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CHAPTER ONE: INTRODUCTION

1.0 Introduction

Fiscal Year 2023/24 ushers in full-scale implementation of the reprioritized interventions
identified during the midterm review of the 3 National Development Plan (NDP Ill). It
also provides for continuity in Government'’s response strategy to the economic and social
challenges induced by COVID-19 and recent global uncertainties. FY2023/24 further
represents the third implementation year of the 2021-2026 manifesto of the ruling National
Resistance Movement (NRM) Government that turned two years in power in May 2023.

FY2022/23 was the 3 implementation year of NDP Il and Government’s economic recovery
and restoration plan following the onset of COVID-19 in the country in March 2020. Uganda
recorded a range of notable development gains during FY2022/23 at national, regional and
international level that contributed towards the country’s return to pre-COVID trends in
economic and social progress.

Atnational level, development indicators aligned to priority NDP Il outcomes registered varying
levels of progress. GDP per capita increased from US$1,043 in FY2021/22 to US$1,088
in FY2022/23 (or GNI per capita of US$ 1,071); literacy levels improved from 74 percent
in 2017 to 76 percent in 2021; and industrial development was resilient with the country
sustaining her position within the upper-middle quintile of the Africa Industrial Index (All)
for three years in a row (2019,2020 and 2021) and registering an Index of 0.5418 in 2021
against the continental median rank of 0.5144 for the same period. The share of monetized
GDP remained unchanged at 89 percent between FY2021/22 and FY2022/23.

There were also notable milestones towards diversification of the country’s economic base,
especially in the Oil and Gas sector. Uganda’s oil industry registered another key milestone
in January, 2022, with the launch of the spudding (commencement of drilling of the oil wells)
for the Kingfisher oil field. The Final Investment Decision (FID) for the Refinery Project is also
expected to be reached within FY2022/23.

This progress was not without significant challenges. The lag effects of COVID-19 lockdowns
on human capital development still linger including learning losses in the education sector
and the slow recovery of jobs. This continues to negatively affect the quality and uptake by
households of some social services like education and healthcare.

At a regional level, the economic integration agenda continued to gain traction at the level
of the East African Community (EAC) and the African Union. The Democratic Republic of
Congo (DRC) formally became the 7™ Partner State of EAC after depositing the instrument
of ratification with the EAC Secretary General in July 2022. With the entry of DRC, EAC now
commands an estimated 283.7 million citizens, a combined Gross Domestic Product of US$
305.3 billion and a per capita GDP of over US$1,000. Further efforts to deepen trade and
investment within the bloc include implementation of the revised EAC Common External
Tariff (CET) which commenced in July, 2022. The revised CET will address the requests for
stays of application, which distort the EAC CET and is expected to promote industrialization
in the region, spur intra-regional trade by encouraging local manufacturing, value addition and
facilitate realization of the benefits of the African Continental Free Trade Area (AfCFTA).
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At the continental level, the Regulatory Audits on Trade in Services for all African countries
under the Africa Continental Free Trade Area (AfCFTA) was launched in November 2022. The
AfCFTA Trade in Services Regulatory Audit Reports is a positive development for Uganda since
it addresses restrictions that impair cross-border trade relations between African nations.
Relatedly, the African Union, in February 2023, adopted the theme of the Year 2023 as the
“Year of AfCFTA: Acceleration of the African Continental Free Trade Area Implementation”.
This is expected to generate greater political commitment and accelerate the effective
implementation of the AfCFTA to fully benefit the African citizenry and achieve the Aspirations
and goals of Agenda 2063.

On the global front, the fight against inflation, the spillover effects of the Ukraine-Russia
conflict, and a resurgence of COVID-19 in China weighed down on global economic activity
in 2022, and has continued to do so in 2023. Despite these global challenges, real GDP was
surprisingly strong in the third quarter of 2022 in numerous economies, including the United
States, the Eurozone, and major emerging markets and developing economies. Additionally,
the European economic growth in 2022 was more resilient than expected in the face of the
large negative terms-of-trade shock from the Ukraine conflict. This resilience, which is visible
in consumption and investment partly reflects government support of about 1.2 percent of
European Union GDP to households and firms hit by the energy crisis, as well as dynamism
from economies reopening.

In terms of process, preparation of the Budget for FY 2023/24 met the stipulated provisions
in the Budget Calendar and was consultative. The process received inputs from relevant
stakeholders’ including representatives of Central and Local Government entities, the Private
Sector, Civil Society Organizations and Development Partners. Regionally, EAC pre-budget
consultations for FY 2023/24 between Partner States were conducted in September 2022
where the budget theme and key priorities for the region were agreed upon. At national level,
a National Budget Consultative workshop and Economic Growth Forum were held to identify
policy solutions to drive the country’s future growth prospects. Local Government Budget
Consultative workshops were also held across all regions of the country to incorporate key
issues and recommendations of local economic development into the budget.

The rest of this report is structured along the following chapters: Chapter Two analyses
developments and prospects within the global and regional context and their impact on
Uganda’s economy. Chapter Three provides a discussion on Uganda'’s development cooperation
agenda across major thematic areas at both regional and international level including the EAC;
COMESA; AU and the UN among others. Chapter Four discusses the performance of the
domestic economy in FY 2022/23 covering the real, monetary, fiscal and external sectors.
Chapter Five discusses the Country’s National Investment and development priorities and the
associated National Development outcomes. Chapter Six analyses programme performance
along NDPIII clusters in FY 2022/23 and priorities for FY 2023/24. Lastly, Chapter Seven
provides the macroeconomic and fiscal outlook for FY 2023/24 and the medium term.

-‘ Background to the Budget Fiscal Year 2023/24
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CHAPTERTWO: GLOBALAND REGIONALDEVELOPMENTS AND
PROSPECTS

2.1 Introduction

Global integration has led to significant economic expansion, notably in industrialized
countries, but also in developing countries with outward-oriented economic and trade policies.
Increasing trade and investment, economic cooperation and regional integration create more
opportunities for economies to reap gains from globalization.

Regionally, Uganda enjoys free trade in the EAC with a trade surplus of about US$ 136.43
million in the rest of the EAC Partner States in 2022 but traded a deficit with other regions
such as Asia (US$ 278.33 million), followed by the Middle East (US$ 117.83 million) and the
Rest of Africa at US$ 11.16 million™.

NDPIII provides a detailed context on the linkages between global and regional development
issues that influence the national development agenda. This chapter therefore, analyses the
global and regional landscape and the likely impact of the surrounding developments on the
performance of the national economy and Government’s policy decisions.

2.2 Global Economic Developments and Prospects

The world continues to confront multiple, inter-connected crises. Amid a slow recovery
from the impact of the COVID-19 pandemic, the world is facing a food and energy crisis
exacerbated by the Russia-Ukraine conflict, with record high inflation unleashing a cost-
of-living crisis. Developing countries are struggling over the costs of imports and debt
servicing, while climate crisis continues to wreak havoc on the most vulnerable countries and
populations. Amid monetary policy tightening, rising interest rates, subdued consumption and
private investments, judicious government spending will remain critical for steering economic
recovery worldwide?.

2.2.1 Global Economic Growth

A series of severe and mutually reinforcing shocks hit the world economy in 2022, as it
approached the mid-point for achieving the Sustainable Development Goals (SDGs) by 2030.
The current global economic slowdown cuts across both developed and developing countries,
with many facing risks of recession in 2023.

As of April, 2023, global growth is projected to fall from an estimated 3.4 percent in 2022
to 2.8 percent in 2023, then rise to 3.0 percent in 2024 due to “surprisingly resilient” demand
in the United States and Europe, an easing of energy costs and the reopening of China'’s
economy after Beijing abandoned its strict COVID-19 restrictions®. The forecast for 2023 is
0.2 percentage point higher than predicted but below the historical (2000-19) average of 3.8
percent. The rise in central bank rates to fight inflation and the negative impacts of the Russia-
Ukraine conflict continue to weigh on economic activity. The rapid spread of COVID-19 in
China dampened growth in 2022, but the recent reopening has paved the way for a faster-
than-expected recovery.

1 MoFPED, Performance of the Economy Report, 2023
2 The UN World Economic Situation and Prospects 2023
3 IMF Global Growth Outlook 2023
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Global inflation is expected to fall from 8.8 percent in 2022 to 6.6 percent in 2023 and 4.3
percent in 2024, still above pre-pandemic (2017-19) levels of about 3.5 percent®. This is
driven by the appreciation of the US-dollar against major currencies, lower foreign exchange
reserves and delayed pass-through of higher energy and commodity prices. In addition,
potential energy price hikes, ongoing de-globalization, structural labour market problems and
faster-than-anticipated economic recovery in China remain among the key risks and could
accelerate price growth in 2023. In addition, consumer purchasing power in 2023 is forecast
to be further eroded by stubbornly high prices of essential goods and rising interest rates>.

Growth momentum has weakened in the United States, the European Union, and other
developed economies, adversely affecting the rest of the world economy. In the United
States, GDP is projected to expand by only 0.4 percent in 2023 after estimated growth of 1.8
percent in 2022. Consumers are expected to cut back spending amid higher interest rates,
lower real incomes, and significant declines in household net worth. Rising mortgage rates
and soaring building costs will likely continue to weigh on the housing market, with residential
fixed investment projected to decline further. Britain was the only major advanced economy
predicted to be in recession in 2023, with a 0.6 percent fall in GDP as households struggle
with rising living costs, including energy and mortgages®.

In most economies, amid the cost-of-living crisis, the priority remains achieving sustained
disinflation. With tighter monetary conditions and lower growth potentially affecting
financial and debt stability, it is necessary to deploy macro prudential tools and strengthen
debt restructuring frameworks. Subduing China’s post-reopening wave of COVID-19 that
is expected to pick peak in June 2023 would safeguard the recovery, with positive cross-
border spillovers. Fiscal support should be better targeted at those most affected by elevated
food and energy prices, and broad-based fiscal relief measures should be withdrawn. Stronger
multilateral cooperation is essential to preserve the gains from the rules-based multilateral
system and to mitigate climate change by limiting emissions and raising green investment.

The short-term economic outlook for Europe has deteriorated sharply as the conflict in Ukraine
continues. Many European countries are projected to experience a mild recession, with elevated
energy costs, high inflation, and tighter financial conditions depressing household consumption
and investment. The European Union is forecast to grow by an estimated 0.1 percent in 2023,
down from 3.2 percent in 2022, when further easing of COVID-19 restrictions and release
of pent-up demand boosted economic activities. As the European Union continues its efforts
to reduce dependence on Russian fossil fuels, the region remains vulnerable to disruptions in
energy supply and gas shortages. The prospects for the economy of the United Kingdom are
particularly bleak given the sharp decline in household spending, fiscal pressures, and supply-
side challenges, partly resulting from Brexit. After entering recession in the second half of
2022, GDP is projected to contract by 0.8 percent in 2023.

Despite growing at a moderate pace, Japan's economy is expected to be among the better-
performing developed economies in 2023. Prolonged chip shortages, rising import costs
(driven by a weakening Japanese yen) and slowing external demand are, however, weighing
on industrial output. But, unlike in other developed economies, monetary and fiscal policy is
still accommodative. Gross Domestic Product is forecast to increase by 1.5 percent in 2023,
slightly lower than the estimated growth of 1.6 percent in 2022.

4 World Economic Outlook, 2022(WEO)
5 Euro monitor International Macro Model, 2023
6 IMF Outlook 2023
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Figure 2.1: Growth Prospects of World’s Major Economies
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Source: UN DESA, based on estimates and forecasts produced with the World Economic
Forecasting Model.

Note: e = estimate; f = forecast.

Source: UN DESA

The conflict in Ukraine heavily impacts near-term economic prospects for the Commonwealth
of Independent States (CIS) and Georgia, and neighbouring countries in South-Eastern Europe.
The contraction of the economy of the Russian Federation, and the significant loss of output
in Ukraine are having spillover effects on the rest of the region. Nonetheless, the Russian
economy shrank less than initially expected in 2022, with GDP declining by only about 3
percent due to a massive current account surplus, continued stability of the banking sector
and reversal of the initial sharp monetary tightening.

Several of the region’s economies benefited from relocation of businesses and residents and
capital inflows, experiencing faster-than-expected growth in 2022. Growth in the region’s
energy exporters was supported by improved terms of trade. Overall, aggregate GDP of the
Commonwealth of Independent States and Georgia (excluding Ukraine) is expected to contract
by 1 percent in 2023, following an estimated decline of 1.6 percent in 2022.
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Figure 2.2: Global economic growth estimates and forecasts as of January 2022 and January
2023, according to the World Economic Situation and Prospects (WESP) 2023
Percentage
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Source: World Economic Situation and Prospects (WESP) 2023. Calculation by UN DESA,
based on estimates and forecasts produced with the World Economic Forecastina Model.

2.2.2 World Commodity Prices’
Energy and food

Prices for energy and food products increased sharply following the outbreak of the conflict in
Ukraine. Energy prices in 2022 were up 47/ percent year-on-year and 125 percent compared
to 2021. Food prices also rose by 12 percent year-on-year in 2022 and 19 percent in 2021.
The rise in energy prices was driven by natural gas, which jumped 118 percent year-on-year
in 2022 and 433 percent since 2021, while crude oil prices moderated but remained high, up
by 64 percent at end of 2022 compared to the same period in 2021.

Grains: Global grain prices were up by 21 percent year-on-year in 2022, including a 24 percent
rise in the price of wheat. Particularly worrying for food security was the price of fertilizers,
which were up 75 percent year-on-year. High fertilizer prices could cause farmers in poor
countries to use less or do without, with negative consequences for crop yields.

Natural Gas: Natural gas prices have varied strongly across regions since the start of 2021.
In 2022, European gas prices were more than eight times higher than in that of year 2021.
Prices in the United States nearly tripled over the same period but remained low compared to
Europe, US$ 7.76 per million Btu compared to US$ 59.10.

7 World Trade Statistical Review 2022
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Merchandise and commercial services trade values®

The value of trade in commercial services as measured by the average of exports and imports
rose by 15percent in 2022 to US$ 6.8 trillion with all sectors recording growth. Transport had
another record year, with trade up by 25percent in 2022, and 40percent above 2019 levels
(See Chart below showing year-on year growth in world commercial services trade, 2021-
2022). However, growth slowed as shipping rates started to decline steadily since the spring.
This reflects in part the shift back to consumers’ spending on services as the health situation
normalized in most countries. On the other hand, the difficult economic and geopolitical
context, high inflation, and soaring energy and commodity prices have reduced global demand.

Figure 2.3: Year-on year growth in World Commercial Services trade, 2021-2022
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Source: WTO-UNCTAD estimates with cooperation from ITC
Note: Average of exports and imports

The slowdown in goods-related services trade in 2022 points to decreased contract
manufacturing activities (i.e. goods processing on a contract basis such as assembly, packaging,
labeling, etc.) in other countries. Freight transport rates have now largely returned to pre-
pandemic levels. The global spot market rate for 40-foot container units was down to US$
1,481 in 2023, 14percent above 2019 prices in the same period. As prices continue to fall,
the outlook for the shipping sector is bleak at least for the first half of 2023.

8 Global Trade Outlook, WTO 2023
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Three years after the onset of COVID-19, international tourism is on a path to full recovery
as mobility restrictions have been removed worldwide. Travel demand appears resilient to
the current adverse economic context. In addition, the reopening of China’s borders in early
January 2023 is expected to boost regional and global travel. Over the recent years, China
ranked as the largest tourism outbound market and spender. Travel, which accounted for
almost one quarter of services trade before the pandemic, as well as passenger transport were
hit hard by border closures and quarantine requirements. Despite the remarkable catch-up
growth of 79 percent in 2022, global travelers’ expenditure abroad was still 22percent below
pre-pandemic levels as Asia remained closed. In 2022, tourism growth was largely driven by
European countries and the United States due to a strong US dollar.

2.2.3 International Trade

World merchandise trade volume is projected to grow 1.7 percent in 2023, up from the
previous estimate of 1.0 percent in 2022. It is further projected to grow by 3.2 percent in
20247 on account of easing of pandemic controls and a change in the current economic
conditions. Trade continues to be a driver of the resilience of the global economy, but it will
remain under pressure from external factors in 2023. World GDP at market exchange rates is
expected to decline to 2.8percent in 2023 down from 3.4percent in 2022%°. Trade and output
will be weighed down by several related shocks, including the conflict in Ukraine, high energy
prices, inflation, and monetary policy tightening.

Merchandise exports from the Commonwealth of Independent States (CIS), including Georgia,
Turkmenistan, and Ukraine, were estimated to have declined by 3.5 percent in physical terms
in 2022 compared to the previous year while imports into the region decreased both in
volume and value terms by around 15 percent and 11 percent, respectively!'. North America
and Europe recorded stronger than expected import growth in the first half of 2022 but Asian
imports stagnated, registering year-on-year growth of just O.7percent in the first half.

In 2022, trade grew by 2.7 percent and is projected to grow by 1.7 percent in 2023, largely on
account of relaxation of COVID-19 pandemic controls in china and other parts of the world.
The Middle East got the strongest trade volume growth of any region in 2022 on both the
export side (9.9 percent) and the import side (9.4percent). The value of merchandise trade in
U.S. dollars was up 17 percent year-on-year in the second quarter of 2022. Energy prices rose
78 percent year-on-year in August while food prices were up 11percent, grain prices were up
15 percent and fertilizer prices were up 60 percent.

Given the current forecast, trade growth will slow sharply but remain positive in 2023. It should
be noted that there is a high degree of uncertainty associated with the forecast due to shifting
monetary policy in advanced economies and the unpredictable nature of the Russia-Ukraine
conflict. The Chart below shows quarterly world merchandise trade volume through 2023 with
error bands around the forecast period. Looking ahead to 2024, trade growth should rebound
to 3.2 percent, as GDP picks up to 2.6 percent, but this estimate is more uncertain than usual
due to the presence of substantial downside risks, including global geopolitical tensions, food
supply shocks, and the possibility of unforeseen fallout from monetary tightening.

9 WTO Global Trade Outlook and Statistics, 2023
10 IMF, April 2023 outlook
11 WTO Global Trade Outlook and Statistics, 2023
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Figure 2.4: Volume of World Merchandise Trade, 2015Q1-2023Q4 (Seasonally-adjusted
volume index, 2015=100)
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On the import side, the CIS region plunged 21.7percent during the second quarter of 2022,
probably as a result of the Russian Federation’s exclusion from the SWIFT payments system.
Imports by other resource rich regions (South America, Africa and the Middle East) came
in stronger than expected, as higher commaodity prices inflated export revenues, allowing
countries in these regions to import more. North America and Europe recorded stronger than
expected import growth in the first half of 2022 but Asian imports stagnated, registering year-
on-year growth of just O.7percent in the first half.

Figure 2.5: Merchandise exports and imports by region, 2019Q1-2023Q4

Exports Imports
130 130

120 120

110 110

100 100

a0 a0

&0 80

70 0

——MNarth Amarica ———Sauth America 5 —— Furaps
CliEb =—=pAfrica = hiiddle East

—

2.2.4 International Investment

Persistently high inflation, which averaged about 8.7 percent in 2022, has prompted aggressive
monetary tightening in many developed and developing countries. Rapid interest rate hikes,
particularly by the Federal Reserve in the United States of America, have had global spillover
effects, triggering capital outflows and currency depreciations in developing countries,
increasing balance of payment pressures and exacerbating debt sustainability risks. Financing
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conditions have tightened sharply amid high levels of private and public debt, pushing up debt-
servicing costs, constraining fiscal space and increasing sovereign credit risks. Rising interest
rates and diminishing purchasing power have weakened consumer confidence and investor
sentiment, further clouding near-term growth prospects for the world economy. Global trade
has softened due to tapering demand for consumer goods, the protracted conflict in Ukraine
and continued supply chain challenges®.

Inflationary pressures are projected to gradually abate amid weakening aggregate demand
in the global economy. This should allow the Federal Reserve and other major central banks
to slow the pace of monetary tightening and, eventually, shift to a more accommodative
monetary policy stance. The near-term economic outlook remains highly uncertain, however,
as myriad economic, financial, geopolitical and environmental risks persist.

The outlook for global Foreign Direct Investment (FDI) in 2023 appears weak. Negative or slow
growth in many economies, further deteriorating financing conditions, investor uncertainty in
the face of multiple crises and, especially in developing countries, increasing debt-related risks
will put significant downward pressure on FDI®.

2.3 Global Economic Developments and Prospects

Global economic activity remained subdued at the turn of the year, 2023, but near-term
prospects have brightened, buoyed by China’'s economic reopening and the continued
resilience of labour markets across advanced economies. The easing of supply constraints
continues to underpin global trade and, despite headline inflation declining, underlying price
pressures remain strong.

GDP is projected to expand by 0.8% in 2023 and 1.6% in 2024 in the euro area driven by
a reduction in inflation from 9.2% in 2022 to 6.4% in April, 2023. Inflation is projected to
reduce further to 2.8% in 2024. Labour markets have also continued to perform strongly, with
the unemployment rate in the EU remaining at its all-time low of 6.1% in December, 2023.

Growth in China is projected to moderately improve in 2023 after a weaker-than-expected
performancein 2022. Amid recurring COVID-19 related lockdowns and prolonged stress in the
real estate market, the economy expanded by only 3 percent in 2022. With the Government
abandoning its Zero-COVID policy in late 2022 and easing of monetary and fiscal policies,
economic growth is forecast to accelerate to 4.8 percent in 2023. But the reopening of the
economy is expected to be bumpy, and growth will likely remain well below the pre-pandemic
level of 6 to 6.5 percent.

Economic recovery in East Asia remains fragile, although average growth is stronger than in
other regions. In 2023, GDP growth in East Asia is forecast to reach 4.4 percent, compared to
3.2 percent in 2022, mainly reflecting the modest recovery of growth in China. However, many
economies in the region (other than China) are losing steam amid fading pent-up demand,
rising living costs and weakening export demand from the United States and Europe. This
coincides with a tightening of global financial conditions, and countries adopting contractionary
monetary and fiscal policies to curb inflationary pressures. Although the expected recovery of
China’s economy will support growth across the region, a surge in COVID-19 infections may
temporarily create negative spillovers.

12 World Economic Situation and Prospects, 2023
World Investment Report 2023
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In South Asia, the economic outlook has significantly deteriorated due to high food and energy
prices, monetary tightening, and fiscal vulnerabilities. Average GDP growth is projected to
moderate from 5.6 percent in 2022 to 4.8 percent in 2023 (figure 2.6). Growth in India is
expected to remain strong at 5.8 per cent, albeit slightly lower than the estimated 6.4 per cent
in 2022 as higher interest rates and a global slowdown weigh on investment and exports. The
prospects are more challenging for other economies in the region, with Bangladesh, Pakistan
and Sri Lanka seeking financial assistance from the IMF in 2022.

In Western Asia, oil-producing countries have emerged from the economic slump, benefiting
from high prices and rising oil output as well as the recovery of the tourism sector. Recovery
in non-oil-producing countries, by contrast, has remained weak amid tightening access to
international finance and severe fiscal constraints. Average growth is projected to slow from
an estimated 6.6 percent in 2022 to 3.5 percent in 2023 amid worsening external conditions.

