growth of SME in Ntinda-Kampala, Uganda. This chapter provides the conclusions and recommendations.

[bookmark: _Toc144241594]5.2 Summary of findings
This sub-section summarizes study findings on the extent to which VAT influences the growth of SMEs. The summary of findings was presented according to the study objectives.

[bookmark: _Toc144241595]5.2.1 Tax shifting and the growth of SMEs
The study determined the extent to which tax shifting affects the growth of SME’s in Ntinda, Kampala. The study findings revealed that tax shifting significantly affects the growth of SMEs in Ntinda since p- value (.000) is less that the significance level. The correlation coefficient is (0.595) which implies that there was a moderate positive relationship between tax shifting and the growth of SMEs. Therefore, according to the results, tax shifting has a statistically significant moderate positive effect on the growth of SMEs which confirms the hypothesis stated above.
Furthermore, findings from the interviews indicated that members within the SME sector have been able to enhance their knowledge on taxation where by URA through the umbrella body KACITA has engaged the traders to ease provision of taxpayer services, by delivering tax advice
and intensive taxpayer education (seminars/ workshops) on the rights and obligations of taxpayers in the designated blocks are among the benefits to taxpayers. This has benefitted the traders by equipping them with practical knowledge of tax compliance and best practices.

[bookmark: _Toc144241596]5.2.2 Sold off VAT and the growth of SMEs
The results also indicated that sold off VAT have a significant effect on the growth of SMEs in
Ntinda since p – value (.000) is less that the significance level. The correlation coefficient (0.689) shows a strong positive relationship between sold off VAT and the growth of SMEs. Sold off VAT have a statistically significant strong positive effect on the growth of SMEs in Ntinda Kampala, Uganda and therefore the hypothesis that was stated is adopted.
In addition, qualitative findings from interviews revealed that the government of Uganda has continued to increase tax rates for the SMEs despite the contestations from traders, for instance with a tax increase as a result of the introduction of the specific excise tax alternative, there has been an increase in the prices of liquor making it more expensive for the customers. This has increased the operational costs of these enterprises and thus affected their growth.

[bookmark: _Toc144241597]5.2.3 Input VAT and the growth of SMEs
The study findings highlighted that input VAT have a significant effect on the growth of SME’s in Ntinda, Kampala since the p – value (.000) is less than the significance level. The correlation coefficient (0.665) indicates a strong positive relationship between input VAT on the growth of SMEs. Therefore, input VAT have a statistically significant positive effect on the growth of SME’s in Ntinda, Kampala which confirmed the hypothesis stated earlier.
Similarly, the findings from interviews indicated that as a result of input VAT have benefitted from tax exemption like With Holding Tax exemption and issued with a tax exemption certificate from URA since such businesses have demonstrated a good track record of paying the taxes on time. This has reduced the tax burden on these businesses and enabled them to reinvest and expand their businesses. Thus, fueling the growth of SMEs in Uganda.

[bookmark: _Toc144241598]5.3 Discussion of findings
This section shows the discussions of the findings in relation to the study objectives and the literature review.

[bookmark: _Toc144241599]5.3.1 Tax shifting and the growth of SMEs
The findings revealed that the tax shifting has a significant effect on the growth of SMEs as it has a positive correlation and is in line with the study of Mkembe (2019) and he goes on to say it affects the tax revenue because the rates charged on SMEs are unfair hence affect their growth. VAT collection can be improved if the tax rates charged are fair to small and medium business owners. Bogetic (2008) found out that the SMEs in a regular tax system are discriminated against since the tax rate for the small and large firms is the same which increases the costs of the small enterprises. This has distorted the growth of SMEs where most small firms have transformed into firms that are levied fewer taxes or no taxes at all. According to the study findings, the taxes charged are burdensome to the small and medium enterprises. This implies that the taxes levied from the SMEs are affecting growth of these enterprises in Uganda. This is supported by Atawodi & Ojeka (2012) opine that the choice of the tax rate should depend on the tax preference accorded to small businesses to promote the growth of small enterprises which can be done by lowering tax rates, offering tax holidays as well as reliefs to the small businesses. The fundamental objective is to ensure that tax income is successfully increased through methods that suit the country’s environment and administrative ability (Atawodi & Ojeka, 2012). Study findings indicated that the regressive nature of taxes on SMEs reduces their revenue base. The findings further highlighted that the tax rates charged are not economical to SMEs. This means that the taxes levied from the SMEs are reducing the capital base of these enterprises and thus hindering the growth of SMEs. This is in line with Mungaya, Mbwambo, & Tripathi, (2012) findings that high tax rates increase the cost of production within the small and medium enterprises which greatly affects the growth of these firms and therefore should not be ignored. In complement, Oludele and Emilie, (2012) also highlighted that high tax rates coupled with complex tax systems have negatively affected performance within the SMEs sector.

