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INTRODUCTION

The country

Uganda is a landlocked country in the East African region. The country that covers a totd
surface area of 241,038 knt is basicaly agrarian with over 80% of the population deriving
their livelihood from the agriculturd sector. The country’s totd midyear population for 2000
IS estimated at 22.21 million, with a relatively high growth rate of 3.0 percent (1992-1998)
compared to 2.6 percent for sub-Saharan Africa and 1.7 percent for low-income countries,
over the same period.

Uganda is wel endowed with an extensve water resource that does not only provide
hydroelectric power for domestic and export consumption, but aso is a basis for the fishing
industry. The country is also endowed with minerals which are not yet fully exploited. Mgor
minerals of economic importance are copper, limestone, volcanic ash, cobdt and iron ore.
Petroleum exploration and development is another potentia area that is gradudly attracting
invesment. However, in the short and medium term, the country’s comparative advantage
lies in the development of the agricultural sector.

Economic structure and key constraints

Over the past 10 years, Uganda s economy has more than doubled growing a an average
rate of 6 percent per aonum. The country has achieved strong, broad-based economic
growth, with low inflation and an improved baance of payments, through the implementation
of awide range of macroeconomic policies and structurd reforms. As a result, the Structure
of the Ugandan economy changed significantly reflecting the rapid growth of manufacturing
and congruction, and the decline in the relative share of agriculture (see Table 1.3). The
share of monetary agriculture of total GDP dropped only margindly from 24.3 percent in
1989/90 to 23.1 percent in 1998/99; the decline was largest in non-monetary subsistence
agriculture, the share of GDP faling from 29.6 percent in 1989/90 to 19.7 percent in
1998/99.

The observed dructurd changes in the economy coupled with the impressve economic
growth trandated into poverty reduction across al income groups, regions and didiricts. Per
capita income rose by 32 percent from a mere US$ 200 in 1990 to US$ 296 in 1998.
Similarly, the incidence of poverty fell by 12 percentage points between 1992 and 1998.
However, despite these encouraging trends, poverty remains endemic in Uganda and the
level of per capitaincomeis il very low. While strong economic growth isamgor forcein
reducing poverty, it is not sufficient to ensure that al segments in society benefit fully. For
ingtance, the decline in poverty has been more pronounced in urban than in rural areas where
the mgority of the poor live and poverty remains more severe in the northern and eastern
regions. Severd factors account for the current disparities in the incidence of poverty,
including insecurity, dimatic variations, HIV/AIDS incidence, type of agriculturd activity and
the degree of access to infrastructure and socia services. Vulnerability to externa shocksis
another factor that continues to negatively impact on the economic and socia gains.



Future challenges

In the forthcoming period, Uganda il faces many chalenges. While important initid steps
have been undertaken to implement a broad-based poverty reduction programme, within the
context of the Poverty Eradication Action Plan (PEAP), indications are that the recent
actions and resultant gains achieved have not consgtently improved the well-being of the
poorest 20 percent of the population. The role of the budget as a poverty reduction
indrument needs to be drengthened through closer adignment of the centrd and didtrict
budget systems and improved monitoring mechanisms. There is dso need to degpen
gructurd reforms, particularly in the financid and paragtatal sectors, and building up of an
effective public service ddivery system, particularly at the digtrict level. The mgor chdlenge
in the short to medium term therefore, will be increasing the capacity of didricts in planning,
budgeting and programme implementation.

The experience of undertaking the various economic and sructurd reforms in the 1990s
provide many lessons that are extremely useful in making optima decisions during the first
decade of the 21t century. The development path that Uganda has embarked on since
1997, with the formulation and implementation of the PEAP and sector-wide approaches to
planning and investment, is extremey chdlenging requiring undivided focus by policy makers
and implementers and genuine participation by al stakeholders.

Thisaction plan

In this action plan, we address the internal and externa problems that Uganda faces, the
various policy and adminigrative reforms, the service ddivery sysems, the efforts being
undertaken to mobilize domestic resources, the gains that have been achieved so far in trying
to reduce poverty levels, as well as the future development dSrategies and investment
requirements. This report also serves as a position paper on the progress by Government of
Uganda in implementing its commitment to various conferences and summits including the UN
Programme of Action for the 1990s, the Paris Club, Copenhagen World Summit, Beijing and
Cairo conferences.

It is important to state from the outset that, since 1987, the Uganda Government has
implemented a number of economic reforms amed a reversng the negative economic
growth, and improving people s standards of living. In other words, even before most of the
above named conferences and many others that have not been named here, the Government
of Uganda had a commitment to improve the living sandards of its people. Therefore, the
endorsement of the above declarations by Uganda, among other countries, was a symbol of
renewed commitment to the same cause.

The information and andyds contained in this document drew extensvely from exising
reference materias from Government departments, developed through long consultative
processes including the PEAP, Plan for Modernization of Agriculture (PMA), Medium-Term
Compstitive Strategy for the Private Sector and other sectoral plans. Publications from
NGOs, donors, ressarch and academic inditutions were aso extensvely used,
complemented by key informant interviews and position papers.



Report format

The document is organised in the following manner. Chapter 1 provides an assessment of
the country’ s performance in the 1990s, with specific reference to key socid and economic
indicators. It aso highlights the key factors that explain the observed trends and presents an
andysis of Uganda's competitiveness in the globad setting and the extent of the country’s
integration in the multilaterd trading system.

Chapter 2 clearly identifies the priority congraints to the country’s development, providing
trends within the last decade while Chapter 3 provides examples of best practices in Uganda
or policy initiatives that have worked in practice. Chapter 4 presents the programme of
action for the next decade, which gives an overview of the nationd aspirations and
objectives, the dtrategic framework and arrangements for implementation, and monitoring and
evauation. Targets and performance indicators are discussed together with the investment
requirements for the next decade. This chapter summarizes the Government of Uganda
intentions stated in the Poverty Eradication Action Plan, which is the overarching policy
framework for poverty eradication during the period 1997 to 2017.



CHAPTER 1

PERFORMANCE IN THE 1990s

Uganda has achieved strong economic growth and macroeconomic sability in the last
decade, owing largdy to the implementation since the late 1980s of an ambitious programme
of macroeconomic adjustment and structura reform. This chapter reviews the trends in the
poverty status and the key economic and socid indicators, which have influenced the
country’s path of development over the past decade. Further andlysis is made of the
country’ s competitiveness and extent of integration in the multilaterd trading system.

1.1  Poverty Trends

Uganda has since 1992 conducted five nationdly representative household surveys measuring
the living standards of the population. Recent andysis in the 2001 Uganda Poverty Status
Report shows a congstent downward trend in income poverty, and suggest that Government
ison track in achieving itstarget of eradicating poverty (Figure 1.1).

Figure 1.1 Consumption poverty headcount, 1992-2000
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In 2000, 35 percent of Ugandans were not meeting their basic consumption requirements, a
sgnificant reduction from the 1997 level of 44 percent and 56 perecnt in 1992. However,
inequaity has risen since 1997. This is partly a result of higher urban income growth than
rurd, and the decline in living standards in the rurd areas of the North mainly due to
insecurity. Between 1997 and 2000, the consumption gains were larger for the top decile
(the richest 10 percent of the population), which saw its red consumption levels increase by
20 percent. Consumption levels of the poorest decile grew by just 8 percent during the
period, implying an increase in income inequality'. The rest of this chapter highlights the key
economic and socid indicators while next chepter atempts to put forward plausble

! The Uganda Poverty Status Report 2001 (Feb draft).



explanations for the observed trends in the poverty status and the various development
indicators.
1.2 Economic Indicators

1.2.1 Overall Macroeconomic Performance

The 1990s witnessed commitment by the Government of Uganda in correcting digtortions in
the economy through adoption and implementation of sound and prudent macroeconomic
policies plus targeting public investment to infrastructure development and the socid sector.
Table 1.2 illugtrates the trend of economic growth in redl terms over the period under review.

Table1.2: Real GDP Growth Rate

Year | 1990/91 | 1991/92 | 1992/93 | 1993/94 [ 1994/95 | 1995/96 | 1996/97 | 1997/98 | 1998/99 [ 1999/20

Real | 5.2 31 8.4 5.4 10.6 7.8 45 5.4 7.4 5.1
GDP
(%)

Source: MFPED - Various issues of the Background to the Budget

Overdl, the economy expanded at an average rate of 6.0% per annum, 1.0 percentage point
lower than the set target. The average annud inflation fell from 24.6 percent in 1990/91 to —
0.2 percent in 1998/99, and the gross reserves rose to cover about five months of imports.
This achievement was a result of effective implementation of the Economic Recovery
Program (ERP) that Government launched in 1987. The broad policy objectives of the
program included macroeconomic sability, liberdization of the money and foreign exchange
markets, remova of trade barriers and privatisation of public enterprises. The enhanced good
governance and the strengthening of democratic indtitutions indtilled much greater citizen and
investor confidence in government.

The projected rate of read GDP growth for the medium term (2000/01 — 2003/04) is at least
7 percent par annum. The underlying assumptions are that the policies of privatisation,
investment in the socia sector, the reform of the public utilities and increased investment in
public infrastructure will ensure that rapid and broad based growth will be sustained in future.

Trending together with the overdl economic growth, other economic variables have aso
shown considerable improvement over the past decade. For instance, Uganda has witnessed
consgderable improvement in its overdl investment rates. Gross domedtic invesment has
averaged 14.3% since 1988 and 15.3% since 1990, and foreign direct investment (FDI) has
risen to over 2% of GDP since 1996 compared to an average of 0.4% of GDP since 1975.
The growth in FDI in recent years is largey attributed to the more favourable business
environment in the country resulting in enhanced investor confidence.

The overal public deficit, excluding grants, was reduced from 15 percent of GDP in 1991/92
to 7.2 percent in 1997/98. Including grants, the changes have been from 7.6 percent of
GDP to a mere 1.1 percent of GDP over the same period. The overall externd balance is
projected at a surplus of US$ 108 million by end June 2000, compared to almost a balanced




position 12 months earlier. In red terms, the overdl baance of payments was equivdent to
1.9% of GDP in 1999/2000°. The trends of sdected macroeconomic indicators are
summarized in Annex 1.

1.2.2 Sectoral Contributionsto GDP

The decomposition of red GDP growth by sector (Table 1.3) reveds sgnificant progress
regisered in most sectors of the economy during the past decade, with the industry and
service sectors leading. Over the 1989/90 to 1998/99 period, monetary agriculture grew by
amost 6 percent per year while non-monetary agriculture grew by only 2 percent. The
fluctuations in the performance path was largely influenced by weather conditions, the coffee
wilt disease and decline in internationa coffee prices.

Table1.3: Per centage Contribution to Real GDP Growth by Major Sectors of

the Economy
Sector 1990/91 | 1992/93 1994/95 1996/97 | 1998/99 | 1999/20
Agriculture 2.6 9.3 5.9 1.1 6.9 3.0
o/w Food crops 17 12.3 7.7 -2.0 7.4 34
Mining & 83.2 104 9.1 50.2 5.2 5.0
Quarrying
Manufacturing 55 7.0 17.3 134 11.3 8.6
Electricity 15.3 5.6 11.4 10.1 6.1 11.1
Construction 8.4 10.1 25.2 7.2 7.2 8.5
Commerce 49 6.9 21.6 3.1 8.9 49
Transport & 4.4 7.2 14.3 10.6 8.3 8.0
Communications
Community 7.9 7.9 7.2 6.3 5.0 51
services
Owner occupied 2.7 3.7 6.9 8.0 8.0 8.0
dwellings
Real GDP Growth | 5.2 8.4 10.6 4.5 74 51
Rate

Source: MFPED

The observed growth in the congtruction sector is mainly aitributable to the rehabilitation and
renovation of physicad infrastructure and the increased demand for housing.  Similarly, the
menufacturing sector dso regigered high growth rates dtributable manly to
operationdization of the rehabilitated industries and new entrants into the manufactured
goods market. The other sectors including that of Mining and Quarrying, Electricity,
Commerce, Trangport and Community Services

Sector, and Housing also grew at high and positive rates. Electricity generation increased
ggnificantly in 1999/2000 due to the ongoing upgrading of the Owen Falls Dam.

2 Background to the Budget 2000/01, MFPED.



1.3 Social Welfare Indicators

While sgnificant legps have been witnessed in the economic indices of the country, socid
provisons have continued to perform rather poorly over the past ten years. In the hedth
sector, life expectancy in Uganda has been estimated a 42 years in 1997 having fadlen from
50.9 in 1995°%, which is exceptionaly low. Such low figures are attributed to the HIV/AIDS
pandemic, both the direct and indirect effects of insurgency in some parts of the country and
the dow improvement in the country’s hedth ddivery sysems. However, Ugandd's
aggressive HIV/AIDS public hedth programme made it one of the first countries in sub-
Saharan Africawhere HIV prevalenceis steadily declining (also refer to Box 2.1).

Although there has been some improvement in the country’s mortdity levels in the 1990s,
they are dtill high compared to the neighbouring countries (Table 1.4). Under-five mortdity is
dill high, though it fell sgnificantly from 180 per thousand in 1980 to 162 in 1997. While the
infant mortality rate has greetly improved over the past few years, fdling from 116 per 1000
live births in 1980 to 99 per 1000 in 1997, it remains dgnificantly higher then that of
comparator countries like Kenya, Ghana and Zimbabwe.

Tablel1.4 Mortality indicatorsin selected African countries 1970 - 1997

Infant mortality rate Under-five mortality Life expectancy at birth
1970 1980 1997 1970 1980 1997 1980 1997
(pper 1000) (pper 1000) (years)

Botswana %5 71 58 139 A 83 58 47
Coted'lvoire 135 108 87 240 170 140 49 47
Eritrea .. 91 62 .. . 95 44 51
Ethiopia 158 155 107 239 213 175 42 43
Ghana 112 A 66 186 157 102 53 60
Kenya 102 16 74 156 115 112 55 52
Lesotho 134 119 93 190 168 137 53 56
Malawi 193 169 133 330 265 224 44 43
Nigeria 139 99 Ve 201 196 122 46 54
South Africa 79 67 48 108 a1 65 57 65
Tanzania 129 108 85 218 176 136 50 48
Uganda 109 116 99 185 180 162 48 42
Zambia 106 0 113 181 149 189 50 43
Zimbabwe % 80 69 138 108 108 55 52

Source: World Development Indicators (World Bank).

Fertility rates have shown improvement from 7.1 children per woman in 1987 to 6.7 in 1996.
However, thisis gill on the high Sde, comparing unfavourably with other countries in Eastern
and Southern Africa. For example, the fertility rates for Kenya, Tanzania, Ghana and Nigeria

% World Devel opment indicators; UNDP Global Human Development Report, 1998.



in 1995 were 5.1, 5.7, 5.5, and 6.2 respectively. The 1998 Uganda Human Devel opment
Report argues that, if the high fertility rate in Uganda remains unchecked, it would have short
and long-term effects of dampening the gains made on the human development front, among
other consderations.

However, one has to remember that family sze is an individua choice. The population
control policy therefore intends to operate through changing incentives and awareness, and
ensuring access to reproductive technology. Access to family planning services is part of the
minimum hedth care package in order to ensure that dl those who want to limit their family
Sze can do so.

Other socia indicators such as access to safe water and sanitation and gross primary
enrolment rates indicate progress. There has been some improvement in access to safe
water in rura areas from 39 percent in 1997 to 49.8 percent in 1999/2000. The policy of
free primary education for four children in every family (UPE) introduced in 1997 increased
enrolment enormoudy. Two and a haf million children entered the schooling system and the
gross enrolment rate, using school-based data, rose to 128% in 1997 and 145% in 1999.
However, women have a lower education status, as evidenced in the 50 percent femae
illiteracy compared to 26 percent for maesin 1997 (World Development indicators), which
has implications for poverty reduction. Lower literacy rates combined with other factors such
as adherence to traditiond norms, prevent women from taking full advantage of economic
opportunities and available technologies to improve production, particularly in the food crop
sector where they dominate.

1.4 Competitiveness and Comparative Advantage

Competitiveness has emerged as a criticd dement of development in every nation. A four-
year study of ten important trading nations by Michael Porter® reveds thet a nation’s
competitiveness depends on the capacity of its industry to innovate and upgrade. The ability
to produce a high and risng standard of living for its citizens depends on the productivity with
which anation’ s human resources, capital and physical assets are deployed.

Uganda has been shown to have a favourable policy environment but a low overdl
competitiveness ranking. The Africa Competitiveness Report (1998) ranked Uganda below
the average at 14™ out of 23 countries surveyed in terms of its overal environment for
competitiveness.  Countries with a higher competiveness than Uganda included Mauritius,
Tunisa, Botswana, Namibia, Morocco, Egypt, South Africa, Swaziland, Ghana, Lesotho,
Cote d'lvore, Zambia and Kenya in that order while those performing much worse off
included Burkina Faso, Tanzania, Ethiopia, Mozambique, Cameroon, Zimbabwe, Maawi,
Nigeriaand Angola

Severd factors can explain the observed date of affars in the country in terms of
competititveness. Apart from the prevailing conducive macroeconomic policy environment,

* Michael E. Porter, 1990. The Competitive Advantage of Nations. Harvard Business Review.



political sability for over ten years has minimized the investment risks and built the confidence
of both indigenous and foreign investors. Uganda has dso made progress in reforming its
ovedl| trade policy environment. The numerous reforms implemented over the years,
including the reduction of certain bans on imports and import tariffs and dimination of
licengng requirements, have dl contributed postively to the country’ s competitiveness.

On the downward sde, while reform of the trade policy environment has been sgnificant in

recent years, the practica implementation of reform has been dow and loca busnesses
perceive continued obstacles. The limited availability of reasonably priced export credits and

export insurance in the country is a mgor hindrance to export competitiveness. Lack of

uniform standards and wesk quaity control supervision do affect Ugandan exports. And

athough the Ugandan financia sector has undergone considerable derugulation since 1993,

dructura problems remain and continue to affect business growth. These include the high
cost of non-performing loans, high adminigtrative cogts, poor risk management and limited
local investment opportunities. The increased private sector investment necessary to sustain

the country’s growth will depend heavily on the ability of government to strengthen financia

sector reforms and develop a broader-based capitd market in which the public has
confidence. Infrastructure, particularly eectricity, roads, trangport and industria space is a
key areathat needs strengthening to increase the country’ s competitiveness.

