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Foreword

The Government is currently embarked 
on a ten-year multibillion-dollar public 
infrastructure development projects.  

Total government expenditure for 
fi nancial year 2017/18, net of lending is 
projected at 22.7% of GDP. The bulk of 
this expenditure will go to development 
spending on scaling up public investment 
projects by Government1.  

These public infrastructure investment 
projects mainly include the completion of 
both Karuma and Isimba projects which 
are on course for commissioning in 2018, 
Phase – 1 of the Entebbe Airport 
rehabilitation, upgrading and 
modernizing Uganda’s road network, as 
well as investments in the oil and gas 
production and distribution facilities.   

Allocating huge amounts of the 
Government budget to public 
infrastructure will not, on its own result 
in the benefi ts people want, which are - 
improved accessibility to markets and 
social services, reduced transport costs, 
increased production and 
competitiveness, improved trade, 
industrial growth and job creation. 

Properly executed public infrastructure 
investment entails more than just 
fi nancing. It also requires that all matters 
relating to a project’s selection, design, 
implementation and value for money be 
closely monitored and managed. 

We are of the view that public 
infrastructure projects that have been 
executed and completed to date should 
also be evaluated against their originally 
intended objectives, benefi ts and 
outcomes. In order to do this properly, 
the Government needs to address the 
following key questions. 

• What were the intended and desired 
outcomes from these projects?  

• Have these been achieved? 

• What are the potential inter-
relationships between these priority 
projects and other equally important 
and critical sectors of the economy? 

• How is the Government balancing the 
need to quickly address the 
infrastructure bottlenecks, while at 
the same time being sensitive and 
realistic about the economic reality 
and the budget constraints of our 
country? 

• What are the ‘must do’ projects which 
will translate into the desired 
economic and social benefi ts, and 
therefore must be implemented now; 
and the ‘nice to do’ projects which are 
based on promises made by the 
political leaders, which can be 
deferred to later?

Infrastructure investment holds much 
promise for Ugandans, but to reap its 
benefi ts, Government will need to 
strengthen its institutional frameworks 
for managing and implementing public 
investment projects. 

For further information please contact 
Francis Kamulegeya 
+256 (0) 772 749 982 
francis.kamulegeya@pwc.com

In our analysis of the economic outlook 
in this quarter’s bulletin our focus is on 
the Government’s prioritization of public 
infrastructure development and its 
ability to stimulate the economy. 

Infrastructure development is critical for 
unlocking Uganda’s binding constraints 
to economic development in order to 
enable an economy to realize its full 
potential.  Investment in infrastructure 
can also act as a fi scal stimulus to drive 
growth in the economy. This is the 
reason why infrastructure development 
is currently the Government’s number 
one economic priority. 



The projected GDP growth of 4.5% is 
unlikely to be achieved

In February this year, the Bank of Uganda 
revised down its projection for Uganda’s 
economic growth for fi nancial year 2016/17 to 
4.5%. This is slightly below its previous 
forecast of 5.0% which was contained in the 
report on the economy issued in December last 
year. 

However, when delivering his most recent 
monetary policy statement this month, the 
Governor of the Bank of Uganda explained 
that given the very weak performance of the 
economy in the fi rst two quarters of this 
fi nancial year, the previously projected GDP 
growth of 4.5% is now unlikely to be achieved. 

According to the Bank of Uganda’s monetary 
policy statement for April 2017, there was a 
slowdown in economic activity in the quarter 
ending December 2016. Whereas the 
slowdown is due to temporary factors, such as 
the adverse weather conditions which 
subdued demand within the economy and the 
low purchasing power, there is a risk that 
economic growth could remain weak in the 
remaining part of the fi nancial year 2016/17, 

mainly due to a combination of both domestic 
and external factors. It is for this reason that 
the Bank of Uganda is now forecasting that the 
4.5% economic growth for the current 
fi nancial year might not be achieved. This is 
the third downward revision in the forecast of 
growth of the economy this fi nancial year. 

In addition, concerns related economic growth 
for the rest of the fi nancial year still remain. 
This is because household consumption, 
which makes up the highest percentage of 
total GDP in Uganda has remained subdued 
throughout the year. Furthermore, private 
sector investment has also been very weak this 
year compared to the previous years. The 
private sector is always very hesitant to invest 
when household consumption remains 
subdued. 