Figure 2.6: Growth prospects of developing economies
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The outlook in Latin America and the Caribbean remains challenging, amid unfavourable
external conditions, limited macroeconomic policy space, and stubbornly high inflation.
Regional growth is projected to slow to only 1.4 per cent in 2023, following an estimated
expansion of 3.8 per cent in 2022 (figure 2.6). Labour market prospects are challenging, and
reductions in poverty across the region are unlikely in the near term. The region’s largest
economies Argentina, Brazil, and Mexico are expected to grow at very low rates owing to
tightening financial conditions, weakening exports and domestic vulnerabilities.
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2.3.1 Sub-Saharan Africa

Africa’s economic recovery was disrupted in 2022 by a range of internal and external shocks
including adverse weather conditions, rapidly rising rates of inflation, higher borrowing
costs and softer demand in major export markets. Some of these factors will subdue growth
prospects in the year ahead, but the region overall is expected to hold steady rather than
suffer a major downturn in economic growth. Both North Africa and Sub-Saharan Africa (SSA)
are projected to grow by 3.2% in 2023. For sub-Saharan countries alone, growth is projected
to decline to 3.6% in 2023 down from 3.9% in 2022 before rising to 4.2 % in 2024 . We
expect almost all countries in Africa to continue to grow, although real GDP growth rates will
vary considerably across the region and some states will stagnate and teeter on the brink of
recession.

Growth in Central Africa is estimated to have been the Continent’s fastest, at 4.7 percent,
up from 3.6 percent in 2021 bolstered by favorable commodity prices. Southern Africa and
West Africa experienced the most decelerated growth of about 2.5 percent in 2022 from 4.3
percentin 2021 and 3.6 percent in 2022 from 4.4 percent in 2021 respectively. This slowdown
reflects subdued growth in South Africa, as higher interest rates, insecurity, and weak oil
production, weak domestic demand, and persistent power outages weighed on the economy.
In North Africa, growth is estimated to have declined by 1.1 percentage point to 4.3 percent
in 2022 from 5.4 percent in 2021, due to the sharp contraction in Libya and the drought in
Morocco. However, growth is projected to stabilize at 4.3 percent in 2023, supported by a
projected strong rebound in the two countries and sustained growth elsewhere in the region.

The economic growth in SSA will not be uniform across subregions and countries. The GDP
growth of Western and Central Africa is estimated to decline to 3.4% in 2023, from 3.7% in
2022, while that of Eastern and Southern Africa will decline to 3.0% in 2023, from 3.5% in
2022. The region’s performance is still dragged down by lower long-term growth in the largest
countries on the continent. Economic activity in South Africa is set to weaken further in 2023
(0.5%) as the energy crisis deepens, while the growth recovery in Nigeria for 2023 (2.8%) is
still fragile as oil production remains subdued. Among the 10 largest economies in SSA, which
represent more than three-quarters of the region’s GDP, eight are growing at rates that are
below their long-term average growth, including Sudan, Nigeria, Angola, and Ethiopia.

Growth in East Africa is estimated to have moderated to 4.2 percent in 2022 from 5.1 percent
in 2021 but is projected to recover to the pre-pandemic average above 5.0percent in 2023
and 2024. The projected strong growth is not homogenous across the region, with four
countries (Kenya, Rwanda, Seychelles, and South Sudan) expected to grow above 5 percent
in both 2022 and 2023. Growth will likely be subdued in Comoros, Somalia, and Sudan below
3.0percent in 2022, while all the East African countries (except Comoros and Eritrea) should
experience a growth rate of more than 4.0 percent in 2023.

East Africa’s real gross domestic product (GDP) growth was driven by industry on the supply
side, contributing 2.2 percentage points of the region’s 4.8 percent economic growth in 2021.
This was followed by the service sector which contributed 1.6 percentage points while the
agriculture sector contributed 1.0 percentage point. The industrial sector’s performance was
strongly influenced by its strong growth in Ethiopia, Tanzania, and Uganda where construction
dominated.

14 IMF, 2023
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The slowdown in economic growth has been due to a confluence of factors, including the
growing impacts of climate change, persistent COVID-19 risks in Africa and globally, and the
spill-over effects of rising geopolitical tensions such as evolving flashpoints of conflict and
insecurity on the continent and Russia-Ukraine conflict. These domestic and external shocks
have led to substantial volatility in global financial markets, fueled inflationary pressures,
increased the costs of capital and of debt servicing, disrupted global supply chains (especially
in food and energy markets), and softened demand in major export markets, especially in
Europe and China, Africa’s main trading partners.

African economies will face turbulent times in 2023 as a range of internal and external shocks
undermine the region’s growth prospects and threaten stability, but most of the region will
weather the storm and continue to grow. Resource-intensive economies and major commodity
exporters will face challenging market conditions amid a global economic slowdown, but the
outlook is far from gloomy as export prices remain reasonably high and competition remains
intense for Africa’s resources. Domestic price pressures will remain elevated although inflation
will ease back from the highs of 2022 and monetary policy will tighten across much of Africa,
while the cost of international capital will rise substantially for some economies. Major
concerns surround the heavy burden of debt servicing, instability created by election cycles,
geopolitics and conflicts, as well as the lingering threat of food insecurity caused by conflict
and adverse weather conditions®.

15 Africa Outlook Report, 2023
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CHAPTER THREE: DEVELOPMENT COOPERATION

This chapter stipulates how effective development cooperation is a key vehicle in supporting
developing countries realize their own development goals, ambitions as well as address the
existing diversity of interlinked vulnerabilities and build resilience in both the medium and long-
term. Uganda is signatory to regional and international development agendas that present
opportunities for development cooperation. This is in line with the NDPIIl which identifies
development cooperation as a key requirement to prioritize efforts aimed at identifying
Uganda’s market opportunities in global and regional protocol to which Uganda is signatory
such as the Africa Continental Free Trade Area (AfCFTA) among others.

3.1 International Cooperation
3.1.1 Trade and investment
Implementation of International Investment Agreements (l1A)

By April 2023, the International Investment Agreements (lIA) regime consisted of 3,300
treaties, of which 2,871 were Bilateral Investment Treaties (BITs) while 435 are Treaties with
Investment Provisions (TIPs). *Of the total Investment treaties, at least 18 (0.5percent) were
signed between January 2022 and April 2023. During the review period, 24 lIAs entered into
force while 60 were effectively terminated. A total of over 2,500 bilateral investment treaties
(BITs) and treaties with investment provisions (TIPs) are currently in forcelll. Traditionally, the
lIAs were adopted as an instrument of global investment policymaking but have become
increasingly contentious over the past decade due to, among others, the fast-growing
number of Investor-State Dispute Settlement (ISDS) claims related to climate. The 2022
Intergovernmental Pane on Climate Change (IPCC) highlighted the risks of ISDS being used
to challenge climate policies.

The risk of investor-State dispute settlement (ISDS) being used to challenge climate policies
was identified as a major concern’”- Many IlA-based ISDS cases have been brought against
measures that are related to environmental protection®®. At least 175 environmental related
cases have been brought against States, accounting for about 15 percent of 1,190 known
ISDS cases based on IlIAs. Whereas about one third of these cases were decided in favour of
the investor (38 percent), 40 percent were decided in favour of the St ate while others were
either discontinued, settled, the outcome is unknown, or the tribunal found an IIA breach but
did not award monetary compensation (Fig. 3.1%).

16 https:/investmentpolicy.unctad.org/news/hub/1716/20230413-iia-navigator-update-new-treaties-in-force-dates-
and-terminations

17 World Investment Report, 2022

18 https:/unctad.org/system/files/official-document/diaepcbinf2022d7_en.pdf
World Investment Report 2022 (UNCTAD, 2022)
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Figure 3.1: Investor-State dispute settlement (ISDS)
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To mitigate such disputes, in 2022, countries started implementing [IAs reforms taking climate
change under consideration and mainstreaming environmental actions in new investment treaty
regime, with a particular focus on aligning the regime with international climate commitments,
mainly the Paris Agreement. However, the world remains optimistic on whether the refined
provisions in newer [IAs will shield climate change measures from ISDS claims or prevent
investors with high-carbon investments from invoking ISDS to claim compensation.

The Investment Promotion Agency (IPA) Network, 2022: In October 2022%°, the OECD
organized the seventh meeting of IPAs with a thematic focus on Investment Promotion &
Facilitation for Sustainable Regional Development. Countries notably discussed ways to
increase the relevance, the visibility and the financially sustainability of the OECD IPA Network.
The importance of maintaining a healthy exchange of information and high level of relevance
of the activities was outscored recalling that these activities are hindered by the financial
constraints. The discussion mainly focused on: i) The attractiveness factors which strongly
shape the geography of FDI in the OECD, causing investment levels to vary considerably across
regions; ii)The need for countries to better harness FDI to support regional development as
a growing priority of governments and IPAs since almost all national investment promotion
strategies have a regional dimension. In addition, over 90percent of IPAs have the mandate to
promote and facilitate FDI in support of regional development; iii) Creating local ecosystems
for FDI in regions, providing adequate information and focusing on an educated workforce
and infrastructure should be top priority actions; and iv)Well-crafted FDI prioritisation and
monitoring & evaluation systems that are central to ensuring IPA activities support sustainability
and inclusiveness, such as those relating to regional development.

The World Investment Conference (WIC) 2022: The 26" World Investment Conference (WIC)
2022 was organised by the World Association for Investment Promotion Agencies (WAIPA) in
September 2022 in Geneva, Switzerland. The WIC is one of the largest gatherings where |PAs,
multilaterals and the private sector convene to address current economic and social issues
that may affect global investment flows and other strategic and policy considerations.

20 https:/www.oecd.org/investment/investment-policy/ 7th-OECD-IPA-Network-Meeting-summary-2022.pdf
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The overarching theme of the event was “Investment Promotion Agencies (IPAs) Shaping
the Future of Foreign Direct Investments (FDI)". The event underscored the importance of
Knowledge and innovation giving rise to new and emergent technologies and providing
solutions to the most complex problems. This was aimed at fostering sustainable growth
and development. Key issues discussed include: Digital FDI, Sustainability & Impact FDI,
Evolution of Global Value Chains and Creation of Investable Projects. Subsequently, there was
a launch of United Nations Industrial Development Organization (UNIDO) Portal for African,
Caribbean and Pacific Regions, International Solar Alliance (ISA) Startup Challenge, WAIPA
Community Platform, WAIPA-United Nations Development Programme (UNDP) Sustainability
Initiative & WAIPA Business Advisory Board.

The African Continental Free Trade Area Protocol on Investment: The Heads of State and
Government of the African Union during the 35" Ordinary Session held in February 2022
directed that, negotiations on the AfCFTA Protocol on Investment be concluded by September
2022. Negotiations on Investment Protocol are part of Phase Il of the AfCFTA negotiations
which covers Intellectual Property Rights (IPRs), Investment and Competition Policy. Phase |
whose negotiations partly concluded in January 2022, covered trade in goods and trade in
services.

The AfCFTA Secretariat put in place a Taskforce comprising of representatives from the
Investment and Legal Divisions of the AfCFTA Secretariat, African experts on investment
treaties and international law, and representatives from the United Nations Conference on
Trade and Development to draft a Protocol on Investment. Negotiations on the Protocol
started during the 4" meeting of the AfCFTA Committee on Investments, held in March 2022.
The draft Protocol on Investment and Agreement Establishing the African Continental Free
Trade Area (AfCFTA) was concluded in October 2022 and adopted at the Ministerial level by
the AfCFTA Council of Ministers. The same has since been adopted by the Assembly of Heads
of States in February 2023.

The Launch of AfCFTA Guided Trade Initiative: The Guided Trade Initiative (GTI) was launched
in October 2022 for purposes of testing the readiness of AfCFTA's policies, legal framework
and operational and institutional environments to facilitate trade and investment?'. Most
importantly, the GTI was designed to facilitate the development of regional value chains that
will allow for more climate-friendly and sustainable trade across the continent. In addition,
the Initiative seeks to facilitate commercially meaningful trading under the AfCFTA framework
through matchmaking businesses and products for export and import among participating
State Parties in coordination with national AfCFTA Implementation Committees. Relatedly,
the GTI also focuses on increasing opportunities for Small and Medium Enterprises (SMEs),
youth and women in trade.

Currently, only eight countries have met the minimum requirements for participation in the
Initiative which include Cameroon, Egypt, Ghana, Kenya, Mauritius, Rwanda, Tanzania and
Tunisia and the initiative will be subjected to annual reviews for purposes of adding more
countries. Initially, 96 products will be traded duty-free and quote-free under the GTI, among
them include ceramic tiles, sisal fibre, batteries, and beverages and foodstuffs, including tea,
coffee, processed meat products, corn starch, sugar, pasta, glucose syrup and dried fruits.

The Initiative is expected to prompt state parties to start issuing AfCFTA trading documents
including certificates of origin, importer as well as exporter declaration forms and ensure that
their customs laws and systems are aligned to the AfCFTA requirements.

21 https:/au-afcfta.org/afcta-in-the-news/
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By December 2022, Kenya had exported two AfCFTA-certified batches of car and truck
batteries as well as one consignment of Kenyan-grown tea to Ghana. While the Igire Coffee,
a women-led Rwandan company, shipped 105 kilograms of roasted arabica coffee beans to
Ghana under the GTI?2,

3.1.2 Climate Change

Globally, the link between climate change and sustainable development in both the medium
and long-term are cited to be robust. The 27" session of the Conference of the Parties
(COP27) of the UN Framework Convention on Climate Change (UNFCCC) in Sharm el Sheikh,
Egypt, in November 2022 sought to ensure that the global community work together within
the multilateral system and abide by the 1.5-degree celsius target of temperature. To achieve
this purpose, Member States were tasked to prioritize and promote immediate emission
reductions in all sectors and accelerate the global turnaround in energy policy before the end
of this decade.

The COP27, hosted more than 100 Heads of State and Governments, over 35,000 participants
and numerous pavilions showcasing climate action around the world and across different
sectors.

Notably, Countries concluded with a historic decision to establish and operationalize a loss
and damage fund. Other key development from the conference included?:

Launch of a new five-year work program at COP27 to promote climate technology
solutions in developing countries.

il. Launch of the mitigation work programme. The programme is set start immediately
following COP27 and continue until 2026 when there will be a review to consider its
extension. Further, Governments were also requested to revisit and strengthen the
2030 targets in their national climate plans by the end of 2023, as well as accelerate
efforts to phasedown unabated coal power and phase-out inefficient fossil fuel
subsidies.

iii. Launch of a 25 new collaborative actions targeting five key areas namely: Power, Road
transport, Steel, Hydrogen, and Agriculture.

V2 Announcement of a US$ 3.1 billion plan to ensure everyone on the planet is protected
by early warning systems within the next five years.

V. The new Indonesia Just Energy Transition partnership, announced at the G20 Summit
held in parallel with COP27, to mobilize US$ 20 billion over the next three to five years
to accelerate a just energy transition.

Vi. Regarding forest protection, positive progress was registered with the launch of the
Forest and Climate Leaders’ Partnership, which aims to unite action by governments,
businesses and community leaders to halt forest loss and land degradation by 2030.

22 https:/au-afcfta.org/2022/10/what-is-the-afcfta-guided-trade-initiative-all-about/
23 https:/unfccc.int/news/cop27-reaches-breakthrough-agreement-on-new-loss-and-damage-fund-for-vulnerable-
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3.1.3 Population and Migration

Agenda 2063 Agenda identifies that migration and stable population growth as an influential
driver of sustainable development especially in developing countries. The 7™ Pan-African
Forum on Migration (PAFOM-7) held in October 2022, in Kigali, Rwanda organized under
the auspices of African Union (AU) and the theme was held under the theme “Addressing
the Impact of Climate Change on Human Mobility in Africa: Building Adaptation Strategies
and Resilient Communities”. This forum discussed and deliberated on various topical issues
regarding migration and human mobility in Africa. As a continental Migration Governance
Conference, this Forum aimed at providing an opportunity for AU Member States and
Regional Economic Communities (RECs), together with other relevant stakeholders to share
information, best practices and also learn from each other on ways of improving migration
governance in the continent?.

World Bank’s World Development Report 2023 themed “Migrants, Refugees and Societies”
proposes an integrated framework to maximize the development impacts of cross-border
movements on both destination and origin countries and on migrants and refugees themselves.
The report revealed that a sum of 184 million people lived outside their country of nationality,
whether they moved in search of better economic opportunities or were displaced by conflict
or persecution. Of these, 37 million are refugees, and they constitute about 2.3 percent of
the global population. Findings from the report indicate that United Kingdom is home to
about 3.5 million immigrants, and is also the origin of 4.7 million emigrants. At a lower level
of income, Nigeria is home to almost 1.3 million immigrants and is the origin for 1.7 million
emigrants. Turkey has a large diaspora of economic migrants in Europe, but also hosts 3.5
million Syrian refugees and over 2 million other migrants.

The number of refugees has more than doubled over the last decade. Of the 184 million
people live outside of their country of nationality, about 37 million (20 percent) are refugees.
In low- and middle-income countries like Colombia, Cote d'lvoire, Djibouti, Gabon, Jordan,
and Lebanon there are approximately 79 million migrants and refugees who settled in these
countries for job opportunities, family among others?. Under High-income Organization for
Economic Co-operation and Development (OECD) countries, there are approximately 74
million migrants and refugees who live in these countries. This is comprised of both high-
and low-skilled workers, migrants on student visas as well as undocumented migrants. The
share of refugees to the total population of origin countries is also high in Afghanistan, the
Central African Republic, Somalia, South Sudan, Syria, Ukraine, and Republica Bolivariana de
Venezuela. At national level, a total of 1,535,200 refugees were registered by end of April,
2023 of which 868,930 refugees (56.6 percent), and 489,229 (31.9 percent) were of South
Sudan and Democratic Republic of Congo origin respectively.?.

3.1.4 Development Finance

Globally, most countries still have to regain lost ground from the COVID-19 pandemic. The
pandemic has put more countries at risk of debt distress, constrained their fiscal space and
hampered economic growth. The Russia-Ukraine conflict is exacerbating all these challenges.
However, some countries turned the COVID-19 crisis into an opportunity to substantively
rethink coordinated policies to scale up development finance from public, private, domestic
and external sources.

24 https:/au.int/en/newsevents/20221018/7th-pan-african-forum-migration-pafom-7
25 World Bank’s World Development Report 2023
26 https:/data.unhcr.org/en/country/uga
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In line with development financing, the following pivotal policy engagements were held during
FY2022/23:

During the Future of Development Finance meeting held in October, 2022, it was observed
that the global COVID-19 pandemic has shifted the global financing picture by exacerbating
needs and challenges. It further highlighted that, while countries focused on financing relief
efforts and rebuilding their economies, aid budget cuts and policy restrictions at multilateral
agencies threaten the speed and flexibility of a coordinated response. The meeting noted that
funding gaps persist on nearly all fronts from climate change to pandemic preparedness to
humanitarian aid, Impact investors and development finance institutions?’.

The 55" session of the Conference of African Ministers of Finance, Planning and Economic
Development took place in March, 2023 in Addis Ababa, Ethiopia under the theme “Fostering
Recovery and Transformation in Africa to Reduce Inequalities and Vulnerabilities”. A number
of policy resolutions were adopted to ensure African countries attain equitable economic
recovery and transformation in order to reduce inequalities and vulnerabilities. These included:

(i) Leverage the Agreement establishing the African Continental Free Trade Area to
strengthen their resilience to future economic shocks and maintain sustainable growth.

(if) Create wealth and increase domestic resource mobilization through prudent and
targeted public spending, modernizing the tax system and adopting home grown fiscal
and monetary reforms.

(iii) Explore other innovative financing mechanisms, which have the potential to provide
the much-needed development finance but remain largely unexploited like green
financing.

(iv) Strengthen solidarity and collective efforts among African countries and ratify relevant
resolutions to address insecurity and terrorism threats and ensure peace, security and
stability to underpin regional integration.

(V) Scale up collective efforts to increase agricultural productivity, local manufacturing,
investment in infrastructure, trade in services and digital inter-connectedness as
important aspects of regional integration.

(Vi) Revitalize efforts to implement infrastructure projects, including under the second
Programme for Infrastructure Development in Africa and under the priority action
plan for the period 2021-2030, to support industrialization and the development of
regional value chains.

(vii)  Invest in the development of digital infrastructure and create an environment that
will encourage private sector innovation and attract the foreign and domestic capital
needed to enhance industrialization, create jobs and alleviate poverty.

(viii)  Pursue people-centered policies and a development path that is resilient, inclusive and
sustainable by prioritizing investments in the sectors that have high multiplier effects
on reducing poverty and inequality such as health, education and agriculture.

(ix) Increase budgetary allocations to science, research and technology to make Africa’s
dream on industrialization and economic diversification a reality.

27 https:/pages.devex.com/future-of-development-finance-2021.html
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3.2 Regional Cooperation
3.2.1 Trade and Investment

Expansion of the East African Community: The Democratic Republic of the Congo (DRC) was
admitted into the East African Community in July 2022, after depositing the instrument of
ratification with the EAC Secretary General?®.

DRC faces challenges in terms of infrastructure development, insecurity, poverty,
underdevelopment, diseases and ignorance that can be best addressed collectively by Partner
States. The EAC is currently considered as the most integrated bloc on the entire African
continent with Heads of State having the political will to achieve the objectives as outlined in
the Treaty. Therefore, the entry of DRC into EAC will strengthen further the bloc’s economic,
political, socio-cultural, financial and military power.

Relatedly, DRC was hailed for speedily concluding the internal and constitutional processes to
ratify the Treaty of Accession and depositing the Instrument of Ratification well ahead of the
schedule. Effective 11% July, 2022, DRC was free to cooperate with all the Partner States in
all sectors, programmes and activities that promote the four (4) pillars of regional integration,
namely the: Customs Union, Common Market, Monetary Union and Political Federation.

EAC Verification Mission to Somalia: The 22" Ordinary Summit of the EAC Heads of State
directed the Council to expeditiously fast-track the verification exercise in accordance with the
EAC Procedures for admission of New Members into the EAC and report to the 23 Ordinary
Meeting of the Summit?’. Under the Treaty, the criteria for the admission of new countries into
the Community include: acceptance of the Community as set out in the Treaty; adherence to
universally acceptable principles of good governance, democracy, the rule of law, observance
of human rights and social justice; potential contribution to the strengthening of integration
within the East African region, and; geographical proximity to and inter-dependence between
the prospective memberand the EAC Partner States.

Subsequently, in January, 2023, the East African Community (EAC) setup a team to undertake
a verification exercise for purposes of assessing the Federal Republic of Somalia’s readiness to
join the EAC Community. Somalia shares borders with one EAC Partner State, namely Kenya,
and has strong historical, linguistic, economic and socio-cultural links with all the EAC Partner
States. In addition, Somalia has the longest national coastline of over 3,000 kms in Africa,
linking Africa to the Arabian Peninsula, which the region will tap into to increase intra-regional
trade. The team was expected to assess Somalia’s development strategies and plans in key
areas of collaboration including infrastructure, energy, education and science, peace and
security, and international cooperation. The review of the status of Somalia in international
law and establish the country’s readiness to join the EAC Customs Union, Common Market
Protocol, Monetary Union and ongoing political confederation Constitutional Framework will
equally be conducted.

