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Abstract

This paper provides an analysis of the proposed budget for financial year 2015/16, paying

particular attention to the growing fiscal deficit (difference between government revenue and

its expenditures), and role of government in promoting an effective and inclusive budget. The

paper used existing literature and selective sample interviews. A brief historical perspective

of  the  budgeting  since  the  1990s  has  been  provided.  The  paper  finds,  that  budgeting

continues to be guided strategically by National Development Plans, with particular focus on

infrastructure.  Vivid  deductions  to  the  Human  Development  Sectors  are  observed.  The

2015/16 budget finds a favourable macro-economic environment but faces a number of risks;

the  growing  fiscal  deficit  funded  by  both  the  costly  domestic  borrowing  and  external

borrowing. This in part reflects persistent low revenue base, largely collected from a small

base. The Uganda shilling has also been on the depreciating end and the proposed budget

strategies may be inept to addressing the trend. The underlying factors of the trend are partly

encapsulated in the weak and narrow export basket. The historical review shows that election

years have experienced heightened rise in the use of supplementary budgets and broadly

there are still inefficiencies in budget execution. Parliament has commendably put in place

satisfactory respective laws, but the follow up remains in check.  By and large, the policy

framework is  in  place,  the devil  is  implementation.  The paper provides  a wide range of

recommendations including among others, enhancing parliamentary capacity, strengthening

the research arm, and passing the requisite laws. Parliament's effectiveness will also depend

on their independence from the executive.

A Historical Perspective to Budgeting in Uganda 

In the late 1990s, government adopted the Poverty Eradication Action Plan (PEAP) which

formed  a  basis  for  the  annual  and  medium term budgeting,  aided  by the  Medium Term

Expenditure Framework (MTEF) and sector working groups. The Poverty Action Fund (PAF)

was put  in  place  to  ring  fence  resources  to  pro-poor  expenditures  particularly  the  social

sectors  of  primary  education,  primary health  care,  rural  roads,  agricultural  extension and

water  and  sanitation and  importantly,  budget  releases  were  protected  during  execution.

Simillary, various stakeholder initiatives were put in place  to improve transparency and basic

accountability systems for funds allocated through the PAF and other instruments. 
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Over the  years,  the  Parliament  of  Uganda enacted   the Budget  Act  2001 and the Public

Finance and Accountability Act 2003 reinforcing their oversight and budget scrutiny mandate

as granted by the Constitution.   The budget  process entails  a number  of stages,  strategic

planning (NDP stage), budget preparation, execution, reporting and accounting, auditing, and

oversight  (Parliamentary  or  otherwise).  The  PEAP   was  succeeded  by  the  National

Development Plan (NDP) (FY 2010/11 to 2014/15), which combined the growth focus and

poverty eradication, however, with primary focus on the key infrastructural projects in energy

and transport sector such as dams and roads, while continuing to pay focus on the human and

social development agenda. There were also other inclusive measures which were retained at

the budgeting process, with the continued use of equalisation grants to less funded sectors in

order  to  facilitate  a  level  of  services  equal  other  sectors,  hard  to  reach area  allowances,

provision of the youth fund to encourage youth entrepreneurship, and the introduction of the

Poverty Reduction Development Plan targeting Northern Uganda, as well  as development

partner supported programmes like NUSAF in Northern Uganda.  The proposed budget for

FY 2015/16, details the strategic solutions for each of the issues that relate to gender, equity,

employment, persons with disability and the elderly that are incorporated and emphasized in

the NDPII. The latter was submitted to Parliament for approval on 13th April 2015, and aims

to strengthen Uganda’s strategy for Sustainable Wealth Creation, Employment and Inclusive

Growth. 

Over the years, tremendous budget reforms have been undertaken to encourage information

dissemination on the budget, with Uganda ranking 18th out of the 100 countries surveyed,

with a score much higher than the average of 43%, indicating that the Government was found

to be more vigilant in ensuring that its citizens adequately get access to significant budget

information that helps in holding government accountable.  A website (www.budget.go.ug)

specifically  for  budget  monitoring  has  been  adopted  with  collaboration  with  some  civil

society. Performance information became more widely used across government by the Office

of  the  Prime  Minister  (Government  Annual  Performance  Report)  and  the  Parliamentary

Budget Office.

However a number of key reforms have held back or reduced budget credibility in the areas

of continued accumulation of debt despite a commitment control system being in place since

1999 and the continued deviation of the expenses from the approved budget mainly through

the use of supplementary budgets. 
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 Figure 1 shows that supplementary budgets have historically averaged 6-7% of the approved

budget, way higher than statutory limit of 3% of the approved budget. 