[bookmark: _Toc144241600]5.3.2 Sold off VAT and the growth of SMEs
The findings highlighted that sold off VAT has a great significance on the growth of the SMEs as it has a strong positive correlation. This is seen in the unfair treatment of different SMEs which are charged high rates which burdensome to the tax payers and this is in line with the findings of Ravenous (2015) and Chebet (2019). A bigger proportion of the respondents within the SME sector cannot understand the Ugandan tax system. This means that these respondents cannot interpret what the various tax laws stipulate and the other tax compliance requirements. This corroborated with Bozdoğanoğlu, (2016) who asserts that on top of the direct costs incurred by tax payers especially the SMEs towards meeting their tax compliance costs, they face an extra tax burden associated to the diverse and complicated tax system.


[bookmark: _Toc144241601]5.3.3 Input VAT and the growth of SMEs
[bookmark: _Hlk141693929]During the study, input VAT was found to have an effect on the growth of SMEs since it has a positive correlation and this is in line with the findings of Gonza (2012) as businesses registered for VAT and purchase from VAT registered suppliers pay less tax in the end. VAT collection can be improved when the government sets fair tax rates, tax compliance and gives tax incentives to the businesses. These high tax compliance costs inhibit the financial prosperity of both the proprietor and the employees in the SMEs (Bozdoğanoğlu, 2016 This is supported by Pope & AbdulJabbar, (2008) who pointed out that small and medium enterprises are facing tax burdens due to the nature and size of these enterprises which has inhibited the financial and non-financial performance aspects of SMEs. In addition, the findings indicated that the payment of levies is not straight forward hence the business has to hire professional consultancy services to file their tax returns for them. The findings also highlighted that most of the respondents could not calculate the income tax charge of their businesses easily. This implies that these respondents need assistance to understand how much to pay when to pay according to the size and capital of their businesses. This is supported by Oberholzer, (2008) who observed that tax compliance is still a challenge in developing countries due to the complex systems of taxation used yet there are only a few tax experts who can comprehend them. This has resulted in additional costs incurred by the tax payers including SMEs to hire tax professionals that can file tax returns on their behalf.

[bookmark: _Toc144241602]5.3.4 Output VAT and the growth of SMEs
According to the findings, output VAT has an effect on the growth of SMEs as it has a positive correlation and sig. of 0.000 which showed a very high significance hence it has a greater effect on the growth of SMEs than the other factors or objectives and this supported by Westin (2012) The interpretation of tax laws and regulation as one of the indicators of tax compliance in line with the study findings highlighted that members of the small and medium enterprises cannot comprehend the tax laws and do not know the prevailing rates. This shows that a bigger percentage of respondents lack sufficient tax knowledge regarding the when to pay taxes and in what proportions. This is supported by Boadi, Opoku, Firm, & Wy, (2016) who highlighted that tax compliance costs among SMEs in developing countries are high and these need to be changed so that the tax rates are fair to these small and medium enterprises to fully meet their tax obligations.
This implies that these respondents need assistance to understand how much to pay when to pay according to the size and capital of their businesses. This is supported by Oberholzer, (2008) who observed that tax compliance is still a challenge in developing countries due to the complex systems of taxation used yet there are only a few tax experts who can comprehend them. This has resulted in additional costs incurred by the tax payers including SMEs to hire tax professionals that can file tax returns on their behalf.

[bookmark: _Toc144241603]5.4 Conclusions
This sub-unit shows the conclusions centered on each of the research objectives as drawn from
the study findings.

[bookmark: _Toc144241604]5.4.1 Tax shifting and the growth of SMEs
According to study findings, it was concluded that the simplified system of taxation, tax planning and functional expertise, interpretation of tax laws and regulations play a fundamental role in enhancing the performance of SMEs. This implies that strengthening the system of taxation through a simplified system of taxation can support SME tax payers to meet their tax duties and thus reduce the burden of tax compliance within SMEs. Therefore, a streamlined tax administration strategy is important in enhancing the growth of SMEs.