The verification team comprising of experts from the EAC Partner States visited Somalia in
February, 2023, to establish the country’s level of conformity with the criteria for admitting
foreign countries as provided in the Treaty for the establishment of the EAC. The verification

28 https:/www.eac.int/press-releases/2526-the-democratic-republic-of-the-congo-finally-becomes-the-7th-eac-
partner-state

29 https:/www.eac.int/press-releases/2711-eac-officially-launches-the-verification-mission-to-assess-somalia-s-read-
iness-to-join-the-community#:~:text=Presidentpercent20Hassanpercent20Sheikhpercent20Mohamud’spercen-
t20appeal,topercent20expandingpercent20intrapercent2Dregionalpercent20trade.
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team considered institutional frameworks in place; legal frameworks; policies, strategies,
projects and programmes; as areas of Cooperation with other EAC Partner States. The team
has since prepared a verification report for presentation to the EAC Council of Ministers who
will table the same for consideration and adoption by the 23" Summit of EAC Heads of State
scheduled for late 2023.

Implementation of the EAC Common External Tariff: The implementation of the reviewed
EAC Common External Tariff (CET) commenced on 1t July, 2022 as directed by the East
African Community (EAC) Council of Ministers, during a retreat on the comprehensive review
of the same, held in May 2022, in Mombasa, Kenya®°. During the retreat, the Ministers guided
that the revised CET be implemented with some flexibility, particularly for products whose
supply is currently affected by the current global economic realities.

Among others, the reviewed CET will address the requests for stays of application, which
distort the EAC CET and is expected to promote industrialization in the region, spur intra-
regional trade by encouraging local manufacturing, value addition and facilitate realization of
the benefits of the African Continental Free Trade Area (AfCFTA).

Among the tariff lines in this 4" band include: dairy and meat products, cereals, cotton and
textiles, iron and steel, edible oils and beverages and spirits. In addition; furniture, leather
products, fresh-cut flowers, fruits and nuts, sugar and confectionery, coffee, tea and spices,
textiles and garments, head gears, ceramic products and paints, among others. The maximum
tariff band at 35percent is considered the most appropriate rate in the long run due to its ability
to mitigate the expected welfare loss by generating additional employment opportunities
from the switch to local production.

3.2.2 Industrial Development

Industrial development has been recognized under Agenda 2030 and 2063 and Africa Union’s
2011 Action Plan for the Accelerated Industrial Development of Africa as a basis for creation
of decent jobs and inclusive growth. The African region is projected to emerge as the next
global frontier for industrial development owing to its abundant natural resources, young
labour force, FDI-prone base and rapid growing internal markets®* which are fundamental in
driving industrialisation.

Onthegloballandscape, Industry contributed 21.8 percentto GDPin 2021, with manufacturing
accounting for 77.7 percent of value added and the 22.3 percent originating from mining and
utilities®. Africa has been identified as the least competitive continent in the Competitive
Industrial Performance (CIP) Index ranking albeit the mixed results portrayed by Northern
and Southern Africa being ranked in the upper half while Western, Middle and Eastern Africa
remain in the last three positions of ranking. Table 3.1 reflects the performance of EAC Partner
States against several industrial sector indicators. Out of the 154 economies assessed in the
CIP of 2020, results show that countries in the EAC region performed poorly hence the need
to intensify efforts geared towards improving industrial competitiveness.

30 https:/www.eac.int/press-releases/157-trade/2424-eac-ministers-adopt-35-as-the-eac-cet-4th-band
31 https:/www.afdb.org/en/documents/africa-industrialization-index-2022
32 https:/stat.unido.org/content/publications/-international-yearbook-of-industrial-statistics-2022
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Table 3.1: Industrial Sector performance of EAC Partner States

MVA per MVA MVA share sy Manufactured Manufacturing | CIP
. . Value added .
Couriy capita Growth in GDP share in GDP gf)ods share share in Index
2021 rate 2021 2021(per- 2021(per- in exports employment = 2020
(2015US$)  (percent) cent) cen':) 2020(percent) 2021 (percent) (Rank)
Burundi 29 1.2 10.7 11.8 37 1.8 148
Kenya 145 4.6 8.9 12.3 50.2 6.8 108
DRC 78 2.7 15.2 45 5.8
Rwanda 71 10.7 7.9 10.4 30.5 4.2 142
South Sudan 16 3.7 2.9 35
Tanzania 94 5.6 8.3 14.1 23.2 4.4 127
Uganda 137 5.1 17.2 22.9 24.7 5.3 122

Source: UNIDO Industrial Statistics Yearbook 2022

In 2022, the African Development Bank produced its first series of the African Industrialisation
Index (All) that provides a detailed overview on the progress of industrialization across
Africa. The results depict that most African countries are making slow but steady progress in
Industrial Development. Within this context, Africa’s share of manufacturing output has fallen
to below two percent of global manufacturing output. This has been attributed to its reliance
on low value-added outputs that are prone to fluctuating global prices and external shocks
like COVID-19 and Russia-Ukrainian conflict that further exposed Africa’s weak integration
into global value chains.

The All report pinpoints countries in the EAC region among the economies that have diversified
and deployed interventions to promote industrial development. For instance, the emerging
pharmaceutical industry, development of Special Economic Zones and Industrial Parks and
measures undertaken to promote growth of SMEs. Despite these milestones, the EAC region
still lags behind in industrial development with an average index score of 0.4760 that is still
below the African average of 0.527 and that of her peers in other African Regions over the
review period (2010-2021). However, the region’s improvement of 0.8percent growth rate
each year despite the low index signals a window for improvement.

Figure 3.2: Performance of EAC Partner States in the Africa Industrialization Index
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The All report advocates for more active industrial policies that are tailored to support infant
industries and various industrial sectors without causing distortions in the long run, coupled
with investment in strategic infrastructure, human capital, easing access to finance and
strengthening regional integration (EAC, COMESA and AfCFTA). This is aimed to harness the
above opportunities by addressing the major binding constraints that have crippled industrial
progress in the region.

3.2.3 Infrastructure Development

Regional integration is key in supporting Africa’s economic development especially in the
era of intra-African trade. Infrastructure development in Africa will significantly facilitate
productivity and competitiveness for countries to benefit from African Continental Free Trade
Area (AFCFTA) and other regional trading protocols. To address infrastructure deficiencies, it
is critical that African countries through the African Union considerably invest in infrastructure
development and be able to facilitate continental integration in line with Agenda 2063 by
designing programs that address infrastructure deficiency on the continent.

Programme for Infrastructure Development in Africa (PIDA)

The Programme for Infrastructure Development Africa (PIDA) which evolved in 2012 is a
strategic collaborative initiative to improve the continent’s potential and places Africa on the
path to accelerated economic and social development and contributes to the achievement of
the African Union Agenda 2063. PIDA covers four sectors namely transport, energy, ICT and
water and other complementary projects such as one stop border infrastructure that facilitate
trade across regions.

Since the inception of PIDA -Priority Action Plan (PAP) in 2012, 409 projects have been
pursued at varying completion stages while others have failed to have traction due to financial
constraints. Following the expiry of PIDA-PAP 1, PIDA-PAP 2 was adopted in 2021 with 69
projects spread across four sectors and valued at US$ 225.5 billion. The sectoral contribution
consists of 26 projects in transport, 18 projects in Energy, 15 projects in Water and 12 projects
in ICT3,

According to the PIDA progress report 2021-22, there has been little physical progress for
most of the identified projects due to a number of challenges including capacity shortfalls for
project preparation and lack of resources to kick-start project preparation and implementation.
To address resource challenges, the African Union Development Agency (AUDA-NEPAD)
mobilised resources from the private sector and development partners to undertake project
preparation as indicated below.

Thus, African Development Bank approved US$ 7 million towards the implementation of the
PIDA Implementation Support Project. This funding will establish technical expertise to African
Union Development Agency to train sector experts and an experts’ service pool; support to
the AUC for the development of climate finance policies, project management, monitoring
and to report on the PIDA implementation.

33 Dakar Summit | 2021-2022 PIDA Progress Report (dakarfinancingsummit.org)
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3.2.4 Regional Governance, Peace and Security

In line with the global sustainable development agenda, Sustainable Development Goal 16
“Peace, Justice and Strong Institutions” calls for promoting peaceful and inclusive societies for
sustainable development, providing access to justice for all and building effective, accountable
and inclusive institutions at all levels.

At a regional level, the East African Community has registered tremendous progress in
ensuring stable peace and security across its Partner States. In September 2022, EAC signed
a Memorandum of Understanding (MoU) with Arcadia University, USA, to operationalise the
Nyerere Center for Peace and Conflict Resolution in Arusha, Tanzania. The signed MoU does
provide a framework for operations of the Nyerere Center for Peace Research and the terms of
the operational partnership between the EAC, the International Peace and Conflict Resolution
(IPCR) Program at Arcadia University, and the American Graduate School for International
Relations and Diplomacy.

The Centre is mandated to build capacity through Programmes on peace and security, political
affairs and international relations and will support the development of EAC policies, concepts
and strategies.>* The operationalization of the Nyerere Centre will also provide the EAC with
a policy focused think tank, consolidate strategic expertise and safeguard the Community’s
common values.

In an effort to ensure equitable access to justice across the EAC region, the 2" Annual East
African Court of Justice (EACJ) Judicial Conference was held in Uganda between 26" -
28™M October, 2022 under the theme “Transforming Access to Justice in the East African
Community”. The overall objective of the above-mentioned conference was to stimulate
high-level conversations and discussions on emerging legal and judicial issues including,
emerging jurisprudence, issues affecting Courts and Court users and provide a platform for
information sharing among judges, Judicial Officers and legal practitioners and other Court
users in the region. The 2" Annual EACJ Judicial Conference drew participants from the
seven (7) East African Community (EAC) Partner States and these included: Chief Justices;
Ministers of Justice; Attorneys General; Ministers in charge of EAC Affairs; Judges from
regional and national Courts; Heads of EAC Organs and Institutions; Members of Parliament;
legal practitioners; members of the academia; representatives of civil society organisations;
representatives of the private sector; and the media.*

During the 2" Judicial Conference, a number of key topics were discussed including:

(i) One Court, mixed systems: The East African Court of Justice as a regional Court that
encompasses the common law and civil law systems.

(ii) The role of national and regional Courts in bridging the access to justice gap for cross-
border trade disputes.

(iii) Access to Justice and Equality before the Law: Removing barriers at national and
regional Courts.

(iv) Internet as an enabler of freedom of expression and public debate: Implications for the
rule of law.

34 https:/www.eac.int/press-releases/154-peace-security/2603-eac-signs-mou-with-america-s-arcadia-university-to-
operationalise-the-nyerere-center-for-peace-and-conflict-resolution-in-arusha,-tanzania
https:/www.eac.int/press-releases/2625-2nd-annual-eacj-judicial-conference-kicks-off-in-kampala,-uganda
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(V) Alternative Dispute Resolution (ADR): Realities, deterring factors and solutions.
(vi) Modernization of Courts: Shared Experiences on the Digitisation of Courts.

(vii)  Judicial resource limitations and the effect on judicial efficiency: what can Courts do?

On the Security side, H.E the President of the Democratic Republic of Congo (DRC) presided
over the signing of an agreement deploying EAC Joint Regional Force, led by DRC’s Armed
Forces in Eastern DRC to fight negative forces. This agreement signed in September 2022,
is in support of the implementation of the decision of the 22" Summit of the EAC Heads of
State to deploy a joint regional force to fight negative forces in the region. The agreement
among others envisages an initial deployment of the EAC joint regional force for a period of
six months after which the deployment will be evaluated.®® This is geared towards ensuring
peace and security in the eastern part of DRC and the EAC region as a whole.

To ensure a stable, peaceful and conflict free environment, East Africa’s Community launched
an election observer mission in August, 2022. This commenced with the mission to monitor
and observe Kenya's 2022 general elections held on the 9% August, 2022 in the Republic
of Kenya. The Mission comprised 52 observers who were drawn from key governance and
independent institutions and civil society organizations across the EAC Partner States except
Kenya. The mission which was in Kenya from 29-12%" August, 2022 had a pivotal role of
assessing the level of preparedness of the key electoral stakeholders for this election. Secondly,
the mission also looked at the level of compliance of the electoral processes and management
to the international, regional and national established laws, principles and practices.®’

In line with the EAC Protocol on Peace and Security, Government of Uganda flagged off
5,000 UPDF soldiers in March 2023, as peace keepers for a peace mission in the troubled
North Kivu province of the Democratic Republic of Congo (DRC). The aim of the mission is to
enforce a process of achieving peace in Rutshuru territory and the neighboring areas in the
North Kivu province in the DRC?®.

In order to ensure a coherent defence sector in promoting peace and security, and stability
in the EAC focusing mainly on key activities aimed at achieving objectives of the areas of
Defence cooperation across the EAC Partner States, a major EAC Armed 26 Forces Integrated
Field Training Exercise was conducted with the aim of enhancing Partner States’ Defence
Forces’ capabilities in jointly combating complex security challenges faced in the region®’.

3.2.5 Science and Technology

In promotion of food security and sustainable agriculture in the region, the East African
Community (EAC) Council of Ministers approved the regional bio-economy strategy in
December, 2022, the first of its kind in Africa. The Bio-economy strategy is aimed at increasing
opportunities forthe EAC Partner Statesto deepentheircooperationindevelopingasustainable
and resilient bio-economy. Through the strategy, EAC Member States are envisaged to scale
up their bio-innovations, share scientific knowledge, and harmonize policies, standards and

36 https:/www.eac.int/press-releases/151-international-relations/2589-drc-president-presides-over-signing-of-
agreement-giving-greenlight-to-the-deployment-of-the-eac-joint-regional-force

37 https:/www.eac.int/press-releases/151-international-relations/2561-eac-election-observation-mission-releases-
preliminary-findings-on-the-kenya-general-election

38 https:/www.theeastafrican.co.ke/tea/news/east-africa/uganda-sends-5000-soldiers-to-drc-4178322#.~:tex-
t=Thursdaypercent20Marchpercent2030percent202023&text=Thepercent20Ugandapercent20People’spercent2-
ODefencepercent20Forces,thepercent20Democraticpercent20Republicpercent20ofpercent20Congo.
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regulations for bio-manufacturing and regional trade.*° Through its Single Digital Market (SDM)
initiative, World Bank appropriated about US$15 million to intensify and advance regional
digital integration efforts across the East African Community (EAC). This initiative will support
the region to become a more deeply integrated and dynamic digital investment, innovation,
and growth hub.** Also, the digitalization project will further look into enhancing mechanisms
to develop cross-border electronic trade and payments and e-commerce initiatives, thus,
facilitating intra EAC trade.

Additionally, the East African Science and Technology Commission (EASTECO) formulated
the EAC regional Strategy for indigenous knowledge and technology Systems (IKTS and held
the second science technology and innovation Conference and exhibition, and published 15
scientific papers in peer-reviewed journal*?. During this period, EASTECO formulated research
technological organizations database for enhanced access, adaptation, transfer and diffusion
of manufacturing and industrial technologies; published and disseminated the EAC Regional
Research Agenda and Management Framework that provides research direction in line with the
EAC development priorities and shared social-economic aspirations of the region; identified
technology tools and solutions for agricultural value addition to aid in processing, conservation,
and distribution of agricultural products in the region; and established collaborative linkages
with Public Library of Science (PLOS), and the Training Centre 39 in Communication (TCC
Africa) to implement Open Science and Open Access principles for EAC through signing a
memorandum of Understanding (MOU).

In July, 2022, the East African Science and Technology Commission (EASTECO) organized a
five-day (27" June-1t July, 2022) virtual training workshop targeting university students in
East Africa under the theme: “Entrepreneurship Skills Training for Creativity and Job Creation”.
The training aimed at providing skills and entrepreneurship development for creativity and
job creation, targeting university students to provide them with an opportunity to apply their
skills to develop innovative business ideas and also to enable them to develop entrepreneurial
competencies and practical business management skills. Selected participants benefitted from
intensive, interactive and hands-on training. Participants were drawn from Burundi, Ethiopia,
Kenya, Malawi, Rwanda, South Sudan, Taiwan, Tanzania, Togo and Uganda. The training was
facilitated by a consultant from Capital Strategies Ltd*®.

3.2.6 Health

With a focus of reducing malaria related deaths within the EAC Partner States, the EAC
Secretariat in collaboration with Partner States’ Ministries of Health publicly launched the
Great Lakes Malaria Initiative (GLMI) at Rusumo border (between Republic of Rwanda and
Republic of Tanzania) and Busia border (between Republic of Kenya and Republic of Uganda)*.

The EAC in collaboration with the International Organization for Migration (IOM) and the
World Health Organization (WHO) conducted a three-day (from 3 - 5™ August, 2022) regional
workshop on Cross-Border Health Programming in Dar es Salaam, Tanzania. This was sought
to mobilize efforts to deepen regional cooperation in the health sector to reduce healthcare
disparities and enhance cross-border health cooperation in line with the EAC Health Policy.

40 https:/www.eac.int/press-releases/138-education,-science-technology-news/2699-bioeconomy-strategy-to-
improve-food-security-in-region,-says-eac-secretary-general

41 https:/www.eac.int/press-releases/2703-world-bank-earmarks-us$15-million-for-eac-to-enhance-regional-digital-
integration

42 Budget Speech, 2022

43 https:/www.eac.int/press-releases/138-education,-science-technology-news/2523-easteco-concludes-online-
enterpreneurship-skills-training-for-creativity-and-job-creation

44 EAC Budget Speech, 2022
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Additionally, the most critical objective of the workshop was to identify and address the gaps
in strengthening healthcare among border communities and reinforce the health security/
preparedness and response in accordance with International Health Regulation (IHR) 2005. This
is to be attained through bringing together participants drawn from the Ministries responsible
for EAC Affairs, Health, including health system, surveillance national focal points, IHR focal
points, Immigration departments and the IOM Regional Office, among other stakeholders*.

3.2.7 Tertiary Education

As envisioned in the EAC’s sixth development Strategy and EAC’ s Vision 2050, Higher
education plays a critical role in EAC’s socio-economic development process as well as
effective implementation of the EAC integration agenda.

To facilitate Technical and Vocational Education and Training (TVET), the EAC commenced the
process of updating the EAC TVET Harmonization Strategy so as to spur full realization of the
fruits of the TVET sector. The EAC secretariat mobilized US$ 400,000 from the Swiss Agency
for Development Cooperation for the finalization of the TVET harmonization process*¢. Once
finalized, the EAC TVET Harmonization Strategy will improve the quality of TVET programmes
among Partner States and promote regional integration.

With an aim of ensuring growth of EAC’s Education sector, the Republic of Germany committed
29 million Euros to support EAC in Education and Integrated Water Resource Management.
This was witnessed by the signing of the summary record of the negotiations between the
EAC and German Government in July, 2022, at the EAC Secretariat headquarters in Arusha,
Tanzania.*” Under the education component, resources are to be shared as follows:

The EAC Scholarship Programme, financed through KfW, the German Development
Bank, was replenished by 4 million euros. The programme is implemented through
the East African Inter-University Council (IUCEA). Scholarships are for economically
disadvantaged students pursuing a Master's degree in another EAC country. The
additional funding will provide more students the opportunity to study abroad, and
thus foster academic and cultural exchange, and provide meaningful education
opportunities to skilled students from across the whole region.

. The project “Digital Skills for an Innovative East African Industry” (dSkills@EA),
implemented by the Deutsche Gesellschaft fur Internationale Zusammenarbeit
(GlZ) together with IUCEA and the Nelson Mandela African Institution of Science
and Technology will be financed by a further top up of 2.5 million Euros. The funds
will be utilised to strengthen the industry-academia collaboration, trainings and
entrepreneurship support for students and graduates across the EAC. Increased digital
skills for East African youth and stronger linkages between universities and businesses
will lead to higher youth employment while also addressing the rising demand of
businesses for digitally skilled workers.

45 https:/www.eac.int/press-releases/147-health/2543-eac-to-hold-regional-workshop-on-cross-border-health-
programming-in-dar-es-salaam,-tanzania

46 EAC Budget Speech, 2022

47 https:/www.eac.int/press-releases/155-resource-mobilization/2520-germany-commits-29-million-euros-to-
support-eac-in-education-and-integrated-water-resource-management
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3.2.8 Culture and Arts

The EAC EAC Arts and Cultural Festival: The 5t edition of the EAC Arts and Cultural Festival,
dubbed JAMAFEST, took place in September, 2022 at the Intwari Stadium in Bujumbura,
Burundi with different cultural performances from Partner States’ cultural troupes. The seven-
day festival attracted more than 2,000 participants from the seven (7) EAC Partner States,
which included performing artists, exhibitors, culture professionals/ academicians, students,
administrators, civil society organisations, and private sector involved in the art and culture
sector activities®®.  Further, the festival featured a symposium of culture professionals and
researchers to dialogue on selected sub-themes including: adopting new regional languages
in the EAC; role of modern technologies in advancing cultural expression and arts; indigenous
knowledge and traditional medicine; arts, industry and tourism; youth participation and
employment; research, innovation and investment in arts and culture, and; inclusion of
marginalised populations (indigenous communities, PWDs, women, older persons).

The 5t Great African Cycling Safari flagged off in Arusha. The 5" edition of the Great African
Cycling Safari (GACS) commenced in August, 2022, at the EAC Headquarters in Arusha,
Tanzania. The GACS is an annual bicycle tour to showcase the East African Community in
all its beauty, multiplicity, and reflecting the cultural diversity of the people living in the East
African region. Youths from across the EAC Partner States joined this cycling event to take
the EAC integration process from the level of abstract policy making to the people at the
grassroots level. Additionally, the 2022 tour had three key aims: promoting the goals of the
EAC; promoting trade and tourism across the community, and; mitigating challenges posed
by climate change®.

3.2.9 Trans-boundary Resource Management
(a) Lake Victoria

To enhance efficient and effective water resource management across the EAC region, the
Government of Germany committed 29 million Euros to support EAC in education and
integrated Water Resource Management. Relatedly, the EAC and the Government of Germany
signed the summary record of the negotiations between EAC and the Government of German
that focussed on priorities for development cooperation in the upcoming years, held at the
EAC Secretariat headquarters in Arusha, Tanzania.

Under the integrated water resource management component, the resources were to be
shared as follows:

The ongoing project “Integrated Water Resource Management in the Lake Victoria
Basin” with the Lake Victoria Basin Commission (LVBC), financed through KfW, will
be extended by 20 million Euros. This project focuses at improving water quality and
availability through the sustainable management of the Lake Victoria basin by the
LVBC. Moreover, it will directly contribute to the improvement of water quality of the
Lake Victoria by the implementation of High Priority Investments in the Partner States
in the basin, reducing the disposal of untreated wastewater into Lake Victoria and its
tributary rivers.