Despite the downward revision of the growth 
in the economy, Uganda’s macro-economy 
remains very stable according to the Bank of 
Uganda. The Consumer Price Index (CPI) data 
for March 2017 indicates that infl ationary 
pressures have eased slightly. Annual headline 
infl ation is at 6.4% and core infl ation is at 
4.8%. This is a decline from 6.7% and 5.7% 
respectively in February 2017. 

However, annual food crops infl ation has 
continued to rise and it is currently 20.7%, 
having rose from 18.8% in February. This is 
mainly as a result of the drought which has 
affected food production in many parts of the 
country. Despite this slight deterioration, the 
Bank of Uganda is confi dent that in the 
medium term infl ation will remain within the 
Bank’s target of 5%. 

4 PwC

Despite the downward 
revision of the growth in 
the economy, Uganda’s 
macro-economy remains 
very stable according to 
the Bank of Uganda.
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With a favorable infl ation outlook, and 
a stable Shilling, the Bank of Uganda 
has reduced the CBR down to 11%

The Bank of Uganda’s Monetary Policy 
Committee reduced the Central Bank 
Rate (CBR) by 50 basis points from 11.5% 
to 11%. The objective of this reduction in 
the CBR was to stimulate the economy 
through private sector credit and 
investment. 

The Bank has to strike the right balance 
between containing the risk of infl ation 
in the economy while at the same time 
easing monetary policy to support 
economic growth. Although the Bank 

expects infl ation to rise slightly, it will 
remain within the target band of 5.0%. 
As a result of this positive outlook for 
infl ation and the relative stability of the 
Uganda Shilling against major 
international currencies, there should be 
more room for the Bank to ease monetary 
policy even further by reducing the CBR 
to 10.0% hopefully by the June 2017 
budget. 

Since April 2016, the CBR has been 
reduced by 600 basis points to 11% in 
April 2017 from 17% in March 2016. 
Despite this reduction in the CBR over 
the last twelve months, the lending rates 
have remained high. This is mainly due 
to the increased provisioning for bad 
debts in the banking sector due to the 
rising non-performing loans, and the 
structural rigidities within the banking 
sectors which is amplifi ed by the 
operational ineffi ciencies within the 
banking sector2.  

The high overall lending rates averaging 
at around 22% for Shilling loans across 
the banking sector poses a major 
constraint to growth in private sector 
credit. This in return has downside 
implications for domestic economic 
activity, investment and the projected 
recovery in the economy. It is for this 
reason that the Governor was very 
cautious about the growth prospects in 
the immediate future.

Since April 2016, the CBR has 
been reduced by 600 basis points 
to 11% per cent in April 2017 from 
17% in March 2016.



Growth for the last 5 years has been 
below the NDP target 

The global economic uncertainty that has 
continued together with its numerous 
risks particularly with respect to 
international trade and fi nance, as well as 
the continued delays in the 
implementation of infrastructure projects 
on the domestic front have also greatly 
undermined growth of the economy over 
the last seven years. 

The Government’s strategic plan is to 
transform Uganda into a middle income 
country by 2020. However, in order to 
achieve this target, the economy will have 
to grow at an accelerated rate of at least 
9% per annum in order to make up for the 
sluggish growth of the NDP I which was at 
an average of 5.5% per annum and also 
neutralize the high population growth 
which currently stands at 3.2% per 
annum. 

Achieving this rate of growth will not be 
easy. In fact, in the short to medium term, 

the Government is projecting the 
economy to grow by an average of about 
6% over the next three years to 2020. 

The growth will be driven mainly by 
improved public infrastructure 
investment, a recovery in private sector 
investment and improvements in 
agricultural production and household 
consumption3. 

The Government is projecting that the 
economy will grow by at least 5.5% next 
fi nancial year. The growth will be driven 
by improved public infrastructure 
investment, a recovery in private sector 
investment and improvements in 
agricultural production and consumption.

As Uganda lays the foundation to become 
a middle income country, and the 
changing global environment implies 
declining external assistance, it is 
imperative that domestic taxation activity 
support this transition. The current 
tax-to-GDP ratio of 13% is still very low 
compared to peer countries.