[bookmark: _Toc144241605]5.4.2 Sold off VAT and the growth of SMEs
Based on the findings, the researcher concluded that having a correct level of tax rates, ensuring
clarity of tax rates and fair tax rates are essential for the growth and performance of SMEs. This implies that there is need to design an effective tax rate through lowering the tax rates and offering tax reliefs to small and medium businesses which will reduce the cost of running a business within these enterprises and thus enhance the growth of SMEs in Uganda.



[bookmark: _Toc144241606]5.4.3 Input VAT and the growth of SMEs
From the study findings, the researcher further concluded that the growth of SMEs depends on sensitizing the suppliers and traders, the tax rates and incentives in the form of investment deductions and allowances, tax holidays and special tax regimes according to the small and medium businesses. This implies that input VAT is key in reducing the operational costs associated with the payment of taxes for SMEs by lowering the tax compliance burden inflicted on the SMEs. Therefore, efforts to stimulate the performance of SMEs in Uganda, require that tax incentives should be intensified to encourage the growth and expansion of SMEs in Uganda.

[bookmark: _Toc144241607]5.5 Recommendations of the study
The study recommends the following:

[bookmark: _Toc144241608]5.5.1 Tax shifting and the growth of SMEs
During the study, it was found out that in order to promote the growth of SMEs in Ntinda-Kampala. Uganda’s, primary consideration should be given to strengthening the system of taxation through having a simplified system of taxation that can support SME tax payers to meet their tax duties and thus reduce the burden of tax compliance within SMEs. This will contribute to lowering the presence and magnitude associated with these fixed costs of operation or SMEs as well as putting in place a simplified tax structure that will accommodate all tax payers including the SME sector.

[bookmark: _Toc144241609]5.5.2 Sold off VAT and the growth of SMEs
The study recommends that the government of Uganda should design an effective tax rate in such a way that it is not based on the taxable profits as demarcated in the law but on an economic measure which includes the impact of the tax base. This will lower the cost of production for the
goods and services which will eventually ensure favorable prices for the goods and services being provided to the customers and thus increase sales turnover and the performance of SMEs in Uganda.



[bookmark: _Toc144241610]5.5.3 Input VAT and the growth of SMEs
According to the findings, this research recommends that the government of Uganda should strengthen tax incentives so as to stimulate the growth of SMEs in Uganda. These tax incentives will help to rectify market limitations faced by small and medium businesses, cut business operational costs as well as stimulate selected investments. In addition, the tax incentives will help to protect and stimulate infant small and medium enterprises since these infant firms are unable to meet their tax obligations in their early years of operation due to the small capital base and lack access to financial loans. Therefore, the tax incentives implemented by the government will support these small and medium firms which will eventually stimulate the growth of SMEs in the economy.

[bookmark: _Toc144241611]5.6 Limitations of the study
Most respondents within the SMEs had busy schedules and were not readily available at the time the researcher wanted to engage them in the study. However, the researcher made a schedule and had appointments with all selected respondents, who reserved time for him and provided the required data for the study.

[bookmark: _Toc144241612]5.7 Areas for further study
More research is proposed in the areas of Corporate Income tax, rental Tax and how they affect the growth of SMEs in Uganda. This is important because SMEs are a lubricant to Uganda’s economy in the form of creating new jobs, income generation among others. In addition, growth and improved performance of small and medium businesses is essential for the growth and development of the economy in Uganda.


[bookmark: _Toc143604608][bookmark: _Toc143604979][bookmark: _Toc144241613]
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[bookmark: _Toc143604609][bookmark: _Toc143604980][bookmark: _Toc144241614]APPENDICIES
[bookmark: _Toc144241615]APPENDIX 1: QUESTIONNAIRE
Dear respondents, this questionnaire is part of the research undertaken by Akello Heron who is currently a bachelor’s student at Uganda Christian University, Mukono-Uganda. The aim of this is to determine the effect of Value Added Tax on the growth of small and medium scale enterprises. 
It also seeks to assist the researcher collect VAT compliance data from registered traders in Ntinda market. You have been chosen to participate in this research. It should be noted that the participation in this research is voluntary and all responses will be treated in strict confidence. Neither the identity of the respondents nor the enterprise will be made public. I value the time that you will spend on filling this survey. Please I appeal for your cooperation.