48 https:/www.eac.int/press-releases/139-culture-sports-news/2590-5th-edition-of-eac-cultural-festival-ends-on-a-
high-note-in-bujumbura,-burundi

49 https:/www.eac.int/press-releases/13%-culture-sports-news/2555-cyclists-participating-in-the-5th-great-african-
cycling-safari-flagged-off-in-arusha
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i, The project “Support to the Lake Victoria Basin Commission” implemented by GIZ
together with LVBC and the EAC Secretariat has received additional funding of
2.5 million euros. This will enable the Lake Victoria Basin Commission (LVBC) to further
develop regulatory frameworks on water management. East African citizens will profit
from the sustainable use of water resources in water-scarce areas, sustainable economic
development and the conservation of nature>.

Further, in an effort to ensure improved water quality and availability, the Lake Victoria Basin
Commission (LVBC) concluded three feasibility studies and related bilateral Project Funding
agreements for implementation in Kenya, Rwanda, and United Republic of Tanzania (URT), and
completed the project identification study for the High Priority Investment (HPI) in Kampala.
The four HPIs worth US$ 26.2 million will provide access to improved sanitation services to
8,800 people in Kisumu; 7,360 people in Mwanza (Tanzania), more than 1.8 million in Kigali,
Rwanda and approximately 27,600 people in Kampala, Uganda.>*

(b) Nile Basin Initiative (NBI)

The EAC and the Federal Republic of Germany through the Deutsche Gesellschaft fir
Internationale Zusam- menarbeit (GlZ) signed a financing agreement for support of NBI
programs for the next 3 years. The new three-year €6 million funding phase focuses on three
areas: sharing hydrological data from the HydroMet Project with Nile Basin Member States;
coordination of dam and reservoir operations; and the Nile Basin Investment Program?.

As part of its commitment to creating awareness and expanding the understanding of
groundwater resources, NBI built regional capacity of groundwater professionals using the
Groundwater Modeling System (GMS) software focused in the areas of detailed investigation,
mapping, assessment and modeling of the Nile Basin aquifer systems.”® The Groundwater
Project is a five-year project (2020-2025) with funding from the Global Environment Facility
(GEF) in the amount of US$ 5.3 million and an additional US$ 27.9 million channeled
through the United Nations Development Programme (UNDP), co-financed from countries
and partners. The project is currently being implemented in three selected shared aquifers
shared by a total of seven Nile Basin Member States. The selected aquifers are: Kagera aquifer
(shared by Burundi, Rwanda, Tanzania, and Uganda); Mount Elgon aquifer (shared by Kenya
and Uganda); and the Gedaref-Adigrat aquifer (shared by Ethiopia and Sudan).

50 https:/www.eac.int/press-releases/155-resource-mobilization/2520-germany-commits-29-million-euros-to-
support-eac-in-education-and-integrated-water-resource-management

51 EAC Budget Speech, 2022

52 https:/www.nilebasin.org/index.php/new-and-events/417-giz-country-director-pays-courtesy-call-on-the-nile-
basin-initiative-nbi-secretariat

53 https:/www.nilebasin.org/index.php/new-and-events/422-nbi-builds-regional-capacity-of-groundwater-
professionals-using-the-groundwater-modeling-system-gms-software
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CHAPTER FOUR: PERFORMANCE OF THE ECONOMY

4.1 Real Sector Developments

The economy remained resilient and continued on a recovery path despite the lingering impact
of COVID-19, global shocks and contractionary fiscal and monetary policy measures taken to
contain inflation. Preliminary estimates indicate that size of the economy increased to Ushs.
184,288 billion in FY 2022/23, from Ushs.162,883 billion registered in FY 2020/21. In real
terms, the economy grew by 5.3 percent, compared to a revised growth rate of 4.6 percent
in FY 2020/21.

Economic growth is mainly attributed to Government initiatives to support private sector
activity and increased regional trade. Government initiatives included; continued funding
to EMYOOGA to support small service providers and businesses, Small Business Recovery
Fund to support small and medium enterprises, and Uganda Development Bank to support
manufacturers, among others.

All the three sectors of the economy registered growth in FY 2022/23. The services sector
grew by 6.2 percent and contributed 42.6 percent to GDP; the industry sector grew by 3.9
percent contributing 26.1 percent to GDP; the agriculture, forestry, and fishing sector grew
by 5.0 percent contributing 24 percent.

Table 4.1: Real GDP Growth FY2018/19-FY2023/23.

YOY Growth Rate 2018/19 2019/20 @ 2020/21 2021/22 @ 2022/23
GDP at market prices 6.4 3.0 3.5 4.6 53
AGRICULTURE, FORESTRY&FISHING 5.3 4.8 4.3 4.2 5.0
Cash crops 4.7 7.8 12.5 57 2.1
Food crops 1.6 4.6 4.1 3.5 4.7
Livestock 7.3 7.9 7.8 8.3 8.9
Agriculture Support Services 8.8 6.4 2.1 4.5 2.2
Forestry 3.6 3.3 2.9 3.2 3.1
Fishing 39.2 0.3 -8.8 0.3 7.7
INDUSTRY 9.0 3.2 3.5 5.1 3.9
Mining & quarrying 17.5 16.5 6.9 18.3 7.5
Manufacturing 7.7 1.3 2.2 3.8 3.0
Electricity 2.5 10.9 11.6 3.1 2.8
Water 4.7 4.1 4.8 6.3 5.4
Construction 14.2 3.8 3.6 5.2 4.7
SERVICES 5.8 25 2.8 4.1 6.2
Trade & Repairs 4.9 -1.3 -0.6 34 58
Transportation & Storage 0.8 -1.7 -0.3 -3.8 -7.0
Accommodation & Food Service 0.5 -8.6 -0.6 -2.5 11.9
Information & Communication -6.8 19.6 11.8 7.4 10.4
Financial & Insurance 11.1 9.6 8.1 4.5 -1.5
Real Estate Activities 10.1 5.1 3.9 9.5 8.0
Professional, Scientific & Technical 6.4 2.8 2.1 3.1 28.4

- vvvvvv‘ﬂnance.go.ug
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YOY Growth Rate 2018/19 2019/20 2020/21 @ 2021/22 2022/23
Administrative & Support Service 17.2 7.5 2.3 3.5 18.3
Public Administration 4.2 16.2 12.6 3.5 0.8
Education 9.1 -2.0 -4.2 1.5 3.4
Human Health & Social Work 5.3 1.0 7.1 9.6 5.1
Arts, Entertainment & Recreation 221 -8.1 Sl Eh7 -2.2 4.0
Other Service Activities 4.7 1.4 2.9 4.8 2.8
Activities of Households 2.8 2.8 2.7 2.8 2.7
Taxes on products 4.4 -1.6 6.2 7.5 6.3

Source: MFPED

The services sector grew by 6.2 percentin FY2022/23 from 4.1 percent registered the previous
financial year. This was on account of recovery in accommodation and food services, and strong
growth in wholesale and retail trade, real estate activities, information and communication,
education and human health activities. However, other services like financial and transport
services registered negative growth on account of high inflation which led to lower profits.

The industry sector registered growth of 3.9 percent a slowdown from 5.1 percent registered
the previous Financial Year. This was largely due to slower growth in manufacturing and
construction output. Growth in manufacturing was affected by to lower production from
mainly pharmaceuticals, furniture and tea processing while a slowdown in public construction
affected output from construction. In addition to this, increase in price of inputs also led to
slower growth in the industry sector.

The agriculture, forestry and fishing sector grew by 5.0 percent from 4.2 percent in FY
2021/22 on account of increased food crop production, livestock as well as recovery in
fishing activities. Food crops such as maize, beans, matooke, sweet potatoes registered higher
production supported by good weather conditions for most of the Financial Year. Fishing
activities benefited from the removal of the burn on fishing in some parts of the country. On
the other hand, slower growth in cash crop activities compared to the previous Financial Year
is attributed to a decline in coffee prices which undermined the value of coffee.

4.2 Monetary and Financial Sector Developments
4.2.1 Monetary Policy Framework

Over the past year, monetary policy deployed both conventional and unconventional tools
to rein in inflation, support exchange rate stability and ease pressures on foreign exchange
reserves. Among these was the increase in the Central Bank Rate (CBR) and the Cash Reserve
Requirement (CRR). During this period the Monetary Policy Committee (MPC) of the Bank of
Uganda (BoU) assessed that a distinctly higher policy rate was needed to stabilise inflation
around the target. Accordingly, the MPC raised the CBR four times over the year, from 6.5
percent in May 2022 to 10 percent in October 2022 and maintained it at this level through
the later part of the financial year. The margins on the CBR for the rediscount and bank rates
remained at 3 percentage points and 4 percentage points, respectively. Consequently, by April
2023, the rediscount and bank rates stood at 13 percent and 14 percent, respectively.
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Relatedly, effective June 23, 2022, the BoU increased the CRR by 2 percentage points to 10
percent. The increase in the CRR reinforced the tightness of financial conditions by mopping
up liguidity that amounted to Shs. 709.4 billion, which was beginning to spill-over and cause
volatility in the foreign exchange market. As such, the liquidity conditions in the interbank
money market have remained very tight, prompting some banks to fund their short-term
liquidity obligations using the standing lending facility (SLF) window.

The BoU's future path of monetary policy is contingent on the inflation outlook which is also
conditional on the changing global economic conditions that influences the capital flows and
the exchange rate trajectory. More specifically, the MPC is cognizant of the recent heightened
volatility in the global financial markets, due to challenges in the USA and Swiss banking
systems, partly on account of valuation losses resulting from interest rate increases. However,
the Ugandan banking system is well-capitalised, highly liquid, and ably placed to absorb
emerging interest rate shocks and continue providing credit to the economy.

The current policy stance remains appropriate to contain domestic demand pressures while
supporting economic recovery. Looking ahead, the decisions by the MPC will remain data
dependent and will be guided by the inflation outlook.

Inflation Developments

In the first 10 months of FY 2022/23, headline and core inflation averaged 9.5 percent and
7.9 percent compared to 3.4 percent and 3.2 percent observed in FY2021/22, respectively.
The rise in inflation was mainly on account of the drought that ravaged the region, supply
chain constraints that kept global commodity prices elevated in addition to strong global
demand, and high oil and food prices exacerbated by the Russia-Ukraine conflict. While
inflation remains above the 5 percent medium-term target, it has lost momentum due to
the tight monetary and fiscal policies, improved global supply chains and a retreat of global
commodity prices to now below the pre-Russia-Ukraine conflict.

Indeed, headline and core inflation peaked in October 2022 at 10.7 percent while core inflation
peaked at 9 percent in January 2023 and inflation has since declined to single digits. In April
2023, headline and core inflation declined to 8.0 percent and 6.8 percent respectively. Annual
non-core inflation also declined to 14.8 percent in April 2023 from its peak of 20.9 percent
in October 2022. The decline in non-core inflation was driven by a fall in Energy fuel and
utilities inflation to 2.1 percent in April 2023 from the peaks of 19.6 percent in August 2022
reflected decline of international crude oil price. In addition, Food crops and related items
inflation though persistently high, has fallen to 25.3 percent in April 2023 from its recent peak
of 29.4percent in December 2022 reflecting improved weather conditions.

Figure 4.1 shows the evolution of headline inflation, core inflation and the contributions of

the components to overall inflation over the past year while Table 4.2 shows the outturns over
the past 3 financial years.
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Figure 4.1: Domestic Core and headline Inflation decomposition (Year-on-year, percent)

.« Core = Headline m EFU W Food Crops W Services M Other Goods

Source: Uganda Bureau of Statistics (UBoS)

Table 4.2: Annual Inflation 2020/21-2022/23

FY2020/21 FY2021/22 FY2022/23*
Headline 2.5 3.4 9.5
Core 3.5 3.2 7.9
Other Goods 1.4 4.6 11.2
Services 6.0 1.6 4.0
Food Crops and Related Items Index -4.3 4.4 24.7
Energy Fuel and Utilities (EFU) Index -09 52 11.3

Source UBOS, *first 10 months averages of FY 2022/23
Inflation outlook

Inflation is expected to continue declining in the months ahead, driven by lower energy prices,
improved global supply chains, and exchange rate stability owing to the tight monetary and
fiscal policies. Core inflation is projected to return to the 5 percent target by the end of 2023.

However, the inflation outlook is subject to several risks, both upside and downside. Inflation
could be higher than expected if tighter conditions in international financial markets and
higher fiscal deficit results in a more depreciated exchange rate, higher crude oil prices due
to OPEC+ production cuts, a faster global economic recovery and a resurgence of supply
chain bottlenecks resulting from increased geopolitical tensions such as the current war in
Sudan. The downside risks to inflation arise from bumper food crop harvests and lower global
growth. Overall, in the BoU’s assessment, the balance of risks to the inflation outlook is tilted
to the upside.

Interest Rates
Interbank money market rates oscillated close to the upper bound of the CBR although they

remained within the BOU operating corridor during the FY 2022/2023. The weighted average
/-day interbank money market rate increased in line with the tight monetary policy stance
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engineered by increasing both the CBR, and cash reserve ratio aimed at bringing inflation to
the medium-term target. The 7-day money market rate averaged 11.3 percent in the 9 months
to March 2023, up from 7.0 percent observed in the previous financial year as shown in
Figure 4.2 which illustrates the evolution of key interest rates. Similarly, the weighted average
one-day interbank rate for the 9 months to March 2023 increased to 10.7 percent from 6.6
percent observed in the previous financial year.

Figure 4.2: Evolution of Key Interest Rates, 2014 -2023
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Source: Bank of Uganda

Yields on Government securities were higher across all tenors compared to the previous
financial year. Annualized yields for the 91-day, 182-day, and 364-day treasury bills averaged
10.4 percent, 11.6 percent, and 13.6 percent, respectively in the 9 months to March 2023
relative to 7.0 percent, 8.6 percent, and 9.9 percent observed in the FY 2021/2022. Similarly,
annualized yields for treasury bonds of all tenors rose in FY 2022/2023 relative to the previous
financial year. Annualized yields for the 2-year, 3-year, 5-year, 10-year, 15-year and 20-
year tenors averaged 14.6 percent, 14.5 percent, 15.8 percent, 16.0 percent, 16.8 percent,
and 17.4 percent respectively, compared to 11.1 percent, 12.5 percent, 13.8 percent, 14.1
percent, 14.9 percent, and 16.1 percent in the previous financial year.

Commercial bank weighted average lending rates for shilling-denominated loans marginally
declined in the 9 months to March 2023 averaging 18.3 percent, compared to 18.6 percent
observed for the previous financial year. The lending rates remained elevated, reflective of
the high refinancing costs as financial conditions tightened. A decline though, was observed in
Trade, Transport and Communication, Electricity and Water Sectors with reduction in lending
rates mainly to prime corporates especially the multinational companies.

Exchange Rate Developments

The BoU pursues a floating exchange rate regime with occasional interventions in the Interbank
Foreign Exchange Market (IFEM) to smoothen excessive volatility. In the FY 2022/23, the
shilling was relatively stable with a bias towards depreciation. During the first ten (10) months
to April 2023, the shilling depreciated by 5.2 percent, to an average mid-rate of Ushs.3,759.2
per US Dollar from an average of Ushs.3,571.8 per US dollar in the previous year. In the
first half of the FY alone, the exchange rate was largely driven by external developments
including the Russia-Ukraine conflict that led to a surge in crude oil pieces, as well as high
global inflation that called for the tightening of monetary policy in Advanced Economies (AESs).

-‘ Background to the Budget Fiscal Year 2023/24



#DoingMore

This triggered upsurge portfolio capital outflows and bearish sentiments, with most foreign
investors seeking a flight to safety in AEs due to the strengthening of the US Dollar. These
depreciation pressures were contained by the appropriately tight monetary policy stance
which has stabilized the shilling in the second half of the fiscal year.

The exchange rate stability was also boosted by the increase in the cash reserve requirement
which reduced supply of the domestic currency. In addition, FDI inflows especially to the oil

sector projects has been strong, coupled with recovery of export revenues have buttressed
the shilling.

In the first ten months of FY 2022/23, the Bank of Uganda carried out purchases for reserve
build-up to the tune of US$ 159.6 million. In addition, US$ 30 million was purchased through
targeted purchases bringing the total net BOU action to US$ 189.6 million

Figure 4.3: Evolution of Exchange rate, Ushs./ US$, Jul 2021- Apr 2023
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Going forward, the shilling is likely to be stable should there not be big external shock impact
in the global economy to warrant portfolio adjustments and change of sentiments by the
foreign investors. Additionally, the continued FDI inflows into the oil sector following the

signing of the Final Investment Decision (FID) could neutralize the impact of outflows due to
external shocks.

Comparison with Regional Currencies

The Uganda Shilling has been more stable compared to Rwandese and Kenyan currencies
over the last Twelve (12) months. The Kenyan shilling faced sharp volatility in 2023 as the
country faces a negative outlook due to reduced debt-servicing capacity. The Tanzanian
Shilling experienced the lowest depreciation rate below one percent throughout 2022, despite
the shocks in the global economy on account of sound economic prospects and conducive
monetary policies.”* The other regional country currencies have been rather stable with the

Rwandan franc depreciating in line with the stronger US Dollar following the Russia-Ukraine
conflict.

54 Bank of Tanzania, 2023
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I;i_gure 4.4: Volatility of Select Regional Currencies against the US Dollar
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Private Sector Credit

Growth in private sector credit (PSC), remained weak and below historical trends. The weak
PSC growth reflects the legacy effects of COVID-19 pandemic on economic activity as well
as the effects of high inflation on Businesses and Households balance sheets and policy
measures to curtail the high inflation. The average annual growth of PSC was little changed at
10.1 percent in the 9 months to March 2023 relative to 9.4 percent observed in the previous
financial year.

Shilling-denominated loans were the main contributor to growth in PSC, growing at an average
of 12.2 percent and contributing 8.5 percentage points to total PSC growth, up from the
previous financial year's average growth of 9.4 percent with a contribution of 7.6 percent.
Growth in foreign currency loans fell to 5.3 percent in the 9 months to March 2023 from
respective growth of 6.2 percent the previous financial year Figure 4.5.

Figure 4.5: Contributions to Annual Private Sector Credit Growth by Currency
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The growth rate of credit was lackluster across key sectors, falling in agriculture, transport-
communication, building-mortgage-construction-real estate, personal-household loans and
other sectors as shown in Table 4.3.

Table 4.3: Average Annual Private Sector Credit Growth

Average Annual Private Sector Credit FY2021/22 FY2022/23*
By Sector

Agriculture 3.6 0.9
Manufacturing 14.4 15.8
Trade 4.9 10.4
Transport and Communication 12.2 7.8
Building, Mortgage, Construction and Real Estate 12.6 8.2
Personal and Household Loans 17.5 16.8
Other Sectors™* -7.6 -17.0
By Currency

Shilling Lending 10.9 12.2
Foreign Currency Lending 6.2 5.3
Total Credit to the Private Sector 9.4 10.1
Total Credit to the Private Sector (Net valuation & capitalized interest) 10.2 8.5

Source: Bank of Uganda *Data up to Mar 2023. ** Includes Mining & Quarrying, Business services,
Electricity & Water, Business Services, Community, Social and Other Services.

In the quarter to December 2022, the ratio of non-performing loans to total loans rose to 5.4
percent compared to 5.3 percent same quarter of 2021 reflecting the effects of the pandemic
and the rising cost of credit. The sectors with the highest non-performing loans ratio were
electricity-water, tourism, business services and trade which recorded ratios of 14.1 percent,
12.0 percent, 7.6 percent and 7.5 percent respectively in the quarter to December 2022.

4.2.2 Financial Sector Developments

This section covers developments in Uganda’s financial sector over the year, highlighting
performance in banking, insurance, pensions, agricultural financing, and capital markets as
well as the progress on financial inclusion. It also highlights prospects for the sector, including
legal and regulatory issues that affect it.

A major part of the FY 2022/23 was characterized by heightened uncertainty about the
economic outlook largely underpinned by the grim global economic environment which
had only just begun to recover from the COVID-19 pandemic and then heightened by the
Russia-Ukraine conflict and its adverse spill-overs on international prices and global output.
Nonetheless, the BoU, within its mandate, took appropriate actions to moderate the likely
impact of these disruptions on the performance of Supervised Financial Institutions (SFls) in
particular, as well as the wider financial system. Since last reporting, the COVID-19 Liquidity
Assistance Program (CLAP) for managing potential liquidity risks arising from the pandemic
as well as the restriction on payment of dividends and other discretionary distributions of
SFls expired on May 31, 2022. The BoU also phased out the remaining targeted credit relief
measures for the education and hospitality sectors on September 30, 2022.
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Credit risk remained a concern in the near term due to rising lending interest rates amidst
a slow economic recovery. There were signs that global and domestic macroeconomic
conditions were starting to improve. However, the implications of tightening of monetary
policy on financial institutions were vyet to fully emerge. On aggregate, Uganda’s SFIs held
strong liquidity and capital buffers to withstand ongoing shocks.

Moreover, two notable prudential regulatory measures took effect during the FY; the
introduction of a capital charge for operational risk under the Basel Il framework and the
increase in the regulatory minimum paid-up requirements, and these were expected to
enhance the SFIs’ capital buffers and resilience to ongoing and emerging shocks.

First was the Capital charge for operational risk . Effective, December 31, 2022, BoU
introduced a capital charge for operational risk, which all banks were required to comply
with on an ongoing basis. This was in line with Basel Il and complements the capital charge
for credit and market risks. The objective was to enhance risk management by banks and
ensure that they set aside adequate capital to cover traditional operational risks such as fraud,
operational disruptions, and losses related to emerging risks from digital financial services and
cyber security.

In addition, there was an increase in SFIs’ minimum paid-up capital. Pursuant to the Financial
Institutions Act (Revision of Minimum Capital Requirements), the deadline for the first phase
of the capital increment was December 31, 2022. For this first phase, commercial banks,
credit institutions, and MDIs were required to increase their minimum capital to at least Ushs.
120 billion, Ushs. 20 billion, and Ushs. 8 billion, respectively.

a) Commercial Banks

The banking sector has remained resilient to shocks due to liquidity buffers as well as the
interventions by the Bank of Uganda. In a bid to further strengthen the banking sector’s capital
position and reduce the impact of shocks on banks from the risks in the global economy, the
BoU implemented the revised capital adequacy requirements effective December 31, 2022.

In the year to March 2023, the banking sector registered a growth of Ushs. 3.5 trillion or
8.1 percent in Total Assets from Ushs. 42.5 trillion in March 2022 to Ushs. 45.92 trillion in
March 2023. This growth was, however, slightly lower than UGX.4.1 trillion or 10.8 percent
registered in the twelve (12) month period to March 2022. The deposit base grew by Ushs.
2.5 trillion or 8.4 percent from Ushs. 29.5 trillion to Ushs. 32.0 trillion over the same period.
The level of intermediation remained strong exhibited by growth in total advances, which
shot up by Ushs. 2.1 trillion or 11.5 percent over the period between March 2022 and March
2023. This increase surpassed the growth of Ushs. 1.9 trillion or 12.2 percent registered in
the prior twelve-month period to March 2022.

