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OR THE PAST TWO DECADES, Uganda has had one
of the most successful economies in Africa, combining
high growth and low inflation. Real GDP growth
was an estimated 5.8 per cent in the 2004/05 fiscal
year and is projected to remain roughly steady at that
rate in 2005/06. This strong economic performance
is attributable to prudent macroeconomic management
and bold structural reforms, supported by large inflows
of overseas development assistance (ODA). However,
recent unsettling political developments have led a
number of international donors to reassess their
support.

The government has made important progress
towards liberalising markets and reducing poverty.
Under President Yoweri Museveni’s leadership, Uganda

has been a leader in Africa in moving towards
deregulation, privatisation and
Concern about political
decentralisation of governance, with
developments halted
the goal of enabling the private sector
large inflows of ODA.
to become the major engine of
growth. The government is advancing with reforms,
notably to improve infrastructure and assist small and
medium enterprises. These economic reforms along
with efforts to boost health and education under the
1997 PEAP have been rewarded with sharply falling
poverty rates, increased life expectancy, higher literacy
rates and better health services, including a substantial
reduction in HIV/AIDS infection rates.
Although President Museveni is much admired for
his economic stewardship, his government’s ambivalence
507

Figure 1 - Real GDP Growth and Per Capita GDP
($ PPP at current prices)
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Source: IMF and domestic authorities’ data; estimates (e) and projections (p) based on authors’ calculations.

about moving towards multi-party politics and
democracy is eliciting concern and calling into question
prospects for further economic progress. In 2006,
Uganda is scheduled to hold its first multi-party
parliamentary and presidential elections in 25 years, but
the government appears to be stacking the odds for
© AfDB/OECD 2006

President Museveni and his party to remain in power.
The constitutional term limit for the president was
revised, removing a legal impediment to President
Museveni’s candidacy. Moreover, the arrest of the largest
opposition party’s leader on serious criminal charges is
widely viewed as politically motivated. Donors are also
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dismayed over the government’s continued
infringements against the independence of the judiciary,
freedom of the press and freedom of association. Fiscal
restraint is also jeopardized by continued state financing
of President Museveni’s National Resistance Movement
(NRM) and a recent upsurge of public expenditure
more generally. Many bilateral donors have withheld
a sizeable proportion of their 2005 ODA to Uganda
until after the February 2006 parliamentary elections.

Military operations in northern and western Uganda
also continue to be a major source of concern.

Recent Economic Developments
The Ugandan economy continued to experience
strong growth in 2005. The 5.8 per cent growth rate
was only marginally lower than the 5.9 per cent recorded

Figure 2 - GDP by Sector in 2004
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Figure 3 - Sectoral Contribution to GDP Growth in 2004
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Table 1 - Demand Composition

(percentage of GDP)

1996/97

2001/02

2002/03

Gross capital formation
Public
Private

18.9
6.4
12.6

19.3
5.3
14.1

20.5
4.7
15.8

22.5
4.9
17.6

22.7
4.9
17.7

23.5
5.2
18.3

23.8
5.1
18.8

Consumption
Public
Private

95.6
12.3
83.3

95.2
15.2
79.9

93.7
14.8
78.9

91.4
14.5
76.9

90.7
14.2
76.5

89.9
13.8
76.1

89.5
13.3
76.2

-14.5
14.5
-29.0

-14.5
11.9
-26.4

-14.2
12.2
-26.5

-13.9
13.7
-27.5

-13.4
12.2
-25.6

-13.4
12.6
-26.0

-13.4
12.6
-26.0

External sector
Exports
Imports

2003/04 2004/05(e) 2005/06(p) 2006/07(p)

Source: IMF data; estimates(e) and projections(p) based on authors’ calculations.