Figure 1: Supplementary Budgets % of Approved Budget

Source: Ministry Of Finance, Planning and Economic Development (MoFPED); Various Issues. 

*FY 2010/11 excludes the one off expenditures for military equipment and fighter jets of about 24%

of approved budget.

Notable spikes are observed towards election years. In particular in FY 2010/11-  including

one  off  expenditures  for  military  equipment  and  fighter  jets,  the  supplementary  budget

exceptionally reaching double digit figures at record 33% of the approved budget.  In that

financial  year  expenditure  beyond  3%  of  the  budget  was  approved  retrospectively  in

contravention of the law. 

 

The   laws for passing Supplementary Appropriations (SAP) are well specified in Article 154

(b) of the Constitution, Article 12 of the Budget Act 20011 and Article 25 of the PFMA 2015. 

An analysis of the supplementary budget for FY 2014/15 of UGX 847 billion (5.6% of the

approved budget) is assessed to be 85% recurrent expenditure with the bulk to cater for short

fall in interest payments and pension payments. The supplementary budget will in part be

funded through re-allocations which are distortive to budget process, and could worsen the

accumulation of arrears and debt.  
1 The Budget Act requires prior approval by Parliament whereas the Constitution stipulates Parliamentary 
approval within 4 months after the expenditure is incurred.
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Dependency on the use of supplementary budgets as a mechanism for diverting resources

away from agreed priorities established in policy documents such as the NDP is of concern.

The main beneficiaries over the years have not been poverty reduction initiatives but rather

defense,  State  House,  Office of the President  and the Uganda Police.  In addition  several

supplementary budget items do not appear to be supplementaries, as they should have been

foreseen  and  budgeted  for  at  the  time  of  preparing  the  budget  as  exhibited  in  the

supplementary budget for FY 2014/15.  

The  use  of  supplementary  budgets  compromises  the  comprehensiveness  and  utility  of

Uganda’s Medium Term Expenditure Framework (MTEF); in that Government has resorted

to  incremental  budgeting.   This  implies  that  development  commitments  in  the  NDP are

equally  comprised.  According  to  the  Public  Financial  Management  Assessment-  PEFA

(2012), there are frequent unexplained changes in the MTEF estimates from year to year, and

within  the  year,  even  in  poverty-related  expenditures.  Between  the  MTEF  and  budget

preparation, sector ceilings can change, thus weakening the link to the NDP. Sector working

groups effectively plan only one year ahead. It is difficult to reconcile the MTEF with the

Public Investment Plan. 

In addition, the Office of the Auditor General report FY 2013/14 highlights still some serious

challenges  in  particular  the  accumulation  of  arrears,  the Unsettled  Court  awards  and

compensations  as well  as contingent  liabilities.  In addition,  un-accounted for advances  in

central government  increased from UGX 66 billion in FY 2012/13 to UGX 85 billion in FY

2013/14.

Uganda  has  registered  some  commendable  inclusive  success  with  notable  poverty

reduction but  slow progress in human development aspects. Under NDP 1,  Poverty has

reduced to 19.7% in FY 2013/14 from 24.5% in 2009/10 and employment also has slightly

improved  with  the  proportion  of  the  labour  force  that  is  self-employed  rising  from 70.9

percent in 2009/10 to 81.5 percent. Life expectancy at birth increased from 51.5 in 2009/10 to

54.5  years  in  2011/12.  Equality  has  improved  the  based  on the  commonly  used  income

inequality measure - the Gini coefficient that has decreased in recent years.
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While the progress is commendable, the overall inclusive progress has stalled in some other

aspects,  in  particular  the human development  aspects.  The Under-5 mortality  rate  though

improved from 137 out of 1,000 in 2005/6 to 90 out of 1,000 live births in 2012/13 remains

high. The Infant Mortality rate in particular has only reduced from 85 deaths per 1000 live

births in 1995 to 54 deaths 2012/13, while the number of babies dying before they are 28

days old as expressed by the Neonatal mortality rate has remained relatively constant at 27

deaths per 1000 live births.  The number of mothers that pass away while giving birth also

known as the Maternal Mortality Ratio has stagnated at about 438 per 100,000 live births.