The tax base remains very narrow when 
compared to the total size of the economy. 
Broadening the tax bases, by bringing all 
economic activities especially those in the 
informal sector, into the tax net, by a 
combination of both voluntary 
compliance and tax enforcement will 
create the much-needed fi scal space to 
increase funding for the very ambitious 
public infrastructure projects, as well as 
operations and maintenance for service 
delivery, and support fi scal sustainability.

3National Budget Framework Paper FY 2017/18

After a very impressive year on year 
growth for a period of nearly twenty 
years, economic growth in Uganda has 
been decelerating. During the 20 year 
period from 1990 to 2010, the economy 
was growing at an average of 7% per 
annum. It then slowed down to an 
average of 5.5% per annum during the 
National Development Plan I (NDP I) 
period of 2011 to 2014. 

This recent decline is due to a 
combination of both internal and external 
factors. Much of the growth we observed 
in the 1990s and early 2000s was mainly 
as a result of the benefi ts of the structural 
adjustment programs and economic 
reforms of the 1990s. As these benefi ts 
started waning, the major binding 
constraints that had always existed in the 
economy such as the very poor 
infrastructure, started being felt in the 
post aid dependency periods of 2010 
onwards. 
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Fiscal stimulus through public 
infrastructure investment expected to 
drive growth of the economy

Infrastructure development is critical for 
unlocking the binding constraints to 
economic development in order to enable 
an economy to realize its full potential. 
When the 2008 global recession hit, 
countries such as US and China opted to 
stimulate their economies with 
government spending. 

In the US, for example, a $700-billion-plus 
stimulus package went to tax cuts and 
construction spending. That construction 
spending was largely focused on “shovel 
ready” projects that put money to work 
quickly in the economy but weren’t 
necessarily the most likely to bring 
long-term economic, environmental and 
social benefi ts. 

Nearly a decade later, there seems to be a 
renewed focus on fi scal stimulus, 
particularly through signifi cant public 
sector investment in infrastructure. In the 
US, the Trump administration has 
signaled an intent to invest as much as $1 
trillion in infrastructure spending. 

Similarly, the Canadian government 
recently announced plans to launch $32 
billion additional infrastructure projects 
over the next 12 years and to create an 
infrastructure bank aimed at attracting 
private investment in public transit and 
highway programs. Meanwhile, Japan 
plans to double its original infrastructure 
budget over the next few years to $61 
billion, which will include speeding up 
the construction of a magnetic levitation 

4IMF Uganda report

railroad line and expanding ports and 
airport capacity.

The Government of Uganda is aware of 
the potential of how a fi scal stimulus 
through infrastructure investment can 
drive growth in the economy. This is the 
reason why investment in infrastructure 
is currently the Government’s number one 
economic priority. 

The Government is currently embarked 
on a ten-year multibillion-dollar public 
infrastructure development projects.    

These infrastructure projects are 
expected to have positive spillovers on 
agro-processing, manufacturing, and 
trade4. Upgrading the country’s road and 

rail network and increasing the electricity 
generating capacity is now Uganda’s top 
economic priority. 

Considering the fact that over 75% of the 
population in Uganda live in rural areas 
and with most of them involved in 
agriculture, it is expected that 
Government investment in roads will 
connect farmers to the markets for their 
farm produce which are in the urban 
trading centers of the country. 

In addition to this, the increased 
electricity generation should also help in 
reducing the cost of power for both 
farmers and industrialists thereby making 
power more accessible and affordable for 
both value addition and industrialization.
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Infrastructure investments should 
be evaluated against their intended 
outcomes and objectives

According to the World Bank, transport 
costs can make up 50% to 75% of the 
retail price of goods in Africa. The high 
transportation costs in Africa are mainly 
due to the poor state of our roads and 
absence of good quality and functional 
railway links between African countries. 

The situation is made even worse by the 
very cumbersome, slow and bureaucratic 
border and customs procedures. A 
combination of all these factors have 
affected the competitiveness of our goods 
on both the regional and international 
markets, resulting in a high cost of living, 
reduced employment opportunities, 
slowdown in economic growth and 
poverty eradication. It is true that 
Uganda’s progress towards achieving 
inclusive sustainable growth is curtailed 
by the poor state of the country’s road 
and rail infrastructure and the high cost 
of power and energy.

From roads to railway to power 
generation projects, the Government 
believes that investment in the country’s 
transport infrastructural development 
and power generation will boost the 
country’s economic growth. “More 
electricity and better road network will 
mean faster industrialization” President 
Museveni said during his swearing in 
ceremony on 12 May last year. 