in 2004. Agriculture was adversely affected by a serious
drought, however, and grew by a mere 2.1 per cent in
2005. Longer-standing problems of poor soil conditions,
pests and crop diseases also continue to hold back
agriculture. Food crop production expanded at only
1.7 per cent in both of the last two years, well below
the 2001 peak of 8.2 per cent growth.
Output in industry and services grew strongly in
2005, by 9.7 per cent and 7.2 per cent respectively.
The construction and mobile telecommunications subsectors were particularly buoyant, growing by 12 per cent
and 18 per cent respectively. Consequently the shares
of industry and services in GDP have been rising,
reaching 20 per cent and 43 per cent respectively in 2005.
In 2005/06, real GDP is forecast to grow by 5.5 per
cent. Agricultural output is forecast to increase by
3.7 per cent, as food production recovers from the
2004/05 drought, and coffee output reaps the benefits
of increased planting. Industrial output is expected to
grow by 10.2 per cent in 2006, with manufacturing,
mining and quarrying projected to remain strong, and
new thermal generation and the expected expansion of
the Kiira power station boosting electricity production.
Services are also expected to grow strongly at a rate of
close to 7 per cent during 2006.

of stable inflation, interest and exchange rates; ii) an
increase in credit to the private sector; and
iii) enhancement of the international competitiveness
of exports.
Fiscal Policy
Since President Museveni came to power in 1986,
fiscal policy has focused on controlling budget deficits.
The withholding of external grants by some bilateral
donor countries in 2005, however, may cause the
budget deficit to increase to an estimated 2.4 per cent
in 2005/06, up from 0.7 per cent in 2004/05. The fiscal
deficit is unlikely to improve much in 2006/07 unless
the concerns of the international donor community are
allayed and grants return to their previous levels.
Uganda’s tax revenue as a ratio of GDP is low, even
by African standards. In 2005/06, domestic tax revenues
are expected to increase only marginally to 12.1 per cent
of GDP, from 11.9 per cent of GDP the year before,
largely due to disappointing receipts from value added
tax (VAT). Changes to arrangements for collecting
VAT on government contracts during the year proved
problematic and compliance with VAT obligations
remains generally poor. Higher income tax receipts
did more than offset the VAT shortfall, but it is clear
that there is substantial scope for improvement in the
operation of the Uganda Revenue Authority.

Macroeconomic Policies
Fiscal and monetary policy in Uganda continues
to be determined by three key objectives: i) maintenance
© AfDB/OECD 2006

The objective of raising tax revenues has been made
even more difficult by the implementation of the East
Africa Customs Union in January 2005. The customs
African Economic Outlook
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Table 2 - Public Finances

(percentage of GDP)

1996/97

2001/02

2002/03

2003/04 2004/05(e) 2005/06(p) 2006/07(p)

Total revenue and grants
Tax revenue
Grants

17.0
11.4
4.9

19.1
11.5
7.1

19.2
11.4
7.0

22.0
11.7
9.4

21.7
11.9
9.0

19.9
12.1
7.0

19.6
12.7
6.2

Total expenditure and net lending
Current expenditure
Excluding interest
Wages and salaries
Interest on public debt
Capital expenditure

19.0
11.1
10.0
3.8
1.0
7.9

23.9
13.9
12.4
5.3
1.5
9.9

23.6
13.7
12.3
5.2
1.5
9.9

23.8
14.7
12.8
5.2
2.0
8.8

22.4
13.6
12.1
5.1
1.4
8.9

22.3
13.2
11.8
5.0
1.4
9.3

21.4
12.4
11.4
4.7
1.1
9.1

Primary balance
Overall balance

-1.0
-2.0

-3.3
-4.8

-2.9
-4.3

0.2
-1.8

0.7
-0.7

-1.0
-2.4

-0.7
-1.8

Source: Domestic authorities’ data; estimates(e) and projections(p) based on authors’ calculations.

union is expected to lead to a decline in customs revenue
of over 80 billion shillings in 2005, with further losses
expected in the following two years.
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Government expenditure declined from 23.8 per
cent of GDP in 2003/04 to 22.4 per cent in 2004/05.
The high domestic interest rates on government debt
and increased defence spending, caused by conflict
with the Lord’s Resistance Army (LRA) in northern
Uganda and continuing instability in neighbouring
countries, pushed spending up. To hold down the
budget deficit, expenditures for poverty eradication
under the Poverty Action Fund (PAF), although
supposedly insulated from general budgetary pressures,
were curtailed. These reductions in poverty-reduction
expenditures raised concerns about donor support for
the 2005 budget. In 2005, the government cut nonpriority non-PAF and non-wage expenditure to
compensate for an April 2004 wage increase for 109 000
primary school teachers and for the clearance of domestic
arrears accumulated in the past three years.
Tax receipts from petroleum have remained relatively
stable since 2003. In July 2004, the government changed
tax collection procedures on petroleum products. Taxes
are to be collected at points of entry and not in depots
as had been the case previously.