Also,  there  was a  drop in  the literacy rate  from 73 percent  in  2009/10 to  71 percent  in

2012/13 mainly due to a high number of school dropout rates at primary level. There are also

significant disparities in poverty levels across regions, in rural-urban divide with the highest

levels  reported  in  Northern  Uganda (44  percent)  followed by the  Eastern  region at  24.5

percent.

Election year budgets are arguably associated with less effort to collect taxes on one hand and

increasing recurrent (Wage and Non-wage Utility) expenditure budgets on the other hand,

implying  the  rise  in  monetary  deficits  as  well  as  reduced  parliamentary  oversight  with

members already in the campaign mode and already soliciting for funding.  The next section

will explore the level of inclusiveness of the proposed budget and the cost implications.
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Budget Financial Year 2015/16

The  Public Finance Management Act 2015 instituted on the 6th of March 2015 will in part

guide the budget for FY 2015/16. In accordance to the law, the budget should be approved by

the 31st of May ahead of the commencement of FY in July.  In April 2015, the Ministry of

Finance,  Economic,  Planning and Development  released  the  National  Budget  Framework

Paper  (NBFP)  and  the  draft  detailed  budget  estimates  for  2015/16.  Under  the  theme

‘Maintaining Infrastructure Investment and Promoting Excellence in Public Service Delivery’

the  budget  will  support  the  continued  removal  of  the  constraints  that  hold  back  socio-

economic transformation and prosperity as identified in the National Development Plan and

the  NRM Manifesto.  The  maintenance  of  national  security;  facilitation  of  private  sector

enterprise;  effective  delivery  of  infrastructure  development  and  maintenance;  improved

productivity in primary growth sectors and increased domestic revenue mobilization have

been prioritised. 

The proposed FY 2015/16 is expansionary, with almost an even split between development

and  recurrent  budget. The  proposed  national  budget  for  FY  2015/16  currently  before

Parliament  for  consideration  is  equivalent  to  UGX 18,046 billion  in  FY 2015/16,  which

represents an increase of 20% from the approved budget for FY 2014/15 of UGX 15,041.87

billion. The increase is within the recent trend of  an increase of 16 % in 2014/15 over the

previous budget and a 20% increase of 2013/14 budgets increased by over the previous year.  

The recent Census preliminary results indicated that population was at UGX 34.9million, and

the population growth rate of 3.01%. This implies only UGX 480,000 for every Ugandan in

FY 2015/16. Not a very sizeable budget for social economic transformation, so any leakage is

a painful one.  

Overall, 49% of the resources are to be allocated to recurrent expenditure (wages and non-

wage utilities), while 51% for development spending ( see table 1). 
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Budget allocations FY 2015/16 Per Sector (In UGX Billions)

Source: Detailed draft estimates for FY 2015/16 

Domestically  mobilised  resources  including tax collections  are  expected  to  provide UGX

12.5 trillion,  accounting for 70% of the budget while the remaining 30% worth UGX 5.5

trillion  will  be  financed  through  external  sources  including  development  partner

contributions.  This represents a 14% decrease in domestic financing of the budget and an

estimated  increase  of  66%  in  external  funding  from  last  year.  Revenue  collections  are

expected to account for 60% of domestic resources. Budget support is expected to be UGX

44.41billion,  a substantial  reduction from UGX 228 billion in  2014/15 and project  aid is

approximated at UGX 994 billion, an increase from UGX 708 billion for FY 2014/15. This in

part is attributed to the move by several former budget support donors to provide funding as

project support instead of budget support to limit the waste of resources that was exhibited in

Office of Prime Minister scandal that led to the suspension of budget support in 2012. 
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Infrastructural Sectors Expected to be Winners at the Price of Social Economic Sectors in

Particular Health and education

The  proposed  budget  maintains  the  top  three  sector  Works  and  Transport,  Energy  and

Education  with  a  combined  allocation  of  44.7%  of  the  proposed  budget,  with  notable

increases in external resources expected in transport and energy sectors (see Figure 2).  

Works and Transport will maintain the lion’s share of the Budget. The increased allocation to

the works and transport sector is in line with the government’s prioritisation of infrastructure

to stimulate growth. Works and Transport Sector will account for 17.7% of the budget an

increase from 15.7% allocated in 2014/15 from the entire budget indicated by an increase of

33.84% from UGX 2, 389.37 billion in 2014/15 to UGX 3,198.01 billion.

The Energy Sector  will  receive  15.12% of the budget,  a  52% increase from UGX 1,829

billion in 2014/15 to UGX 2782.7 billion in 205/16. Priorities include minerals development

and accelerating  the  construction  of  the  major  hydropower  plants  at  Karuma and Isimba

hydro power dams. 