The banking sector registered a Net profit after tax of Ushs. 1.2 trillion for the year ended
December 31, 2022 up from Ushs. 1.0 trillion registered in the previous year. From a quarterly
perspective, the net profit after tax for the first three (3) months to March 31, 2023 amounted
to Ushs. 405.24 billion compared to Ushs. 308 billion for a similar period a year earlier,
indicating a growth of 31.6 percent.

The stock of Non-Performing Loans increased by Ushs. 103.4 billion or 10.0 percent. However, the
ratio of Non-Performing Loans/Total Loans and Advances improved marginally from 5.8 percent to
5.7 percent on account of a more than proportionate increase in Total Loans and Advances.
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Table 4.4: Key Financial Performance Indicators of the Banking Sector

Key Financial Performance Indicators Mar-22 Mar-23 | Absolute Change Ehanse
(percent)

#DoingMore

Total Advances (Ushs. “000”") 17,868,061,041 19,926,917.376 2,058,856,335 11.52
Total Assets (Ushs. “000”) 42,464,643,051 45,917,658,227 3,453,015,176 8.13
Total Deposits (Ushs. “000”) 29,526,943,421 | 32,010,434,065 2,483,490,644 8.41
Profits (Ushs. “000”")- Quarter 308,005,975 405,237,782 97,231,807 31.57
Non-performing
Assets (Ushs. “000") 1,035,908,862  1,139,271,812 103,362,950 9.98
NPA ratio (percent) 58 57

Dec-21 Dec-22 ' Absolute Change Change(per-

cent)

Profit (YTD*)- (Ushs. “000”") 1,043,268,189  1,196,931,548 @ 153,663,359.4 14.73

Source: Bank of Uganda
*YTD- Year to Date

b) Credit Institutions (Cls)

The aggregate core and total capital held by the Cls subsector increased by 39.3 percent and
37.6 percent, respectively, from Ushs. 43.6 billion and Ushs. 46.5 billion as at March 31, 2022
to Ushs. 60.7 billion and Ushs. 63.9 billion as at March 31, 2023, respectively. Consequently,
the aggregate core and total capital to risk-weighted assets ratios increased from 13.4 percent
and 14.3 percent as at March 31, 2022 to 16.9 percent and 17.8 percent, respectively, as at
March 31, 2023.

All Cls maintained liquid assets of not less than 20 percent of deposit liabilities as stipulated
under the Financial Institutions (Liquidity) Regulations, 2005. However, one (1) Cl did not meet
the minimum statutory requirements for core and total capital to risk-weighted assets ratios
of 12.5 percent and 14.5 percent. Furthermore, three (3) of the four (4) Cls did not meet the
new statutory minimum paid-up capital requirement of Ushs. 20 billion contrary to Section 3
of the Financial Institutions (Revision of Minimum Capital Requirements) Instrument, 2022.
The non-compliant institutions were directed to recapitalize.

Total assets held by the subsector increased by 16.6 percent to UGX 495.1 billion as at the
end of March 2023 from Ushs. 424.7 billion at the end of March 2022. The increases in total
assets was largely on account of an increase in ‘Balances with Financial Institutions in Uganda’,
net advances, and ‘other assets’ by 36.3 percent (Ushs. 37.7 billion), 10.4 percent (Ushs. 24.9
billion) and 44.4 percent (UGX 13.8 billion), respectively.

Similarly, total liabilities increased by 16.2 percent (Ushs. 57.7 billion) over the same period.
Customer deposits and borrowings increased by 13.1 percent (Ushs. 29.6 billion) and 36.7
percent (Ushs. 22.6 billion), respectively.

c) Microfinance Deposit-Taking Institutions (MDls)

All MDlIs maintained unimpaired paid-up capital above the statutory minimum requirement of
Ushs. 500 million. The aggregate core and total capital held by the MDls sub-sector grew by 8.6
percent and 9.1 percent to Ushs.228.3 billion and Ushs.243.9 billion, respectively, as at March
31, 2023, from Ushs. 210.1 billion and Ushs. 223.6 billion as at March 31, 2022. The MDls
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also complied with the ongoing minimum statutory core and total capital adequacy ratios of
15 and 20 percent, respectively, and maintained liquid assets in the amounts stipulated under
the MDI (Liquidity and Funds Management) Regulations, 2004. In the twelve months ended
March 31, 2023, total assets held by the sub-sector increased by 12.5 percent to Ushs. 833.3
billion at end of the end of March 2023 from Ushs.740.9 billion at end of March 2022. The
increase in total assets was largely on account of growth in balances with financial institutions
in Uganda of 8.3 percent (Shs.17.8 billion) and net loans of 16.3 percent (Ushs. 64.1 billion).
Total liabilities increased by 14.2 percent (Shs.74.3 billion) to Shs.596.2 billion as at March 31,
2023, from Ushs. 521.8 billion as at March 31, 2022, largely due to an increase in long term
borrowings of 47.2 percent (Ushs.31.6 billion) and customer deposits of 13.0 percent (Ushs.
49 2 billion).

To ensure that MDIs have adequate capital to cushion the existing and emerging risks in a
challenging environment but also to align the MDIs capital thresholds with other EAC countries,
BoU awaits approval from the Parliament of Uganda to increase the statutory minimum
unimpaired paid-up capital from Ushs. 500 million to the proposed Shs.10 billion. Additionally,
on March 9, 2023, Parliament considered and approved the Microfinance Deposit-Taking
Institutions (Amendment) Bill, 2022 to allow the MDls to offer Islamic Banking, Bancassurance
and Agent Banking. With this Bill passed by Parliament, it now awaits assent by the President.

The Microfinance Deposit-Taking Institutions (Registered Societies) Regulations, 2021 were
finalized and will be gazetted soon. These regulations will guide licensing, regulation, and
supervision of registered societies (the Large SACCOs) by the Bank of Uganda in accordance
with its mandate derived from Section 110 of the Tier IV Microfinance and Money Lenders
Act, 2016.

d) Tier IV Institutions

These institutions aim at bridging the last financial miles for households and includes
microfinance institutions (MFls), self help groups, Savings and Credit Cooperatives (SACCOs),
non-deposit-taking microfinance institutions, self-help groups and money lenders. These
remain some of the fastest growing and dynamic components of Uganda’s financial sector.
Their wide geographical coverage and countrywide presence is ideal for providing financial
services to the large unbanked population with low incomes that would otherwise be excluded
from the formal financial sector.

Uganda Microfinance Regulatory Authority (UMRA)

In a bid to promote savings, access to credit and stability of microfinance institutions as well
as enhancing consumer protection for all Ugandans, UMRA continues to license, regulate and
supervise the Tier 4 segment of the financial services providers. These include Savings and
Credit Cooperative Organizations (SACCOs), Non-Deposit- Taking Microfinance Institutions,
Self-Help Groups (SHGs) and Money Lenders. Since 2018, UMRA has witnessed an increasing
trend in the number of institutions that are licensed under its regulatory ambit which are
contributing to social economic transformations of Uganda’s economy through job creation,
providing access to credit and this has led to an increase in financial inclusion. By April 2023,
institutions licensed by UMRA stood at 1,513 as indicated the table 4.5 below.
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Table 4.5: UMRA Licensed Institutions

2018 2019 2020 2021 2022* 2023*

Money Lenders 1144 1180
NDMFls 49 117 146 183 197 208
SACCOs 0 0 0 25 57 125
Total 239 728 901 968 1396 1513

Source: UMRA, *As at April 2023

In the coming FY 2023/24, UMRA will aim at strengthening the supervision of institutions
under its jurisdiction through;

Rolling out a robust Information Management system to increase efficiency in delivering
the mandate.

il. Strengthening the Credit information sharing Mechanism.
iii. Popularization of the Self-Help Groups Guidelines.
V. Strengthening the complaints resolution mechanism.

V. Prepare for licensing and supervising of EMYOOGA and Parish Development Model
SACCOs.

Vi. Enforcement of Standards and compliance requirements for all Tier 4 Microfinance
Institutions and Money Lenders under UMRA.

Vil. Undertake consumer education and financial literacy awareness campaigns through
UMRA consumer protection guidelines.

e) Credit Reference Bureau

The Credit Reference Bureau (CRB) has continued to attain growing acceptance as a vital part
of the Supervised Financial Institutions’ (SFls) credit market since its establishment in 2008.
SFls continued to embrace the use of credit reports from the CRBs in their loan appraisal
process in a bid to improve the quality of loans advanced. By 31st March 2023, 33 SFls
accessed CRB services, through 607 branches connected to CRB services.

The number of registered borrowers (clients) who had financial cards increased to 2.36 million
as at end of March 2023 compared to 2.2 million financial card holders as at end of March
2022 representing a /7.3 percent increase. Similarly, the number of credit inquiries made by
SFls to CRBs increased by 35.3 percent from 1.02 million as at end of March 2022 to 1.38
million as at end of March 2023. The average processing time for data requests for the CRBs
from SFls is in seconds or in real-time.

The Financial Institutions (Credit Reference Bureau) Regulations, 2022 intended to expand
access to Credit Reference Services to other non-regulated credit providers were gazetted
on September 30, 2022. Consequently, BoU issued a circular on October 21, 2022, revoking
the requirement for a record submitted to the CRBs to have a financial card number. Effective
January 1, 2023, all credit applications of Ugandan citizens reported to the CRBs are required
to have a National Identification Number (NIN) as the primary unique identifier while a
combination of a refugee number or passport number or work permit number is required
for Non-Ugandans until the National Identification and Registration Authority (NIRA) starts
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issuing Alien Identification Numbers. In the same line, all non-individual borrower records
submitted to the CRBs must have a unique registration number duly issued by the relevant
registration authority in accordance with the laws of Uganda.

The average number of registered borrowers with NINs across the three licensed CRBs stood
at 1,939,772 as at end of March 2023 compared to an average of 1,562,890 as at end
of March 2022. Supervised Financial Institutions continue to update the profiles of both
individual and non-individual borrowers with existing unretired facilities, with the applicable
unique identifier or registration number as prescribed by BoU.

f) Security Interest in Movable Property Registry System (SIMPO)

SIMPO is a movable collateral registry established by the Government of Uganda under the
Security Interest in Movable Property Act (SIMPA) 2019 to increase access to credit by Youth,
Women, and MSMEs who do not own land. SIMPO provides a framework for lenders to
register their security interests in movable assets pledged as collateral to access finance and
rules for determining priority among the competing claimants. Summarized below are the key
achievements of the Registry as of February 2023

i) Security interest notices and number of clients

By February 28, 2023, the number of notices at the registry stood at 17,003, a growth of
46 percent over the year. Lenders increased from 135 in March 2022 to 169 in February
2023, with accounts from moneylenders and non-deposit-taking microfinance institutions
experiencing the highest growth, as shown in Table 4.6.

Table 4.6: Security Interest Notices as of 28 Feb 2023 (extracted from SIMPO)

No. | ITEM 51/03/22 | (28/09/23)
1 | No. of notices registered by Institutions supervised by BOU 1,611 2,858
2 | Mool s etre by ltr sbluons g Ter 4 Mo 10117 100
3 | No. of notices registered by Institutions Outside Uganda 74 98
4 | No. of notices registered by Individuals 1 3

Total Security Interest Notices Registered 11,803 17,003

Source: SIMPO

Table 4.7: Number of Clients registered on SIMPRS as of 28 February 2023.

Type of lender Location No.
Individuals Local 15
Foreign 2
Commercial Banks Local 25
Foreign 8
Credit Institutions Local 4
Foreign 11
Development Banks Local 2
Foreign 5
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Type of lender Location No.
Microfinance Deposit-Taking Institutions Local 5
Money Lenders Local 36
Non-Deposit Taking Microfinance Institutions Local 23
Savings and Credit Cooperatives (SACCOs) Local 5
Other (lenders apart from financial institutions) Local 10
Foreign 19
Grand Total 169

Source: SIMPO
i) Searches

Collateral registries such as SIMPO remain a crucial credit management tool used by lenders to
identify any potential competing security interests in any given collateral through conducting
searches. By February 28, 2023, SIMPO had recorded 16,000 searches, which correspond to
security interest notices 17,003 at a ratio of 1:1. This implied that a search was carried out
for every notice registered. This provides evidence that lenders have embraced the system as
part of their due diligence processes.

Figure 4.6: Search Activity

Searches on SIMPRS 18/09/2019 to 28/02/2023
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Source: SIMPO
iii) Post Registration Notices since September 2019

The reporting period saw a spike in July 2022 of 416 post-registration notices up from
June’s 175, both against an average of 268. Post-registration notices include amendments,
cancellation, discharge, and default and enforcement notices. Amendments accounted for 75
percent of the post-registration notices registered in July 2022. A reduction in post-registration
notices possibly implies stability within the markets that borrowers are able to pay within time.
Figure 4.7 shows the number of post-registration notices over the period the registry has
been operating.

Background to the Budget Fiscal Year 2023/24 '-



E
D

MoFPED JUNE 2023

Figure 4.7: Number of post registration notices 18/09/2019 to 28/02/2023
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Source: SIMPO as at February 2023

iv) Number of collateral in SIMPO by 28 Feb 2023

Collateral has increased from 16,195 to 23,044 as of 28/02/2023. Motor vehicles remain
the most widely used collateral, laying emphasis on the need for integration to increase

registrations. Details are in Table 4.8 below

Table 4.8: Number of Collateral Sub-Type by 28 Feb 2023 (Cumulative)

NO. | COLLATERAL SUB TYPE TOTAL
1. | Accession 1
2. | Account Receivable 101
3.  Bank/Deposit Account 254
4. | Bicycles 7
5. | Commingled Assets 3
6. | Commodities 20
7. | Company Assets / Business Assets 1,634
8. | Consumer/Household Goods 1,829
9. | Currency 1
10. | Farm Harvest 164
11.  Farm Products 2
12. | Fixtures and Fittings 14
13. | Inventory/ Stocks of Goods 113
14. | Investment / Shares / Stocks / Bonds 154
15. | Livestock 67
16. | Money/Cash Proceeds 110
17. | Motor car 17,055
18.  Motor cycle 608
19.  Omnibus 29
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NO. | COLLATERAL SUB TYPE TOTAL
20. | Others {Non-Perishable} 105
21. | Others {Perishable} 4
22.  Outboard Motor
23. | Pharmaceutical Products 1
24.  Plant & Equipment 406
25. | Semi-trailer 194
26. | Tractor 166
27. | Tricycle 1

Total 23,044

Source: SIMPO 28/02/023
Since last reporting, the registry has achieved the following;

i) During the reporting period, URSB trained 188 lenders and representatives on SIMPO.
Representatives were mainly comprised of law firms that perform registrations on
behalf of secured creditors. The URSB adopted a hybrid approach towards these
trainings, making use of virtual sessions as well as face to face trainings held in Masaka,
Jinja, Kabale and Kampala. As such, there were 34 new accounts were created on
the SIMPO. In addition the URSB continued to work with other regulators like the
Uganda Microfinance Regulatory Authority (UMRA) and the Ministry of Trade, Industry
and Cooperatives (MTIC) to reach out to Savings and Credit Cooperatives (SACCOs),
moneylenders, and non-deposit taking microfinance taking institutions.

i) The Uganda Access to Finance (A2F) project under the International Finance
Corporation commenced with stakeholder consultations. A key project component is
promoting a movable asset-based driven lending industry by building lenders’ capacity
to create products under the Security Interest in Movable Property Act (SIMPA), 2019.

iii) The Registry was upgraded to improve user experience. During the upgrade, three
modules were introduced:

L] Binding collateral to the grantor module; which is designed to ease the identification
of the owner of any collateral for transactions with multiple collateral and grantors.

L] Representative module which enables secured creditors that use agents like law
firms to perfect their security interests and permit the law firms to represent multiple
creditors at any given point in time.

L] Merger module to facilitate the transfer of security interests from one secured creditor
to another in the event that two or more entities become one through a merger or
acquisition.

In FY2023/24, SIMPO will prioritise the following;

i) The ongoing Integration with the Motor Vehicle Registry (MVR) which is expected to
roll out before the end of this financial year 2022/2023. The integration will simplify
placing and removing caveats on the motor vehicles trailers and engineering plants to
control the transfer of ownership without the secured creditors’ consent.
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i) The mass country wide borrower sensitization activities through experiential marketing.
This will include creating awareness about the opportunities presented through the use
of movable property as collateral, borrowers’ rights, and protection of their property
under the law.

g) Agricultural Insurance, Financing and other Funds Management
Agricultural Insurance

The Uganda Agriculture Insurance Scheme (UAIS), through the Government of Uganda has
since its inception in FY 2016/17 been implemented and will continue to operate until FY
2024/25.The scheme is currently being implemented by Agro Consortium (U) Limited, which is
a secretariat that consists of thirteen (13) insurance companies offering the following specific
products: multi-peril crop Insurance, Livestock, Weather Index, Poultry, Apiary, Forestry and
Aquaculture Insurance.

The main objective of the scheme is to cushion farmers from losses associated with risks
arising from climate and environmental changes that pose a high threat to farmers’ livelihoods
and business growth altogether. The scheme also facilitates access to credit from various
financial institutions, whose confidence is bolstered by the de-risking framework of the
scheme, especially small holder farmers. Loan repayment by the farmers remains guaranteed
as the activity is protected in case of loss pertaining to covered perils.

Under the scheme, the government provides premium subsidy funds, in collaboration with
industry players who endeavour to undertake behavioural change efforts through education,
sensitization and training of farmers.

By December 2022, the most significant impact of loss suffered was from drought which
contributed to 73.8 percent of all the insurable risks. This has led to the emphasised promotion
of the Weather/Drought Index Insurance product.

Weather/Drought Index insurance is a revolutionary product that is cost-effective and allows
quick and timely compensation without the burden of field inspections. The Agro Consortium
has made deliberate efforts to upscale and increase the uptake of agriculture insurance of
the scheme by facilitating the establishment and growth of three regional offices; Mbale,
Mbarara and Gulu, and is working to further expand reach with more offices within the regions
countrywide. The expansion strategy is aimed at being able to reach and better serve the
consumers even at the grass-root level.

The institutional arrangements of the scheme provide that the Insurance Regulatory Authority
of Uganda (IRA) offers regulatory oversight and quality control, whereas the BoU manages the
drawdown on the UAIS account. There also exists a UAIS Technical Working Committee that
is responsible for monitoring, supervising and evaluating the overall scheme.

By the end of December 2022, total claims pay-out stood at Ushs.32.6 billion, and written
premiums amounted to Ushs.84.9 billion. Cumulatively by the end of December 2022, the
scheme had provided cover for over 665,240 farmers across all regions of the country. A
considerable number of small-scale farmers are covered under weather index insurance
whereas large-scale farmers are covered under the traditional multi-peril crop insurance.
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Agro Consortium’s awareness and sensitisation campaigns, as well as inspections on the
insured farms were impacted following the announcement of the Ebola outbreak and eventual
lockdown of Kasanda and Mubende districts. However, on the whole, with the mass awareness
and sensitisation efforts conducted at the start of the year, more farmers had picked up the
interest in taking up insurance. As such, the number of farmers registered by December 2022
had grown by an impressive 126 percent in comparison to the previous year.

Discussions are underway to incorporate insurance in the Agricultural Credit Facility, currently
under the management of the BoU and in the PDM.

Agricultural Credit Facility (ACF)

The ACF has played a critical role in providing short, medium to long-term financing towards
private sector investments and projects engaged in primary agriculture, agro-processing and
value addition, post-harvest management as well as the grain trade. The core objective is to
enhance job creation, augment household income and boost export promotion.

The Agricultural Credit Facility (ACF) has maintained positive growth since its establishment
in 2009 with a portfolio standing at Ushs. 751.33 billion as at December 31, 2022. Loans
extended to farmers and agro-processors increased by Ushs. 20.83 billion during the year
with 1,447 more beneficiaries accessing affordable credit under the ACF during the year.
Cumulative disbursements since inception of the scheme are depicted in figure 4.8

Figure 4.8: Cumulative Disbursements of LOANS (GOU+PFI)
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During the year ended December 31, 2022, GoU remitted Ushs. 37.95 billion to the Escrow
Account held at BoU for on-lending to viable projects. This led to total cumulative remittances
from Government of Uganda (GoU) increasing to Ushs. 239.38 billion as at December 31,
2022. The capitalisation of Ushs. 239.38 billion together with the reflows (repayments from
PFls) of UGX. 259.82 billion have supported cumulative lending of up to Ushs. 380.67 billion
as GoU contribution. Government also provided Ushs.1.8 billion for marketing the ACF. This
has been matched with participating Financial Institutions’ (PFI)’ contribution of Ushs. 370.66
billion to bring total lending to Ushs. 751.33 billion as at December 31, 2022.

The introduction of Block Allocation under the ACF continues to demonstrate that the model
has the potential to be a catalyst for financial inclusion as 59 percent of the beneficiaries
under the ACF belong to the micro and small enterprises under the Block Allocation. Block
Allocation permits the PFls to on-lend microfinance loans of up to Ushs. 20 million to
individual farmers based on alternative collateral such as chattel mortgages, cashflow-based
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financing and character-based loans among others. This has enabled access to finance by
the disadvantaged, especially women. By December 31, 2022, beneficiaries under Block
Allocation had more than doubled with 1,197 more micro borrowers accessing affordable
credit under the ACF. Through this intervention, an increase of 217.6 percent was registered
compared to the previous vyear. The corresponding value of loans disbursed progressively
under this model also increased by 85 percent (Ushs.5.37 billion) in the last year. This model
has demonstrated the ability of the ACF to be a transformative tool for enabling access to
finance by the smallholder farmers who constitute the majority of the agriculture sector,
employing about 70 percent of Uganda’s labour force (UBOS 2021/2022) and therefore a
key driver for social-economic transformation.

During the year, more funding was extended to on-farm activities/primary production,
grain trade and agro-processing, utilizing 23.5 percent, 16.18 percent and 11.27 percent
respectively. On-farm constituted the highest-funded category during the year in terms of
the value of loans disbursed and the number of beneficiaries with 1,372 more borrowers
(114 percent) accessing funding under this category. The majority of small-holder farmers
and agro-processors fall under this category and this resonates with the commitment of the
ACF to commercialize the smallholder farmers by enabling them to access affordable credit to
acquire agricultural machinery for mechanisation, quality agro-inputs for better yields as well
as value-addition so that they can move up the value chain and improve their income.

By December 31, 2022, ACF had supported farm productivity and production by disbursing a
cumulative total of Ushs. 236.31 billion to 2,579 beneficiaries engaged in on-farm activities.
Financing was utilised for the acquisition of agricultural machinery for mechanization,
facilitating access to agricultural inputs as well as farm restocking for increased output.

The ACF has also contributed to export promotion by extending credit for value addition in
the agricultural sector through extending loans of up to Ushs. 140.28 billion to 102 agro-
processors in the dairy, tea, sugar, and grain milling sub-sectors among others.