2005, the drought pushed up food prices, but there was
limited pass-through of the recent world oil price
increases to domestic pump prices. The stability of
local-currency petroleum prices reflects the strong
appreciation of the shilling against the US dollar and
lower mark-ups due to increased domestic competition
in the distribution of petroleum. As a result of the food
price increases, the overall inflation rate rose from 5 per
cent in 2004 to 8.2 per cent in 2005. The inflation rate
is likely to fall back to 4.5 per cent in 2006 and to remain
at about the same level thereafter, assuming that
monetary policy is unaffected by the above-described
political developments and resulting pressures to
monetise the deficit.
In 2005, the broad money supply M2 grew by
12.1 per cent, below the target rate of 15.3 per cent
but higher than the 10.2 per cent growth rate in 2004.
Much of the growth in money supply reflected an
increase in net foreign asset holdings in the banking
system. The banking system’s net domestic assets actually
contracted by 2.8 per cent during the year, with a
decline in net claims on the government which more
than offset an 11.1 per cent increase in credit to the
private sector. In other words, the government’s rising
fiscal deficit was not a contributor to the growth of
money supply, underlining the substantial independence
of the central bank.

Monetary Policy
Monetary policy in Uganda remains focused on
containing inflation below 5 per cent. In 2004 and
African Economic Outlook

Since the second half of 2004, interest rates on
Treasury bills (TB) have risen for all maturities. The
average rates for the three-month TB rose from 7.1 per
© AfDB/OECD 2006
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cent in July 2004 to 10 per cent in December 2004,
while the average rates for the one-year TB rose by 1.2
percentage points to 13.8 per cent. However, for three
consecutive months starting in January 2005, interest
rates on TBs declined across all maturities. In March
2005, issuance of the nine-month TB was phased out
to encourage secondary market trading in the one-year
TB. As a result of the relatively tight liquidity conditions
during April, interest rates rose slightly across all TB
maturities.
The exchange rate of the Ugandan shilling has been
generally allowed to float, with the Bank of Uganda
(BOU) intervening only to stem short-run volatility.
Despite large foreign exchange inflows into the economy,
the shilling appreciated only moderately in 2005.
Between June 2004 and March 2005, the currency
appreciated by 11 per cent and then depreciated by 4 per
cent between March and April 2005.

Uganda remains dependent on a few agricultural
exports, particularly coffee, fish, tea, cotton, and
tobacco. Between 2000 and 2005, the share of these
traditional exports in total exports remained steady
at 66.7 per cent. However, the composition of
traditional exports has changed dramatically, with
the share of coffee exports declining from 23.9 per
cent in 2000 to 17.1 per cent in 2005. Fish has now
replaced coffee as Uganda’s leading export product.
Between 2000/01 and 2004/05, fish exports increased
dramatically from $66.6 million to $155.0 million,
while coffee exports increased only marginally from
$110 million to $122 million. Tea exports also
boomed, thanks to improved management of tea
estates and increased provision of government support
services. Likewise, export of flowers increased as a
result of larger farm sizes, construction of more
greenhouses and declining freight charges. The shift
away from coffee may reduce Uganda’s vulnerability
to terms of trade shocks.

External Position
In 2005, Uganda’s exports grew by 10.4 per cent
to $715 million. Export earnings from coffee, the main
traditional commodity, are estimated to have increased
by 7 per cent in dollar terms in 2005 due to increases
in both world coffee prices and export volumes.
Nonetheless, coffee export earnings and volumes remain
far below the record levels of 1996/97 as a result of
continued adverse weather conditions. Earnings from
non-coffee exports are expected to increase by 11.1 per
cent in 2005 to $593 million, led by rising exports of
fish and fish products, flowers, tea and cobalt. Cotton
export volumes also increased strongly, despite falling
world prices.