1.5 Extent of Economic Integration

Uganda' s economy is closdy linked to internationa trade and since the beginning of the
1990s, Government policy has focused on liberdizing the economy by undertaking a
comprehensive programme of trade reforms designed to open the economy and increase the
country’s competitiveness. It has taken measures to expand its market, first by embracing
regiona integration through the East African Co-operation (EAC) and COMESA and
secondly by being a founder and active member of the World Trade Organization (WTO).
The treaty Sgned establishing the Eagt African Community (Uganda, Kenya and Tanzania) is
intended to consolidate a market where producers can have access to the 81 million people
in the EAC countries. Uganda is dso a signatory to the Lome Convention. The integration of
the Ugandan economy in the multilatera trading system in the wake of the Economic Reform
Programme contributed to the improved performance of the economy in the 1990s.

The openness of the Ugandan economy evolved systemdticaly. It commenced with
dimination of non-tariff barriers and followed by reduction of tariffs to alow leve within the
Eagtern and the Southern African regions. Under trade regimes, Government implemented a
wide range of policy measures. These included reducing tariffs and variance within the tariff
dructure towards a uniform tariff in the regiona groupings, reducing import bans, diminating
tax exemptions and holidays, diminating licenang and adminigrative dlocation of import
financing. These reforms, however, met & times with difficulties in implementation. Conflicts
in trade policy emerged as Government pursued parald efforts of increased openness of the
economy on the one hand and promotion of domestic indudtries on the other. The trade
policy was complicated by lack of coherent and co-ordinated approach to openness in
African region.
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By 1993, Uganda had moved away from import licenang to import certification. This was
coupled with aligt of prohibited goods, including beer, soft drinks, batteries and cigarettes.
The budget speech of 1997/98 fiscd year announced Government plans to diminate import
bans by April 1998 and to move to a common externd tariff within COMESA by April
1999. The export tax, particularly that on coffee, was diminated by 1992; athough coffee
gabilisation tax was temporarily re-imposed during the coffee boom in 1994/95 fisca year.
The reform of the tariff structure simulated a more efficient alocation of productive resources
and aso reduced the burden of tax adminigration. The high variance in tax rates and tax
exemptions tempted traders into classfying imports under lower tariff brackets or into
categories of exempted goods. It adso facilitated rampant inward smuggling of goods and
SErvices.

By 1999, Uganda was accorded a rating of 2 down from 9 labelled in 1985 on the IMFs
Index of Trade Redtrictiveness, a scae that indicates a country’s degree of openness on the
bass of 10 point index, whereby countries with a rating of 1 - 4 are “open”, 5 - 6 are
“moderate’” and “7 - 10” are redtrictive. Although Uganda has opened up its economy, there
is gill much more to be done to integrate the economy in the multilatera trading system.
While a lot has been accomplished at policy levd, there is need for Government to remove
the anti-export bias of the tax regime to enhance efficiency through greater competition in
order to boost exports. The current effort of Government moving to low uniform taxes within
COMESA will address this issue. However, it will require some degree of co-ordination
with other countries for smooth implementation. Continued trade liberdisation and
harmonisation of tariff structures will reduce smuggling and under-reporting of imports; hence
improving further the environment for business growth and integration of the economy in the
multilaterd trading system.

However, most Ugandans especidly the private sector have not yet understood and
conceptudisad the implications of the WTO agreements to the economy, and dthough the
country has witnessed remarkable growth in the past 10 years, it ill faces numerous
impediments that congtrain its domestic supply response to opportunities created by the
Multilatera Trade System (MTS). The drategic objective of Government therefore, is to
meaximise the potentid and opportunities arising from the MTS.

To achieve this objective, the Government of Uganda adopted the Integrated Framework for
Trade-related Technica Assistance Programme (IFTTAP), its main purpose being to enable
Uganda maximise benefits accruing from the TA support it recaives from its development
partners. The programme is based on Uganda's Traderelated Needs Assessment on
integrated initiatives endorsed a the High-level meeting (HLM) hdd in Geneva in October
1997. Uganda has dso, since the past two and a hdf years, been implementing the Joint
Integrated Technicd Assstance Programme (JTAP), a pilot regiond programme embracing
8 African countries namely Benin,

Burkina Faso, Tanzania, Uganda, Cote d'lvoire, Ghana, Kenya and Tunisa. Executed
jointly by WTO, UNCTAD and the Internationa Trade Centre (ITC), the main objective of
JTAP sto facilitate Uganda s integration in M TS based upon WTO agreements.
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While some successes have been registered in the area of human capacity building under
these programmes in Uganda, there are gill many inditutiond bottlenecks that limit the
country’s ability to fully benefit from the opportunities offered by the MTS. Chief among the
key impediments to improved supply response are poor infrastructure, unreligble public
utilities, low levels of education and skills, poor technologica base, weak export inditutiona
framework, market access problems, limited access to trade and finance and cumbersome
customs procedure.  Government is committed to providing a stable macro-economic
environment and is in the process of addressng many of these congtraints.

There is need to build capacity in the various minigtries deding with trade policy to enable
them manage trade arangements effectivdly and to implement the necessary reforms.
Improved coordination channels within and between these ministries are a necessity if the
intended gods are to be achieved. The poor donor response in terms of pledges towards
IFTTAP is a mgor congrant and the long and expensve bureaucratic procedures
associated with these programmes need to be cut down.

Government will need additiona support in order to fully integrate Uganda's economy in
regional economic arrangements and the MTS. The two broad areas that need support
include capacity building and compliance with WTO and Regiond Trade arrangements and
overcoming supply condraints.  Strengthening ingtitutiond linkages between ministries and
other inditutions dealing with trade remains a mgor challenge that the Government of Uganda
is committed to work on in order to increase the effectiveness of ongoing and future
programmes that are trade-related. However, too little is known about the links between
economic integration and poverty, an areathat cdls for much more intensive study.
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CHAPTER 2

ASSESSMENT OF FACTORS THAT HAVE FACILITATED OR
CONSTRAINED UGANDA’S DEVELOPMENT

Despite the impressive macroeconomic performance of the Ugandan economy in the 1990s,
asillugrated in the previous chapter, poverty in the country remains pervasve. This chapter
identifies the factors that have contributed to improvements in the socid and economic
Stuation of the country and those that have had a negetive impact. The analyss conveniently
discusses the factors under two main groupings. domestic opportunities and congtraints and
externa factors.

2.1  Domestic opportunities and constraints

To contextudize the discusson in this section, we begin by looking a the various policy
reforms that have been implemented over the past two decades with consequence to the
current poverty status and development process and then move to more specific areas that
highlight the opportunities and condraints that Uganda continues to face as we move into the
new decade.

2.1.1 Podlicy reforms

The nature of policy reforms in Uganda and the resultant impact can only be understood by
going back into the past. The history of economic and political mismanagement and the lack
of coherent policies in Uganda during the 1970s and early 1980s, as well as the existence of
drategic policy making and implementation by the Government of Uganda theresfter with
positive impacts, iswell documented®. A snapshot of the various stages of policy reforms that
have determined the path of growth and development is hereby presented.

1981 - 1984 policy reforms

The period preceding the late 1980s was characterised by a tremendous decline in
production with most industries operating a very low levels of capacity utilization, poor
export performance, a very wesk financial sector, an overvaued exchange rate, high inflation
and large government deficits.

To restat growth, the Government of Uganda placed high priority on re-establishing
macroeconomic Stability and securing operationd and long-term finances from externd
sources. An agreement was made with IMF in 1981 to meet these drategies and
programme. An extendve andyds by Torgny et al in 1999 shows that the programme

® Torgny Holmgren et al, 1999; Tumusiime-Mutebile, 1995; MFPED publications; Uganda Government’s
policy Framework Paper, 2000;
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collapsed in 1984 due to a number of problems and oversights on part of government. For
example, little progress was made towards improving the tax structure and administration and
the stabilization programme was not accompanied by commitment on the part of government
to inditute reform measures to curb inflation, improve service ddivery and dlocation of
productive resources. As a result economic performance deteriorated with real GDP
declining by 10 percent between 1984 and 1985, inflation bouncing back from double to
triple levels by 1985 and both exports and imports declining in volume.

1986 policies

The new and current government in 1986 faced mgor chdlenges in dmogt dl facets of the
economy. In order to reverse the gloomy Stuation, the government together with its
development partners, developed a comprehensive macroeconomic framework aimed at re-
garting economic growth. There was, however, lack of consensus on some key areas of
macroeconomic management, in particular the choice between a closed and open economy.
The Government chose a closed mode and opted for a revauation which turned out to be a
mistake as this fuded more macro-economic dability and worsened externd viability. The
government aso commenced on a programme built on price controls, which resulted into the
intengfication of macroeconomic imbadances. The reform programme of 1986 was
incongstent to the extent that by 1987, it had become evident that a new programme was
needed.

1987 - 1991 policy reforms

The Government in May 1987, supported by IMF and the World Bank, introduced an
Economic Recovery Programme (ERP) aimed at achieving a positive economic growth of at
leest 5% per annum, restoration of price stability, hating and reversng the deterioration of
baance of payments and strengthening the indtitutiond framework. The rehabilitation of the
economy relied to a large extent on donor support thus worsening the debt Stuation. The
magor results following the adoption of the ERP between 1987 and 1991 included the
lowering of inflation from an average of 190 percent to about 28 percent per annum by
1991; GDP growth rate revived to an average of 6.3 percent per annum; and a dow
recovery was made in exports, private and public sector investment.

1992 - current policies

The Government of Uganda in 1991/92
implemented wide-ranging policies intended to | Box 2.1: Key Government Policy
diminae the dructwrd and financd | Reforms

bottlenecks that  congtrained  economic

Fiscal and Monetary Policies

dabilizetion. The key policy messures that Exchange Rate Liberalisation
have been undertaken in the past decade are Trade Liberalization

. . . Financial Sector Reforms
shownin Box 21 The ma_:roeconomlc policy External Debt Policy
reforms, aimed at prudent fiscal and monetary Decentralization
management, improved incentives to priveate Privatization

sector, reforming the regulatory framework Public Sector Management

Reforms
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and developing human cepitd, have registered enormous success. However, in order to
consolidate these gains and dgnificantly contribute to poverty eradication, Government
intends to continue focusing on increased investment in expanson of the infrastructure and
human capacity and strengthening ingtitutiona capacity both in the public and private sector.
In this respect, reforms in the civil service, decentrdisation and the financid sector will be
centrd to inditutiond strengthening.

2.1.2 Peace and social stability

In Uganda, consultations with the poor have shown tha insecurity is among ther most
pressing problems. Armed conflict has been a decisive factor in the impoverishment of the
North, and some parts of the East and West. Uganda has hosted and continues to host
refugees from a number of neighbouring countries. By September 1999, the interndly
displaced population of Uganda was estimated at 529,215 rising to 736,004 by May 2000,
with spill over effects to many people who are actudly not dislaced. Regiond conflicts,
troop movement, and resulting refugee movements are likely to exacerbate the HIV/AIDS
pandemic in Uganda and the region.

Cattle rustling, which is common in the north eastern part of the country, has exacerbated the
poverty dtuation through loss of cattle, property and lives. In many ingtances, civil and
political conflict has led to increased responsibility for vulnerable groups. The ederly, women
and even children have been forced to take care of entire families, shouldering heavy
household respongbilities, many times with no reliable source of income.

Paul Collier® discusses four key factors that may explain why Uganda is prone to conflict in
some aress.  Fird, poverty seems to be a cause of conflict particularly in the poorer ditricts
of Uganda. Secondly, given that Uganda is bordered by severa politicaly problematic Sates,
namely Sudan and Congo, the border regions are prone to rebelion with rebes usng the
neighbouring states both as safe havens and for logistica support. Thirdly, those regions with
the largest stock of former soldiers are potentidly the eesiest recruiting grounds for rebe
organisations and finally, those regions that are least represented in the government are least
able to achieve their objectives through politicd means. On dl these criteria, the northern
region has turned out to be the most prone to rebellion over the past decade.

These arguments are, to a large extent verified by the findings from the participatory
asesgment involving 36 communities in Uganda.  People observed that insecurity partly
reflects low incomes, and in some communities, poor young men were reported to join the
rebel groups for offers of 200,000 shillings (equivaent to less than US$ 200). Catle rustling
reflects particular culturd and economic factors in Karamoja, which is one of the least
developed regions, as well as didricts in neighbouring countries.  Persuading people to
abandon the practice of catlerustling will require improvements in the economic
opportunities in the region, and probably regiona cooperation with culturdly Smilar regionsin
neighbouring countries.

® Paul Collier, 1999. The Challenge of Ugandan Reconstruction. The World Bank.
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As the 2001 Uganda Poverty Status Report notes, Government has been grappling with the
problems of insecurity throughout the 1990s. Both military and political solutions are being
jointly pursued to address the peace and security issue. Some of the mgor actions that have
been taken in the last year and a hdf to improve the security Stuation contain the problem
include:

Military operationsin Congo designed to diminate rebel activities

Participation in the Lusaka accord of mid-2000

Agreement with Sudan in December 1999, reiterated in September 2000, to stop
Sudan’s support for the LRA and Uganda' s support for the SPLA.

The Amnesty Act of January 2000, which encouraged rebels to return and
reintegrate in Ugandan society

The programme for dissrmament of Karamoja which is was launched in February
2001. As noted in the PEAP, the success of this approach will depend on ensuring
that the Karamojong themselves are protected againgt attack from pagtordists in
bordering areas of neighbouring countries. For this reason, the Kenyan and Ugandan
Governments are cooperating in synchronising the disarmament.

2.1.3 Private sector development

Many public actions in Uganda, as ese where in the world, have failed because the date is
no better in service provison than the private sector. Recognising this, the Government of
Uganda has decided to withdraw from direct provision of services, except in areas where the
markets do not achieve the objectives of society, mainly due to market faillure and inequdity.
But the private sector which is expected to spearhead development is il in its infancy, with
very low capacity for invesment, dthough this Stuation is gradudly improving.

Poor infrastructure is the single most important condtraint to private sector development in
Uganda. Frequent power cuts and the poor road network and telecommunications pose
serious condraints to private sector growth. Private investors are also impeded by the
weekness of the financid system and the commercid judtice sector, high taxes, the difficulty
of enforcing contracts and corruption. Many firms, particularly the smal ones, find it difficult
to service and expand their operations in a very competitive environment. Poor infrastructure
sarvices create a high risk in terms of delays and extra cogts for production, imports and
exports. For example, it takes 70 days on average for imported inputs to arrive from their
origind degtination to the firm and firms loose about 90 operating days in a year on average
due to power cuts’.

The Government of Uganda recognises the need to link the macro and micro economy
through date interventions, especidly to the private sector to promote expanson and
competitiveness. The PEAP clearly entrenches priority strategies that are intended to remove
the congraints to private sector development in order to promote economic transformation.

"World Bank Private Investment Survey 1998.
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Thee are ds0 cdealy aticulated in the Private Sector Medium-Term Competitiveness
Strategy that sets up the indtitutiona framework necessary for private sector devel opment.

As discussed in the 2001 PSR, Government has undertaken measures to promote, support
and provide rurd eectrification programmes through public and private sector participation in
order to achieve equitable regiona distribution access to dectricity. The basic gpproach will
be ‘smart subsidies of private providers for grid extensons and other infrastructure for
eectrification. The exigting grid has been extended to rura areas and parts of Northern
Uganda are being prepared for establishment of a mini-grid. In the year 2000, totd ingalled
electricity generation cagpacity increased from 180 MW to 260 MW with the ingalation of
two new generating units, cgpacity sufficient to meet the current demand during off-pesk
hours. Government is aso privatizing the Uganda Electricity Board to increase coverage and
efficiency in service provison.

The tel-communications sector has adso has aso experienced a pate of growth, particularly
in the late 1990s with the entry into the market of cdlular phone companies. However,
telecommunications coverage is Hill low a 2.8 lines per 1,000 people compared to
neighbouring Kenya with a coverage of 7.1 lines per 1,000. New measures are being put in
place to improve competition and coverage particularly in the rurd aress.

The provison of an efficient road network is a the core of the poverty eradication strategy,
and the enhancement of rurd incomes. Rurd feeder roads are paticularly critica for
agribusness and for the modernisatrion of agriculture. The road transport system in Uganda
comprises of about 9600km of classified main roads of which 2400km are paved and 7200
km are gravel or earth, about 22,300km of district feeder roads, 2,800km of urban roads
and approximately 30,000km of community access roads.  Since 1986, 9600km of the
Nationad Road Network have been rehabilitated and isin afar to good condition, maintained
on a sudtainable basis; 4000km of gravel roads have aso been rehabilitated; 350km of gravel
roads have been upgraded to bitumen standards and 1000km of feeder roads have been
upgraded to nationd roads.

The Government’s medium term transport sector policy ams at promoting efficient and
effective transport services as ameans of providing effective support to increased agricultura
and indugtrid production, trade, tourism, socid and adminigtrative services. Under thelO-
Year Road Sector Development Program (RSDP) developed in 1996, operation and
maintenance of locd infragtructure facilities is being carried out through the direct involvement
of beneficiaries, digrict authorities and communities, rather than through centrd Government
agencies. Government is currently preparing a strategy for improvement and management of
feeder roads.

2.1.4 Domestic resource mobilization

Mobilisation of domestic resources in Uganda, for most of the 1990s, has been below both
the desired and predicted levels. The tax revenue to GDP ratio is still lower than 12 percent
as opposed to above 15 percent that is the average for Sub Saharan Africa. In 1990/91, the
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tax revenue to GDP ratio was dmost 5 percent and had increased to 11.3 percent in
1995/96 and 1998/99. The performance of non tax revenue has, in particular, continued to
lag behind at under 1 percent of GDP compared to about 3.5 percent in other countries in
the region.

This low domestic tax revenue has mainly been attributed to a smdl tax base and inefficient
revenue collection systems. The big component of non monetary GDP, a over 30 percent in
1990/91, 25.4 percent in 1995/96 and 23.2 percent in 1998/99, aso makes revenue
collection an uphill task. There were dso too many tax exemptions and which, due to a
number of weaknesses in the system, acted as a conduit for several other non exempt
commodities. Non tax revenue, which is not collected by the URA, continues to perform
poorly. This is mainly because of inadequate accountability procedures and lack of financia
discipline in various government departments, coupled with severe budgetary congraints.