2


SECTION A: Biographic data of the respondents
Please tick (√) in the appropriate box
1.Gender:
Male                           	
Female           [image: ]
2. Age:
Under 21          [image: ] 
21-30                [image: ]
31-40                [image: ]
41-50                [image: ]
51-60                [image: ] 
61 or over         [image: ]    

3. level of Education:
Post Graduate                                            
Degree                                             [image: ]
Diploma A-Level or equivalent      [image: ]
0-Level and Below                          [image: ]
4. What is your primary business/enterprise: -
....................................................................................................................
5. When did you start your current business activities?
................................................................................................................................
6. In case your enterprise is big enough to employ, what is the approximate
number of employees in your enterprise?
.....................................................................................................................




















SECTION B: 	Questions on Tax shifting
7.On a scale of “1 to 5, 1 being the lowest, representing Strongly disagree, and 5 being the highest representing strongly agree,” this is your opinion about the statements regarding tax shifting and how it affects your business below Strongly Agree=5, Agree=4, Not sure=3, Disagree=2, Strongly Disagree=1.

	Statements
	Strongly agree
5
	Agree 

4
	Not sure 

3
	Disagree 

2
	Strongly disagree 
1

	a. Clarity of tax rates

	The tax rates charged are clear in terms of
payable taxes.
	
	
	
	
	

	The government either increases or decreases tax rate at its own discretion
b. Correct level of taxation.
	
	
	
	
	

	Taxes are only charged when the business is operating. Hence allows for momentary closures of business
	
	
	
	
	

	SME tax rates do not consider much the scale of operation
	
	
	
	
	

	c. Fair taxation rates

	The tax rates charged are fair to small and
medium business owners
	
	
	
	
	

	The regressive nature of taxes on SME reduces their revenue base
	
	
	
	
	

	The tax rates charged are economical to SMEs
	
	
	
	
	

	SMEs have information on how much tax when to pay tax, where to pay and mode of tax payment
	
	
	
	
	






SECTION C: Questions on Sold off Value Added Tax
8. The following statements are in regards to sold off Vat and how it affects the growth of the businesses. On a scale of “1 to 5, 1 being the lowest, representing Strongly disagree, and 5 being the highest[image: ] representing strongly agree,” this is your opinion about the statements below Strongly Agree=5, Agree=4, Not sure=3, Disagree=2, Strongly Disagree=1.

	Statements



	Strongly agree 
5
	Agree 

4
	Not sure 

3
	Disagree 

2
	Strongly disagree 
1

	Does evading sold off VAT increase profits in the business.

	
	
	
	
	

	Enforcing favorable government policies to track and analyze tax compliance effectively is necessary.
	
	
	
	
	

	Upgrade technology for the better systems to increase the VAT collected from the sales

	
	
	
	
	

	Under declaring VAT can increase business profits

	
	
	
	
	














SECTION D: Input Value Added Tax
9. The following statements are in regards to input Vat and how it affects the growth of the businesses. On a scale of “1 to 5, 1 being the lowest, representing Strongly disagree, and 5 being the highest[image: ] representing strongly agree,” this is your opinion about the statements below Strongly Agree=5, Agree=4, Not sure=3, Disagree=2, Strongly Disagree=1.
	Statements
	Strongly agree
5
	Agree 

4
	Not sure 

3
	Disagree 

2
	Strongly disagree 
1

	Do you know what input VAT is?
	
	
	
	
	

	Improve tax payer services through good relationships and proactive management to increase input VAT.
	
	
	
	
	

	Sensitizing suppliers and more traders about VAT reduces the tax burden on the retailer and consumer.
	
	
	
	
	

	The taxes charged are burdensome to the
business
	
	
	
	
	

	Improve compliance through a favorable VAT rate.
	
	
	
	
	

	Automate and update the tax collection systems and methods to reduce tax evasion and increase input vat to reduce on the tax burden as a whole.
	
	
	
	
	





 






SECTION E: Output Value Added Tax
10.On a scale of “1 to 5, 1 being the lowest, representing Strongly disagree, and 5 being the highest representing strongly agree,” this is your opinion on how taxes are affecting the growth of SMEs based on the different statements. Please tick the appropriate view of your opinion in regard to the aspects in the table below Item Strongly Agree=5, Agree=4 Not sure=3, Disagree=2, Strongly Disagree =1.
	Statements
	Strongly agree 
5
	Agree 

4
	Not sure 

3
	Disagree 

2
	Strongly disagree 
1

	Taxes have reduced the return on investments of small and medium firms
	
	
	
	
	

	Taxes have not affected the sales turnover of SMEs through increasing the operational costs.
	