Merchandise imports shot up by 19.3 per cent in
2004-05 to $1 577 million, in part reflecting strong
economic activity. In particular, increased imports of
building materials reflected the ongoing boom in
construction. Also, imports of transport and
telecommunications equipment, especially vehicles and
mobile phones, grew strongly.
As import growth far outpaced export growth in
2005, the trade deficit rose to $862 million (10.2 per
cent of GDP), up from $675 million in 2004 (9.6 per
cent of GDP). The increased trade deficit was only
partially offset by rising net public and private transfers.
As a result, the current account deficit widened to

Table 3 - Current Account

(percentage of GDP)

1996/97

2001/02

2002/03

2003/04 2004/05(e) 2005/06(p) 2006/07(p)

Trade balance
Exports of goods (f.o.b.)
Imports of goods (f.o.b.)
Services
Factor income,
Current transfers

-10.1
11.8
-21.9
-3.6
-1.5
5.5

-9.2
8.2
-17.4
-5.5
-2.6
11.7

-9.9
8.1
-18.0
-4.3
-2.8
11.3

-9.6
9.3
-18.9
-3.2
-2.4
13.8

-10.2
8.5
-18.7
-3.5
-2.4
12.2

Current account balance

-9.7

-5.6

-5.7

-1.5

-3.9

-10.3
8.7
-19.0

-10.2
8.8
-18.9

Source: Domestic authorities’ data; estimates(e) and projections(p) based on authors’ calculations.

© AfDB/OECD 2006

African Economic Outlook

511

Uganda

Figure 4 - Stock of Total External Debt (percentage of GNI)
and Debt Service (percentage of exports of goods and services)
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3.9 per cent of GDP in 2005, more than double the
1.5 per cent of GDP in 2004.
While Uganda’s current account has been
persistently in deficit, the country has simultaneously
experienced a substantial increase in capital inflows,
resulting in a positive overall balance of payments.
Capital inflows more than doubled from $274 million
in 2000/01 to $648 million in 2004/05. As a result,
the overall balance of payments swung from a small
deficit of $1.4 million in 2000/01 to a surplus of
$315.5 million in 2004/05. Foreign Direct Investment
(FDI) inflows increased from $133.4 million in 2000/01
to $306.5 million in 2004/05, accounting for around
half of total capital flows during this period. As a result
of the balance of payments surpluses, gross foreign
reserves increased from $33.3 million in 2000/01 to
$238.8 million in 2004/05 (equivalent to 6.6 months
of imports).
Uganda’s foreign debt was projected to increase by
8.9 per cent over the previous year to $4.9 billion by
end-June 2005. In 2005, total debt service was cut to
$96.6 million after $95.5 million in HIPC debt relief.
The net present value (NPV) of the ratio of debt to
African Economic Outlook

exports of goods and services was around 280 per cent
in 2004, well above the Heavily Indebted Poor Countries
(HIPC) Initiative threshold for sustainability of 150 per
cent. However, the ratio of debt service to exports of
goods and services declined from 11.2 per cent in 2004
to 9 per cent in 2005, reflecting the 10-year grace period
and long maturity periods of post-HIPC borrowings.
The country’s debt burden is slated to benefit from
the G8 initiative for 100 per cent cancellation of debt
owed to the African Development Bank (AfDB), the
World Bank, and the International Monetary Fund
(IMF). Given that 90 per cent of Uganda’s total external
debt was owed to multilateral institutions, 9 per cent
to non-Paris Club bilateral creditors, and 1 per cent to
Paris Club creditors, the G8 initiative would greatly
improve Uganda’s long-term debt sustainability and is
expected to lower the country’s debt to export ratio to
about 50 per cent in 2015.
Even after the G8 debt cancellation initiative,
however, the AfDB, the IMF and the World Bank have
emphasised that Uganda should refrain from excessive
borrowing so as to prevent foreign debt from increasing
unsustainably again. It should also be noted that for
© AfDB/OECD 2006
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debt owed to the World Bank and the AfDB, the G8
debt cancellation initiative is limited to concessional
lenders – the International Development Association
(IDA) and the African Development Fund (ADF),
respectively. Over the longer term, export earnings
must supplant foreign aid and loans as the main source
of foreign exchange.