In order to increase tax revenue the government had earlier set out to identify a series of tax
reform measures tha would raiondise and damplify the tax regime and yet reman
adminidratively feasble. As areault, the Uganda Revenue Authority (URA) was established
as a semi-autonomous body to implement tax policy. Recent tax reforms such as the
introduction of vaue added tax (VAT) in 1996 and the enactment of a new Income Tax Act
in 1997 are important contributions to the improvement of revenue performance. For
instance income tax collections recorded a surplus of Ushs 6.5 hillion or 4 percent above the
target in 1998/99. This was an impressive 37 percent compared with 1997/98.

In soite of dl this, fiscd management in 1999/2000 was dominated by large revenue
shortfdls, which could only be accommodated by cuts in government expenditure. This trend,
partly as a result of interna and externa shocks such as drought and shortfdls in import
support grants, can be expected to continue for the next decade unless measures are taken to
addressit.

Domedtic savings have not been helped by the problems in the banking sector and the high
interest rates. For instance, because of the relaively poor performance in savings deposit
mobilisation in 1998/99, quasi-money’s contribution to broad money was limited to only 3
percent compared to an average of 7 percent per annum in the previous years. The financid
savings to GDP ratio was 2.7 percent in 1993/94, 3.2 percent in 1995/96 and, provisonaly
4.1 percent in 1998/99° as illustrated in Figure 2.1. The banking sector has not fully
recovered from the closure of four local banksin 1999.

8 Background to the Budget 1999/2000.
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Figure2.1: Trend in Financial Savingsto GDP ratio
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Conversgon of savings into investment continues to face severe limitations. These include high
lending rates, averaging a 21 percent during the last decade, and the high business risks and
default rates. Commercia bank lending over the years has concentrated in short term trade
related activities. Lending to the agriculturd sector remains very smdl a about 2.4 percent of
totd lending. The financid sysem has dso lacked an organized market for channding
savings into invesments.

The government drategy to increese savings includes ensuring stable macroeconomic
vaiables, pogtive red interest rates and streamlining the banking sector. A number of
reforms have been undertaken during the last decade to enhance the financia sector including
drengthening the Centrd Bank, liberdizing the interest rates, introducing Treasury Bills and
increasng the capitd requirements for commercia banks. The Centrd Bank is continuing to
strengthen the prudentia supervision and regulation of the banking industry to ensure safety of
deposts that may be jeopardised by mismanagement and fraud. Efforts to develop the
financia markets and more specificaly to strengthen the treasury bill market are to continue.

With the mgority of the Ugandan population engaged in the agricultural sector, one of the
direct methods of increasing savingsiis to increase household incomes because the propengty
to save depends on the level of income. This can be achieved by transforming the current
subs stence agriculture to a market based commercid activity which is the thrust of the Plan
for Modernization of Agriculture. It is essentid that macro-economic dability should be
maintained.

2.15 Capital Markets development

It is evident from the foregoing discussion that raisng savings and investment levels remains a
mgor chalenge for the Government. Capital markets provide a competitive method through
which private sector firms can raise capitd for investment purposes. They dso play a crucid
role in the economy of mohilizing savings, especidly locd savings, dlocating capitd to arees
of greatest vadue in the economy and providing dternative long term financing for business
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ventures. In 1996 the Government of Uganda inaugurated the Capitd Markets Authority
(CMA), which was charged with the responghility of promoting and facilitating the
development of an orderly, fair and efficient capital markets industry in the country. 1n 1998,
the CMA licensed the Uganda Securities Exchange (USE), a private sector initiative, to
operate as a stock exchange in Uganda.

Trading at the USE now includes the East African Development Bank (EADB) bond, the
Preferentia Trade Area Bank bond and the Uganda Clays Limited shares. The number of
new listings is expected to increase to three or four per year as more public enterprises get
privatised. Thisis expected to enhance the savings and investment culture.

Uganda s capitd market is il in its infancy, and its growth will be influenced by the rate at
which new products can be introduced on the stock exchange and the ability of market
players to attract investors to trade in these products’. The process of privatization has
provided impetus for the development of a capitd market in Uganda. More than 90
enterprises out of 120 companies had been privatized by December 1999.

2.1.6 Governance

Worldwide, good governance is increasingly being recognised as a prerequisite to economic
growth and development. But a hot debate continues to range on as to what the concept of
‘good governance' actudly entails. Emerging consensus indicates that good governance
encompasses dimensons such as participation, democratization and decentraization, the
respect for law and human rights, accountability and transparency, and efficient public and
private sector management.

In Uganda, good governance and security have been put a the forefront of every
development initiative as it has been increasingly recognised that they are centrd to creating
an enabling environment for economic growth. In 1997, a Nationa Programme and Action
Plan on democratic governance in the context of the PEAP™ was prepared and is currently
under revison. The revised version identifies nine core areas of good governance that are in
consance with those agreed upon globally. These and other elements of good governance are
discussed in this section.

Democracy and decentralization

The democratisation of Uganda has been pursued in the context of decentrdization. Since the
late 1980s, regular and contested dections have been introduced at adl levels of Government
and many respongibilities have been progressively decentrdized from Centrd Government to
Loca Governments (LGs). The decentrdization process is based on the Locad Councils
which have palitical and adminigrative powers over their areas of jurisdiction. The didtrict is
respongble for the recurrent budget, but a substantia proportion of this budget conssts of

° Capital Markets: The Journal for the Capital Markets Industry in Uganda. April/June 2000.
19 National Programme and Action Plan on Democratic Governance in the context of the Poverty
Eradication Action Plan, Working Group on Strengthening Instruments of Governance, October 1997.
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conditiond grants from the centre. The indtitution of conditiona grants will continue to play
an important role over the next few years but as the capacity in the digtricts strengthens and
they are able to prioritize services, it will be possble to move to aless controlled structure.

On the whole, the decentrdization process has been successful in Uganda and a number of
achievements have been registered dthough severd challenges are yet to be surmounted. As
examples of this success, sub-counties have been edstablished as noda points for
development and retain 65% of the revenues they collect, part of which is redistributed to
lower leve councils, new methods of service delivery have been introduced by Locd
Governments including the privatization of feeder road maintenance and contracting out
certain agpects of market administration and management; with assstance from the Centre,
some didricts have produced integrated development plans which are currently under
implementation and loca people are able to effectively participate in managing their aress.

Uganda' s experience provides us with useful lessons that we need to carefully take into
account when anaysing the country’s success in this area. Factors that have greetly
influenced Uganda s democratization and decentralisation process include™:

Palitical commitment to the process by the Government

Thelegal framework: Since its inception, the decentralisation process has been backed
by enabling legidaions amed a transfering paliticd, adminidrative, financid and planning
authority to Loca Governments, making the LGs more responsible for service delivery
and promoting popular participation and empowerment of the loca people to make
decisons. Most prominent is the Locd Government Act of 1997 which is undergoing
revigon to improve the darity of mandates a dl levels.

Transferring the necessary resources. As the Centrd Government increasingly
trangfers functions and responghilities to LGs, it must transfer the necessary resources to
enable the delivery of services. Measures are being undertaken by the centre to ensure
that the proportion of resources being transferred to Locd Governments progressively
increases overtime.

Capacity building of Local Governments. A number of centrd Government agencies
are involved in drengthening didrict planning and budgeting complemented by efforts
from NGOs and the private sector.

There are a number of key challenges that need to be addressed to improve implementation
of the decentralization process.

)} Decentrdisation has radicaly changed the functions of central minigtries,
removing most of their responghbilitiesfor service ddivery. Thisinevitably
implies that districts need to be quickly equipped to enable them focus policy
formulation, implementation, coordination and monitoring in amanner that
ensures that they dl contribute to the nationa god of poverty reduction.

i) Didrict decisons ae greatly influenced by the funding provided by centrd
Government in the form of unconditiond, conditiond and equdisation grants. The

" \Wagaba, F.X., 2000. Sector Reforms and Decentralisation in Uganda.
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revenues presently assigned to Loca Governments are yet to match the expenditure
on transferred services, particularly as didtricts have a narrow tax base.
lif) Thereis need to stress and support horizontd and vertica co-operation within the
digtrict and between digtricts in terms of information sharing, resource flow,programme
implementation and other capacity building activities.
\Y) Government should continualy revise and lay down operationd principles, rules
and regulations to guide the implementation process. A greater understanding
of decentrdisation and asociated legidation is crucid for  effective  implementation
of these policy processes.

Public sector management

The sze, effectiveness and efficiency of the public sector has been and continues to be a
subject of debate both in the developed and developing countries. The underlying concerns
revolve around the effectiveness of the public sector in public management and delivery of
sarvices and the relationship between the public and private sector, and between Centra
Governments and Locad Governments. In Uganda, severd reforms have been undertaken
over the years to improve the role of the public sector vis vis that of the private sector.
During the 1970s and 1980s, the public service had become inefficient and unresponsive to
national needs mainly as a result of poor corporate governance, over-establishment, extreme
laxity, bureaucracy, corruption and nepotism.  These problems were partly attributed to the

low pay.

In light of this Stuation, severd public service reforms were undertaken, most important being
the establishment of a Public Service Review and Re-organisation Commission (PSRC) in
1989. Through wide-ranging consultations with a cross-section of people, the Commission
was able to identify the key reasons behind the poor performance of the public sector and
subsequently made recommendations, most of which are dready being implemented. For
ingtance, in order to ddiver the necessary improvements in service ddivery, Government isin
the process of implementing the Resulted Oriented Management System, and the sdary and
remuneration of civil servants is gradudly being revised upwards. At the same time, the
public service is being right sized through remova of ghost employees, voluntary retirements
and retrenchment. The number of civil servants was reduced from 320,000 in 1990 to
159,000 in 1996 though it rose again to 176,580 by November 1999.

There are saverd chdlenges to public sector reform, which government and its devel opment
partners are addressing in a progressve manner. These include the AIDS scourge which has
profound implications for human resource management; lower sdaries in public sector
compared to the private sector for amilar jobs, the difficulty of recruiting high qudity steff to
work in remote areas, and poor accountability and overal coordination of human resources
a the various levels and between Government and its development partners. The public
sector pay reform is a holigtic process which is intended to avoid ad hoc awards to sdected
groups of workers. Within this holistic gpproach, it will be important to create incentives that
promote the objective of equdisng the quality of service ddivery accross the country.
Where there are substantiad geographicd inequdities in service ddivery caused by
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recruitment problems, further consderation will be given to methods of redressng these
inequaities without compromising the holigtic gpproach.
Private sector responsibility

The traditiond arguments for public ownership and management of utilities have been shown
to be unconvincing and as a result, Governments world-wide have moved to implement the
privatisation policies. Uganda s sdlected path of development in this area has not been any
different. Government has, since 1990, continued to divest itsdf of functions to the private
sector where the latter is percieved to have a comparative advantage. As a result,
Government Minidtries have registered a subgtantid reduction from 40 in 1990 to about 21
presently as various responghilities, in terms of goods and service provison, are gradudly
being transferred to the private sector.

The private sector in Uganda is very large in size and diverse in compaosition. It includes
millions of smal holder famers, fishermen, large scde agriculturd estates, manufacturing
indudtries, small scae enterprises and a myraid of traders. The potentia and success of
private sector involvement in practice has dready been demodtrated by the upsurge of
cdlular phones, led by two private companies, to the extent that the number of mobile lines
has dready overtaken the number of fixed lines provided by the publicly owned
telecommunications corporation. A amilar trend is aso exemplified in the public transport,
agro-processing and marketing sectors.  However, there are ill severd sructurd and
indtitutional bottlenecks that continue to hamper private sector growth.

Many firms, especidly the small ones, find it difficult to service and expand their operationsin
a very competitive environment. This is due to the fact that competition pressurizes firms to
cut costs, yet most of the cogts such as utility prices, interest rates and transport costs are not
in the firms control. Severd surveys carried out in Uganda indicate that access to basic
infragtructure such as telecommunications, efficient trangport and power remains a severe
congraint to private investment and the overdl development objective of the country. A
week legd and regulatory framework, limited access to micro-finance and corruption aso
congrain private sector growth. The private sector is ill ill-equipped in terms of both
technica capacity and policy formulation.

In recognition of the chalenge ahead, Government has embarked on the third phase of its
economic reform programme, with focus on improving service delivery and adminigtration of
Government in order to remove barriers to private sector development. The drategy for
improving efficiency in utilities providon is to introduce competition which requires putting in
place the enabling environment to make private investment viable. In order to attract private
participation, Government is in the process of putting in place the necessary legd and
regulatory framework that ensures far competition and transparency among service
providers. It isaso presently discusang a draft law that will enable micro-finance ingtitutions
to intermediate

Sgnificant progress has aso been made in reforming Ugandas overdl trade policy
environment. The reforms implemented in recent years include the reduction of import bans
and tariffs, dimination of licensng requirements and export taxes, abalition of the requirement
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for exporters to rdinquish ther foreign exchange earnings to Government, and a gradud
remova of the anti-export bias by reducing the level of protection of domestic indudtries to
enhance efficiency through greater competition. Other policy and ingtitutiond reforms which
have been implemented to promote private sector development include the restructuring and
drengthening of the financid and commercid judice sectors, implementation of a new
Investment Code in 1991 and strengthening the Public-Private Sector partnership.

Given the importance of entrepreneurship, inditutiona technica sKills training, as wel as
goprenticeship training in building a viable private sector, it is imperdive that Government
addresses the congdraints in this aea.  Government, with the assstance of the donor
community, has reviewed the needs of this sub-sector. Based on the findings of these
reviews, Government shal implement key reforms to ensure technicad skills development to
support private sector growth.

Human rights

Human rights in Uganda have been broadly defined in the Human Rights Commission Act of
1997 as embodying the provision of public information, the investigation of complaints and of
the conditions in prisons, and the promotion of public avareness about human rights. Uganda
has to some extent gone along way in trying to observe human rights and the examples of the
successes S0 far achieved and aress that require urgent attention™ are presented in Figure
2.1.

12 Data from the Uganda Human Rights Report, 1997 by the Human Rights Commission.
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Figure2.1: Achievementsand challengesin Human Rightsin Uganda

/ Features of successin Human Rights observance \

Constitution making process and a new constitution

Free, fair and regular elections

Independent media

Activecivil society

Good military-civilian relations

The active role of Parliament

The presence of the UHRC and citizens' interest in human rights

- /
/ N\

Areas requiring urgent attention in Human Rights observance

X X X X X X X

**  Armed conflicts and instability and domestic violence
** Lack of facilities and funds for detention of wrong-doers
**  Delaysin administering justice
** Delaysinlega reforms
**  Street children
** Corruption and abuse of office
** |gnorance and illiteracy
{Restrictions on political party activities and the right of peaceful demonstrati y

The legidation that has been passed in Uganda in recent years has strengthened people's
rights in many aress. There is now need to ensure that these laws are implemented and
respected. Other areas of concern include discrimination and negétive attitudes towards
property rights, child abuse, gender imbaances in property ownership.

2.1.7 Environment

Natural ecosystems condtitute an immense value and contribute directly to the economy and
the livelihoods of dl Ugandans. The production of bricks, fuelwood, charcod, clay pots and
baskets in addition to free ranging livestock, fisheries and tourism are dl naturd resource
based economic activities worth hundreds of millions of US$ ayear, and mostly generated by
the poor. While such activities do indeed contribute positively to economic growth and
poverty reduction on one hand, they may on the other hand, if not well managed, lead to
depletion of naturd resources ultimatdy resulting into environmentd unsustainability and
poverty. This is more likely to happen in a Stuation where the pace of population growth
out-marchs the rate of environmental conservation.

The scenario painted above is threatening to become a redity in Uganda unless quickly
checked. With a population growth of nearly three percent per year, the country will have
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between 35 and 40 million people by the end of the next decade. These people will need
more and more space which will be provided, to a large extent, by converting natura
ecosystems into man made environment.  The process of conversion is dready happening.
Many of Uganda s natural ecosystems are undergoing conversion, degradation and declinein
atotally unplanned and uncontrolled manner.

The Government of Uganda recognises the importance of natura resource management as a
key element in poverty reduction and economic growth and has, since the early 1990s,
atempted to address the problem of environmenta degradation. Environmentd policy and
legidation has undergone a number of reforms in the last decade to cope with changes in
technologica development and populaion dynamics. The Nationd Environment Action Plan
(NEAP) made fundamenta recommendationsin 1994, amed at having an integrated nationa
policy framework and legidation for sustainable management of naturd resources. Since
then, public actions taken to address environmenta issues have included the provison of
environmental education and awareness through various means such as public media and
demodration projects a the locd leve; and simulation of communa initiatives for the
conservation and management of common property resources. These have proved to be
effective to some extent athough much remains to be done.

The PEAP highlights environment as a cross-cutting issue that should be considered in al
programmes geared towards poverty eradication, and as such specific needs for public
expenditure have also been identified. If dl programmes are to consder the sustainability of
the natura resource base, thiswill imply among other things:

Environmentad Impact Assessments for al mgor invesments and public sector policies
and plans,

the incluson of soil management and other environmenta condderations in the work of
agricultura advisory services,

the desgn of appropriate sysems of land rights and policies or bydaws for land
utilistion;

linking environmenta aspects with preventive hedth; and

promoting environmenta education in the school curriculum and raising public avareness
of the links between environment, poverty and development.

Ensuring that environmenta concerns become a cornerstone of every programme that amsto
contribute to poverty reduction in the short, medium and long-term, is by no means asmple
task. This cdls for improvement in the sectord capacity in dl development oriented policies,
planning and activities & nationd, didrict and locd levels, with participation of the people.
Strengthening the nationd policy and legidative capacity and community ingtitutiona capecity
as well as programme implementation and monitoring mechanisms will be centrd in ensuring
that biodiversity resources are utilised to meet nationd poverty eradication and sustainable
development gods.

Another dimension that requires serious congderation is the need to strengthen intersectora
linkages, coordination and harmonisation of programmes and policies a the various levels of
implementation. The National Environment Management Authority (NEMA) has prepared an
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Environment Sector Programme usng a project approach, but this needs further
development into a sector-wide gpproach tha includes the activities of dl the reevant
stakeholders with strategic decisons about the requirements for public service ddivery and
public expenditure.