When done well, infrastructure 
investment can revive fl agging 
economies and pay for itself, by 
galvanizing private-sector activity and 
fostering economic growth5. But when 
done poorly, public infrastructure 
spending can lead to corruption and 
waste, with taxpayers footing the bill for 
“bridges to nowhere.” 

Uganda ranks very poorly when it comes 
to managing and implementing public 
investment projects. An IMF report in 
2013 noted that Uganda’s public 
investment performance is characterized 
by poor planning, delayed procurement, 
and under execution6. 

Policymakers in Uganda agree that 
infrastructure investment is a priority, 
and they expect economic and social 
benefi ts to accrue from the huge 

5World Economic Forum (WEF) 2016
6IMF Uganda Report

According to the World Bank, 
transport costs can make up 50% 
- 75% of the retail price of goods in 
Africa.

investments the government is making in 
the public infrastructure projects. 
However, specifying which benefi ts they 
expect and how they are to be achieved is 
proving to be diffi cult. 

Improving the ‘state of our road network, 
and increase our power generation 
capacity’ are laudable but these broad 
statements don’t address the specifi c 
economic or social benefi ts expected, nor 
tell us how we will measure the 
achievement of those benefi ts or balance 
spending priorities between them. 
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Budget for Roads and Power up by 35% 
while allocations to Education and 
Health down by 16%

Government is planning to increase its 
spending on the two key priority sectors; 
Works and Transport and Power and 
Energy by 35% in FY 2017/18, compared 
to what was allocated to these sectors in 
the current fi nancial year. 

At the same time, spending on Education, 
Health and Social Services will go down 
by 16% in FY 2017/18 compared to what 
was allocated to these key social services 
sectors in the current fi nancial year7. 

In committing the very huge sums 
Government has budgeted for investment 
in public infrastructure projects, it is 
important for the Government to clearly 
articulate to the taxpayers, voters and 
general population how these 
infrastructure investment projects will 
address the key concerns that are of most 
importance to the people. 

These concerns are: increased 
agricultural production and productivity, 
improved access to social services, 
improvements in the economic 
environment, creation of new jobs and 
improvements in the effi ciency and 
accountable management of public 
resources. 

These are the ‘bread and butter’ issues for 
the people in Uganda. It is through 
addressing these critical ‘bread and 
butter’ issues that incomes of the rural 
population will increase, which is very 
fundamental for inclusive economic 
development. 

During a public lecture she gave at her 
recent visit to Uganda, the IMF Managing 
Director warned that if Uganda was to 
continue with its drive to reduce poverty 
and also achieve inclusive economic 
development, the Government must fi nd 
the right balance between investing in 
infrastructure and spending on social 
services sectors of education, health care 
and support for the most disadvantaged 
especially the women.  

Many of our development partners have 
expressed concern about the proposed 
cut in spending for the Health and 
Education sectors in favor of public 
infrastructure projects. They have 
warned that Uganda runs a danger of 
undermining its past decade of progress 
in health, education and social 
development if these massive budget cuts 
to the key sectors of health and education 
continue in the future. 

7National Budget Framework Paper – FY 2017/18

Her Excellency the US Ambassador to 
Uganda put it very articulately in her 
recent article in the press, when she said 
“without its health, Uganda cannot 
achieve wealth”. She explained that a 
healthy population is the foundation of 
growth and economic progress. 

It is true, everything in Uganda is a 
priority and there are huge demands for 
funding from every sector, yet funds are 
limited. However it is very important to 
have the right balance between the 
different priority sectors of the economy. 

Transforming Uganda from a peasant to a 
modern and prosperous economy will 
require both investment in strategic 
infrastructure projects such as roads, 
rail, power and energy; as well as 
enhancing human capital development, 
improving social services delivery and  
increasing agricultural production and 
productivity.  

On the basis of the proposed budget 
allocations for FY 2017/18 it is clear that 
the Education, Health and Social 
Services sectors have been relegated to 
the ‘Second Division’ as the Roads and 
Energy sector power come into the 
‘Champions League’. 

I hope we will not leave to regret this in 
the future, when we will have very good 
roads that we cannot use productively 
due to the poor health condition, and 
poor education standards of the 
population. 
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Despite the generally favorable 
economic outlook, the economy faces 
a number of risks

These risks could result in a continuation 
of the sluggish growth in the economy 
that we have seen over the last two years. 