Structural Issues
Recent Developments
Uganda’s ongoing structural reforms are aimed at
improving the investment climate and increasing
productivity through export-led growth. Past reforms
have alleviated institutional constraints hindering
development of the private sector, but substantial
obstacles remain and foreign and domestic investment
are insufficient to achieve the government’s ambitious
growth objectives. In 2005, therefore, the government
initiated further measures to ease barriers to investment,
including an Investment and Free Zones Bill authorising
export-processing zones, and relaxed industrial landuse regulations.
Regional integration, particularly with the East
Africa Community (EAC)1, is becoming one of the
main vehicles for Uganda’s reforms. Uganda is also
seeking to become a full member of the larger free
trading bloc, COMESA2.
The protocol establishing the EAC in March 2004
became effective on 1 January 2005, creating a customs
union featuring a Common External Tariff (CET) on
imported goods, including duty free access for most
capital goods, agricultural inputs, medicines and medical
equipment, raw materials and chemicals, and zero
tariffs on most products originating within the
Community. The agreement also provides for the
elimination by Tanzania and Uganda of tariffs on
imports of some Kenyan products within five years.

However, the EAC retains import barriers on many
agricultural products such as milk and dairy products,
maize, rice and sugar. In addition to this progress on
trade policies, EAC members have also agreed on
harmonised export promotion mechanisms covering
export processing zones, free trade zones, bonded
warehouses and duty drawback systems.
The EAC has moved from being a customs union
towards becoming a full economic union with
harmonisation of monetary and fiscal policies and coordination among members in areas such as education,
agriculture, environment, defence and the management
of Lake Victoria. The Monetary Policy Co-ordinating
Committee of EAC central banks was instructed to
develop a strategic plan to achieve a single currency for
East Africa by December 2009. A protocol on free
movement of labour and capital is expected to be
concluded by June 2006, with a full common market
in place by December 2007.
513

Transport Infrastructure
The government views improved transport services
as a central part of its strategy for creating a more
favourable environment for private sector development.
At present, the costly and slow transport system imposes
a high economic penalty, especially on rural areas, in
terms of shipment of produce to markets. In urban areas,
one round trip on a minibus costs an unskilled worker
about 30 per cent of the daily minimum wage. Very
high fuel costs contribute to raising transport costs.
Uganda had the 5th highest gasoline price of 25 African
countries and the 23rd highest price in the world during
the period 1998-2002. Although there is some economic
merit in charging market prices for petroleum, in most
countries fuel accounts for about 30 per cent of vehicle
operating costs. In Uganda, however, it represents about
50 per cent. This high fuel cost reduces Uganda’s export
competitiveness and also slows the growth of the aviation
industry, as most airlines find it expensive to refuel at
Entebbe airport.

1. The EAC member countries are Kenya, Tanzania and Uganda.
2. The member countries of COMESA include Angola, Burundi, Comoros, DRC, Djibouti, Egypt, Eritrea, Ethiopia, Kenya, Madagascar,
Malawi, Mauritius, Namibia, Rwanda, Seychelles, Sudan, Swaziland, Zambia and Zimbabwe

© AfDB/OECD 2006
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Given that Uganda is a landlocked country, regional
transportation links to neighbouring countries are
particularly important. To reach the sea from Kampala,
Ugandan exports must travel 1 200 km through the
northern corridor to the port of Mombasa, Kenya, or
1 600 km through the central corridor to the port of
Dar-es-Salaam, Tanzania. High transportation costs,
estimated at about 35 per cent of the value of exports,
and long transit delays are major impediments to greater
regional trade integration and improvement of the
competitiveness of Uganda’s exports. The government
has been an active participant in a number of regional
initiatives aimed at improving regional transport
efficiency: the East African Trade and Transport
Facilitation Project (EATTFP), aimed at enhancing
transport services along key international transport
corridors in East Africa; the above-described EAC
customs union which seeks to accelerate trade growth
in the region; and the Kenya-Uganda railway corridor,
jointly funded by the African Development Bank
(AfDB) and the World Bank’s International
Development Association (IDA), at an estimated cost
of $146 million. Other initiatives include the East
African Road Network Project, the Lake Victoria Safety
Navigation Project, the Railways Transport Initiative
Project (linking the Indian Ocean to the Atlantic Ocean
through Central Africa), and the Air Transport Initiatives
Project. These projects, once completed and efficiently
managed and maintained, are likely to reduce
transaction costs and improve Uganda’s international
competitiveness.
Following three years of modest growth at an average
annual 5.7 per cent, the road transport share of total
GDP at constant (1997/98) prices in 2004-05 was
3.2 per cent. Currently, road transport is the dominant
mode of transportation, carrying over 90 per cent of
passengers and freight, as well as providing the only
means of access to rural areas. The length of the road
network is estimated at around 72 000 km, with the
national grid accounting for only 15 per cent
(10 500 km). The rest consists of community roads
(41 per cent), district roads (38 per cent), urban roads
(5 per cent), and private roads (less than 1 per cent).
Only 30 per cent of the national grid and 5 per cent
of urban roads are paved; all other roads are wholly
African Economic Outlook