2.1.8 Human resource constraints

Various sudies the world over have established the strong relationship between the leve of
education for a paticular country and economic development. It is aso widdy
acknowledged that a hedthy population is more productive economicdly. It is on this
premise that the Government of Uganda has developed the Education Sector Investment
Pan (ESIP) 1997-2003 and the Hedth Sector Strategic Plan (HSSP). Here we briefly
review the trend in development in the education and hedlth sectors.

Education Sector

Primary education: A dramatic change was redlised in the country’ s education system with
the introduction of Universd Primary Education (UPE) in 1997, with the most remarkable
feature being the massve increase in enrolments following the removd of school fees. The
UPE-induced surge in net primary enrolments came from dl sections of the Ugandan
population, but especidly the poor, and particularly the girls within poor households. By
1999, gender differences in enroliment rates had dl but disappeared, and increases across
income groups had narrowed considerably. Box 3.3 in Chapter 3 further discusses the
resultant impact of the UPE policy while the targets and performance indicators for the sector
are further discussed in Chapter 4.

Secondary education: The importance of secondary schooling for sustainable poverty
reduction is highly appreciated in Uganda.  Although secondary enrollment rates among the
poor are not high, they are likely to rise sharply as current primary level students from poorer
households graduate to the secondary level. A drategic plan for the secondary education
sector has been drawn up, and some initid activities amed a increasng access and
improving qudity have begun. Theseinclude:

4 dtes, one in each region, have been identified for the first pilot secondary schools.
73 secondary schools have been given cepitd development grants towards their
congtruction and rehabilitation works.

16 secondary schools have been identified for expanson and rehabilitation to serve
as centers for Comprehensive Secondary Education.

Guiddines and incentives for communities and private sector to make appropriate
additional provison of secondary education opportunities have been developed.
Already, 90 schools have been identified for grant aiding.

Health Sector
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There is a strong link between hedth and poverty. The Participatory Poverty Assessment
identified illhedth as the most frequently cited cause and consequence of poverty. So
improving hedth outcomes is essentid to reducing poverty. The Government of Uganda has
meade significant progress in improving some of the hedth indicators such as the reduction in
child and infant mortdity, the continueing decline in the prevalence of HIV/AIDS, and the
successful efforts to eradicate polio. However, much effort is gtill needed in addressng
reproductive hedth, namey the high rate of fetility, the high rates of madnutrition, the
continuing decline in routine immuzation, and the control of malaria (also refer to sections 1.2
and 2.1.12).

In recent years, the Government has consstently increased funding for the hedth sector.
Government expenditure on hedth increased by agpproximately 165 percent between
1995/96 and 1998/99. As a percentage share of the total government budget, this
represents an increase of between 6.4 percent to 6.7 percent during the same period. On
the other hand, spending by didricts, NGO hospitas and on Primary Hedlth Care in the same
period increased by 227 percent, an increase from 2.2 percent to 3.1 percent™®,

A number of mgor policies and guideines have been developed for implementing the new
hedth sector activities in the country. Notably, is the Nationd Hedth Policy, the Hedth
Sector Strategic Plan (HSSP), the Hedth Sector Investment Plan, and the Hedth
Infrastructure Development Plan. Detalls of the key features of these plans are further
discussed in Chapter 4. Progress is aso noted in the restructuring of the Minigtry of Hedlth
to maximize efficiency, and in the development of common working arrangements between
government and development partners. It is hoped that these policy reforms will help build
capacity and strengthen indtitutions that will protect the health of the people of Uganda.

The minimum hedth package, which forms the core of the sector plans, is dready under
implementation including the prevention and control of communicable diseases; integrated
management of childhood illnesses, proper management of sexua and reproductive hedth
and other public interventions such as immunisation and environmenta hedlth and sanitation.
A dgnificant number of hedth facilities have been condructed in recent years and the
chdlenge now is to ensure sgnificant improvements in the qudity of medica care.

Among the unresolved issues on the ddivery sde influencing qudity of service are: inequitable
digribution of gaff, lack of an gppropriate supervison system, leskage of drugs, inefficient
pay roll management and inadequate pay and the resultant duad employment. Inadequate
accountability in the hedth sector has dso severdy hampered ddivery of quality services.
Government needs to serioudy look for ways of dlevaiting some of these problems
particularly for the benefit of the poor. For example, communities and loca leaders need to
be sengtized on what they should expect from hedth services, incdluding minima ethics and
vaues of hedth workers.

3 Donors Statement on the Health Sector, Consultative Group Meeting March 2000, Kampala.
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2.1.9 Land availability and use

As amgor asst of rurd households, land is seen as a Significant strategic tool for poverty
reduction. Research on land has been conducted by various ingtitutions in Uganda and the
findings are consderably controversa. Nevertheless, the following patterns emerge:

There is condderable inequality in access to land, both across locdities and within them,
and between men and women with women being unable to own land in many parts of the
country and sometimes totdly disnherited if their husbands die.

The effect of the land market has been to produce a large number of smal holders rather
than to concentrate ownership in order to encourage commercialisation.

Although the proportion is not known, many people have access to land that they borrow
or rent.

There is some dispute over whether people fed insecure about the existing land tenure
systems and whether it retards development. But on the whole, it has been noted that
people, especidly in towns and suburbs, tend to invest less in land as a result of land
insecurity.

The poor have limited access to land courts in case of digputes and in many cases end up
losing land to the better off.

In rdation to population, some didricts in Uganda exhibit high fertility rates and
population dengties with adverse impact on development. The population pressure has
manifested itsdlf, among others, in land over-use and mis-use, land fragmentation and
Jeterioration in soil fertility.

Despite the above scenario, land is under utilised in some parts of the country as a result
of severd factors like existence of land disputes, absentee landlords, inequitable tenure
systems, and inability to develop or farm on the land as aresult of lack of capita and lack
of socid infrastructure,

The Land Act of 1998 is designed to strengthen the land rights of the poor. Among its most
important provisons is the requirement for written consent if the head of household sdls land
on which their spouse and children depend. A substantial network of land committees down
to parish level is proposed under the Act to make land services accessible to the poor. A
Land Fund isto be established to assist occupants to acquire tenancy and to help the landless
to acquire land.

Whileit is believed that the implementation of the Land Act will impact postively on poverty,
the Act has not been implemented yet due to a mismatch between the resources available
and the adminigtrative structures envisaged in the Land Act. A cogt-effective structure for
land adminigtration and use needs to be established. A redigtic and affordable plan for the
medium and long-term implementation of the Land Act will need to be agreed upon by al
dakeholders if it is to be implemented efficiently, economicaly and in a sustainable manner.
The asymmetrica gender dimension in access, ownership and control of land needs to be
addressed in the existing socid and culturd systems. It remains a key priority for addressng
poverty reduction, gender equdity and more effective land utilisation.
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2.1.10 Agricultureand therural sector

Although the contribution of agriculture to totad GDP has been declining over the years, the
sector has continued to dominate the Ugandan economy. It contributed about 43% of tota
GDP and over 90% of total exports in 1999. The sector is a mgor source of livelihood for
85% of Uganda's population who live in the rurd areas and provides raw materids to many
indudtries. Coffee remains the principle export commodity accounting for about 60% of
domestic exports, followed by fish and fish products, tea, cotton and tobacco.

From the pogtive growth in the 1960s, the agriculturad sector witnessed negative growth
rates averaging minus 2% per annum in the 1970s due to severd factors, many of which are
explained in this paper. The reforms of the second haf of the 1980s and early 1990s
reversed the trends to the extent that the sector has experienced an average annua growth
rate of about 5.7% per annum for the period 1992 - 1999.

However, whereas the population of Uganda has grown from 9.78m in 1970 to 20.4m in
1997 (a 109% increase), food production has only grown by 17% from 14.1m metric tonnes
in 1970 to 16.5m metric tonnesin 1997. This represents a reduction of 44% food per capita.
Studies conducted between 1996 and 1999 have reported that, at any one time, 40% of
Uganda's population is food insecure and 25% are characterised as hard core poor with
inadeguiate resources to meet 3000 calories intake of food per day™.

The Uganda Human Development Report 1998 argues that the successes so far registered in
agriculture have largey been market driven, with limited concerted efforts at the nationd level
to develop production capacity, particularly in the rura sector. Consequently, the country’s
agriculture has remained rudimentary in technology use, with heavy rdiance on the hand hoe
(used by 93% of households), and minima use of improved seeds, fertilizers and pesticides.
Animd traction is avallable to only 8% of the households and fertilizer use is estimated at 1
Kg per hectare. The extension sarvice system is dmost non-existent and extremely inefficient.
Subsequently, farm levd yidds are at about 30% of research gation yields, soil fertility and
crop yidds are declining and for most households, farming is not a profitable enterprise.

Given the importance of agriculture in nationa development, there are concerted efforts by
Government to implement the Poverty Eradication Action Plan, with its strong focus on rurd
agriculture and infragtructure, and the Plan for Modernization of Agriculture (PMA). The
PMA, which will benefit dl the agriculturd subsectors, is about policy reform, inditutiona
change, profound technology uptake and enhanced knowledge and information systems - dl
contributing to poverty eradication. Its misson is “eradicating poverty by transforming
subsstence agriculture to commercid agriculture’.  What makes the PMA different from the
traditiona gpproaches is that it does not focus solely on increased agricultura output, but
rather on improved livelihoods - increased incomes and well being, greater food security,
reduced vulnerability and more sustainable use of the naturd resource base. A Nationd
Agriculturd Advisory Service (NAADS) will be put in place advocating for an agricultura

4 Bahiigwa, 1999; UPPAP, 1999.



30

advisory service that is owned by stakeholders, effective, efficient, sustainable to ddiver and
market targeted.

Implementation of the PMA faces formidable chalenges that need careful planning and
monitoring in the early stages of implementing the programme. At present, the performance of
the private sector, which is expected to be the lead partner in the implementation process, is
highly congtrained by poor infrastructure, inadequate farming and business skills, and lack of
markets for farmers produce. An enabling environment needs to be crested by Government
for private sector to perform as expected and capacity building issues aso need to be
addressed.  The Government of Uganda is adready taking bold steps in this area (refer to
section 2.1.5). Implementing the PMA will aso fundamentaly depend on the empowerment
of rurd people and Loca Governments to enhance ther ability to plan and implement
programmes in a strategic way that encourages agriculture to prosper.

The priority interventions to be undertaken to modernise agriculture are largely based in
other sectors like those dedling with roads, markets and land, which implies that the success
of the PMA will only be redised if dl the other sectors play their roles. The coordination of
the PMA’s implementation thereafore remains a chalenge. During the recent CG Mesting
for Uganda®, the country’ s development partners proposed the formation of a supra sectoral
co-ordination mechanism to ensure that the broad range of line minigtries act in a supportaive
and coherent manner to deliver the desred PMA result. Such a mechanism must dso
provide the forum in which policies that affect poor peopl€' s opportunities to improve ther
livelihoods are adjusted. These are important suggestions that the Government of Uganda
should congder serioudy. Access to land and security of land tenure are fundamenta to
processes of rurd transformation; implementation of the 1998 Land Act has the potentid to
contribute to the dimination of rurd poverty (refer to Section 2.1.9 regarding the status of
implementation of the Land Act).

2.1.11 Industralization

Mogt manufacturing in Uganda is based on the processng of agriculturd commodities,
including cotton, coffee, sugar and food crops. Large-scde indudries include textiles,
tobacco, beverages, wood and paper products, congtruction materias and chemicals.
Smdl-scde manufacturing is dominated by the clothing indudtry, sugar and maize mills,
furniture making and other forms of artisan activities.

The industrid sector has shown buoyant growth particularly in the sub-sectors of sugar, beer,
soft drinks, cement and food processing. In particular, the contribution of the manufacturing
sector to GDP, in 1991 prices, had increased from 5.4 percent in 1989/90 to 9.6 percent in
1998/99. Sdient reveations in the analyss of industrid investments from 1991 confirm the
dominance of the manufacturing (including agro-processing) sector in numbers, vaue of
investments and job creation. The operationa investments have converted up to 60 percent
of the planned investment of US$1.36 hillion while employing 75,000 people.

!> Consultative Group Meeting for Uganda, Kampala 21st March 2000.
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However, there is ill need for increased facilitation to reduce the lead-time required for an
investment project to become operationd. Between 1997 and 1999, investment levels
declined mainly on the account of a reduction in the investor interest to take risks in emerging
markets. In the case of Uganda, this was partly attributed to military conflicts in the region
and the Asan financid criss.

In 1991 government formed the Uganda Investment Authority (UIA) as a one-stop centre
for investors. By 1998, a total of 2,021 projects had been licensed of which 1,005 (49.7
percent) were operational. Between 1995 and 1995, the number of projects licensed
increased geadily a an annual average rate of 33 percent, having increased by 60 percent,
26 percent, and 13 percent in the years prior to 1995. Theredfter, there was a downward
trend in the number of projects licensed per year a an average of 28 percent.

The earlier upward trend was partly attributed to the image building campaign, redive
politica and economic gahility, aliberalised economy and a rush by speculative “fly by night”
investors whose main motive was to regp from the tax holiday regime. The subsequent
decline was, however, atributed to economic reforms by regiond states which crested
compstition for investors, cases of unrest in the region and reduced investor enthusiasm. One
other sgnificant limitation has been the failure of the * one-stop-centre’ concept to materidise.
This was partly due to inadequacies in the legd framework, bureaucracy in some line
agencies and delays in enacting the new investment bill. The country dso had insufficient
utilities including power, water supply and telecommunications.

The domestic market is smdl and some consumer industries may not be viable unless they
can reach the wider East African market. As a landlocked country, Uganda suffers from
higher cogts than its neighbours, and some goods can be more chegply supplied through
imports.  The Uganda government is dowly establishing sructures for industria and
technologica development. Given the magnitude of both the internd and externa bottlenecks,
the pace of indudridisation is expected to continue being dow. The main priorities for
devdopment lie in building links between manufacturing and the agriculturd and mining
sectors, and the promotion of import subgtitutes, where this can be made cost effective.

2.1.12 HIV/AIDS control

The HIV/AIDS epidemic continues to be one of the mgor complex emergencies in sub-
Saharan Africa and Uganda in particular, even after more than two decades of intensve
struggle. The case study in Chapter 3 (Box 3.4) describes the impact HIV/AIDS has had on
Uganda and the remedia measures that are continuing to bear positive results.

In recognition of the philosophy that for sustainable development, hedlth and economic
growth must be mutudly sustainable, Government has, since this 2000, included the control
of HIV/AIDS among the priority areas to benefit from the Poverty Action Fund (PAF). The
PAF is an important initiative by Government that ensures that policy priorities, as sated in
the PEAP and sector plans, are trandated into programmes that directly impact the poor. It
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has aso been proposed that some funds within each sector should be earmarked for AIDS
activities dthough thisis dill under debate.

Although Uganda has achieved alot in her struggle againgt the epidemic, alot more needs to
be done to reduce further HIV infection and address the socio-economic impact on society.
A number of actions to further strengthen the national response to HIV/AIDS have been
proposed by various development partners. At the Uganda CG Meeting in Kampaa during
March 2000, the UN Theme Group on HIV/AIDS floated a number of recommendations
that, to a large extent, are dready pat of the on-going work in the Uganda AIDS
Commission that is charged with coordinating the multisectord efforts againgt the epidemic.

Key among these is the need for Government of Uganda and Cooperating partners to openly
and visbly declare that HIV/AIDS remains a security and development crisis that requires
serious measures for mitigation; mainstreaming HIV/AIDS Orphans into dl the development
indruments, mantaining the momentum and high clout and profile dready generaed by
keeping HIV/AIDS high on the palitica, technica, adminigtrative and development agenda;
drengthening srategic planning and resource mohilization for the HIV/AIDS activities and
reducing the Mother-to Child transmission.

2.1.13 Women and Gender

Gender is a concept that has gained prominence in the development field over the past few
decades. Recognition by development practitioners that gender permesates al activities has
led to a lot of efforts towards understanding its dimensions and incorporating it as part of
overdl development planning and implementation. In Uganda, ‘gender issues as they are
popularly referred to have been on the agenda of government and many organisations for
over adecade.

In terms of the five levels of the Gender Equdity and Empowerment Framework'®, a the
welfare level, women in Uganda are Hill disadvantaged compared to men in terms of their
hedlth and relative well-being. Heavy workload, a heavy biologica reproductive burden and
the resultant ill hedth compromise their well-being. At the access level, women 4ill lack
access to many significant resources and opportunities compared to men. Important aspects
of access include access to employment, services such as hedth and credit, recreation,
information and technology. For ingtance in 1995, only 7.4% of women in Uganda were
using modern contraceptive methods. In terms of employment, only 5.4% women were
employees while 65.7% were unpaid family workers, compared to 18.4% men as employees
and 22.6% unpaid family workers'’. By 1997, only 18.5% women were in decision-making
positions nationaly.

Although there are till a number of people with negative attitudes towards women and their
capabilities, a lot of awareness has been generated and conscious effort is often made to

® Thisis agender analysis and planning tool developed by a gender expert called Sara Hlupekile
Longwe.
Women and Men in Uganda. Facts and Figures: 1998
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address gender issues. The participation of women in community and development activities
in generd has increased. More women are involved in micro-projects and have obtained
credit from government or NGO programmes. Participation in decison making at the politica
level istaking place mainly as aresult of affirmative action but aso increasingly through direct
compstition. Women's level of control over their own lives and resources is aso on the
increese. A lot is a result of these income-generating activities, that give them financid
independence, but dso awareness of their rights and solidarity and support from their groups
and other indtitutions. Most importantly, the policy and regulatory environment has improved
in favour of women empowerment.

The 1995 congtitution of the Republic of Uganda has many provisons that address the status
of women and other disadvantaged groups. The condtitution provides for affirmative action
to be undertaken in cases where there have been historica and geographica disadvantages
adversdly affecting the ability of any category of Ugandans from enjoying equd rights and
opportunities. The conditution aso provides for universd primary education that has
subsequently been implemented by government, beginning 1997. It has helped to levd the
ground through more or less equa access to primary education for boys and girls and specid
categories, such as persons with disabilities, leading to the reduction of gender inequdity in
opportunities.

The Minigry of Gender, Labour and Socid Development (MGLSD provided policy
guidance on gender and technical support to partners and other stakeholders in gender
maingdreaming. It has put into place various policies that provide the regulatory environment
for issues to do with children, youth, persons with disgbilities, employment and labour, civic,
economic rights and freedoms and socid security.