Some of these risks include the low 
domestic revenue base which will 
constrain the Government’s ability to 
fi nance its budget, the poor 
implementation and management of the 
large infrastructure investment projects 
that are planned for the next three years, 
the ever increasing public debt burden 
which is projected to exceed the 
threshold of 50% of the GDP by 2020, 
exogenous conditions, such as bad 
weather, regional instability, and the 
continued low growth of the global 
economy. 

In light of these very many risks and 
uncertainties, the Government must 
strive to ensure that the huge sums 
allocated to infrastructure investment 
projects results in a stimulus to the wider 
economy, especially the agriculture, 
manufacturing trade and retail sectors.
This will result in creation of 
employment opportunities for Ugandans 
and a general improvement in the 
economic conditions of both the rural 
and urban poor who are the most 
vulnerable with regards to eradication of 
poverty. 

On the other hand, if the current 
ineffi ciencies, poor management and 
poor implementation of public 
infrastructure projects continue this will 
not only constrain the ability for the 
economy to generate domestic revenues 
and creation of employment as a result of 
lack of spillovers from these investments 
into other sectors of the economy, but it 
will also greatly constrain the 
Government’s ability to pay back the 
billions of USD which we have borrowed 
to fund these projects.

The Government must strive 
to ensure that the huge sums 
allocated to infrastructure 
investments projects results in a 
stimulus to the wider economy, 
especially the agriculture, 
manufacturing trade and retail 
sectors.



The problem with our economy is not 
“what to do”, “but how to do it”

The challenges facing Uganda are very 
well known and understood by 
policymakers in Government. These 
challenges can be summarized as poor 
infrastructure, weak public service 
delivery, low levels of human capital, and 
underdeveloped institutions. 

What to do with regards to addressing 
these challenges is also very well-
articulated in both the Government’s 
National Development Plan and Vision 
2040. The problem is implementation. It 
is not about “what to do” but “how to do 
it”. 

To accelerate growth and economic 
development – we will have to change 
the approach from the current top down 
assessment of the economy and 
Government budget priorities to a new 
approach aimed at completely 
transforming the way Government does 
its business. 

To do this, we will need a Government 
transformation plan aimed at improving 

Francis Kamulegeya
Country Senior Partner 
+256 (0) 772 749 982 
francis.kamulegeya@pwc.com

For further information, please contact

Uthman Mayanja 
Partner 
+256 (0) 772 700 355 
uthman.mayanja@pwc.com

Cedric Mpobusingye 
Partner 
+256 (0) 772 743 063 
cedric.mpobusingye@pwc.com

Dowson Kalemba 
Partner
+256 (0) 772 701 698 
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the effi ciency of the public service 
delivery system, particularly in matters 
directly affecting citizens and the 
business community. Under this new 
approach, focus and purpose must be on 
improving the competitiveness of the 
economy and increasing private 
investment to meet our ambitious target 
of being a middle income economy by 
2020. 

The current model that entrusts the 
country’s planning and budget 
implementation to different government 
ministries, departments and agencies 
(MDAs) working in silos, will have to 
change as it is not working. 

We need a new approach that will require 
extensive collaboration between MDAs 
and other interested stakeholders such as 
private sector associations and civil 
society, with a view of coming up with 
detailed implementation plans with set 
timelines and, more importantly, 
measurable outcomes and results.  In this 
new model, assessment of success or 

failure of a particular Government 
program or development project will not 
be measured by the ratio of the budget 
utilized, the so called absorption 
capacity. No. Success will be measured 
against the impact on the agreed upon 
target variable in form of results and 
outcomes. 

Like my friend Helen Hai said at our PwC 
– NTV Economic Summit last year, what 
we need in Uganda is to start 
implementing the very good policies that 
we have. Whether it is the agricultural 
policy, industrial policy, national 
participation and local content, buy 
Uganda build Uganda policy, boda-boda 
regulation policy, you name it, it is all 
about implementation, implementation 
and implementation.

In conclusion, whereas we in PwC remain 
very optimistic about the economic 
prospects in the future, we do not see a 
signifi cant improvement in the economy 
in the immediate short term. I hope we 
are wrong. 
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