unpaved. With respect to national roads, 20 per cent
are rated as “good”, 62 per cent as “fair”, and 18 per
cent as “poor/bad”.
The government has made substantial investments
in road transport. During the period 2002/03 to
2004/05, total expenditure on national road
improvement and development amounted to
$365.8 million. Nevertheless, the road network remains
inadequate, given that the growth of traffic exceeds
the growth of roads and that insufficient maintenance
is leading to deterioration of the state of existing roads.
Deficiencies in the government’s regulatory capacities
at both national and local levels are also contributing
to the poor state of the network. For example, according
to a 1998 study, insufficient enforcement of axle load
and traffic flow regulations allows about 40 per cent
of heavy vehicles to travel with loads exceeding the
permitted limits.
The contribution of rail transport to the economy
in 2004-05 was 0.13 per cent of value added at constant
(1997/98) prices, while average annual growth was
0.4 per cent in 2001-04. The country’s railway network
includes the 251 km Main line (Kampala – Malaba),
the 333 km Western line (Kampala – Kasese), the
502 km Northern line (Tororo – Pakwach), the 140 km
Busoga loop line (Mbulamuti – Busembatya), the
9 km Kampala – Port Bell spur line and various shorter
branches for a total 1 241 km. Only about half of the
system is operational. The tracks, locomotives and
other equipment are old and in poor condition,
resulting in falling cargo hauling capacity. The railway
system presently carries approximately 1 million tonnes
of cargo on the main route between Kampala-Port
Bell and the Kenyan border at Malaba/Kisumu and
Mwanza (Tanzania) on the shores of Lake Victoria,
compared to about 0.8 million tonnes in 2000.
However, commercialisation of rail services in 1992
led to services being suspended on the Western,
Northern and Busoga lines. The Uganda Railway
Corporation (URC), which manages the sector, had
suffered cumulative losses of 63 billion shillings as of
end-June 2003. The dilapidated condition of the rail
system results in inadequate service and slow delivery
of merchandise.
© AfDB/OECD 2006
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Water transport had been a common transport
mode in the early and mid-1900s, with the East African
Railways and Harbours operating passenger steamer
services on Lakes Victoria, Albert and Kyoga and on
the navigable sections of the River Nile. The water
transport system never recovered from the 1961
flooding, however, and has steadily deteriorated in
the absence of further investment. URC had until
recently been operating three wagon ferries on Lake
Victoria between Port Bell and Kisumu (Kenya) and
Mwanza (Tanzania). In a recent accident, however,
one ferry sank and another was severely damaged.
This accident led to cancellation of the insurance on
the remaining vessels and the suspension of all
operations. Inland water transport in Uganda is
characterised by obsolete vessels, poor landing facilities
and incoherent oversight. With the exception of the
construction of a $5 million ship to operate between
the Ssese Islands on Lake Victoria and Port Bell and
a few ferries, inland water transport in Uganda is
dysfunctional. The most urgent measures to be taken
involve repair of the lake landing site infrastructure,
provision of more ferries, and improved enforcement
of safety regulations.
Air transport and allied services accounted for
0.4 per cent of GDP at constant (1997/98) prices in
2004-05 following three years of growth at a brisk
annual average of 13.7 per cent. This high growth rate
in the sub-sector reflects booming exports of fresh
produce to Europe and growth in tourism. Despite
this strong growth, the airline sector suffers from the
absence of a strong domestic airline which would raise
traffic volume and help to make Entebbe Airport a
major regional hub. Other challenges include the heavy
burden of maintaining non-commercial services at
regional airports and under-funding of the Civil Aviation
Authority (CAA).
The Ministry of Works, Housing and
Communications (MWHC) is charged with overseeing
the transport system as a whole and regulates the
national road system. An autonomous Road Agency
is expected to be created in the very near future. A
Road Agency Formation Unit (RAFU) has been set up
as a precursor to the future Road Agency.
© AfDB/OECD 2006