ACF has extended financing of up to Ushs. 373.2 billion to 291 large off-takers and aggregators
in the grain handling industry to acquire working capital for grain trade as well as acquire
infrastructure for post-harvest handling. Through this support, farmers have been linked to
the markets as well as contributing to a reduction in post-harvest losses. It has contributed to
enhancing the level of confidence for the supervised financial institutions to increase lending
to agriculture with total private sector credit to the sector standing at Ushs. 2.05 trillion as
at December 31, 2022 compared to Ushs. 385.76 billion in 2010 when ACF was rolled out.

The ACF operations under a refinancing mechanism have enabled PFls to undertake proper
due diligence on potential borrowers, disburse agricultural loans to eligible and viable projects.
The PFls thereafter seek reimbursement from BoU as the fund administrator in accordance
with the governing ACF Memorandum of Agreement (MoA), 2018. This has ensured a low
non-performing loan ratio of 1.4 percent compared to 5.4 percent of the commercial banks.
Government is in the process of addressing challenges affecting the ACF, which include: the
lengthy loan write-off process, marketing among others
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Figure 4.9: ACF Portfolio as at March 31, 2022
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Small Business Recovery Fund (SBRF)

In November 2021, the GoU in partnership with all the Commercial Banks, licensed Credit
Institutions and Micro-Finance Deposit-taking Institutions launched the Small Business
Recovery Fund. The Fund aims to support businesses that have been adversely affected by the
COVID-19 pandemic, suffered financial distress and show potential for recovery if provided
with loans and liquidity assistance.

The SBRF is a risk-sharing fund, sponsored by both the GoU and the supervised financial
institutions collectively referred to as the PFls, with each providing 50 percent of the financing.
The BoU is the fund administrator and is responsible for managing the SBRF on behalf of GoU
and the operations of the Fund are governed under a Memorandum of Agreement.

Following its launch, the SBRF did not perform as anticipated despite the fact the effects of
the pandemic were still felt by the business community. In March 2022, BoU held a workshop
with the PFls to discuss possible ways of improving the uptake of the fund and the resolutions
from the workshop were incorporated into amendments to the SBRF-MoA. The addendum
to the SBRF-MoA incorporating the above changes, was signed in November 2022. These
amendments include the following:

i) Increasing the maximum annual turnover from Ushs.100 million to Ushs.300 million.

i) Increasing the maximum eligible loan amount from Ushs.100 million to Ushs.200
million.

iii) Reducing the minimum number of employees for an SME from 5 persons to 2 persons.

iv) Allowing borrowers to use the loan under the SBRF to pay off part of the existing non-
performing loans.

V) Introducing Block Allocation under the Fund where SMEs with no land titles or other
marketable securities to be pledged as collateral, can use alternative collateral to access
funding of up to Ushs. 20 million.
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As at December 31, 2022, BoU had received 668 applications worth Ushs.8.06 billion from
nine (9) Participating Financial Institutions. Out of these applications, 606 with a total loan
value of Ushs.7.06 billion were approved. GoU contribution amounted to Ushs.3.53 billion.

Cumulative disbursements as at December 31, 2022, amounted to Ushs.6.58 billion, extended
to 586 eligible projects across the country with the central region registering the highest
uptake at 75 percent. Ushs.478 million remained committed in respect of 20 applications
pending the fulfilment of pre-disbursement conditions while twenty-nine (29) projects worth
Ushs.451 million were still under review.

Despite implementation challenges, the SBRF has been able to safeguard an estimated total
of 10,909 jobs in various sectors that include; trade and commerce, service/hospitality,
construction as well as education. Trade and commerce registered the highest number of jobs
totalling 7,620, representing 70 percent of the total number of jobs, followed by construction
which had 2,105 jobs or 19 percent.

BoU continues to undertake publicity engagements through radio talk shows, print media and
workshops both with the PFIs and the public regarding the SBRF. With the recent amendments
to the SBRF-MoA, BoU has also partnered with the Federation of Small and Medium-sized
Enterprises as well as the Kampala City Traders Association (KACITA) to hold sensitisation
workshops across the country aimed at increasing awareness and uptake of the Fund.

The Investment for Industrial Transformation and Employment (INVITE)

On March 06, 2023, Cabinet approved the Investment for Transformation and Employment
(INVITE) project to proceed to Parliament for consideration and approval of the borrowing.
The GoU has negotiated with the World Bank for the latter to provide credit of US$ 106
million and US$ 94 million grant financing under this project. The project is anchored on the
GoU'’s economic growth plan of strengthening the private sector as a key driver of economic
growth and is also aligned to the National Development Plan (NDP) Il (2021-2025). The
project aims to deliver interventions with a specific focus on demand-side interventions that
stimulate private-sector investments and employment. BoU will manage the INVITE project
on behalf of the MoFPED.

h) Financial Inclusion and E-Money
Financial Literacy

During the year, the Bank of Uganda conducted a series of financial literacy training programs,
aimed at empowering the populace with the knowledge and skills to manage their finances
better. The main purpose of the Financial Literacy programme at the BoU is to oversee
financial literacy, financial education, and financial capability developments. This in turn leads
to improved financial consumer behavior, attitudes, health and discipline. The programme also
continuously implements provisions of the of Strategy for Financial Literacy in Uganda 2019
- 2024.

In the year to March 2023, the BoU conducted Financial Literacy trainings in 8 districts across
the country and 11 stakeholder engagement Financial Literacy meetings. In addition, the BoU
also participated in the Commemoration of World Savings Day held in March 2023. The BoU
also conducted three (3) Financial Literacy Training of Trainers (TOT) in Arua, Mbarara and
Kisoro. Cumulatively, 77 TOTs held have been held since the programme was rolled out.
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As such the cumulative number of financial literacy trainers across Uganda currently stands at
2,212. The programme, in collaboration with the Uganda Communications Commission (UCC)
and the UNCDF Country Digital Lead signed off the core messages of the digital financial
literacy (DFL) module. The DFL is the 8th Financial Literacy module alongside; saving, loans
management, personal financial management, investment, retirement, insurance, financial
service providers and consumer protection. These messages are currently uploaded on the
BoU website.

There’s also an ongoing collaboration with the Uganda Institute of Banking and Financial
Services and the Uganda Bankers’ Association in the Savings Challenge that'’s calling upon
Ugandans to Start Small, Grow Big, Be Green Smart. This challenge is being held in the run-up
to this year's World Savings Day which shall be held on October 31, 2023.

Financial Literacy Plans for FY2023/24

The programme intends to establish the Financial Literacy Association whose first Annual
General Meeting is scheduled for May 2023. In the coming year, the Financial Literacy
Association will be fully operational and is set to oversee, support and report work done by
the 2212 trainers across the country. The Association will be tasked to report to the BoU on
a quarterly basis on activities carried out across the country to strengthen Financial Literacy
adoption.

The Alliance for Financial Inclusion (AFI) continues to be a source of International best practices
in the Financial Inclusion agenda, one of which is the enhancement of Financial Literacy.
Therefore, the programme shall continue to participate in all AFI activities in the future.

E-Money>®

E-money has continued to post an upward growth trajectory. This is largely attributed to the
licensing of more e-money issuers and the central bank-led public campaigns on e-payments.
As at March 31, 2023, twenty five (25) institutions had received licences under the National
Payment Systems regulatory framework, of which eleven (11) payment service providers
were licensed as e-money issuers. The growth is also on account of the introduction of new
e-money use cases and innovative payment solutions which seem to be gaining traction.
These include public sector transport, savings and investment solutions. In addition, the rising
cost of living seems to have occasioned the masses into frugal behaviour and use of digital
channels to send money.

As at March 31, 2023, the registered number of customers stood at 41.7 million, up from
36.9 million in April 2022 reflecting a 13.1 percent increment. However, the ratio of active®®
to registered customers posted modest growth, rising from 16.5 percent in April 2022 to
25.1 percent in March 2023, indicative of a reasonable number of users who hold inactive
e-money wallets.

Significant growth was noted in the transaction activity of e-money. Person-to-Person (P2P)
transfers rose by 19.5 percent from Ushs.17.7 trillion in April 2022 to Ushs.21.1 trillion
in March 2023. Similarly, person to business payments more than doubled from Ushs.8.9

55 In previous publications, this section covered developments in mobile money. Since the operationalization of the NPS
Act (2020) in 2021, the BoU now provides oversight on activities of issuers of e-money (including mobile money).

56 The number of customer accounts that have been used to perform at least one P2P payment, deposit onto account
(cash-in), withdrawal from account (cash-out), utility/bill payment, merchant payments, bulk payment, received or sent
international remittances and airtime top up from account; during at least 90 days prior to end of the reporting period.
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trillion to Ushs.22.3 trillion over the same period reflecting the increased focus on merchant
recruitment by the payment service providers. Significant growth was also noted in the mobile
loans, with the amounts loaned more than doubling from Ushs.295.3 billion in April 2022 to
Ushs.655.9 billion in March 2023.

Notwithstanding the above developments, there remains concerns with regard to digital
fraud. Accordingly, during the year, BoU issued cyber security guidelines as well as guidelines
on the annual systems vulnerability assessments as a measure to address the increased cases
of digital fraud. These initiatives are expected to strengthen the risk management frameworks
and internal controls among payment service providers. Additionally, it is anticipated that
the ongoing efforts to build digital literacy will address the human factors which remain a
major vulnerability exploited by digital fraudsters. Other interventions have been proposed for
inclusion under the second national financial inclusion strategy which is under development.

Table 4.9: Mobile Money Service Segment Evolution: April 2020* to April 2023*

Service Segment -Value (Billion Ushs.) Apr-20 Apr-21 Apr-22

Person to Person (P2P) 7,996.13 13,073.47 17,677.73 21,129.72
Person to Business (P2B) 1,970.73 2,504.63 8,898.38 22,339.74
Bank to Wallet (B2W) 1,609.67 2,796.22 4,045.56 4,716.48
Wallet to Bank (W2B) 699.17 1,436.69 4,150.72 6,977.44
Mobile Credit Disbursed 481.30 334.72 295.26 655.92
Service Segment -Volume (No. Millions) Apr-20 Apr-21 Apr-22 Mar-23

Registered Customers™* 28.02 30.89 36.90 41.73
Active Customers*** 16.49 19.73 22.13 25.13

- vvvvvv‘ﬂnance.go.ug

Source: Bank of Uganda
*FY to date, ** Stock of customers as at indicated date, *** As at month end
Financial Consumer Empowerment and Market Conduct

The Financial Consumer Empowerment Mechanism (FCEM), established in 2017, continued
to increase stakeholder confidence in supervised financial institutions. The FCEM is an
administrative unit that exists to coordinate information, inquiries, complaints handling and
resolution as well as promote the rights of consumers of financial services.

In the first half of FY2022/23, the BoU carried out several mass sensitizations programmes
during which the FCEM was advanced as the resolution center for grieved customers
and financial institutions. The programmes took on the form of radio talk shows, market
engagements and public gatherings in which the procedures for lodging complaints, as well as
the resolution, was emphasized, including the fact the SFls remained the first point of contact
in the event that a financial consumer is aggrieved about the quality of service received. In the
half year to December 2022, the SFls received and processed more than 110,000 complaints,
50 percent of which were under the Mobile Money & Mobile Banking categories, followed
by complaints about ATM Operations and Debit cards which accounted for 9 percent and 6
percent, respectively.

A significant number of issues escalated to FCEM were about loans that were applied for
prior to the COVID-19 pandemic, involving excessive penalties, denied restructuring, and a
misunderstanding of loan terms and conditions. Investigations into these complaints revealed
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that most of the borrowers did not have sufficient information about the implication of the
interest rates because they acquired these loans under desperate conditions. The expanding
digital payments in the banking landscape coupled with inadequate financial digital literacy
has seen a rise in complaints related to the digital financial service. Indeed, this was evidenced
by the feedback from the various external engagements by the FCEM.

During the year, the BoU signed an MOU with Innovation for Poverty Action (IPA). The MOU
aims for collaboration in conducting research that identifies and addresses key challenges for
the consumers in digital financial services through data collection, data analysis and solution
testing. BoU, through its FCEM, is working on mapping out an implementation strategy for of
the MoU.

i) Insurance Services

The Insurance Regulatory Authority of Uganda (IRA) continued to provide regulatory oversight
in a bid to maintain a financially sound, vibrant and trusted insurance sector. The focus has
been mainly on entrenching Risk Based supervisory practices, Corporate Governance and
responsible market conduct. During the year, a number of regulations were developed to
further operationalise the Insurance Act 2017. These included among others, the Insurance
(Minimum Premium and Commission rates) Regulations and the Insurance (Oiland Gas Business)
Regulations. Additionally, the Insurance Appeals Tribunal has since been operationalised and
is now fully functional. The tribunal has jurisdiction to review, on application, the specified
decisions made by the IRA and to hear and determine a question or issue arising out of or in
connection with a review.

Several regulations remain in progress at different levels and include; the Policyholders
Compensation Fund, Microinsurance, Takaful and conclusion of the RIA of the Motor Vehicle
Insurance (Third party risks). By end of March 2023, the IRA had licensed various players
summarized in Table 4.10 below.

Table 4.10: Licensed Insurance Players

Licensed Players 2019 2020 2021 2022 2023*
Reinsurers 1 2 2 2 2
Non-Life Insurers 21 21 21 20 20
Life Insurers 9 9 9 8 8
HMOs 5 5 5 3 2
Micro insurers 1 2 2 2 2
Health Insurers 1 1 1
Insurance Brokers 35 35 42 47 47
Reinsurance Brokers 2 2 3 3 3
Loss Assessors/Adjustors/Surveyors 24 31 23 26 26
Bancassurance Agents 2 16 19 19 20
Agents 2,384 2,596 2,205 2570 3458

Source: Insurance Regulatory Authority, *As at March 2023

As at the end of December 2022, the industry still remained on a positive growth trajectory
overall, growing from Ushs.1,183.86 billion in 2021 to Ushs.1,438.79 billion in 2022 posting
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21.5 percent growth over the reporting period. In real terms, the sector grew by an estimated
11.3 percent over the period. Non-life insurance business grew by about 21.8 percent,
generating Ushs.896.55 billion in 2022 from Ushs.736.09 billion recorded in 2021). When
compared to premiums from non-life generated in Q3 of 2021 (Ushs.632.3 billion), the current
performance represents a growth of 28.91 percent.

Life insurance business on the other hand generated Ushs.501.74 billion growing from Ushs.
351.3 billionin Q3 of 2022, representing a growth rate of 26.3 percent from the same segment
in the full year when compared to 2021. When compared to premiums from life generated in
Q3 of 2021 (Ushs. 351.3 billion), the current performance represents a 42.8 percent growth.

HMOs generated Ushs.39.93 billion growing from Ushs.33.04 billion in Q3 of 2022,
representing a decline of 17.26 percent when compared to the corresponding period in 2021,
during which Ushs.48.26 billion was underwritten. The significant decline was a combined
effect of the acquisition of one of the biggest HMOs, IAA Healthcare by Prudential Life
Assurance and the suspension of International Medical Link (IML). A dedicated health insurer
which is a mono-line insurance company licensed in the fourth quarter of 2022 generated
Ushs.81.43 billion growing from Ushs.64.3 billion in the previous quarter.

Micro insurance business generated Ushs.573.98 million growing from Ushs.468 million in Q3
of 2022. When compared with 2021, the current Gross Written Premium (GWP) represents a
reduction in growth by 14.51 percent from Ushs.657.26 million registered in a corresponding
period in 2021. This is attributed to the increased cost of living.

In terms of market concentration/composition, non-life business accounted for 62.31 percent
of the aggregate industry while Life business accounted for 34.87 percent of the aggregate
industry written premiums in the report period. The rest of the classes combined accounted
for 2.81 percent of the aggregate premiums underwritten. The premium collected through
the Bancassurance distribution channel was Ushs.142.71 billion compared to Ushs.103.54
billion in 2021 representing a 38.0 percentage growth and an overall contribution of 9.92
percent to total industry premium in 2022 while the premium collected through the brokerage
distribution channel was Ushs.410.41 billion accounting for 28.5 percent of the total insurance
premium during the year.

Payment of legitimate claims remained one of the key focus areas. Gross Claims paid on
account of both life and non-life (including HMOs) accounted for 40.3 percent of the total
premiums in 2022, equivalent to Ushs.579.86 billion).

Outlook for FY 2023/24

Despite the signs of strengthening economic activity in the year 2022/23, the global economy
remains fragile with the looming threat of recession in key markets. Locally, the insurance
industry will continue to face pressure from high inflation, natural catastrophe losses and
volatile financial markets. The sector is nevertheless expected to remain on a positive trend.

j) Retirement Benefits Sector

The Uganda Retirement Benefits Regulatory Authority (URBRA) established under Section
2 of the URBRA Act, 2011 holds the mandate to supervise and regulate the establishment,
management and operation of retirement benefits schemes, as well as to protect the interests
of members and beneficiaries of retirement benefits schemes in Uganda.
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The Retirement Benefits Sector of Uganda is comprised of National Social Security Fund
(NSSF) for employees in the formal sector and voluntary savers, Mandatory Employer Based
Schemes (including the Public Service Pension Scheme, Parliamentary Pension Scheme, and
Makerere University Retirement Benefits Scheme), Occupational Retirement Benefits Schemes
set up by employers on a voluntary basis and other individual plans which cover both formal
employees and the self-employed. In addition, Government operates a Social Assistance
Grant for Empowerment (SAGE) which provides a minimum level of social protection to senior
citizens in the country.

The Sector is also comprised of licensed service providers including Administrators, Fund
Managers, Custodians, and Trustees to ensure segregation of duties with the goal of mitigating
operational and governance risks. Table 4.11 below provides summary statistics of licensed
schemes and service providers in the Retirement Benefits Sector as at January O1st, 2023.

Table 4.11: Licensed Schemes & Service Providers

Schemes Column1
National Mandatory Schemes* 1
Mandatory Employer-based Schemes 2
Segregated Supplementary Voluntary Occupational Schemes 48
Umbrella Schemes™* 12
Supplementary Voluntary Individual Schemes 2
Total Number of Schemes 65
Service Providers Column1
Administrators 10
Fund Managers 6
Custodians

Corporate Trustees
Individual Trustees 191

Total Number of Service Providers 216

Source: URBRA

“The National Mandatory Scheme (NSSF) also operates a Voluntary Membership Plan which targets
workers that are not compelled to save by the mandatory provisions of the NSSF Act 1985 Cap
222 (as amended). The Plan presents an opportunity for such workers to voluntarily save for their
retirement.

“* The umbrella schemes are currently comprised of 223 participating employers.
Retirement Benefits Sector Performance Highlights

Over the last 8 years, URBRA's supervisory interventions have culminated in enhanced
operational efficiency (sector cost to asset ratio of 1.2 percent, cast against 2.1 percent in
2014), and enhanced trust, confidence, and public awareness on the importance of saving
for retirement, which has culminated into enhanced sector coverage (14.6 percent coverage
of working population®” |, cast against 6 percent in 2014). Consequently, Sector Assets have
since 2014 grown at an annual average of 18.5 percent (currently over Ushs.20 trillion from
Ushs.5.5 trillion in 2014).

57 According to the UBOS National Labor Force Survey, 2021, Uganda’s working population was estimated at 20.5
million persons. On the other hand, in FY 2021/22, about 3 million individual member accounts under the existing
retirement arrangements were recorded.
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In FY2021/22, the retirement benefits sector assets accounted for about 12.2 percent of GDP.
(11.1 percent in the previous FY) The sector generated an average return on investment of
11.4 percent (with Ushs.2.0 trillion of total investment income recorded), enabling an average
interest rate declaration of 11 percent per scheme.

Over time, good performance has been possible because URBRA embarked on a wide range
of activities, across its regulatory and supervisory responsibilities, which have permitted
enhanced operational efficiency, and protection of members’ interests.

Retirement Benefits Sector Investments

Based on Statutory returns®® | Retirement Benefits Sector investments registered a 9.0 percent
growth to Ushs.20.6 trillion as of end December, 2022, when compared against the Ushs.
18.9 trillion as of end December, 2021. The growth in Sector investments was attributed to
net contributions and investment earnings. Table ZZ below provides a detailed breakdown of
the sector’s investments.

Table 4.12: Retirement Benefit Sector Investment Portfolio
Investments 2016 2017 2018 2019 2020 2021 2022

Total UGX (Trillion) 8.04 9.90 11.8 14.28 16.31 18.90 20.60
O/w Share (percent)

Government Securities 71.3 71.7 74.52 74.83 76.11 76.5 77
Quoted Equities 14.5 154 13.95 13.45 12.47 12.9 12.2
Investment Property 5.9 53 571 6.14 6.36 6.4 6.4
Fixed Deposits 4.2 2.6 1.71 1.86 1.78 1.9 14
Unquoted Equities 2.2 2.2 2.83 2.61 2.28 1.6 1.6
Corporate Bonds 1.3 1.3 0.97 0.66 0.4 0.2 0.1
Other Investments* 0.6 1.5 0.31 0.45 0.62 0.5 14

Source: URBRA: *Other investments include cash and demand deposits, Collective Investment
Schemes, unit trusts, guaranteed funds, etc

The URBRA Investment of Scheme Funds Regulations, 2014 prescribe the East African
Community as a domestic market, hence permissible for investment. As at end December
2022 (with total investments at Ushs.20.6 trillion as indicated in Table 4.12 above), Uganda
maintained the highest concentration of regional diversification of investments at 61.6
percent, 27.3 percent in Kenya, 10.7 percent in Tanzania and 0.4 percent in Rwanda of the
sector investment portfolio.

Enhancement of the Regulatory Framework

In line with the Authority’s strategic goal of a Sound Supervisory Framework, the Authority set
out to enhance the existing Legal Framework and supervisory intensity. During FY2022/23,
the Authority amended Regulations on Licensing of Schemes and Service Providers, Investment
of Scheme Funds, Financial Disclosure and Reporting Requirements and, Management and

58 Regulation 5 of the URBRA (Financial Reporting and Disclosure Requirements) Regulations, 2016 provide for schemes
to report on their investments every three months and submit the investment reports within thirty days after the end
of the three months. The Sector investments position as of end December, is comprised of a consolidation of the
individual scheme investment positions as of the end December quarter.
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Operation of Schemes. The amendments sought to enhance sector operations, coverage and
adequacy of retirement benefits, and protection of members’ and beneficiaries’ interests and
are listed in detail below;

i) URBRA (Licensing of Administrators) (Amendment) Regulations S.I. No. 16 of 2023
i) URBRA (Licensing of Custodians) (Amendment) Regulations S.I. No. 11 of 2023

iii) URBRA (Licensing of Fund Managers) (Amendment) Regulations S.I. No. 12 of 2023
iv) URBRA (Licensing of RBS) (Amendment) Regulations S.I. No. 13 of 2023

V) URBRA (Licensing of Trustees) (Amendment) Regulations S.I. No. 14 of 2023

Vi) URBRA (Management and Operations of RBS) (Amendment) Regulations S.I. No. 15 of
2023

Vii) URBRA (Financial Reporting & Disclosure) (Amendment) Regulations S.I. No. 9 of 2023
viii)  URBRA (Investment of Scheme Funds) (Amendment) Regulations S.I. No. 10. of 2023

Public Service Pension Fund Bill, 2023

The legislative process relating to the Public Service Pension Fund Bill is still ongoing. The
Bill seeks to address issues of affordability and long-term sustainability of the Public Service
Pension Scheme given its current operation as an Unfunded Defined Benefit Scheme. The
proposed Public Service Pension Fund Bill once passed will make the scheme contributory
(Funded Defined Benefit Scheme) where government and public servants make contributions,
enabling the accumulation of assets which will facilitate timely payment of benefits. During
the period under review a certificate of financial implication relating to the Bill was issued, and
the Bill was published in the Gazette of February 24, 2023, and subsequently tabled before
Parliament on March 14, 2023.