Thelocd council system has provisons for ensuring that women participate in the system. At
each tier of the local government system, there are secretaries for women and of even more
sgnificance is the opportunity for the participation of women, the loca government act having
stated that the women should comprise at least one third of al loca councils. This has had a
positive impact. Recent data from the report of the Ministry of Gender, Labour and Socia
Development together with the Uganda Bureau of Statistics for the year 2000* indicates that
they are over 17,000 persons in drategic decison making podtions in Uganda, 39% of
whom are women which is a marked improvement compared to the Studtion in the early
1980s (the 1988 national Manpower survey showed that women congitituted only 6 percent
of the decison makers — legidators, managers and other decision makers).

Separate legidation for the youth was made in the form of the Youth Council’s Statute,
which provides the same opportunities for incorporating the needs of the youth. The nationa
Y outh Policy was passed a the end of January 2001. The children’s statute has been
widdy disssminated and didricts were involved dongsde line minidries through the
Government Of Uganda UNICEF Country Programme, in developing digtrict plans of action
for children (DPACS). A lot of emphass on equd tretment of dl children gives

8 Ministry of Gender, Labour and Social Development & Uganda Bureau of Statistics (2000). Women
and Men in Uganda— Facts and Figures. Sectoral Series: decision Making.
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opportunities to address gender issues, such as in education, inheritance, childcare and
maintenance. The statute also provides for the setting up of institutions to provide
regulatory services and protection for children. Other legislation that have contributed
positively to improving the status of women in Uganda include the National Gender
Policy and the National Action Plan for Women arising out of the Fourth World
Conference on Women in Beijing.

Despite the gains made in gender mainstreaming and improving the status of women in
Uganda, there are still many challenges that need to be addressed. For example,
dialogues on gender tend to involve peoples’ emotions, making it very hard for them to
be rational and objective. Although there is a National Gender Policy and other sector
policies, guidelines on gender mainstreaming have not been disseminated widely. Co-
ordination of activities and collaboration/networking has also been weak.
Decentralisation made it more different for the ministry headquarters to supervise the
districts and make specific plans and earmark resources for activities at the district
level. It is hard to monitor gender mainstreaming partly because it is a cross cutting
issue, understood differently by different people. The institutional framework needs to
be strengthened and more resources directed into gender mainstreaming.

2.2 External opportunities and constraints

2.2.1 Official development assistance (ODA)

Uganda, like many other developing countries in sub-Saharan Africa, depends heavily
on external donor assistance to finance development programmes. Total donor
disbursements (i.e. total external grants and loans) to Uganda have averaged about US$
650 million per year for the period 1990/91 — 1998/99, with multilateral financial
institutions accounting for over 35% of total flows. In real terms, total donor
disbursements have been on a declining trend from 21.7% of GDP in 1990/91 to
12.0% in 1998/99 (refer to Table 2.1). Disbursements as a percentage of GDP where
highest between 1990/91 — 1992/93 averaging over 22.0% of GDP, mainly due to the
enthusiasm of donors to support Uganda’s Economic Recovery Programme that started
in 1987.

Table 2.1: External Aid Intensity for Uganda, 1990-1999

Period Donor Donor Unrealised donor Disbursements as As % of As % of

Commitments Disbursements commitments % of GDP. Government Domestic

(US$m) (US$m) (US$m) Expenditure Revenue
1990/91 683.3 476.1 207.2 21.7% 140.4% 271.6%
1991/92 965.2 517.3 447.9 22.6% 104.2% 311.2%
1992/93 803.9 661.5 142.4 22.6% 114.4% 281.9%
1993/94 717.6 570.0 147.6 15.8% 75.8% 162.9%
1994/95 889.8 674.2 215.6 12.9% 70.1% 119.4%
1995/96 492.8 732.5 -239.7 13.4% 70.7% 120.1%
1996/97 616.5 659.5 -43.0 11.6% 63.6% 93.7%
1997/98 871.6 865.5 6.1 14.0% 81.7% 124.5%
1998/99 838.6 700.6 138.0 12.0% 63.7% 100.3%
Total 6,879.3 5,857.2 1,022.1

Source: Ministry of Finance, Planning and Economic Development.



35

The dgnificance of externd donor assstance to the country’s development programmes
becomes more explicit when donor disbursements are compared with public expenditure and
domestic revenue. In 1990/91, donor disbursements as a percentage of totd Government
expenditure was about 140%. However, this has steadily dropped to 63.7% in 1998/99 (see
figure 2.2) mainly for two reasons. Fird, the Government’ s commitment to reduce the budget
deficit by holding red Government expenditure congtant (and in same years actudly reducing)
conggtent with keeping inflation low. Second, the reentless efforts by Government to
mobilise domestic revenue while a the same time developing atax structure that is supportive
of private investment.

With the exception of fiscal year 1998/99, donor disbursements as a percentage of domestic
revenue have been over 100% each year for the period 1990/91-1998/99. However, there
has been a great improvement over the period, with the ratio of total donor disbursements to
domestic revenue dropping from 272% in 1990 to 100% in 1998/99. As mentioned earlier,
this drop has been due to increased domestic revenue mobilisation. On average, externd
donor inflows have financed 81.4% of the country's development expenditure for the 9 years
gnce 1990. The proportion of externdly funded expenditure in totd development
expenditure rose from 61.2% in 1990/91 to 90.9% in 1992/93, before falling to 77.2% in
1998/99. The sectora digtribution of donor funds is such that the health sector accounted for
16%, education 11%, agriculture 6%, other socid infrastructure 7% and public
adminigration 4.1%. Of dl disbursements, technicd assstance averaged 11.2% for the
period 1992/93 — 1998/99.

Officid development assstance played a key role in the stabilisation efforts of the country in
the 1% hdlf of the 1990s. The foreign exchange officid inflows has contributed significantly to
the availability of foreign exchange to the country which has hel ped stabilise the exchange rate
and for the country to rebuild its foreign exchange reserves, which currently are equivadent to
about 5.0 months of imports. Additionaly, ODA has played a centrd role in financing the
budget deficit. The availability of ODA has helped the Government of Uganda not to resort
to inflationary means of financing the budget deficit, and therefore has made a sgnificant
contribution to keeping inflation low. The availability of foreign exchange through ODA has
aso helped the private sector to grow by supporting importation of investment inputs.

The sgnificance of ODA in Uganda's baance of payments is clearly reflected in the wide
variation between the trade baance, the current account and the capital accounts. In the past
decade, the current account deficit has been much narrower than the trade balance, mainly
due to two factors. the large externd grants, and in the second haf of the 1990s, the large
private transfers from abroad. It is aso interesting to note that despite the persstent large
trade and current account deficits in the past decade since 1990, the capita account has
been in surplus in the whole of the 1990s. The single factor that has been responsible for
these surpluses has been the huge externa aid disbursements which have far outweighed loan
repayments.



36

The effectiveness of aid to Uganda should be seen in context. Uganda is a country that has
suffered from a chaotic past, whose structures of good governance and accountability had
collgpsed. With this background, and given the fact that the sze of the economy doubled in
less than 10 years, and absolute poverty dropped from 56% in 1992 to 44% in 1997, as
well as some improvement, abeit smal, of the key socid indicators, its only far to say that
externd ad to Uganda has been effective. Of course the Stuation would have been much
better if the country had not been adversdly affected by the long period of political turmoail in
the 1970s and 1980s. Another problem that has in the pagt, limited the effectiveness of ad
has been lack of a sector-wide gpproach to ODA. Previoudy, aid was tied to specific
projects which often led to aless optima use of resources. This will be overcome by shifting
to a sector-wide gpproach to budgeting and the gradual acceptance of donors to provide
generd budget support rather than tied project ad.

Over the past decade, unredlised disbursements have amounted to over US$ 1.0 billion, with
worg casesin the early 190s. The often wide variation between the donor commitments and
disbursements is atributed to three factors. Firdt, the low absorptive capacity of some
projects which meant that resources could not be utilised as programmed. Second, because
project-gpecific tied ad leaves no room flexibility, the extent to which donor funds could be
transferred to good performing projects was aso severed limited. Lagtly, some donor
disbursements conditionalities’benchmarks which were difficult to meet especidly those
where the timing was inconsstent with the consensus building process in the implementation
of structurd reforms.

2.2.2 External debt burden

Thedebt crisisand itsimpact in the late 1980s

The debt crigs is a globa phenomenon cutting across both the developing and devel oped
countries. During the late 1980s, the Government of Uganda borrowed heavily, often on
unsustainable or commercid terms, to finance the recondruction programme. Total debt
outstanding increased by 82 percent to US$2.6 hillion at the end of 1990 from US$1.4
billion at the end of 1986. The actua burden on the economy of the increase in resources
consumed by debt service, rlative to the resources generated by exports, was much greater
than the absolute debt-service figures suggest: the debt service ratio (debt service
ratio/exports of goods and services) rose from 43 percent in 1986 to more than 60 percent
in 1989". By the end of the decade, it was with great difficulty that the most essential debt-
sarvice payments could be maintained.

It is reported that the debt service paid to the IMF aone in 1989 was equivaent to dmost
30 percent of export earnings, implying a serious squeeze on essentid imports, upon which
continued economic growth depended. At the same time that the debt-service obligations
rose, the internationa prices of coffee began to fall and the production levels dso fal sharply.

¥ Uganda' s External Debt (1999) by the Austrian Devel opment Cooperation
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With the decline in export earnings, foreign exchange reserves began to dwindle and by
1990, the crigs could no longer be contained as it was serioudy hurting the economy.
Uganda was on the verge of bankruptcy and the Situation was not helped by weak domestic
policy implementation at that time. This prompted the development of Uganda's first
integrated debt management Strategy in 1991.

The debt burden in the 1990s

The first debt srategy 1991-1995 focused on overcoming the immediate debt-payments
crigs and ensuring that the debt is lowered to sustainable levels. The key indicators of the
external debt stuation of Ugandain the 1990sis portrayed in Annex 2. By 1995, theratio of
debt stock/exports had fallen to around 500% from about 1600% in 1992/93. At the same
time, the share of multilatera debt in the debt stock rose to around 75%. Given that thiskind
of debt could not be rescheduled, and in order to find some way to reduce the burden of
debt service further, in 1995 the Government of Uganda introduced the Enhanced Debt
Strategy amed directly at addressing multilateral debt. The Uganda Multilatera Debt Fund
(UMDF), a fund designed to specificdly channd debt relief resources to payment of
maturities faling due the IMF, IDA and the ADB Group. This fund was very successful in
terms of mobilisation of resources; it provided condderable flow relief on multilaterd debt
service with about US$ 80 million being mobilised annudly.

HIPC Debt Relief Initiative

At the conception of the Heavily Indebted Poor Countries (HIPC) Debt Relief Initiative in
1996, Uganda's ratio of Net Present Vaue (NPV) to exports was assessed at 202%.
Owing to its conggtency in pursuing sound policies and commitment to sructurd reforms,
Uganda became the first country to recelve assistance under the initiative. The relief worth
USS$ 347 million in NPV terms was availed to Uganda in 1998. This amounted to a total
saving of US$650 million over athirty year period. The first relief was received in 1998/99
fiscal year to the tune of US$45 million. By end of June 1999, Uganda's NPV of externa
debt to exports ratio had risen to 240% due to unfavourable weather conditions, and
changesin globa interest rates.

At the advent of HIPC, Government established a Poverty Action Fund (PAF), through
which savings made through debt rdief are channded to finance poverty reduction in
accordance with PEAP priorities. Resources so mobilised are spent on PEAP priority
programmes such as primary education, primary hedth care, agricultural extenson, rurd road
programmes, rurd water supply and sanitation, and enhanced accountability.

Under the Enhanced HIPC Debt Reief Initiative, five countries - Bolivia, Mauritania,
Mozambique, Tanzania, and Uganda - had reached their decison points under the enhanced
framework by April 2000, and Uganda became the first to reach its completion point.
Uganda is thus expected to be the first country to benefit from this Initiative. It will receive
approximately US$ 656 million in debt relief in NPV terms, bringing the debt to export ratio
down to 150%. The tota annua debt relief will be approximatdy US$ 55 million under the
Enhanced HIPC and about US$ 40 million under the origind HIPC. These resources will
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continue to be channded through the PAF to poverty reduction programmes. However, the
success of this initiative has been identified to be dependent on the full participation of
multilaterd as wdl as hilaterd creditors, and adequate financing to meet the multilatera
inditutions debt relief codts.

The Government is committed to implementation of its debt management dHrategy.
Investment in debt-management capacity has enabled the Government to rationdise its
drategic management of externa debt to sustainable levels. It will continue to seek grants first
in externd sourcing of funds, and opt to supplement this with highly concessond loans
comparable to IDA terms.

2.2.3 Theexport sector

The performance of the export sector, though impressve as illugtrated in Box 3.2, ill fals
short of the desired level. The export base continues to be dominated by traditiona exports
with high concentration in coffee (Figure 2.2), accounting for 55.36% of total exports, whose
price is very volaile on the world market. The export earnings have, therefore remained
volatile and unpredicatable. Of recent, the country experienced declines in both volume and
vaue of coffee exports. The decline in volume was largely attributed to the coffee wilt
disease while reductions in vaue were mainly due to the downward trend in the internationd
price. 1n 1998/99, the drop in the price was, however, more than offset by a large increase
in export volume of 25.8 percent, estimated a 3.6 million 60 kg bags. Nevertheless, these
volumes were below the 1995/96 level (3.9 million bags) and 1996/97 (4.4 million bags).
Earlier, the country had experienced high revenue vaues in 1994/95 following a sgnificant
increase in the internationa price. This was due to destruction of the coffee crop in the mgjor
world producing areas of Brazil.

Figure 2.2: Coffee and Non Coffee Exportsin Million US Dollars
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The process of export diverdfication has had a dow but steedy progress. Non coffee
exports including; dectricity, horticulture, cotton, tea, tobacco and fish have been on the
increase. Figure 2.3 illudrates the extent of diversfication by 1997. The ratio of the vaue of
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non-coffee exports to total exports of goods was 45 percent in 1998/99 while the ratio of
non coffee receipts to coffee receipts was estimated at 81 percent over the same period. In
particular, fish exports had shown sgnificant growth until the European Union imposed a ban
in 1998 due to the low quality standards within the industry. Together with the ban by the
EU, domegtic consumption was dso suspended due to hedth concerns arising out of fish
poisoning. These developments have therefore affected the country’s ability to penetrate
internationa markets.
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Figure2.3: Principle Exportsfor 1997.
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Additiond limitations to growth of the export sector are in the areas of the infrastructure for
handling exports both during processing and at the terminals such as arports. The country
dill has sgnificant power shortage problems, high utility costs and high interest rates. Apart
from the poor infrastructure, the economy is gtill characterised by inadequate, and in severd
case ingppropriate technologies, weak manageria expertise and poor entrepreneuria kills.

Initiation of an export development program would require the following srategies among
others,

Improvements in the export infrastructure and financing, increasing export incentives and
attractive export promotion schemes such as export processing zones (EPZ).

Putting in place a Strategic Export development and Diversfication Policy focusng on
development of high-value comptitive exports.

Improvements in the provison of market information, particularly on the internationa
scene S0 as to enable manufactures to diversify products and markets.

Increased access to export finance and credit and risk management tools by genuine
exporters who may not necessarily have sufficient collateral.

Aggressively pursuing a well designed foreign trade policy. In some cases it may take
government initiative or any other trade body to establish links with emerging markets
and to carefully review, from time to time, the position of leading competitors.
Transforming the country from being a primary agriculturd exporter to an indudtria
€conomy.

2.2.4 Foreign Direct | nvestment

The strong growth of foreign direct investment (FDI) inflows congtituted one of the mgor
factors that contributed to the improved performance of the Ugandan economy in the 1990s.
Table 2.2 showsthe trend of FDI inflows during this period.
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Table2.2: FDI Inflowsin the 1990s

Y ear FDI
(Millions of U$)
1992 -
1993 54.57
1994 88.15
1995 121.21
1996 121.04
1997 175.00
1998 210.00
1999 222.06
Average 141.72

Source: Bank of Uganda

There is evidence that Uganda has gradually become a strong magnet for attracting FDIs.
Over the period 1997 to 1999, it attracted FDI at an average rate of US$202.35 million per
annum. These inflows have largdy been associated with the Government privatisation
program. The Government divestiture, privatisation and the increased preference by non-
resdence Ugandans to remit earnings back home in generd increased FDI inflows. These
devel opments measure the confidence investors have developed in the economy.

The pull factor that has aso helped credibility is the effort in reducing the large debt burden.
A contribution of conservetive borrowing policies, the limits on non concessond loans,
recovery of exports and debt relief programs financed by donors have al helped to reduce
the debt service rates from a peak of 128% in 1991/92 fiscal year to 7% by end of 1996/97
fisca year. The debt arrears have aso declined from over US$ 300 million in 1992/93 fisca
year to under US$ 250 million in June 1996. The country’s debt picture further improved in
1998 on reaching the completion point under HIPC Debt Relief initiative and qudified for the
enhanced HIPC initiative.

The other pull factors included, inter dia, the establishment of Uganda Investiment Authority
(UIA) in 1991 with a series of incentive packages enshrined in the Investment Code of 1991;
Investiment promotions conducted within and outsde the country, especidly in agro-farming,,
fishing, forestry, mineras, tourism and power generation. The other factor has been the Asian
repatriation and return of the properties to the Asian owners.

In the contrary, some push factors have tended to undermine FDI inflows into Uganda,
namey the sze of the domegtic market of about 21 million people now, the landlocked
postion of Uganda, poor infragtructure, limited accesshility to long term investment
resources.

The devdopments in FDI inflows amongst other factors have largdy influenced the
movements in the capital account of Balance of Payments. Uganda il has the potentid to
benefit more. There is therefore a need to demondtrate renewed commitments to reforms,
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particularly indtitutiond, and to ensure conastency of palicies in order to reassure investors
about the safety and viability of long-term investments in Uganda.

Future strategies for FDI and investment promotion

In a nutshell, the overal growth prospects, the trandferability of funds, the overal politica
climate and business environment, and the low cost of labour, are perceved as Uganda s
best assats. The poor qudity of infrastructure, the lack of a skilled labour force, the leve of
corruption, and the wesk financia system are perceived as major liabilities®. Although most
investors would be happy to take advantage of whatever benefits they can secure, investment
incentives are rardly a mgor factor in the decison to go ahead with initiatives in a country.
The Government of Uganda should therefore continue to resst the temptation of aggressve
promotiona policies based on the concession of generous incentives, that would have only a
modest impact on overdl investment flows, while entailing substantial costs for the country.