The national roads are developed and maintained
by the Ministry of Works, Housing and
Communications (MWHC). District, urban, and
community roads are maintained and regulated by
authorities at their respective local levels.
Regulatory and policy guidelines for the railways,
water transport and air transport sub sectors are
established by the MWHC but direct supervision is the
responsibility of the Uganda Railways Corporation
(URC) and Civil Aviation Authority (CAA) respectively.
The URC was established in 1977 after the collapse of
the East African Community (EAC). The CAA has
been operational since 1991 although the formal statute
authorising it was not put in place until 1994.
The policy framework for the transport sector is
derived from the overall Poverty Eradication and Action
Plan (PEAP) objectives. The PEAP policy framework
for the transport sector generally favours greater
involvement of the private sector, whenever possible,
to increase efficiency and reduce costs. Road
construction is recognised as still mainly the purview
of the public sector but railways and air transport
should be led by the private sector, especially
considering the limited availability of public funding
for the development and financing of transport
infrastructure. In 2005, the government provided a
long-term budget envelope of $181 million for the
transport sector, a sum which is forecast to rise to
$283 million in constant dollar terms in 2013/2014.
On average, the government plans to invest about
$140 million per year in new infrastructure over this
period. These figures fall well short of the $3.1 billion
long-term, multi-modal transport investment envisaged
by Uganda’s National Transport Master Plan for the
period 2005-15.
The government favours public-private partnership
(PPP) schemes as a way of involving the private sector.
The modalities for the PPPs are being worked out in
conjunction with the privatisation agency. The Ministry
of Works and Transport plans to commission a study
in 2006 to investigate the viability of adapting PPP
principles to Uganda’s transport sector. Improvement
in rural roads is another high priority of the PEAP
African Economic Outlook

515

Uganda

with the aim of helping to alleviate rural poverty through
greater agricultural production.
The following development partners play a
significant role in financing infrastructure investment
in Uganda: the International Development Association
(IDA), the European Union (EU), the African
Development Bank (AfDB), the Danish International
Development Assistance (DANIDA), the Japan
International Cooperation Agency (JICA), Germany’s
Kreditanstalt für Wiederaufbau (KFW), the United
Kingdom’s Department for International Development
(DfID), the Arab Bank for Economic Development in
Africa (BADEA) and the Nordic Development Fund
(NDF). In 2004/05, international donors contributed
about 4 per cent of funds for road maintenance.

Political and Social Context
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Uganda’s social peace threatened to unravel as the
country moved towards general and presidential
elections slated for February/March 2006. For the last
two decades, President Museveni has governed Uganda
under a “Movement System”, a de facto single party
without any opposition. The political scene has been
transformed with the opening of the upcoming elections
to other political parties. After a referendum, Museveni’s
Movement System was transformed into the National
Resistance Movement Organization (NMRO), a
political party. The NMRO’s election prospects were
enhanced by several amendments to the Constitution
and other Acts of Parliament, including the Presidential
and Parliamentary Elections Acts. Most notably, the
constitutional limit on the President’s tenure of office
to two terms was abolished in what appeared to the
opposition to be a blatant manipulation to keep
President Museveni in office. Although 36 new parties
have registered, only six of these parties have fielded
qualified candidates for the 2006 presidential election
and none seems strong enough to challenge the
NMRO’s power.
President Museveni’s tactics have led to considerable
dissatisfaction, even within NMRO ranks. Some
NMRO members have split off and created the largest
African Economic Outlook