Upgrade of the Supervisory System

URBRA's supervisory framework aims to protect members'/ beneficiaries’ interests by requiring
prudent practices from licensed entities and enabling prompt, effective and proportionate
supervisory response to risks. In this regard, one of the Strategic Projects set out in the
URBRA Strategic Plan 2020/21-2024/25 is to upgrade the existing Risk-based Supervisory
Framework (RBSF) and set up a Risk-Based Supervision IT system for effective risk assessment,
response and monitoring. The Project aims to strengthen the Authority’s ability to proactively
identify, assess and respond to a broad range of risks in a coordinated way which is critical for
effective supervision. Deployment of the Electronic Risk Based Supervision System (ERBSS)
is planned for the last quarter of FY2022/23.

Extension of Retirement Benefits Sector Coverage to Informal Sector Workers

One of the challenges facing the Retirement Benefits Sector in Uganda is low coverage mainly
driven by the exclusion of workers in the informal sector. In line with its mandate to develop
the Retirement Benefits Sector, URBRA (over its 5-year Strategic Plan for the 2020/21-
2024/25 period) set out to implement a special project aimed at extending coverage to the
self-employed and informal sector workers.
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In FY2021/22, the Authority developed an Implementation Blueprint for the establishment
of a National Long-Term Savings Scheme. Subsequently, in FY2022/23, and in line with the
Implementation Blueprint, the Authority (with support from Financial Sector Deepening
Uganda) commissioned a Rapid Assessment of the Feasibility of a National Long-term Savings
Scheme. The goal of the assessment is to provide more robust analysis of the demand, supply,
and policy-side data to inform the development of an appropriate legal, regulatory and
operational framework.

Retirement Benefits Sector contribution to National Development

The Retirement Benefits Sector is pivotal to the growth of the financial sector and broader
economy through mobilization and accumulation of domestic savings for long-term finance.
Prioritization and effective implementation of critical activities central to the growth and
development of the Sector should therefore be emphasized.

In 2022, Uganda’s Gross National Savings was estimated at about 20 percent of GDP (cast
against the 35 percent target for the realization of Vision 2040). The Retirement Benefits
Sector accounts for 12.2 percent of GDP, hence accounting for about 60 percent of the gross
national savings, and is therefore the major driver of national savings.

The success of the NDP IlI, wealth creation (especially for mitigation of old-age vulnerability)
as prioritized in the 2021-2026 NRM Manifesto, and financial inclusion pillar of the Parish
Development Modelis enshrined in the success of extension of coverage, savings accumulation
and preservation, and investment returns posted in the Retirement Benefits Sector.

In pursuit of a vibrant, secure and sustainable Retirement Benefits Sector, and focus of
delivering benefits that are adequate, secure and sustainable, the Authority’s has for the FY
2023/24 prioritized among others as shown in Table 4.11 below.

Table 4.13: URBRA's Key Priorities for FY 2023/24
No. Priority Planned Action(s)

m Undertake research to inform policy proposals for improvement of
Fnhance the existing Private Pension Schemes outcomes.

Regulatory Framework m Review the Sector legislation to increase coverage and improve benefit

design, adequacy and security.

(il Ejl:ir}i/eaggpsgslgyoaod to | ™ Deploy the Electronic Risk Based Supervision System, and full

Risks implement of the Risk Based Supervision approach.

m Build strategic capabilities including high-level stakeholder engagements
and sensitization on the proposed National Long-Term Savings Scheme,
(iif) Fxtend Sector Coverage and broader Sector development priorities.

m Public awareness and education on the mandate and functions of the
Authority, and on the importance and ways of saving for retirement.

m Continuous Capacity of Trustees and Service Providers (Trustee

Increase Compliance with Certification Program).

L Statutory Obligations

m Annual Trainings of Trustees and Service Providers on Sector
Developments.
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k) Capital Markets

Market activity in Uganda’s capital markets was, in part, weighed down by a reduced appetite
for emerging and frontier market assets after a rise in interest rates in developed countries
such as the USA. At the Uganda Securities Exchange (USE), no activity was recorded in the
primary market, while the secondary market trading of equities declined compared to the
previous period.

Securities Markets
Secondary Market Activity at the USE

Equity turnover dropped by 10.2 percent to Ushs.25.6 billion in the FY 2022/23 from Ushs.
28.5 billion recorded in the FY 2021/22. Average turnover per trading day also decreased to
Ushs.150.3 million in the FY 2022/23 from Ushs.165 million previously. Share volume fell
to 302 million from 603 million in the previous financial year. The negative trend in market
activity was partly due to global policy uncertainties such as high inflation fueled by Russia’s
military actions in Ukraine that have seen offshore investors who account for over 70 percent
of turnover at the USE disengage from emerging and frontier markets. In addition, investors
also turned to government securities as yields were rising during the period as a result of the
tight monetary policy stance of the Bank of Uganda.

Domestic market capitalization (representing the value of all locally listed companies) dropped
by 3.3 percent to Ushs.7.1 trillion in the financial year 2022/23 from Ushs.7 .4 trillion reported
in the previous financial year. The decline in domestic market capitalization was mainly due
to the share price drops registered on eight locally listed counters; Cipla Quality Chemicals
Industries Limited, Uganda Clays Limited, Stanbic Uganda Holdings Limited, DFCU Limited,
Bank of Baroda, Vision Group, National Insurance Corporation and MTN Uganda.

In the short term, market activity is expected to be weighed down by a reduced appetite for
emerging and frontier market assets after a rise in interest rates in developed countries such
as the USA. It is worth noting that the rise in rates on hard currency assets in developed
countries offers better returns at relatively lower risk compared to emerging and frontier
markets like Uganda, leading to an increase in foreign investor exits. In addition, emerging and
frontier markets are seen as unattractive because of depreciating currencies, high inflation
and rising debt levels.

Table 4.14: Trends in Market Activity at the USE (2021/22- 2022/23)*°

Share Volume (Million) 620.8 318.4 95.2
Equity Turnover (Ushs.Billion) 30.6 11.3 170.8
Average Turnover per trading day (Ushs.Million) 1594 60.1 165.2
Domestic Market Capitalization (Ushs.Trillion) * 7.36 429 71.6
USE Local Counter Index* 280.14 342.46 -18.2

Source: Uganda Securities Exchange, *As at February 2023

59 Figures are for the period July-March of each financial year
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Figure 4.10: Evolution of the USE All Share Index (ALSI) and Local Counter Index (LCI) July
2017- February 2023
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Figure 4.11: Level of Market Capitalization: June 2019- February 2023
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Collective Investment Schemes (CIS)

By end March, 2023, CIS Managers had almost a total of Ushs.1.8 Trillion in Assets under
Management (AUM). This represents an increase of 66.6 percent from Ushs.977.6 billion
registered in December 2021. The total number of active investor accounts held by CIS
managers in the review period stood at 40,201 compared to 26,936 investor accounts in the
previous year, representing a 49.2 percent increase. The growth in AUM and clients can be
attributed to increased awareness about the benefits of investing through CIS vehicles among
local investors, an increase in the number of CIS managers and the confidence of investors
with respect to regulatory protection. There are currently 6 licensed CIS Managers in Uganda.
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Figure 4.12: Trends in CIS Assets under Management (Ushs.Billion)®°
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Capital Market and Regulatory Governance

Licensed Market Intermediaries

At the end of the financial year 2022/23, Capital Markets Authority (CMA) had granted a total
of 98 licenses, approvals and authorizations, compared to 99 in the previous financial year.
The table below shows a list of the approvals, licences and authorizations over the last two

financial years.

Table 4.15: Market Intermediaries during the financial years? ¢2

Fund Managers 7 8
Stock Brokers 8 8
Investment Advisors 9 8
Unit Trust Managers 6 6
Unit Trust Schemes 17 17
Recognized Scheme®! 1
Trustees 2 2
Custodians 4 4
Stock Exchanges 2 2
Securities Central Depositories 2 2
Representative Licenses 40 38
Registrars 2 2
Total 99 98

Source: Market Supervision Department, CMA

60 Figures are as at end of March for each financial year

61 Figures for FY 2022/23 reflect position as at end of February 2023

62 In 2022 CMA made an order recognizing a scheme which is managed in a territory outside Uganda (in this case
Kenya), given that scheme’s ability to afford adequate protection to the participants, in line with Section 25 of the
Collective Investment Schemes Act (2003)
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Review of the Capital Markets Legal and Regulatory Framework

During the review period, the following regulations under the Capital Markets Authority Act
Cap 84 as amended were gazetted:

i) The Capital Markets Authority (Accounting and Financial Requirements) Regulations
2022

i) The Capital Markets Authority (Prescription of securities instruments) Regulations
2022

With the publication of these regulations, the CMA expects to provide a facilitative regulatory
environment for market intermediaries, issuers of securities and investors. In addition, during
the FY 2022/23, the CMA also commenced the review of the CMA Act. It is worth noting
that a key building block for efficient capital markets is the presence of a facilitative regulatory
framework that allows for innovation, increases access and ensures that the market is fair
for the protection of investors. To this end, the CMA Board approved a Regulatory Impact
Assessment for amendment of the CMA Act for stakeholder exposure and progression to the
Ministry of Finance, Planning and Economic Development. Amendments to the CMA Act seek
to increase access to market-based financing for issuers, enhance investor protection, remove
ambiguities and empower the Authority to sanction administrative breaches.

Investor Education

During the period under review, the CMA continued with its investor education program
which aims at creating awareness about capital markets, to drive market activity through
Collective Investment Schemes (CIS). The program is conducted through external resource
persons contracted by CMA to reach out to potential investors in the capital markets, with
an emphasis on investment through CIS. This was done via investor resource persons who
conducted public lectures, physical meetings, online seminars, and television and radio
outreaches. It is worth noting that the authority was able to reach an estimated 1.37 million
potential investors through these efforts.

Issuer Education Program

CMA also continued with its Issuer Education Program which seeks to increase the supply
of securities in the capital markets. The program involves reaching out to business owners,
business founders and key persons in business enterprises to sensitize them on opportunities
presented by market-based financing, the different types of non-bank market-based financing,
its merits, and the preparatory steps for accessing it. It is noteworthy that since the launch of
the program in May 2018, a total of 47 companies have been reached. In addition, a total of
Ushs. 42 billion has been raised through the program by companies in the education; medical
equipment; and microfinance sectors.

I) Legal and Regulatory Issues. There has been significant progress in the revision and passing of
several other financial sector legislations. During FY 2022/23, developments in the legislative
process in the financial sector not mentioned earlier on in this report include the following;

i) The regulatory impact assessment report of the BoU (Amendment) Bill, 2019 was
finalized and the outcome used to finalize the draft principles and Cabinet Memorandum
onthe proposed amendments to the Bank of Uganda Act. All documents were submitted
to the Cabinet Secretariat through MoFPED and are scheduled for consideration and
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approval by Cabinet to enable drafting of the BoU (Amendment) Bill, 2023.

i) The Financial Institutions (Credit Reference Bureaus) Regulations, 2022 were finalized
and published in the Uganda Gazette on September 30, 2022. These Regulations,
which expanded the credit reference system beyond banking institutions to include
non-BOU-regulated credit providers, essentially enhance credit information sharing
and regulation. BoU is currently working with the various stakeholders, most especially
the credit reference bureaus to finalize the processes of accrediting other credit
providers to participate in the credit reference system.

iii) In September 2022, the criteria for vetting Substantial Shareholders, Directors, and
Executive Management for SFls under the Financial Institutions Act, 2004 and the
Micro Finance Deposit-Taking Institutions Act, 2003 was updated with the Financial
Institutions (Amendment of 3rd Schedule) Instrument, 2022 and the Micro Finance
Deposit-Taking (Amendment of 2nd Schedule) Instrument, 2022 both gazetted on
September 30, 2022.

iv) In October 2022, the Corporate Governance Regulations were updated with Financial
Institutions (Amendment of 3rd Schedule) Instrument 2022, enhancing the criteria for
vetting Substantial Shareholders, Directors, and Executive Management for SFls.

V) The Financial Institutions (Revision of Minimum Capital Requirements) Instrument
2022 took effect on December 31, 2022. Commercial banks, credit institutions, and
MDIs must increase their minimum paid-up capital to at least Ushs. 150 billion, Ushs.
25 billion, and Ushs. 10 billion by end-June 2024.

Vi) The MDI (Amendment) Bill, 2022 was approved by Cabinet, published in the Uganda
Gazette, tabled in Parliament and enacted on March 10, 2023 (with some changes)
for enactment. The MDI (Amendment) Act, 2023 now awaits Presidential assent for
commencement.

4.3 External Sector Developments

Uganda’s external position remained fragile in the 12 months to February 2023, weighed
down by headwinds occasioned by the unabating Russia-Ukraine crisis. Consequently, both
the current and financial accounts’ deteriorated year-on-year, on the back of the war-induced
upsurges in global commodity prices and tight global financial conditions. In sum, a BOP
deficit of US$924.2 million was registered in the year to February 2023, a reversal from a BOP
surplus of US$759.3 million recorded in the previous year. Accordingly, gross international
reserves contracted to US$3,639.3 million, with reserve cover falling to 3.6 months of future
imports, down from US$4,268.6 million (4.7 months of future imports) in the years to February
2023 and 2022, respectively.
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Current Account

The current account deficit remained high (by historical standards) at US$3,869.3 million
in the 12 months to February 2023, slightly higher than a deficit of US$3,801.9 in the year
to February 2022, as all sub-accounts excluding the secondary income account registered
deteriorations.

Figure 4.13: Current account and sub-accounts (US$Millions)
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Merchandise Trade Balance

The merchandise trade balance deteriorated, widening by 7.5 percent to a deficit of US$
3,576.7 million in the year to February 2023 relative to the previous year, reflecting 5.3
percent growth in import expenditure to US$7,983.0 million, which overwhelmed the 3.6
percent growth in export revenues to US$4,406.3 million. The widening of the trade deficit
was primarily attributed to the deteriorating Terms of Trade (TOT), which worsened by 11.4
percent during the reporting year, reflecting the war induced escalation in global commodity
prices.

Figure 4.14: Terms of Trade
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The services deficit widened in the 12 months to February 2023, by 6.1 percent to US$1,494.5
million due to high transport payments in line with import growth, while the primary income
deficit rose by 3.1 percent to US$804.6 million on account of increased interest payments on

-m‘ Background to the Budget Fiscal Year 2023/24



#DoingMore

external debt service. In contrast however, the secondary income surplus expanded by 17.1
percent to US$2,006.4 million, supported by increased remittance inflows year-on-year.

On the financing side, the financial account surplus recorded a steep contraction, narrowing
by over 100 percent to US$2,164.6 million during the year to February 2023, reflecting sharp
portfolio withdrawals in combination with depressed official assistance inflows. Interest rate
hikes-in tandem with monetary policy tightening in advanced economies triggered offshore
investors’ net exit of US$362.4 million from the domestic securities market in the reporting
year, reversing the sizeable inflows of US$482.5 million registered in the previous year.
Furthermore, the deterioration in the surplus was exacerbated by increased external debt
service payments coupled with lower budget and project support loan disbursements owing
to tighter global financial conditions. On the upside, however, the financial account surplus
was supported by foreign direct investment inflows which increased by 70.8 percent to US$
1,661.6 million over the twelve months period, driven by oil sector project related foreign
capital inflows.

Figure 4.15: Financial account and sub-accounts (US$Millions)
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Outlook for FY 2023/24

Despite recent signs of improvement in the global economic environment, the near-term
external sector outlook remains uncertain with downside risks predominating amid lingering
headwinds from the prolonged Russian-Ukraine conflict and include lower global growth,
persistently elevated inflation in advanced economies, tightening global financial conditions
and the high cost of external borrowing.

4.4 Fiscal Sector Developments
4.4.2 Overall fiscal performance for FY 2022/23

The fiscal strategy for FY2022/23 and the medium term was to pursue growth friendly fiscal
consolidation to preserve fiscal and debt sustainability. This entailed:

Continued implementation of the DRMS to ensure that revenue to GDP grows by at
least 0.5 percentage points every financial year.

. Fiscal consolidation through reducing the share of expenditure to GDP in order to
ensure debt sustainability.
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ii. Reduce domestic borrowing to a share of no more than 1 percent of GDP in the
medium term so as to avoid crowding out the private sector.

V. Improve efficiency in project execution as a means to reap the economic gains from
these projects.

To that end therefore, it was projected that Government operations during the financial
year would result in an overall fiscal deficit of Ushs.2,752.50 billion, with total Government
expenditure (Excluding debt repayments and AlA) being Ushs.37,471.92 billion while domestic
revenues and grants would be Ushs.27,719.42 billion.

However, during implementation of the budget, Government is projected to spend
Ushs.36,710.45 billion by the end of the financial year against projected domestic revenue and
grants of Ushs.27,229.06 billion. This translates into a projected fiscal deficit of Ushs.2,481.39
billion which is equivalent to 5.1percent of GDP as shown in table 4.14 which illustrates the
overall fiscal operations in FY2022/23. This fiscal deficit is consistent with the measurable
fiscal objectives set in the Charter for Fiscal Responsibility for the period FY2021/22 -

FY2025/26.

Table 4.16: Summary of Fiscal Operations in FY2022/23

FY2022/23 Budget Proj. Outturn|Deviation|Performance|%age of GDP

Total revenue and grants 27,719.42 27,163.50 (- 555.92 98.0% 14.6%
Revenue 25,550.84 24,977.93 |- 572.91 97.8% 13.5%
Tax revenue 23,754.95 23,054.51 |- 700.44 97.1% 12.4%
Non-tax revenue 1,795.89 1,923.41 127.53 107.1% 1.0%
Grants 2,168.58 2,185.57 16.99 100.8% 1.2%
Budget support 78.12 76.86 - 1.26 98.4% 0.0%
Project grants 2,090.47 2,108.71 18.25 100.9% 1.1%
Expenditures and net lending 37,471.92 36,644.88 |- 827.03 97.8% 19.7%
Recurrent expenditures 22,243.64 23,327.17 | 1,083.54 104.9% 12.6%
Wages and salaries 6,363.19 6,997.87 634.68 110.0% 3.8%
Non-wage 11,188.55 10,282.91 |- 905.63 91.9% 5.5%
Interest payments 4,691.90 6,046.39 | 1,354.49 128.9% 3.3%
o/w: domestic 3,551.08 4,886.88 | 1,335.80 137.6% 2.6%
o/w: foreign 1,140.82 1,159.51 18.69 101.6% 0.6%
Development expenditures 14,268.31 12,289.22 (-1,979.09 86.1% 6.6%
External 6,418.25 5,786.44 |- 631.81 90.2% 3.1%
o/w: concessional 5,380.79 4,946.69 |- 434.10 91.9% 2.7%
o/w: non-concessional 1,037.46 839.75 |- 197.71 80.9% 0.5%
Domestic 7,850.06 6,502.78 |-1,347.28 82.8% 3.5%
Net lending and investment 297.92 258.96 |- 38.97 86.9% 0.1%
O/w HPP 297.92 258.96 |- 38.97 86.9% 0.1%
Other spending (Arrears Repayment) 662.05 769.54 107.49 116.2% 0.4%
Overall balance - 9,752.50 9,481.39 271.11 97.2% -5.1%
Excluding grants - 11,921.08 11,666.96 254.12 97.9% -6.3%
Financing 9,752.50 9,481.39 |- 271.11 97.2% 5.1%
External financing (net) 4,744.64 7,070.59 | 2,325.95 149.0% 3.8%
Disbursement 7,156.90 9,433.83 | 2,276.93 131.8% 5.1%
Budget support 2,531.19 5,497.14 | 2,965.95 217.2% 3.0%
Concessional project loans 3,290.32 2,837.98 |- 452.34 86.3% 1.5%
Non-concessional borrowing (HPPs) 297.92 258.96 |- 38.97 86.9% 0.1%
Non-concessional borrowing (other) 1,037.46 839.75 |- 197.71 80.9% 0.5%
Amortisation (-) - 2,412.26 2,363.23 49.03 98.0% -1.3%
Domestic financing (net) 5,007.93 2,410.80 |-2,597.13 48.1% 1.3%
Bank Financing 2,520.32 612.80 |-1,907.53 24.3% 0.3%
Central Bank - 7,965.36 9,193.20 |-1,227.85 115.4% -5.0%
Commercial banks 10,485.68 9,806.00 |- 679.68 93.5% 5.3%
o/w: securities for fiscal purposes 2,477.68 1,798.00 |- 679.68 72.6% 1.0%

o/w: securities for domestic amoritisation 8,008.00 8,008.00 - 100.0% 4.3%

Non Bank 2,487.61 1,798.00 |- 689.61 72.3% 1.0%
Errors and Ommissions - 0.07 0.00 0.07 0.0% 0.0%

Source: MEPD
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4.4.3 Revenue performance in FY 2022/23
a) Domestic Revenue performance

In FY 2022/23, Government’s objective was to increase revenue by 0.8 percent of GDP, which
was higher than the 0.5 percent projection of the DRMS and the National Development Plan
(NDP) lll. The projected growth in revenue took into account the improved growth of the
economy as a result of fully reopening all sectors of the economy and repurposing of the
budget to focus on investments in strategic areas that generate economic output such as
infrastructure and oil and gas. In addition, the projection took into account the continuous
improvement in the efficiency of tax administration to enforce taxpayer compliance through
Electronic Fiscal Receipting and Invoicing System (EFRIS) and the Digital Tax Stamps (DTS).

Revenue projection for FY 2022/23

Revenues for FY 2022/23 were projected to amount to Ushs.25,550.69 billion of which tax
revenue was Ushs.23,754.86 billion and Non-Tax Revenue (NTR) was Ushs.1,795.83 billion.
Government undertook an important decision not to introduce new taxes in FY 2022/23
with an objective of facilitating a faster recovery of the economy. As such, the key underlying
assumptions for the revenue projection for FY 2022/23 were the following;

Enhancement of efficiency in tax administration that would result in revenue gains of
Ushs. 1,500 billion.

. Increased level of economic activity that would result in revenue gains of Ushs.1,591
billion.

iii. The base of Ushs.22,425 billion (projected revenue collections of FY 2021/22).