The 1999 Survey of Investors report identifies three core areas that would enhance the
business environment in Uganda

= Further improvement in the ingtitutional support: the qudity of inditutiond
support offered to foreign investors had tremendoudy improved by the close of the
decade but this gill needs to be further enhanced. Improvements in the regulatory
environment as well as the investment of some resources to further strengthen the
Uganda Investment Authority could bring sgnificant and lagting results.

= Improving Risk Coverage Schemes. The exising invesment insurance schemes,
both bilaterd and multilaterd, are percaved as disant and unfriendly. Foreign
investors gppear to be increasingly interested in getting some sort of protection
againg non-commercid risks.

= Maintaining political stability and commitment to reform: The good results
achieved during the 1990s in terms of politica tability and establishment of a libera
economic system

This chapter has identified and analysed in-depth the factors that have constrained Uganda's
development during the past decade. The degree to which each of these condraints has
been tackled by Government and its development partners varies from one problem to other,
but it is clear that most of them are yet to be fully solved. Therefore, remaining congraints
and those that may come up in future, should conditute the mgor focus of future
development efforts. In the next chapter, we highlight some of the successes that Uganda has
registered, despite the overwhelming problems that are il existing.

% Uganda: Survey of Foreign Investors, November 1999 by CIC-Consorzio Italiano Consul enti



43

CHAPTER 3

EXAMPLES OF SUCCESSES OR BEST PRACTICES

3.1 Introduction

Uganda has set precedence in sub-Saharan Africa in being a step ahead in formulating and
implementing prudent policy initiatives amed a reducing poverty. Many of these initiatives
have yielded postive results that now form a springboard for future development and faster
growth of the country. Three examples of some of the best practices in Uganda are
presented in the next sub-section.

3.2 Case studies of best practices

3.2.1 Macroeconomic policy management

Box 3.1: Consistency in Policy Reform Management: The Case of Uganda

Before the late 1980s, Uganda' s economy was literally bleeding as a result of many years of political strife
and neglect. In 1985/86, real GDP growth had declined to 0.4% and growth in Real GDP per capita had
dropped to -1.8%. In the 1986/87 financial year, the inflation rate stood at 216.5% as a result of the high
levels of monetary growth. There were highly negative real interest rates on deposits and lending rates
were similarly negative, which led to a contraction of depositsin the banking system.

By consistently and successfully implementing robust economic reform programmes since 1987, the
Government of Uganda, strongly supported by multilateral and bilateral donors, has made impressive
progress in achieving macroeconomic stability, reviving the economy and sustaining rapid economic
growth. This success is largely traceable to the stance taken by Government in formulating and
managing policy reform in a consistent manner. For example, from the fiscal year 1989/90 to 1992/93,
inflation was reduced to two digits and thereafter maintained at an average rate of 5.7%; tax rates have
been reduced to reasonable and sustainable levels and Government has consistently implemented
budget reforms aimed at shifting resources towards poverty reduction.

The consistency in implementing and managing policy reforms in Uganda has had tremendous positive
impacts in amost all sectors of the economy. Real GDP growth averaged 6.3% per annum between
1985/86 and 1998/99.

Variable 1986/87 1998/99
Per capita GDP Growth 1.0% 5.1%
Private Investment (% of GDP) 54% 13.0%
Infant Mortality Rate (per 1000 livebirths) 118 83

The good institutional framework, political commitment, human capacity, wide consultation and opening
up to alow all stakeholders to buy into the agenda, have proven to be very effective ingredients in
formulating and managing policy reforms in a consistent manner. Although the Government has been
dependent on aid, it has been able to impose its own pace of reform to a considerable extent, and to
persuade the donorsto accept it.
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3.2.2 Export growth

Trade liberdization has been a key development drategy in many countries. After
implementing substantia trade reforms during the 1990s, Uganda is one of the LDCs that
have been able to sustain very high rates of export growth and provides a particularly good
exampleillustrated in Box 3.2.

Box 3.2: Uganda: Export Growth in the Context of Trade and
Complementary Structural Reform®

In 1985, Uganda had a highly restrictive trade regime characterized by high tariffs and pervasive nontariff
barriers (NTBs), that was rated a 9 on the Fund’s index of trade restrictiveness. Its foreign exchange
regime was distorted, while structural impediments to growth were widespread throughout the economy.
Uganda initiated trade reform in the context of a comprehensive adjustment programme. In the area of
trade, efforts were initially directed to eliminating NTBs, and thereafter to lowering tariffs. As a result,
Uganda' s restrictiveness rating has declined steadily to arating of 2 by the late 1990s.

The lowering of tariffs was facilitated by key reforms in the fiscal area, including the establishment of
Uganda Revenue Authority and the introduction of VAT, both with significant assistance from donors.
In the financial sector, monetary and banking sector reform, and the adoption of a flexible exchange rate
system were central to Uganda achieving a viable external position. In addition, Uganda removed price
restrictions in the agricultural sector, eliminated restrictive marketing boards in the coffee, cotton and tea
industries, undertook civil service reform, and upgraded its infrastructure.

As aresult of these measures, during 1992-99, Uganda's exports grew annually by 23 percent in value,
and by 16 percent in volume. There was substantial export diversification as the volume of noncoffee
exports grew by 24 percent. Nontraditional exports (including fish, horticulture and maize) grew by 32
percent during this period. These developments were key to Uganda maintaining an annual average
growth rate of about 7 percent over the period. Owing to the strong economic growth, between 1993 and
1997, the incidence of poverty declined from 56 percent to 44 percent.

Retrictiveness Rating and Value of Exports, 1985-
1999

Restrictive Rating ™ ™ ™ = ya|ye of Exports

Restrictiveness Rating
Millicnz of UE Dollars

o P N W AN O O N © ©

Source: |MF Statistics

#! | ssues Paper by World Bank and IMF on Trade, Development and Poverty Reduction, March 2000.
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3.2.3 Primary Education

In 1992 the Ministry of Education and Sports developed the Education Sector White Paper.
This later became the corner stone of later palicies, including the now famous policy of
Universal Primary Education (UPE). Here, we present a synopsis of the successes and
chdlengesof this policy initiative (Box 3.3).

Box 3.3 Universal Primary Education in Uganda

Uganda did not experience the post-Independence educational expansion that has characterised most
sub-Saharan African due to several contributory factors. Up to the late 1980s, education had arguably
been alow and declining priority for government. The gross primary school enrollment ratio in 1980 was
50 percent, effectively the same as in 1960%. In the past few years, Government has re-oriented its
policies and budgetary allocations to target the eradication of poverty. Primary education has been given
emphasisin these new strategies due to its direct and indirect impact on poverty.

A dramatic change was realised in the country’ s education system with the introduction of UPE in 1997.
This policy established free primary education for four children per family, the provision of textbooks for
all classes, and extensive in-service teacher training. Parents are expected to provide their children with
uniforms, stationary and meals. The most remarkable feature of the UPE initiative to date is the massive
increase in enrolments following the removal of school fees. The response was tremendous with a near
doubling of the enrolment from 2.5 m in Dec 1996 to 5.3 m pupils in Jan 1997. Although there may be
some room to doubt the exact levels of enrolment, the March 1999 Headcount suggested that as many as
6.5 m children are enroled in Uganda' s schools.

Total Primary Enrolment Levels and Projections
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The unexpected rise in enrolment has resulted in chronic shortages of textbooks, classrooms and
teachers, and will soon lead to increased demand for secondary education. While the problem of access
to education seems to have been solved, the problems of quality of education are clearly just beginning.
To face up to these challenges, the Government of Uganda in 1998 introduced a five year Education
Sector Investment Plan that aims, among others, at improving the quality of primary education, attain
100% net enrolment, and increasing equality for special needs groups including girls and disabled
children. Implementation of the ESIP has, so far, yielded positive results particularly as it has involved
wide participation and consultation of districts and the grassroots. The strength of the strategy has
ensured solid and coordinated donor support which is essential for sustainability.

Strategies to further strengthen the UPE and ESIP initiatives include establishment of an Education
Management Information system to improve information flows between government and districts;
district capacity building programmes and empowerment of schools in decision making in order to ensure

%2 Simon Appleton (1999): Education in Uganda: What to Expect from Universal Primary Education?
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sustainability. The ESIP envisages the transition rate to secondary education increasing to 65% by 2003,
hence plans are underway to meet this new challenge.
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3.24 HIV/AIDS

Box 3.4 Declinein HIV/AIDS prevalencein Uganda

The decline in HIV/AIDS prevalence in Uganda, observed during the past few years, presents an
interesting case study for future control mechanisms. It is reported that an estimated 9.5% of adult
Ugandans - 1.9 million people - are aready infected and many continue to be infected every day. The
HIV/AIDS has led to the death of many parents thus creating a generation of orphans. It is estimated that
1.1 million orphans below the age of 15 years have lost a mother or both parents most of whom, due to
HIV/AIDS®. This secondary crisis is creating a cohort of disadvantaged persons who are less likely to
get fed, go to school or to receive health care, all factors that characterise poverty. In many urban areas
of Uganda, HIV infection appears to have peaked, although it is still on a rising trends in some rural
areas.

The good news is that the AIDS prevalence rates have started to fall in the country, unlike most severely
AIDS - fflicted countries. There is areported general declinein the HIV prevalence from around 18% in
the early 1990sto 8.3% by 2000. The positive trends could be attributed in part to the following:

High level political commitment spearheaded by the President of Uganda;

Multi-sectoral approach and the involvement of various partners including civil society, NGOs,
media, religious leaders, youth groups, traditional leaders and People Living with HIV/AIDS;
Opennessin the society in discussing matters of sexuality and reproductive health;

Psychosocial life skillslearning by adolescents especially the girls both in and out of school.

Strong institutional framework

But it would be dangerous to think that the struggle is over, for three key reasons. First, there are still
many people living with the HIV virus in Uganda who are a source of infection and need treatment.
Secondly, the legacy of orphans will be with Uganda for many years to come and thirdly, and most
importantly, AIDS could explode again if the county ceased to be vigilant against it. The large number of
displaced people in Uganda represent a magjor concern; only continued and vigorous anti-AlIDS
measures will protect them against a renewal of the epidemic, since al communicable diseases are
associated with population movement.

The Government of Uganda recognises HIV/AIDS epidemic as a serious threat to progress in poverty
reduction as over 80% of the reported cases are among people aged 15-45, the age group that constitutes
the largest part of the potential productive labour force. Responses to HIV/AIDS have been factored into
planning processes of all sectors of the economy. All the AIDS activities are mainstreamed in the
Poverty Eradication Action Plan as a cross-cutting principle that should be given serious consideration
in all programmes and projects. The National Strategic Framework 2000/1 - 2005/6 for HIV/AIDS activities
in Uganda recognizes that HIV/AIDS should be integrated into all aspects of development work, service
provision, planning and implementation by line ministries, local governments, religious and cultural
institutions, the private sector and NGOs/CBOs.

The priority areas for HIV/AIDS control for the period 2001 - 2006 include: the reduction of HIV
prevalence by 25% by the year 2005/6; to mitigate the health and socio-economic effects of HIV/AIDS at
individual, household and community level; and to strengthen the national capacity to respond to the
HIV/AIDS epidemic.

2 UNAIDS:; Statement on HIV/AIDS at Uganda CG Meeting by Chairperson UN Theme Group on
HIV/AIDS; Uganda AIDS Commission Secretariat.
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CHAPTER 4

PROGRAMME OF ACTION FOR 2001-2010

41 Introduction

Uganda's programme of action is clearly articulated in the Poverty Eradication Action Plan
(PEAP) that provides the framework within which the government’s planning effort is
conducted. It establishes the policy framework for the eradication of poverty within the next
two decades (1997-2017), drawing heavily on the lessons learned from policy
implementation during the past two decades and recognising the chalenges that need to be
addressed. It dso provides the bass for Ugandas Comprehensve Development
Framework (CDF) process. Since its inception in 1997, the Poverty Eradication Action
Pan has proved extremely useful in guiding the formulation of government policy, sectord
alocation of expenditures and the design of sectord strategies. It has been revised, through a
long consultative process, to incorporate new developments Since that time in order to remain
vaid and relevant to the ongoing policy processes. For the same reason, the PEAP will be
updated every 3 years.

Besdes the PEAP, there have been a number of initiatives to strengthen the planning process
in recent years. These include mgor consultative exercises concerning Uganda s long term
gods and objectives, such as Vision 2025 describing the nationd aspirations, consultations
with communities on the nature and causes of poverty by the Uganda Participatory Poverty
Assessment Project (UPPAP), and the Medium-Term Competitive Strategy for the Private
Sector (1999-2005) which clearly sets out the actions and principles that form the basis for
Government and donor intervention in the private sector. In addition, the Poverty Status
Report (PSR), which was first published in 1999 and will be produced bi-annualy,
the progress and chdlenges in the implementation of the PEAP.

This chapter presents the programme of action for the next 10 years as discussed in various
government documents that have been developed through extensive consultative processes.
It is divided into five parts. The firgt part provides the nationd vison, misson and overal
objectives. The second part provides an insight into Uganda' s planning framework through
which policies are made and implemented. The third part describes the Strategies being
undertaken to meet the stated gods while the fourth part discusses the arrangements for
implementation, monitoring and evauation. The fifth pat gives the macroeconomic
framework and the medium to long term public expenditure implications of the drategy.
Detalled information on particular sectors and programmes and their costings will be
articulated in subsequent drafts.
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4.2  National vision, mission and overall objectives

4.2.1 National vision

The revised PEAP, which has consulted and involved a wide cross-section of stakeholders
through participatory processes, ams at transforming Uganda into a modern economy in
which anyone, regardless of age, sex and sector (in which he or she participates), can be
judged and rewarded on his or her accomplishment. This implies a society that is
technologicdly advanced, compstitive, and enjoying a high qudlity life.

In this long-term vision, poor people must be able to participate in economic growth, both by
expanding smdlholder agriculture and increesng employment in industry and services,
increased access to education and hedlth services for dl, as well as effective, participatory
and democratic governance are envisaged in addition to the development of competitive
industries through continued inditutiond devel opment.

4.2.2 National mission

All over the world it is recognised that the effective functioning of a country’s economic and
socid system isthe bags for atacking poverty. Severd studies in Uganda have indicated the
multi-dimensond nature of poverty including low and highly variable levels of income and
consumption, physicd insecurity, poor hedth, low levels of education, powerlessness,
unemployment, and isolation, both socidly and geographicaly. All these dimensions influence
one another in amanner that perpetuates the cycle of poverty at the individua, household and
community levels.

Hence, the Government of Uganda will promote policies and programmes to
eradicate income poverty and improve the health status and educational
achievement of Ugandans while ensuring the poor have an effective voice in the
design and implementation of public policy. The strategy emphases poverty
eradication through agricultural modernisation, employment creation and
industralisation.

In specific terms, the Government has set itself the objective of reducing the
headcount of income poverty to 10 percent of the population by 2017.

4.2.3 Overall national objectives

It is on the basis of the nationd vison and misson that the Government of Uganda has
formulated an overd| srategy based around four primary gods that are mutudly reinforcing:
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1) Creating a framework for economic growth and structural transfor mation

This god emphasizes economic growth and employment generation as necessary conditions
for poverty eradication. Economic growth in Uganda requires an enabling environment within
which the private sector can expand. Key dements of this strategy include maintenance of
macroeconomic discipline, setting of appropriate macroeconomic incentives such as
export promotion and encouraging labour-intensive investments, and ensuring equitable and
efficient collection and use of public resources. And in order to promote economic
tranformation, the constraints to the private sector performance, such as poor
infrastructure and power shortage, need to be addressed.

2) Ensuring good gover nance and security

Good governance has increasingly been recognised as a prerequiste to economic
development. In our country, various consultations with the poor have indicated insecurity as
one their mogt pressing problems. This god, therefore, emphasizes conflict resolution and
effective support to conflict-afflicted areas. Democratisation is ancther key dement
under this dtrategy and this has been, in the case of Uganda, pursued in the context of
decentrdisation. The process involves the trandfer of responghilities to didtrict leve and
restructuring of government ministries. Good governance dso involves making public
expenditure transparent and accountable and improvement in the quality of service
delivery. Enforcement of law and order and increasing accessibility to public information
are necessary conditions for good governance.

3) Actionswhich directly increase the ability of the poor to raisether
incomes

Mogt Ugandans are sdf-employed mainly in agriculture. This therefore gives the Plan for
Modernization of Agriculture (PMA), which was launched recently, a centrd role in poverty
eradication. Despite the congtraints of limited technology and market access, the potentia of
rasng agricultural incomes is consderable. The PMA seeks to raise the incomes of the poor
by increesing ther productivity in exigting activities, increesng output prices and enabling
them enter new productive activities and wage employment. Emphasis has been placed on
research and extension, market access, rurd financia services, sustainable naturd resource
utilization and management, and improving the country’ s rurd roads.

Other measures amed a increesng the poor's incomes include the forthcoming
implementation of the Land Act that is designed to strengthen the land rights of the poor and
nurturing of gppropriate inditutions. Employment outsde agriculture will be promoted by
microfinance, advisory services and vocationd training. It is dso evident that rurd
dectrification affects poverty mainly through its impact on employment opportunities and
market access. Government is therefore promoting the expanson of the grid and
development of off-grid dectrification
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4) Actionswhich directly enhance the quality of life of the poor

This god emphasizes the need to increase the poor’s access to services that improve the
qudity of their life. Theintroduction of free primary education for four children per family has
led to a dramatic increase in school enrollment. The priority now is to improve the qudity of
education while maintaining the increased number of children in school. Adult literacy is an
area that features strongly with considerable potentid benefits.  Provision of sufficient low-
cost classsooms, teachers and scholagtic materids as well as ensuring that access to
secondary education is more equitable remain mgor chalenges. Increasing access to proper
hedth care, and improved water supply and sanitation are integrd components of this

strategy.