opposition party, the Forum for Democratic Change
(FDC), which was expected to receive sizeable electoral
support even if it was thought unlikely to win. Political
tensions came to the boil following the arrest of FDC
leader Kizza Besigye for alleged treason and rape on
apparently flimsy evidence. Riots took place in Kampala
and the situation was tense. As a result of these
developments, donors withheld substantial budget
support from the government. Resumption of high
aid inflows appeared to be dependent on whether the
elections took place on schedule and whether or not
they were perceived to be transparent and fair.
Security problems also continue to threaten Uganda’s
democracy. The long-running conflict in the north of
the country with the brutal Lord’s Resistance Army
(LRA) continues to pose serious challenges for the
government. Tense relations with Rwanda have been
fostered by instability in the Democratic Republic of
Congo, where rival militias, loosely supported by
Uganda and Rwanda, continue to battle.
Notwithstanding these political and security
tensions, Uganda has made significant progress in
improving governance. A National Integrity Survey in
2003 revealed some reduction in perceptions of the scale
of corruption, although it remains a significant problem.
Corruption was particularly noted in public
procurement, where it drives up the cost of public
investment and lowers the quality of public services.
To correct this, the Ugandan government has reaffirmed
its commitment to good governance as a cornerstone
of its fight against poverty via the National Strategy to
Fight Corruption and Build Ethics and Integrity in
Public Offices, which runs over the 2004-07 period.
The programme’s momentum was slowed, however, by
a court ruling that the government’s anti-corruption
Leadership Code violates the constitution. The
government is currently finalising revisions to address
these concerns.
After nearly a decade of implementation of the
Poverty Eradication Action Plan (PEAP), poverty in
Uganda has fallen but remains high. At the inception
of the PEAP in 1996/1997, 44 per cent of the
population was classified as poor. According to the
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Uganda

Ugandan National Household Survey 2003 (UNHS
II), the percentage of people living in poverty has fallen
to 38 per cent, corresponding to 8.9 million Ugandans.
On the other hand, the 2003 figure is significantly
higher than that of 2000, when 34 per cent of the
population (approximately 7.2 million Ugandans) was
estimated to be living in poverty. Between 1999 and
2003, the absolute number of poor people increased
more in rural areas than in urban areas even though
the proportionate rise in poverty was actually higher
in urban areas. The rise in poverty has been particularly
marked in households where agriculture is the main
occupation, with crop farmers worse off than those
involved in other agricultural activities. Income
inequality in Uganda also increased by 23 per cent
between 1997 and 2003, with urban areas experiencing
higher income inequality growth - 37.5 per cent - than
rural areas, where income inequality increased by only
9.5 per cent during the same period.
Under the Health Sector Strategic Plan (HSSP),
some headway has been made in the provision of
primary health care services, as well as in the building
of new health centres and the upgrading of others.
Access to health care has also improved following the
elimination of patient co-payments. Yet, life expectancy
was only 43.1 years in 2002, and child and maternal
mortality remain high. In 2002, the mortality rate for
children under five was 141 per 1000 births; in 2001,
the most recent year for which data is available, the
maternal mortality rate was 880 per 100 000 live births.
The health care system continues to suffer from
shortages of drugs, absence of qualified health personnel,
insufficient preventive primary health care, poor
sanitation, and high prevalence of malaria and
HIV/AIDS. Malaria is the leading cause of death in
Uganda, and is estimated to cause 51 per cent of all
infant deaths in the country. Fortunately, Uganda’s
HIV/AIDS prevalence rate declined from around 20 per
cent in 1991 to 6.5 per cent in 2002, and has since
stabilised at that level; the government aims to reduce
it to 5 per cent by 2005/06.

construction of new public schools using the Schools
Facilities Grant (SFG) scheme and the provision of
assistance to community and private schools. The UPE
has significantly raised access to primary education for
the poor and for girls, notably eliminating the gender
gap. Gross primary school enrolment increased from
3.4 million in 1996 to nearly 7 million in the early 2000s
and net primary enrolment rates increased from 62 per
cent in 1992 to nearly 90 per cent in 2005. There were
also significant improvements in the pupil-teacher
ratio, pupil-classroom ratio, and pupil-textbook ratio.
In spite of the progress made on primary education,
enrolment rates in secondary and tertiary education
remain low. The latest available evidence suggests that
average net secondary school enrolment in 2002 was
16.5 per cent (15.6 per cent for females and 17.4 per
cent for males), up from 8.1 per cent (7 per cent for
female and 9.3 per cent for males) in 1999. In terms
of tertiary education, little progress was made on
enrolment, as only 3 per cent of the tertiary school age
population (2.2 per cent for females and 4.3 per cent
for males) attended school in 2002, up slightly from
2.7 per cent (1.8 per cent for females and 3.6 per cent
for males) in 1999. Nevertheless, youth and adult
literacy rates in Uganda, at 69 and 86 per cent
respectively, appear to be high by African standards.

Since introduction of the Universal Primary
Education (UPE) policy in 1997, the government has
steadily increased access to primary education through
© AfDB/OECD 2006
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