Revenue performance for the period July 2022 to April 2023

Revenue collection for the period July 2022 to April 2023 grew by 12% (Ushs.1,917.47 billion)
compared to the same period in FY 2021/22. This is above the average growth of 2.9% for the
same period for the last four FYs as shown in Figure 4.15. Despite the growth in revenue, a
slight deficit of 2.5 % (Ushs.455.28 billion) was registered against the target of Ushs.18,207.31
billion. The under performance of tax revenue is on account of suppressed aggregate demand
due to inflation and hence increased costs of goods and services. In addition, there was lower
than projected growth in the levels of economic activity, which negatively impacted on tax
revenue.
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Figure 4.16: Trend analysis of revenue performance for July to April FY, 2018/19 - FY
2022/23 (Ushs. bn)
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Revenue Performance by tax head for the period July 2022 to April 2023
Income taxes

Income tax collections amounted to Ushs.6,359.11 billion against the target of Ushs.6,263.33
billion registering a surplus of Ushs.95.78 billion. This represents a growth of 17.20percent
(Ushs.933.36 billion) in income taxes collections compared to the same period in FY 2021/22,
which is above the average growth of 11.72percent for the past four FYs as shown in Figure
4.17. Surpluses were registered under PAYE (Ushs.401.91 billion), Tax on Bank Interest
(Ushs.20.65 billion), Rental Income Tax (Ushs.20.53 billion) and Casino tax (Ushs.36.72 billion).
On the other hand, shortfalls were registered under CIT (Ushs.122.41 billion), Withholding Tax
(Ushs.129.44 billion) and WHT on Treasury Bills (Ushs.66.93 billion).

Figure 4.17: Trend analysis of income taxes performance for July to April, FY 2018/19 - FY
2022/23 (Ushs. bn)
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This performance is mainly attributed to the following;

A surplus of Ushs.401.91 billion registered under taxes on employment income was
on account of; (i) Recruitment in private sector (CNOOC (122), Total Energies (116),
among others, coupled with high wages: (ii) Bonus payments by Commercial Banks
(additional Ushs.19 billion from Stanbic, ABSA and Standard Chartered; (iii) Increased
recruitment in banking (Stanbic - 167) and public sector (URA - 712); (iv) Enhancement
of salaries of scientists and promotions in the Public Service.

. Asurplus of Ushs.20.53 billion was registered under tax on rental income tax, translating
into growth in revenues of Ushs.33.50 billion, compared to the same period last
Financial Year. This is attributed to the reform of the rental income tax regime which
rationalized the tax treatment of individuals with that of companies. In addition, the
reform increased the effective tax rate of companies from 12 percent to 15 percent;

ii. A surplus of Ushs.36.72 billion was registered under casino tax translating to a growth
of 48.26 percent (Ushs.21.40 billion) compared to the same period in FY2021/22. The
significant growth in revenue is attributed to increased enforcement of weekly returns
and arrears recovery amounting to Ushs.31.21 billion from taxpayers.

V. There was a deficit of Ushs.129.44 billion registered under withholding taxes mainly on
account of;

o Ushs.105.4 billion deficit under general supplies due to subdued aggregate demand

0 Ushs.32.34 billion on Government payments due to budget cuts and delayed
approval of invoices by Government;

o Ushs.11.09 billion on foreign transactions.

V. There was a deficit of Ushs.122.41 billion on tax on business income due to decline
in profitability of firms especially in banking, transport, storage and communication
sectors, as a result of low levels of economic activity.

Consumption taxes

These are taxes levied on the consumption of goods and services namely: Value Added
Tax (VAT) and Excise Duty. Revenues from consumption taxes registered a growth of 8.66
percent (Ushs.268.25 billion) compared to the same period in FY2021/22. This is below
the average growth of 12.58percent for the last four Financial Years. Collections amounted
to Ushs.4,382.71 billion against the target of Ushs.4,801.70 billion, registering a deficit of
Ushs.418.99 billion.
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Figure 4.18: Trend analysis of performance of Consumption taxes for July to April, FY
2018/19 - FY 2022/23 (Ushs. bn)
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Factors that influenced the performance of consumption taxes by category include the
following:

Value Added Tax (VAT)

A surplus of Ushs.20.05billion was registered under VAT on spirits and this was on
account of increased in sales volume by 16,117,795 litres as compared to the same
period FY 2021/22 thus registering a growth of 57.20percent (Shs. 39.34 billion);

i, A deficit of Ushs.29.01billion was registered under VAT on phone talk time on account
of increased input costs by telecommunication companies during the first half of FY
2022/23(i.e. input credit quarterly invoices to ATC for site rental, AC power fees,
energy and non-energy fees). These increased costs resulted into a reduction in VAT
payable;

iii. A deficit of Ushs.68.34 billion under VAT on cement was on account of two factors:

o Growth in cement standard-rated sales on which VAT was deemed among some
key sector players which affected actual VAT collections.

o Decline in sales volumes of cement by 258,553 kilo grams compared to the same
period in FY 2021/22.

Excise Duty

A deficit of Ushs.56.61 billion registered under phone talk time is on account of the
substitution effect by consumers who are mainly using data services and lever-aging
internet services for voice calls hence structurally higher demand for data services;

i, A deficit of Shs. 25.76 billion on excise duty under Bank charges was on account of
increased demand for cashless transactions;

il Full roll out of Digital Tax Solution/Stamps (DTS) and the related enforcement activities
through spot inventory checks, increased surveillance, and stamp accountability
monitoring which resulted into more declaration (filing) and payments for LED in the
period for products such as spirits which registered a surplus of 36.44 billion.
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Table 4.17: Volumes of production and sales for the period July-April, FY 2019/20 - FY
2022/23

Production Quantity

Parent Product Name FY 2019/20  FY 2020/21 @ FY 2021/22 FY 2022/23 | Growth/decline
Beer (Ltrs) 290,688,732 | 288,376,425 284876211 516,489,496  A81.30 percent
Cement(kgs) 3260760 4035273 4.187,002 3,976,695  ¥5.02 percent
Cigarettes (Milles) 1,125,930 1,522,630 1,337,480 1,379,970 A3.18 percent
Cooking oil (Ltrs) 231,568,988 244,982,493 212254833 222273712  A4.72percent

; N ]
Cosmietics e 22476489 113,766,457 125718959 7,319,930,205 S22 Py
Perfumes (Kgs) cent
Drinking Water (Ltrs) 246,103,303 399,202,186 547,104,939 565866798 A3.43 percent
Motor vehicle 403232 246816 3,057,348 5768745 A88.68 percent
lubricants (Ltrs)
Plastics 0 3,142 169,022 441,068 | A160.95 percent
i‘l’;gft‘:‘s’; €8,5003, | 554315713 | 645477243 730821836 918233837 A25.64 percent
Spirits (Ltrs) 53,133,683 70,184,991 82,894,136 101,710,237  A22.70 percent
Sugar (Kgs) 404,702 424184 1,003,320 576,251 | w42.57 percent
Wines (Ltrs) 206,290 395,459 13,509,552 154,544 w98.86 percent

Sales Quantity

Beer (Ltrs) 281,772,308 287,777,996 282738926 380,556,151  A34.60 percent
Cement(kgs) 3,281,691 4047607 4,189,073 3,930,520 | v6.17 percent
Cigarettes (Milles) 1,083,010 1,589,500 1,229,380 1,403,510 A14.16 percent
Cooking oil (Ltrs) 227,875,735 | 244,014,443 | 211,716,481 198,413,480 v 6.28 percent
Cosmetics and 22,610,562 60,738,697 43916575 128,611,215 A192.85 percent
Perfumes (Kgs)
Drinking Water (Ltrs) 238,389,067 | 401,277,842 5250005570 565847498 A7.78 percent
Motor vehicle 403,232 281478 2,248,159 5646012 A151.14 percent
lubricants (Ltrs)
Plastics 0] 298 25,064 40,814 | A62.84 percent
fjlg(t'g'; ©8 5008, | (15002642 646735745 699165238 875145842 42517 percent
Spirits (Ltrs) 52720995 69,899,723 82,306,617 98,424,412 A19.58 percent
Sugar (Kgs) 416,562 413,383 618,635 554,187 | v10.42 percent
Wines (Ltrs) 214,387 361,300 4,198,862 120,220 | v 97.14 percent

Source: URA Database
Trade taxes

Trade taxes collections amounted to Ushs.7,444.81 billion against a target of Ushs.7,819.66
billion, registering a deficit of Ushs.374.85 billion. This is below the average growth of
8.62 percent for the last four Financial Years. Despite the deficit, a growth of 6.59 percent
(Ushs.460.26 billion) was registered compared to the same period in FY 2021/22 A surplus
was registered under temporary road licenses (Ushs.13.67 billion) while major deficits were
registered under excise duty on fuel (Ushs.89.06 billion), VAT on imports (Ushs.191.83 billion),
and Excise Duty on imports (Ushs.43.71billion). The performance is summarized in figure 4.19
below.
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Figure 4.19: Performance of trade taxes for July to April, FY 2018/19 - FY 2022/23 (Ushs. bn).
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The following drove the performance of trade taxes:

URA and Uganda Police increased enforcement efforts against foreign registered cars
which led to a surplus of Ushs.13.67 billion and a growth in revenues of Ushs.39.71
billion under temporary road licenses compared to the same period in FY2021/22;

i, The deficit of Ushs.89.06 billion under petroleum duty was on account of decline
in import volumes (diesel and kerosene) by 16,462,233.92 and 10,952,125 litres

respectively.

Non Tax Revenues (NTR)

NTR collectionsamounted to Ushs.1,418.51 billion against a projection of Ushs.1,329.44billion
registering a surplus of Ushs.89.08 billion. This translates to a growth of 24.52percent
compared to the same period in FY2021/22.

Figure 4.20: Performance of NTR for July to April, FY 2018/19 - FY 2022/23 (Ushs. bn).
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The performance of NTRin FY2022/23 s attributed to enhanced coordination and streamlining
of NTR activities across Government spearheaded by the Ministry of Finance, Planning and
Economic Development. This has improved efficiency along the entire NTR value chain (i.e.
assessment, collection, reporting and accountability).

Performance of Revenue Enhancement Measures as at end April 2023

There were no new taxes introduced in FY2022/23, and hence revenue targets would be
realized by improving efficiency in tax collection and enhancing compliance with tax laws.
However, there were some significant changes in various laws such as the Common External
Tariff.

Table 4.18: Performance of Revenue Enhancement Measures as at end April 2023

Expected Actual Revenue
Revenue gain/ | gain/loss
loss (Ushs.Bn)  (Ushs.Bn)

Performance
Rate

Measure

No. Category

Justification

This performance was attributed
to Stays of Application that
yielded a cumulative revenue
loss of Ushs.227.23 billion
0.00 (250.30) - during the period. This was
followed by Raw Materials
Remissions, which vyielded a
revenue loss of Ushs.46.00
billion during the period.

1 Customs
: Amendments

The performance was
mainly attributed to arrears
o) Administrative 1.500.00 1,083.79 7225 peEE management initiatives 'that

measures generated a revenue gain of
Ushs.932.58 billion against the
target of Ushs.338.00 billion.

TOTAL 1,500 833.49 55.57percent
Source: URA databases and reports

Outlook for end June 2023

On account of the revenue performance for the period July 2022 to April 2023 and the
current levels of economic activity, revenue collection for FY 2022/23 at 30th June 2023 is
projected to amount to Ushs.24,977.78 billion against a projection of Ushs.25,550.84 billion,
hence a shortfall of Ushs.572.91 billion. Whereas tax is projected to be short of its projection
by Ushs.700.44 billion, non-tax revenue is projected to register a surplus of Ushs.127.53
billion against its target.

Despite the deficit, this performance reflects growth in domestic revenue of Ushs.3,146.06
billion (14.4%) compared to revenues collected in FY 2021/22. This growth is higher than
the average growth rate of 11.4% of the last 5 financial years. The above performance also
translates into growth in revenue effort by 0.2% of GDP from 13.4% of GDP in FY 2021/22
to 13.6% of GDP in FY 2022/23.

b) Grants
Government expects to have received total grants amounting to Ushs. 2,185.57 billion by the

end of FY2022/23. This is slightly higher than the Ushs. 2,168.58 billion that was projected
at budget time. The difference is explained by gains in exchange rate during the fiscal year. Of
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the total amount, Ushs. 76.86 billion is geared towards supporting all activities in the budget
while Ushs.2,108.71 billion was channeled towards supporting specific development projects.

4.4 .4 Financing Strategy

The fiscal deficit in FY2022/23 was financed through borrowing from both the domestic
market as well as the external development partners. The net financing from the domestic
financial markets is projected to be Ushs.2,410.80 billion. Total loan disbursement is projected
toamountto Ushs.2,433.83 billion by the end of FY2022/23. Of this, Ushs.5,497.14 billionis to
support the general items in the budget while the remainder is to finance specific development
projects. During the financial year, Ushs.2,363.23 billion was paid out to amortize external
debt, bringing the net external financing for the financial year to Ushs.7,070.59 billion.

4.4.5 Government Expenditure Performance

Total Government expenditure (excluding domestic debt refinancing and Appropriation in
Aid - AIA) for FY2022/23 is projected to be Ushs.36,644.88 billion. This is against a budget
of Ushs.37,471.92 billion for the year translating into a performance of 97.8 percent. This
is lower than planned expenditure (by 2.2 percent) is mainly on account of spending on
development projects which was short of the planned Ushs.14,268.31 billion by 13.9 percent
(Ushs.1,979.09 billion). Expenditure on recurrent items is projected to be above the planned
Ushs.22,243.64 billion by 4.9percent (or Ushs.1,083.54 billion).

Recurrent expenditure is projected to be higher than planned (budgeted) mainly on account
of supplementary budgets issued to Local Governments, Health Sector, Security, and the
Education Sector to cater for salary enhancements for Scientists and Medical personnel as
well as some security personnel. This will result into increased expenditure on wages and
salaries exceeding the Ushs.6,363.19 billion in the budget by 10.0 percent. Interest payments
are also projected to be higher than what had been budgeted for at the start of FY2022/23.
The projected outturn for interest payments is Ushs.6,046.39 billion which is higher than the
Ushs.4,691.90 billion in the budget. This is due to the reinstatement of a portion of domestic
interest payment that had been revised downwards by Parliament at budget time, as well as
the increase in interest rates (yields on treasury bills) during the financial year.

Expenditure on non-wage recurrent items is projected to be Ushs.10,282.91 billion against a
budget of Ushs.11,188.55 billion, implying an under performance of 8.1 percent. This is partly
due to Government'’s deliberate effort to rationalize expenditure by eliminating unnecessary
expenses. During the financial year, it is projected that Government spent Ushs.769.54 billion
to clear part of the outstanding arrears to its service providers in the private sector. This is
higher than what was in the budget for the financial year, further showing Government's
commitment to support the private sector.

Total expenditure on development projects is projected to amount to Ushs.12,289.22 billion.
However, this is lower than the Ushs.14,268.31 billion at the time of the approved budget.
This performance is explained by both domestically financed and externally financed projects
being unready to absorb the funds. Payments for these projects is made upon issuance of
certificates by MDAs.
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CHAPTER FIVE: NATIONAL DEVELOPMENT OUTCOMES

5.1 Overview

Government’s policy stance adopted in FY2022/23 and over the medium term was crafted
within the context of a number of externally induced shocks. Government initiated innovative
approaches to recover the economy to pre-COVID-19 pandemic levels. The strategy sought
to restore economic activity to pre-pandemic levels, and subsequently accelerate the pace
of socio-economic transformation. This is in line with NDPIII's goal of increasing household
incomes and improve the quality of life of Ugandans through sustainable industrialization for
inclusive growth, employment and wealth creation.

In order to achieve the envisioned socio-economic transformation, Government kick-started
the process of getting households still engaged in the subsistence economy into the monetized
economy; supporting businesses and the overall economy to recover from the impact of the
COVID-19 pandemic, restore the lost jobs and livelihoods; and protecting households from
rising prices of food, fuel, and other essential commodities using prudent economic policies.
These interventions were aimed at pursuing the path towards increasing the country’s
resilience, transforming the lives of the people through better incomes and gainful jobs, and
strengthening the country’s regional and international competitiveness.

5.2 NDPIIl Development Outcomes

FY 2022/23 Budget Strategy was framed in line with the updated NDPIII priorities and results
framework. The NDPIII targeted to achieve two key results in the FY2022/23. The first was
to raise per capita income from US$936 to US$1,049. The second was improvement of the
quality of life of the people. Other key NDPIIl targets for FY 2022/23 were to attain a real GDP
growth rate of 6.0 percent, increase employment-population ratio to 55.4 percent, reduce the
Gender Inequality Index to 0.510, and increase manufactured exports to 16.37 percent of
GDP, among others. The Budget strategy therefore prioritized diversification of the economy,
including Uganda’s exports to facilitate restoration of the country’s path towards achievement
of the economic growth trajectory by increasing domestic consumption, private and public
investment, and export promotion.

In line with the Comprehensive National Development Planning Framework (CNDPF) which
provides for the development of medium-term plans for the country, Government through
the National Planning Authority (NPA) commissioned a process of the Mid-term Review
(MTR) of the NDP Ill. The review covered the period 2020/21 to 2021/22 and was aimed at
providing conclusions on how relevant, efficient and effective the plan has been, in supporting
Uganda’s development trajectory, especially in view of COVID-19 pandemic. The review
was further intended to determine the extent of progress made towards achieving the NDP
Il objectives, key milestones, and overall results with various relevant dimensions within the
economy halfway through its implementation. To this end, it presented an opportunity to
realign the NDP Il for the remaining plan period. Findings indicate that only 17percent of the
NDPIII results had been achieved by 2021/22. This performance was attributed to challenges
of fully transitioning to the programme approach, COVID-19 effects and existence of data
gaps, as well as weak planning and budgeting for core projects®.

63 NDP Il Midterm Review Report, 2023
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Implementation of FY 2022/23 Budget strategy however encountered several external shocks
affecting Uganda’s post- pandemic recovery. The shocks included adverse spill overs from the
Russia-Ukraine war induced high global commodity prices, tight global financial conditions,
and adverse weather conditions. This exerted damaging effects on business and consumer
confidence, and aggregate demand.

5.2.1 Economic Outcomes

Vision 2040 marked a shift in the country’s development agenda from a narrow focus on
poverty reduction to a broader structural transformation agenda aimed at progressing the
county towards a per-capita GDP of US$9,500 by 2040. Under NDP III, Uganda's income per
capita increased from US$936 in FY2020/2021 to US$1,043 in FY2021/22 surpassing the
annual NDP Il target of US$991 for FY2021/22. This improvement continued in FY2022/23,
with GDP per capita further rising to US$1,088 against the NDP Il Target of US$1,049. This
progress is attributed to increased public investment to support economic recovery and so-
cio-economic transformation. Government also aims to fully monetize the economy within
the NDP Il period. In FY 2022/23, Uganda maintained the same share of monetized GDP as
in FY2021/22 (89 percent of GDP).

Labour productivity however performed below target across all sectors of the economy. La-
bour productivity in Agriculture stood at US$945 in FY2021/22 against the NDP Il target
of US$2,527. In Industry and Services, labour productivity was at US$7,542 and US$3,150
against NDP III target of US$8,162 and US$3,925 respectively. Findings of the National La-
bour Force Survey, 2021 indicate that the Working Age Population in Uganda (14-64 years)
increased by 16.3percent, from 20.2 million persons in 2016/17 to 23.5 million persons in
2021, with the average age of the working population in 2021 standing at 30 years. Of the
23.5 million persons, 10 million persons were in employment in 2021 (49 percent), an increase
from 8.3 million persons in 2019/20. The Employment-to-Population ratio increased from 39
in 100 persons in 2019/20 to 43 in 100 persons in 2021, which is below the NDP Il target
of 55.4 percent. The Labour Force Participation Rate (LFPR) increased by 11.6 percent, rising
from 42.5 percent in 2019/20 to 48.3 percent in 2021. In addition, the same report indicates
that the services sector employed the highest share of workers (50.3 percent) followed by
agriculture, forestry and fishery workers with 36 percent. More is expected to be achieved
with Government interventions to revitalize the economy, especially with the promotion of
enterprise development along the value chains that attract higher labour demands.

Within the formal sector, Ugandan individuals with membership in a pension scheme had
exceeded 3.0 million by December 2022, and those in the tax register had doubled from
1.4 million to 2.8 million by the same period. These employment gains however continue to
be charactered by significant in-year variations. This is evident from the comparatively low-
er number of active accounts in pension schemes (2.27 million), the rise in unemployment
rate from 9 percent in 2020 to 12 percent in 2021, and the low number of active individual
income tax payers on the tax register which stood at 650,881 in April 2023 compared to
769,750 a year ago.

Externalization of labour has also continued to provide an alternative avenue for Ugandans
seeking employment. Migrant labour grew nearly 10-fold from 92,026 migrant workers in 2020
to 88,553 migrant workers in 2021 and 84,966 migrant workers in 2022. The top five des-
tinations of migrant workers in 2022 were Saudi Arabia (77,914), Qatar (3,549), United Arab
Emirates (1,949), Iraq (804) and Somalia (648) . Saudi Arabia has a Bilateral Trade Agreement
with Uganda, which could explain why it takes in more migrant workers than other countries.
The majority of migrant workers are however employed as Casual Labourers (98 percent)
with only 0.2 percent holding professional jobs and 1.8 percent working in semi-professional
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placements mainly in the Middle East.
5.2.2 Socioeconomic Outcomes

Over the years, Government has designed strategic, innovative and impactful policies and
programmes to eradicate poverty. Findings of the UNHS, 2019/20 indicate that Poverty
decreased marginally to 20.3 percent in FY2019/20 from 21.4 percent in FY2016/17; income
inequality reduced by 1.4 percent from 0.419 to 0.413%; while about 8 million Ugandans were
living under the poverty line in 2019/20. Relatedly, the Poverty Status Report (PSR) launched
2021, indicates that the Eastern region registered a decrease in poverty rate from 35.67
percent in 2016/17 to 29.2 percent in 2019/20 while the Central region experienced a slight
decrease from 8.9 percent in 2016/17 to 8.7 percent in 2019/20. However, the same report
shows an increase in poverty in Western and Northern regions from 12.5 percent in 2016/17
to 14.4 percent in 2019/20 and from 32.6 percent in 2016/17 to 35.9 percent in 2019/20
respectively®. In FY2023/24, Government will continue implementing strategic interventions
to reduce poverty to the desired level of 5 percent by 2040. With the advent of the Parish
Development Model (PDM), transformation of the grassroots communities will be achieved
by elevating people into the money economy, thus overcoming poverty in the process.

The State of Uganda Population Report (SUPRE), 2022 indicates that the world population has
reached the 8 billion milestone while Uganda’s population has clocked 45.2 million. Uganda has
a young and growing population with over 50 percent youth aged between15-34 years. The
report notes that Uganda’s population presents an opportunity to pose, reflect and celebrate
because it is a major outcome of Government'’s targeted investments on social sectors of the
economy. In addition, Government is prioritizing game changers for Demographic Transition.
These include: promoting family planning, improving child survival, keeping children, especially
girls, in school to completion and strengthening organized urbanization and is in line with the
National Population Policy 2020 adopted with the main thrust of accelerating fertility and
mortality decline.

Through government sustained investment in her population, Uganda’s Human Development
Index (HDI) value improved from 0.329 in 1990 to 0.525 in 2021 representing an increase of
59.6 percent. The 0.525 value is howeveris a decline from 0.544 in 2019. Despite such notable
progress, thi