4.3  Framework for implementation of the strategic objectives

Implementation of the strategic objectives, as dated in the PEAP and other accompanying
policy documents, demands sector-wide programming to determine sector objectives,
outputs and outcomes expected from sector expenditures, and the activities which the
expenditures will fund in order to achieve the desred outputs and outcomes. The public
expenditure priorities articulated in the Plan are implemented through sectora plans and the
Medium Term Expenditure Framework (MTEF) and financed through the annua budget. It
Is important to note that these eements interact in an ongoing participatory process that is
illugtrated in Chart 1.

4.3.1 Sector-wide programmes

The implementation of the PEAP primarily operates through the actions of each sector and
the annua budgeting exercise. Past attempts to implement plans have often been frustrated
by alack of capacity or resources. The proposed implementation Strategy for the PEAP has
been deliberately designed to overcome these past problems. The Sector Action Plans of
the 1997 PEAP have been followed by further development of sector wide programming for
al sectors to specify for each sector, the misson and objectives of the sector in relation to
poverty eradication, the outputs and the outcomes which are expected to result from sectora
expenditures, and the activities which the inputs will fund in order to get the predetermined
outputs and outcomes.

Detailed sector-wide plans and investment programmes have reached varying stages of
completion, set within an overdl medium term expenditure framework (MTEF). Already
completed are: the 10-year Main Road Sector Development Plan (1996); Education Sector
Investment Plan (1998); Hedlth Sector Strategic Plan (1999); Nationa Strategic Framework
for Control of HIVV/AIDS and the Plan for Modernisation of Agriculture (2000). Still under
preparation are: the Land Act Implementation Plan; Environment Sector Plan; Justice/lLaw
and Order Sector Plan, Plans for Sociad Development, combating corruption and
accountability and separate plans for rural and urban feeder roads and water. The leve of
detall of these plans varies among sectors, but in dl cases, sectors are moving towards fully
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costed programmes with well-defined targets. These detailed sector plans have helped guide
the medium term expenditure framework and priority actions within the Poverty Action Fund
(explained below).

Given capacity condraints within the sector minigtries, the support of donors in helping to
bring together both other donors and relevant Government agencies (through sector “sub-
groups’) has been an extremdy vduable mechaniam for strengthening sector planning.
Donor patners and the Ministry of Finance, Planning and Economic Development are
increasingly being involved a the early stages of each sector plan to ensure that dl plans are
based on a redigic view of what can be afforded. As planning cgpacity improves in line
Minigtries, more sector-wide investment programmes and plans will be developed. Some
plans involve many sectors and are of a cross-cutting nature such that one of the key
chdlenges will be to ensure full consstency.

4.3.2 TheMedium Term Expenditure Framework (MTEF)

In the preparation and prioritisation of sector plans, it is critica that minidtries have a clear
idea, not only of the macroeconomic resource envelope, but aso of the likdy levd of
resources available to their sector congstent with Government - and donor - commitments to
all the other sectors. Therefore, Snce 1992, the Government of Uganda has been developing
the Medium Term Expenditure Framework (MTEF), which is a three-year budget plan that
ensures comparability of Government expenditure with Government strategic priorities, with
the objective of maintaining macroeconomic stability over time. The MTEF s itsdf fully
integrated into a macroeconomic framework which is designed to ensure low inflation of no
more than 5% and to support rapid broad based real GDP growth of 7% per annum.

The purpose of the MTEF is the design of dl public expenditure by a clear analyss of the
links between inputs, outputs and outcomes, in a framework that ensures condstency of
sectoral expenditure levels with the overdl resource condraints. It is intended to guide dl
public expenditure and optimise scarce budgetary resources towards the sectord priorities
st out in the PEAP. The highest priorities for the medium-term expenditure framework are:
security, roads, agriculturd research and extenson, primary education, primary hedth,
HIV/AIDS, and water and sanitation. Other priority areas include promotion of good
governance, increased access to justice especidly by the poor, ensuring accountability and
environmenta sustainability of economic development. Annexes 3 and 4 provide the
summary and detailed MTEF for the period 1999/2000 to 2003/04, respectively.
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Chart 1: Overview of planning /information flows
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4.3.3 ThePoverty Action Fund (PAF)

The Poverty Action Fund (PAF), that was crested in 1998 as an integral part of
Government’s budget, has been a very successful initiative in enabling Government to double
the resources available to finance the PEAP objectives. It is another important initiative that
ensures that policy priorities, as stated in the PEAP, are trandated into programmes that
directly impact the poorest. The resources in the PAF were initidly limited to debt relief
savings from the HIPC initiative. However, they have sSnce increased in scope as bilaterd
donors and Government continue adding additiona budget support to this fund.

The PAF (summarised in Table 4.1) includes the most high-priority public expenditures from
the poverty-eradication perspective that are ring fenced from norma budgetary cuts.
Incluson of a particular sector or programme in the PAF is judtified by the high economic
and/or socid returns to the form of expenditure, by the fact that a substantia proportion of
the benefits of expenditure in that area are received by the poor. Areas dready included in
the PAF include rura roads, agricultura extension, primary hedth, primary education, water
supply, and equdisation grants whose purpose (defined in the Congdtitution) is to make the
qudity of service ddivery more even across different digtricts. A number of new priority
aress that receive funding from the PAF include the Judiciary system (clearance of Case
Backlog), control of HIV/AIDS, adult literacy, protection of wetlands, Commercid Justice
Reform, and the Uganda Human Rights Commission.

In the current financia year (2000/01), the PAF accounts for 30% of the total Government
Budget, up from 17% in 1997/98, and forecast to grow to 33% by 2002/03. Government
has acted with remarkable speed to transfer increased inflows to loca government and the
PAF conditional grant mechanism has enabled a very substantid growth in primary service
provison. In the current financid year, 73% of the budgeted UgSh. 462 bn ($256m)
avalable to the PAF isfor transfer to locad governments for expenditure on the recurrent and
capitd codts for service ddivery in the PAF priority areas. This is in conformity with the
Government’ s commitment to the decentraization process.

The priorities embodied in the PAF will evolve as the PEAP is implemented and the
economic and socia dructure of the country evolves. For instance, secondary education will
become a higher priority as more students graduate from the universad primary education
programme, especidly from poorer backgrounds. Equdly, there are areas of high priority
that are not included in PAF because their benefits for the poor are indirect rather than direct.

Mogt spending under the PAF is undertaken at didtrict level. The main mechanism used to
ensure that nationa priorities are observed a didrict level has so far been conditional grants.
Over time, as planning capacity is built up, it is envisaged that the bottom-up setting of
priorities by communities will become more important, reducing the need for top-down
determination of priorities and dlowing more scope for loca diversty to be reflected in locd
expenditure dlocations. In the short run, it is envisaged that the proposed introduction of a
non-sectord conditiona grant a subcounty level (LC3) will dlow more flexible attention to
loca priorities.
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The use of funds in the PAF is subject to particularly stringent monitoring procedures in
which civil society actively participates. Specid measures have been taken to strengthen the
accountability of the high-priority expenditures managed under PAF. Funds are released
ether as conditiona grants to the Didtricts or through the development budget. Five percent
of PAF resources are set asde for enhancing existing monitoring, accounting and auditing
procedures.

Table 4.1 Summary of PAF budget in the medium term (billion shillings)

Budget Projections
1999/2000 |2000/1 |2001/2 |2002/3 [2003/4

Directly increasing incomes of the poor 52.9 52.1 |63.4 74.0 |86.6
Rural roads 24.5 30.5 |(34.8 39.8 |45.6
Land Act 3.0 3.0 6.5 10.0 |15.0
Agricultural extension 6.1 8.3 8.8 9.3 10.3
Micro finance/restocking 19.3 10.3 [13.3 149 [15.7
Directly improving quality of life of the poor [268.7 3725 ]415.3 |493.0 |559.8
Primary Health Care 28.8 60.9 (81.8 122.6 (145.1
Water and sanitation 17.5 35.6 |39.4 41.4 |43.6
Primary education 222.4 2745 (290.1 ([323.0 |363.1
Adult literacy 0.0 1.5 4.0 6.0 8.0
New areas 0.8 2.3 7.6 14.8 (15.1
Reduction of Case Backlog 0.8 1.0 1.1 1.1 1.2
Environment (Wetlands) 0.0 0.3 0.5 0.8 1.0
Studies for implementation of PEAP! 0.0 1 6.0 129 (129
Other district grants 2.0 17.3 |20.1 219 (24.2
Improving monitoring and accountability 11.3 18.6 |[21.3 246 |27.1
Key Accountability Institutions 6.6 7.3 8.0 9.3 10.2
PAF Programmes 4.7 11.3 |[13.3 15.3 [16.9
Total budgeted expenditure 335.7 462.8 |527.7 1628.3 |712.7

This is for underfunded areas such as vocational training, criminal justice system reform and environment. The
allocation increases substantially over the medium term to allow for growth of funding to these areas.

4.3.4 Ingtitutional setup

For proper and effective implementation of the nationd strategy, there is need for an efficient
inditutional framework. This implies a strong and serious partnership with the various
development actors including the local governments, civil society, NGOs, private sector and
donors.  Severd initigtives are being undertaken by government to ensure that such
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partnerships develop and are continuoudy strengthened for the purpose of implementing the
gods of the PEAP. Responshility for developing and implementing the detailed sector plans
Is increasingly decentrdised to the line minidtries, didricts and urban authorities in order to
increase peopl€' s participation in the decison making process, and to make decisons more
trangparent and public officers more accountable. Technica expertise is being provided by
the centrd minidtries to help didrict adminigrations to prepare their own three-year
expenditure planning frameworks conggent with resource avallability. Involvement of
communitiesin the planning framework is dso being strengthened.

4.4  Intermediate output targets in the medium-term

For the purposes of monitoring the evolution of the PEAP, the following key targets (Table
4.2) have been identified as performance indicators for the whole programme. They are
consdered to be achievable within the resource ceilings under the MTEF.

Table4.2: PEAP monitoring indicators

Sector/indicator 1998/99 | 1999/00 | 2000/01 | 2001/02 | 2002/03
Education

Average pupil-teacher ratio 63 538 48 45 45
Average pupil:classroom ratio 130 125 116 102 91
Average pupil-book ratio 6 6 4 3 3
Health

Immunisation rates (DPT3) 35% 45% 60% 70% 80%
% of health centerswith at least | 33% 40%

minimum staffing norms

Water

Boreholes drilled 1060 1100 1280 1500
Springs protected 900 900 800 700
Shallow wells protected 1000 1100 1420 1700

All indicators in the education sector are expected to improve in the medium term with the
continued implementation of the three-year Education Sector Invesment Plan (ESIP).
Universd Primary Education (UPE) isthe priority policy over the medium term and the mgor
drategy for poverty eradication in the long-term. The intention is to maintain universd
primary school enrolment (including poor households), reduce drop out rates and raise
completion rates and raise the cognitive skills of primary school graduates.

In the hedlth sector, indicators such as the immunization rates will more than double and the
number of hedth centers with a least minimum gaffing norms will gradudly increase. In
addition, Government has set targets of reducing child mortdity from 147 to 103 per
thousand, materna mortality from 506 to 354 per 100,000, reducing HIV prevaence by
35%, totd fertility rate to 5.4, and reducing stunting to 28% by 2004/5. All thisis to be
achieved within the framework of the new Nationd Hedth Policy and Hedth Sector
Strategic Plan (HSSP), which is dready under implementation. The HSSP is desgned
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around a basic minimum package that is based on the predicted impact of cost effective
interventions for the prevention and control of the major causes of the burden of disease.

In order to ddiver the minimum hedlth care package and to address the exigting impediments
to utilisation by the poor, the HSSP has embraced additiona strategies of strengthening the
Hedth Care ddivery system, operationdising a strengthened lega and regulatory framework,
providing integrated support systems consolidating human resources, financing and
infrastructure management, and strengthening the overarching management functions of policy
and planning, qudity assurance, hedth information management and research and
devel opment.

Smilar to the other two sectors, the water sector is aso expected to experience an
improvement in the medium term asindicated in Table 4.2.

45 Long-runresource estimates

This section presents gpproximate costings and the long-run resource estimates for the main
objectives of the PEAP. It is expected that Government will formally review these costings
and resource projections in the context of developing the Long Term Expenditure
Framework, which will in turn inform the annua discussons on the Budget and the MTEF.

451 Overall summary estimates

Table 4.3 shows the summary estimates of costings of the PEAP objectives as identified in
exising sectora plans. These cogtings are given in red condant Shs hillion and assume a
constant rea exchange rate for ease of presentation. The costings are al on an annua basis
with investment costs included as the annud cost of ddlivering programmes over afive or ten
year period. Estimates of recurrent costs assume a smilar long-term perspective and in
paticular assume that any current capacity or absorptive condraints can be essentidly
overcome in the next five years. For example the figure used for the cost of ddivering the
Nationd Agriculture Advisory Service is the estimated levd of spending after five years that
isrequired to deliver servicesto 80% of al households.
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Summary of costs of sector plans/targets compared with 2000/01

Summary Of Sector Costs PEAP Current |Increase| Current
Shsbn a year requirement | spending | required| (2000/01)
(spending on | (2000/01) as % of
annual basis) PEAP
Roads 359 283 76 79%
of which Rural feeder roads 88 47 41 54%
Plan for Modernisation of 268 107 161 40%
Agriculture
o/w National Agricultural Advisory 65 8 57 12%
Service
o/w Land Act 21 3 30 13%
o/w Adult literacy 23 1 22 4%
Education 788 413 375 52%
o/w Primary Education 519 236 283 45%
Health 421 226 195 54%
o/w Village Health committees
o/w Health Centre lls
Water and sanitation 212 89 123 42%
Law and Order 175 91 84 52%
Other costed PEAP programmes 107 49 58 46%
Other MTEF programmes 912 758 154 83%
o/w Defence 269 192 77 71%
Total All Programmes 3240 2016 1225 [63]%
o/w Pay reform 746 447 323
Total as % of GDP (2000/01) [33]% 21% [12]%
o/w Gowvt Tax/non-tax revenue 11%

Notes

All figuresin real Shsbn (constant 2000/01); & assume constant real exchange rate
Budget figures include budgeted donor project spending
Historical national average implementation rate of 75%

Costs of capital investment plans assumed to be spread over 5 or 10 years
Estimates assume capacity constraints (including availability of trained staff) overcomein 5-10 years

Above figures exclude spending by districts financed by their own revenues/user charges/

Miscellaneous sources/donations; Outturn in 1997/98 = Shs 108 bn (1.5% of GDP)
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For thefirg time the costs of pay reform (essentidly the cogts of implementing Job Evauation
recommendations) are included within each sector rather than being treated as a separate
sector.  Thus for example one of the single largest cogt items in the PEAP is the cost of
implementing the recommended 72% pay increase for primary teachers, which would require
an extra Shs 99 bn a year.

The costings presented here are necessarily just a statement of what is currently known and
provided in the various sector programmes. The cogts of each programme are compared
with budgeted levels of spending for 2000/01 (including donor funded project spending) to
asess the Sze of the required increase. Two sectors stand out as receiving sgnificantly less
than haf of ther PEAP edimaed requirements — the Plan for the Modernisation of
Agriculture and the Water and Sanitation sector.

45.2 Overview of individual sector targets and costs

The mgor costs and outputs in each sector are described below. The detailed figures are
the result of extensve consultation with the relevant line Minidries and dl the estimates have
been discussed with senior management teams of the rdevant Minidries. Table 4.4
summarises the main medium/long term output/outcome targets for each sector and assesses
the implications of what would happen if funding for a particular programme remains at the
2000/01 budgeted leve.

Roads

With mgor budget increases over the last three years, funding for the main road programme
is now 90% of the level envisaged in the origind ten year road programme. However the
rurd road programme is currently underfunded. If there is no increase in the provison made
in the 2000/01 Budget then only 75% of the network would be rehabilitated/maintained over
the next five years.

Plan for Modernisation of Agriculture

The main programmes requiring additiond funding are the Nationa Agriculture Advisory
Savices, adult literacy programme; the adminidrative codts involved in implementing the
Land Act and a range of Environment projects - these are currently being reassessed on a
sector bags. Only a part of these funding requirements can be met by refocusing existing
donor spending within the sector.

Education

Despite the more than threefold increase in funding for primary educeation in the last three
years and the doubling of the number of primary teachers, the two largest programmesin the
education sector ill requiring additiond funding are both in primary education, namely
primary classroom congtruction (the current ratio is 2 classes per room compared to a target
of 1:1) and pay reform for primary teachers (the Job Evauation Study recommended a 72%
increase). The requirements for secondary education are much less as with the new
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workload and minimum class targets the current teaching establishment could absorb the
120% increase in secondary enrolment that is expected to occur over the next ten years.
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Table4.4
level of activity/investment

Summary of sector targets and implication of remaining at 2000/01

Main Sector Target Outputs/Outcomes

Implications Of Remaining
At 2000/01 L evels Of
Activity/l nvestment *

Roads
Ten year main road programme fully implemented
Rura network fully rehabilitated and maintained within 5 years

Only 90% achieved
Only 75% rehabilitated/maintained

Plan for Moder nisation of Agriculture

Agricultura advisory service to reach 80% of al households
Fully fund administrative structures required by Land Act
Reduce adult illiteracy from 48% to 15-20% within 5 yrs
Output targets not yet available for rural eectrification;
water for production; environment; forestry; outputs

Only 10-20% of households benefit
Implemented in only 6 digtricts
No sgnificant reduction

Education

Primary pupil:teacher ratio 40:1

Each primary class to have own classroom within 5 yrs
Job Evaluation pay increase for primary teachers (72%)
One set of textbooks/pupil (Vol. I and VVol. II) within 5 yrs
One government aided secondary school per sub county
Congtruction of 850 community polytechnics within 5 yrs

Ratio remains at 50:1
10-15 years to complete
No pay increase

More than 20 years

More than 20 yrs

Health

Support every village health committee

Health Centre |1 in every parish within 5 years

Hedlth Centre 11 fully staffed (1 nurse; 2 aides); full drug

Job Evaluation pay increase for medical workers (44%)
Renovation/rehabilitation of hospitals, further upgrade of HC IVs

Only 10% of villages
50% without centre
Only 1 nurse & 1 ade
No pay increase

Increase spending to $11/person (WHO target $12) Only $6 per person
Water and sanitation
100% rural/urban safe water coverage within 10 yrs 75% safe water

coverage after 10yrs

Justice/Law and Order

Doubling police/prisons numbers

Job evaluation pay increase (83%)

More detailed output/outcome targets under preparation

No increase
No increase

All other sectorsin MTEF
Defence spending remains at 2% of GDP
Public administration grows in line with population

* (i.e. inthe absence of any increasein funding or reallocation of existing
funds or adoption of cheaper alternative approach (incl user fees))
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Some additiond funding is required to fulfil the plans to have one Government aded
secondary school in every sub county. Subgtantid additional funding is required if the origina
Education Strategic Investment Plan targets for vocationd and higher education are to be
fulfilled.