	
	
	
	

	Taxes have affected the liquidity position of SMEs
	
	
	
	
	

	The taxes charged are burdensome to the
business
	
	
	
	
	

	The profits of the small and medium enterprises before taxes are always high
	
	
	
	
	

	Taxes have reduced capital resources for investment in research, innovation, and development
	
	
	
	
	

	Taxes have inhibited the growth of SMEs in Uganda
	
	
	
	
	

	The taxes levied from SMEs have made it difficult for the small and medium firms to achieve their goals 
	
	
	
	
	



THANK YOU

Upon request, the summary of the findings will be made accessible for participants.
For further information please contact Akello Heron through
Mobile: 0701539642 or email address; honheron3@gmail.com
[bookmark: _Toc144241616]APPENDIX 2: INTERVIEW GUIDE
Dear respondents, this interview is part of the research undertaken by Akello Heron who is currently a bachelor’s student at Uganda Christian University, Mukono-Uganda. 
The aim of this is to determine the effect of Value Added Tax on the growth of small and medium scale enterprises. 

It also seeks to assist the researcher collect VAT compliance data from registered traders in Kampala. You have been chosen to participate in this research. It should be noted that the participation in this research is voluntary and all responses will be treated confidentially. Neither the identity of the respondents nor the enterprise will be made public. I value the time that you will spend on filling this survey. 
Please I appeal for your cooperation.
Section A: Tax shifting
1. Is the tax rate charged on the small and medium scale enterprises fair and clear?
2. Have you had to increase your prices to cover the cost of Value Added Tax?
3. Has Value Added Tax made it more difficult for you to compete with larger businesses?
4. Does the tax rate consider the scale of operation on the business?
Section B: Sold off Value Added Tax
5. Does evading sold off Value Added Tax increase profits in the business?
6. In your opinion, does enforcing favorable government policies to analyze tax reduce the amount of sold off VAT that the enterprises pay?
7. Has the sold off VAT influenced the price of your commodities in the enterprise?
Section C: Input Value Added Tax
8. Do you know about Input VAT?
9. How can Input VAT be increased in your business based on your knowledge of input VAT?
10. Do you think lack of knowledge about Input VAT is a major reason for large VAT amounts paid by the enterprise owners at the end of the year?
11. How has the updating of the tax collection system reduced VAT paid by the owners?
Section D: Output Value Added Tax
12. In your opinion, how has the Output VAT affected the profits of your enterprise?
13. Has the Output VAT affected your ability to invest in your business?
14. How are the sales turnovers of your business affected by the Output VAT?
15. What other factors have affected the growth of your business?
16. What are your thoughts on the overall impact of VAT on small and medium-sized enterprises?

THANK YOU
[bookmark: _Toc144241617]APPENDIX 3: RSEARCH LETTER
[image: ]
SCHOOL OF BUSINESS
1st Aug 2023 

TO WHOM IT MAY CONCERN 

 Name:                                                  Reg. No. 
A bachelor’s student who is seeking permission from your office to collect data for his/her dissertation titled 
“………………………………………………………………………………………………………………………………………”
We shall be grateful if you could render assistance to him/her in collecting the necessary data for his/her dissertation 

The Uganda Christian University School of Business thanks you in advance [image: ]


…………………………………..
Mukisa Simon Peter 
Research coordinator    


AGES OF RESPONDENTS

PERCENTAGE	
21-30 years	31-40 years	41-50 years	51-60 years	0.122	0.30199999999999999	0.41399999999999998	0.16200000000000001	

A BAR GRAPH SHOWING THE LEVELS OF EDUCATION AND PERCENTAGES OF THE RESPONDENTS ACCORDING TO GENDER.

Male 	Post Grduate	Degree	Diploma level	O-level and below	4.2	2.5	3.5	4.5	Female	Post Grduate	Degree	Diploma level	O-level and below	2.4	4.4000000000000004	1.8	2.8	Column1	Post Grduate	Degree	Diploma level	O-level and below	LEVEL OF EDUCATION


PERCENTAGES




A LINE GRAPH SHOWING THE YEARS OF EXISTENCE AGAINST THE FREQUENCY OF SMEs.

Frequency	1-5 years	6-10 years	11-15 years	above 15 years	50	25.7	15.9	8.4	yerars


frequency 
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