Health
The recent substantia increases in debt rdlief and donor budget support have enabled alarge
part of the Essentid Minimum Hedlth Care Package to be financed. However there are ill
mgor shortfdls in the funding for the congtruction and recurrent cogts for lower level Hedth
Centres.

Water

Despite the increase in funding from the enhanced debt relief initiative, investment in water
supply remains way below the level necessary to ddliver 95-100% safe water targets in the
next ten years. Current spending levels ingead are compatible with ddivering just 75%
coverage adthough the recent work on the options for urban water supply may reduce the
estimated costs for this sector dramatically.

Justice/Law and Order

Work on this sector has only started recently. However just the costs of implementing the
planned doubling in sze of the palice force and awarding the recommended average pay
increase of 83% would require a doubling of the total resources going to the sector.

Other costed PEAP programmes

These include a range of multisectord interventions including restocking; the equdisation
grant; district development grants, support for orphans;, HIV/AIDS programme costs not
included edsawhere (in particular programmes directly adminisered by Uganda Aids
Commission) and accountability sector interventions.

All other MTEF programmes

As the PEAP is the Government’'s comprehensive planning document it necessarily must
cover dl sectors. The maintenance of externa and interna security is essentid if the poor are
to be able to develop and increase their incomes. In line with past trends, spending on
Defence is assumed to remain condant a 2% of GDP. Funding for other economic
functiong/socid services and public adminigtration costs not included elsawhere are assumed
to grow in red termsin line with population (2%). Wage costs in these sectors (including the
wage dement of the unconditiond block grant) are assumed to grow in line with Job
Evaluation recommended increase for the Traditiona Civil Service (24% on average).

46 Long Term Expenditure Framework resource projections

In order to make a preiminary assessment of the affordability of the PEAP two resource
scenarios have been developed —a low and a high scenario, presented in Table 4.5.
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In the low resource case, red GDP growth is assumed to be just 5% (compared with an
average growth rate of 7% over the last five years and a population growth rate of 2.9%).
Tax revenues are assumed to grow by 0.2% of GDP ayear (risng from 11.4% now to 15%
of GDP by 2018). Aid resources (including highly concessond lending) are assumed to
grow in red terms in line with developed world GDP i.e. 2.5% pa (which is close to the
average rate of growth in the last five years).

The fiscd deficit (including grants and the concessona eement of any borrowing) is assumed
in both scenarios to reman in surplus.  Appreciating the concessond dement of any
borrowing is essentid to undergtanding the long term financid dability implications. Any
concessond lending a less than the norma market interest rate is financialy equivaent to a
grant and amuch smaler loan a market interest rates. It is only the loan eement that has an
impact on future debt repayments. Under the debt strategy of the last five years, the
Government has committed itsdf not to borrow unless the term are equivaent to recelving a
grant of 75% of the vaue of the totd loan, with the market interest rate bearing component
being no more than 25% of the face value of the loan. [This approach focuses on the Net
Present Vdue of any borrowing which is the bass of the whole approach adopted in the
Highly Indebted Poor Countries debt initiative).

Given the growth in GDP in both scenarios, the implication of a continued fiscal surplusis a
steady reduction in the debt/GDP ratio and so more than ensures macroeconomic stability
and debt sustainability targets are satisfied.

In the high scenario case, GDP growth is assumed to be 8% and aid resources grow by
5% pa [i.e. dgnificantly fagter than over the lagt five years. As both GDP and ad ae
assumed to grow faster, aid dependency continuesto fdl in this scenario aswell.
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Table4.5 Long Term Expenditure Framework resour ce projections. low and
high scenarios

Resource Scenarios Low High

Key assumptions

Red GDP growth 5% 8%
Memo Population growth rete 2.9% 2.9%
Increase in tax/GDP rétio pa 0.2% points | 0.2 % points
Increasein aid (rea US3) 2.5% 5%

Resour ce implications (Shsbn real)

Increase in resources after 5yrs 600 950
[2000/01 basdline = 2,120 bn]

Increase in resources after 10 yrs 1400 2400
Memo

Tax/GDP ratio after 5 yrs [2000/01= 11.8%] 12.8% 12.8%
Aid/GDP rtio after 5 yrs[2000/01 = 12%] 10.6% 10.4%
Of which grants [2000/01 = 7.8%] 6.9% 6.8%

Of which grant eement of concessiond loans 3.7% 3.6%
[2000/01 = 75% of 5.5% = 4.1%]

Deficit (including grants) [2000/01 = deficit 2.3%) deficit 2.3% deficit 2.3%
Deficit (including grants and grant eement of surplus1.3% | surplus1.3%

concessiond loans) [2000/01 = surplus 1.8%)

Footnotes
Aid figures just include aid to central government (and excludes aid to parastatals e.g UEB)

Revenue and expenditure figures exclude loca government own revenues (and expenditure
financed by these revenues) including Graduated Persona Tax, user charges, miscellaneous
source and donations [latest outturn figures [1997/98] = Shs 108 bn; 1.5% of GDP]

There are four mgor uncertainties relating to the long-run availability of resources. Fird,
revenue growth largely depends on GDP growth. Secondly, the share of revenues is
intended to rise, but the speed a which this will be achieved in the medium term is hard to
predict exactly. Thirdly, the foreign exchange rate will affect the domestic value of foreign
inflows and will have different effects on the effective deflator for different sectors of
government expenditure. Findly, the level of externd flows will be important.
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4.7 Implications of cost and resource projections — scale and nature of
challenge

The previous sections represent the first attempt made at bringing together in a systemétic
manner al the information available on the cogts of dl the various PEAP sector programmes,
drawing on exigting plans and as well asthe latest budget submissons. There are tremendous
difficultiesinvolved in attempting to cost the PEAP due to the limited expertise in each sector.
But despite dl the difficulties, the limited exercise that has been possible to undertake gives a
helpful firg picture of the scale and the nature of the expenditure chalenges that the PEAP
will pose in successve budgets and in developing redistic medium term sector plans.

First asto the scale of the expenditure challenges posed by the PEAP. In FY2000/01,
the combined total spending by Government and by donors is budgeted to be 2,120 billion
shillings (excluding arrears and amortisation payments). If al the PEAP plans that have been
costed were to start being implemented this year — if the proposed pay reform increases
were awarded immediately in full and provison made for every capital programme (assuming
an even rate of spending over the five or ten years envisaged) — this would require an
additiond 1,200 hillion shillings — an increese of 60% or some $750 million on what is
currently provided for in the 2000/01 Budget.

In the low resource scenario the amount available increases by around Shs 120 billion ayear
in red terms. This would imply waiting for a least ten years until there were sufficient
resources to even sart al the fivelten year investment plans referred to in the PEAP. Evenin
the high resource scenario full implementation of PEAP programmes could only be afforded
after seven years.

The preiminary concluson isthet the PEAP is affordable— but not immediately. Thereis
an urgent need to Start to condgder the priorities not only within sectors but aso across
sectors. There is need to examine the posshbility of funding PEAP programmes by
redlocating existing spending. The experience of the hedth sector and the Plan for
Modernisation of Agriculture suggest that there is condderable scope for refocusing current

pending.

The cogting exercise has dso given some information about the nature of the expenditure
challenges to be faced in implementing PEAP. Of the extra Shs 1,200 bn that could be
required, for example:

- nearly Shs 400 bn - athird of the total — could be for education. If each primary
dassisto haveits own classroom within the next five years then an extra Shs 100 bn
a year needs to be spent. This is over and above next years planned levels which
have dready benefited from enhanced HIPC funds. Pay reform just for exigting
primary school teachers would cost another Shs 100 bn.
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- hedlth (the latest draft of the Hedlth Sector Strategic Plan leaves mgor gaps in rurd
hedlth care provison after five years);

- rurd weter (even with the massve increase next year due to enhanced HIPC a
further 140% increase is necessary if 100% safe water coverage is to be achieved
within ten years)

- implementation of the Plan for the Modernisation of Agriculture

- pay reform cuts across al the sectors and in aggregate amounts to Shs 300 bn — a
quarter of the totd. Of this half would be needed to fund the proposed pay increase
for teachers. Less than Shs 10 bn would be needed to fund the option of a hardship
alowance for teachers and hedth workers in isolated areas with limited supporting
infrastructure (eg no access to secondary schools) and where there are proven
recruitment and retention problems. (Costs above assume that up to 10% of
workers might benefit from an alowance worth 20% of their sdary)

4.8 Options for bridging the gap between costs and resources

Given the exigting gap between costs and resources, two sets of measures will have to be
taken to bridge the gap: those that aim at increasing resources versus those aimed at reducing
costs.

Increasing resour ces

Donor project resources have been estimated on the basis of nationa historica average
implementation rate of 75%. However, the average implementation rate for donor
budget support under PAF have been much higher. If the proportion of budgetary
support rises, donors may correspondingly reduce their commitments to keep
disbursements roughly constant: or they may dlow commitments to increase. If the latter
happens, then resources available could be significantly increased by a shift to budgetary
support.

Improvements in tax administration would make a sgnificant difference.

It may be possble to make efficiency savings in lower priority aress and transfer
gpending to areas that are more directly poverty-reducing.

The move towards budget support should make it easier to co-ordinate efforts and focus
gpending on PEAP priorities

Reducing costs
Cog-sharing is an option for a number of aress including hedth care, secondary

education and urban water supply. This could have a mgor impact on the codts to the
Government.
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Adopting more cost effective structures or approaches is another option (for example the
Land Act Implementation study identified various dterndive options for the precise
adminigtrative structure required).

Phasing implementation is possible, by revising the targets downwardsin the short term.
On pay reform, better information about recruitment difficulties should dlow more
precise targeting of pay increases to sectors currently facing recruitment or retention
difficulties

4.9  Monitoring the implementation of the Action Plan

It isnow clear that if the gods of the Uganda Action Plan are to be redlised in the medium to
long-term, monitoring of poverty trendsisacritica eement of the poverty reduction strategy.
However, cooperation between inditutions involved in monitoring is essentid to ensure that
all aspects are covered and that needless duplication is avoided. For this reason Government
Is in the process of defining a Poverty Monitoring Strategy that outlines a clear sructure for
the public inditutions involved in monitoring, and for other inditutions which collaborate with
Government.

The monitoring strategy is designed for two main purposes. Firg, it monitors progress while
encouraging a two-way flow of information between beneficiaries, service providers and
policy makers. Thus, implementation strategies can be continually modified to build on what
works and avoid repeating mistakes.  Secondly, the monitoring strategy will help to build
accountability in the sense that Government will expect to account for its successes or failures
in achieving st targets, dthough this may sometimes depend on externdities. The monitoring
system conssts of andysing indicators a three levels. outcomes, outputs and inputs. It
a0 anayses the causd relations between the indicators a the different levels, in particular
the impact of public programmes on outcomes.

A large number of indtitutions, generating data on a quarterly, annud, bi-annud, or for 5-10
year period are involved in monitoring the progress in implementation of the Action Plan.
These are coordinated by the Poverty Monitoring Network, with the Poverty Monitoring and
Andyss Unit (PMAU) in the MFPED as the Secretariat Regular household surveys are
being used in preparing high qudity estimates of trends in poverty complemented by
participatory work, mainly by the Uganda Participatory Poverty Assessment Project
(UPPAP), that has shed light on the various dimensions of poverty in Uganda. The Plan is
also monitored by the Poverty Status Report (PSR) which was first prepared in 1999 and is
being prepared this year, a summary of which has dready served as the country’s PRSP for
2001. The PSR synthesizes information on recent poverty trends and makes
recommendations on the poverty eradication strategy.
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Annex 1: Trends in Selected Macroeconomic Indicators

Indicator 1991/92 1992/93 1993/94 1994/95 1995/96 1996/97 1997/98 1998/99 1999/00
Annual average inflation (%) 42.4 30.0 6.5 6.1 7.5 7.8 5.8 -0.2 6.3
National Accounts, % growth

rates:

Agriculture -1.0 9.3 1.8 5.9 4.3 11 1.9 6.9 3.0
Industry 8.4 8.4 13.0 20.3 16.6 114 115 9.1 8.6
Services 7.3 7.1 7.8 13.2 8.6 5.7 6.6 7.2 5.6
GDP at factor cost 31 8.4 5.4 10.6 7.8 45 54 7.4 5.1
Real per capita GDP 0.2 4.5 2.2 7.3 4.7 1.7 25 4.5 2.1
National accounts, % GDP at factor

cost:

Gross domestic investment 16.9 16.3 15.9 17.9 17.7 17.8 16.5 18.0 18.9
Public investment 7.8 7.2 5.9 5.9 5.9 5.2 5.1 5.1 7.6
Private investment 9.0 9.1 9.9 11.2 125 12.8 115 12.8 11.3
Gross domestic savings 0.4 1.2 4.7 8.1 5.1 8.8 6.1 5.3 4.1
Balance of payments, % of GDP at factor

cost:

Current account balance, excluding -12.5 -13.1 -7.2 -8.4 9.1 9.1 -11.4  -12.8 -14.2
grants

External Indicators:

Debt service/exports (% before HIPC 127.7 73.8 53.9 25.8 23.1 20.3 27.2 24.6 28.2
rescheduling)

Debt service/exports (% after HIPC 127.7 62.9 49.0 235 21.8 17.9 26.4 184 15.3
rescheduling)

Debt stock/GDP at factor cost 9.5 5.2 2.3 0.7 0.6 0.4 0.6 0.6 0.6

Reserves in Months of Imports 15 1.9 3.1 3.4 3.6 4.5 4.8 4.9 5.0

Government Finance, % of GDP at factor

cost:

Domestic Revenue 7.2 7.8 8.9 10.7 11.3 121 11.3 11.9 11.6
Public Expenditure 225 19.8 20.1 18.2 17.8 185 17.4 18.4 22.1
Overall deficit excluding grants -15.3 -12.0 -111 -7.5 -6.5 -6.4 -6.1 -6.4 -10.5
External borrowing, net 5.3 4.5 5.3 4.8 35 34 2.7 3.0 4.3

Domestic borrowing, net 25 -1.1 -1.3 -2.0 -1.5 -1.9 -2.3 -1.6 -0.3
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Annex 2: Government of Uganda Key External Debt Indicators

Variables 1992/93 1993/94 1994/95 1995/96 | 1996/97 | 1997/98 | 1998/99 | 1999/00
External Debt Ratios (%)

Debt Stock/Exports of Goods & services 1566.6% 1038.3% 449.6% 468.3% | 437.0% 573.0% 487.7% 462.8%
Debt Stock/GDP 87.8% 71.5% 57.0% 61.6% 64.3% 59.5% 63.5% 62.8%
Total Debt Service (excl IMF)/ Domestic 50.3% 42.7% 21.1% 16.0% 13.6% 14.0% 15.0% 15.4%
Revenue

Tota Debt Service/ Exports of Goods 83.2% 66.1% 22.6% 19.7% 18.6% 24.4% 21.8% 21.5%
and Services

TDS excl IMF (post-HIPC)/Domestic 8.5% 9.4%
Revenue

TDS (post-HIPC)/XGS 15.8% 16.0%
Memo items (US$ millions)

Debt Stock (including arrears) 2,648 2,637 2999 | 3387 3660 3631 3650 3680

Total Debt Service (including arrears) 141 168 151 | 142 156 155 163 171

Tota Debt Service excl IMF (including 121 155 116 | 97 A 96 103 113

arrears)

GDP (Shshillion) 3,626 4,069 4922 5565 6023 7104 7887 8790

GDP 3,017 3,689 5265 5494 5693 6099 5745 5860
Exports of Goods & Non-Factor Services | 169.00 254.00 667 723 838 634 748 795
Domestic Revenue (Shs bn) 288.50 399.50 514 618 735 74 A8 1100
Domestic Revenue 240.02 362.19 550 610 695 681 690 733
Exchange Rate (Avg mid rate ShsUS$) | 1202 1103 935 1013 1058 1165 1373 1500

HIPC Relief 45 44

Source: Background to the Budget (GDP, Domestic Revenue), Bank of Uganda (Debt Stock, Debt Service, Exports, Exchange Rate)
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Annex 3:

Notes, Taxes and Appropriation in Aid) in billions of Ush.

Summary Indicative Medium Term Expenditure Framework 2000/01 — 2003/04 (Excluding Arrears, Promissory

\Wage, Non-Wage and Government-Financed Development

1994/95 1995/96 1996/97  ]1997/98  ]1998/99  |1999/00 [2000/01  [2001/02 2002/03 2003/04
Sector Outturn Outturn Outturn Outturn Revised Revised Draft Projected Projected  |Projected
Outturn Outturn Estimates

Roads and Works 25.78 27.48 53.93 39.99 63.06 100.74 137.72 148.20 159.88 172.82
IAgriculture 15.15 9.38 10.80 9.21 9.75 17.75 24.12 25.46 26.91 28.91
Education 117.02 118.62 174.16 212.42 275.01 321.69 402.42 433.58 482.86 537.91
Health 47.36 62.30, 57.34 54.15 68.22 78.32 113.73 137.99 182.69 211.09
Security 116.20 118.86 145.44 120.77 203.06 191.00 209.75 226.21 241.50 265.04
\Water 3.99 12.75 15.98 36.39 40.29 42.39 44.63
Law and Order 52.42 61.54 69.12 72.84 73.40 90.52 94.46 100.17, 107.51 117.65
IAccountability 4.09 6.24 7.79 16.55 18.74 21.79 23.99
Economic Functions and Social Services 51.78 38.58 50.55 33.63 28.00, 56.88, 93.92 99.40 113.09 127.28
Public Administration | 119.11 140.96 174.23 203.92 211.86 251.94 265.32 301.44 308.47 336.43
Interest Payments Due | 47.32 54.28 55.74 62.41 72.13 94.70 107.10 118.10 131.90 145.09
All Sectors 592.1335] 631.9978| 791.3159| 817.4227| 1023.487| 1227.309] 1501.482 1649.566) 1818.997| 2010.825
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