There are also proposed increases to interest payments (63%), security (31%), Lands, housing

and urban development  (30%),  public  administration  (29%),  Tourism,  trade  and Industry

(24%), ICT (23%), Social development (12%), JLOS (12%) and agriculture (2%). 

Under the Public administration vote, the Office of the President budget is expected to

rise by 31% to UGX 51 billion, while the state house to increase by 1% to UGX 252bn.

Also an additional  UGX 110 billion has been provided to the Electoral Commission for the

2016 General Elections but this excludes critical election activities like tallying of votes.

The Agriculture  Sector  has been apportioned an increase of UGX 11billion  to UGX 484

billion in FY 2015/16 although the share of total budget will  fall from 3.15% to 2.69%.

Government  expenditure  on  the  agriculture  sector  is  projected  to  increase  from  UGX

344.44bn to UGX 364.01bn.  The increase is unlikely to address the sectors challenges or

support the interventions required for value addition and modernisation of Agriculture sector.
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Despite emphasis on the need to increase agricultural funding in the NDP and Development

Sector  Investment  Plan,  the  sector’s  share  of  the  national  budget  has  persistently  not

exceeded 5 per cent for the last six financial years, including FY 2015/16, although the NDP

II clearly states that one of the key drivers of the economy is agriculture. This funding is far

less  than  the  10  per  cent  of  the  national  budget  recommended  by  the  2003  Maputo

Declaration and the 7 per cent recommended by NRM party Kyankwanzi Resolution. As a

matter  of  fact,  Uganda  continues  to  grapple  with  the  comparative  advantage  paradox

(Unexploited agricultural potential), this has substantially affected its trade balance. Owing to

the disbandment of NAADS at district level,  there will be increased support for extension

services  through  Ministry  of  Agriculture,  Animal  Industry  and  Fisheries  (MAAIF),

accounting for 56% of the Ministry's total budget in 2015/16 primarily for the provision of

inputs to farmers.  The proposed56 billion reduction in allocation to the National Agriculture

Research Organisation (NARO) will have implications to agricultural research. Notably the

sector is not only challenged by funding constraints but also faces institutional and regulatory

constraints (Refer to Rhoads et al, 2015).

Human Development Sectors expected to be losers in the FY 2015/16

The Education Sector allocation has continued to decline falling from 13.47 % in FY 2014/15

to 11.15% of the budget—a 0.7% reduction. The education ministry has once again proposed

the raising of UPE capitation grant from UGX 7, 000 to UGX 10,000 per pupil but there is a

15.481bn shortfall.  With the declining trends in education quality and poor completion rates

the funding shortages are concerning. 

The budget provision for the Health Sector has declined from 8.52% in FY 2014/15 to 6.84 %

of the budget, with a decrease from UGX 1, 281.14 billion to UGX 1, 234.40 billion. The

reduction in the overall health budget is primarily due to the projected sizeable reduction in

external financing to the sector. The allocation also falls short of 15% target enshrined in the

Abuja Declaration. The reduction will compromise the achievement of a number of health

targets including Millennium Development Goals that are still below the target.

Reduction in the accountability and the legislature sector budget could dent the clearance of the

existing backlog and broadly affect the implementation of the anti-corruption reforms. There is

notable reduction of donor funding.  The underfunded Inspectorate of Government is projected to

decline from UGX 38.1 billion in FY 2014/15 to UGX 37.7 billion in FY 2015/16. There is also
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no  external  funding  to  legislature,  owing  largely  to  expiry  of  the  donor  funding  for  the

accountability related PAC committees. As such, there will likely be more accumulation of PAC

backlog.  The last PAC report debated in Parliament was for FY 2008/09. By the time, the

backlog reports are out, they are dead on arrival. 

Figure 2: Sector Share of the Budget allocations for FY 2014/15 and FY 2015/16

Source: NBFP MTEF FY 2015/16

The  other  sectors  with nominal  reductions  are;  Public  Sector  Management  (34%)  and

legislature (9%).

Under  budgeting  for  some core  activities  will  likely  spur  a  supplementary  budget.  For

example, in the health sector there is notable under budgeting of non-wage expenditure at

local government level. Only UGX 41.185 billion has been allocated as recurrent budget to

run health service delivery in 137 Local Governments with 56 General Hospitals, 61 Private

for Non Profit Hospitals and 4,205 Lower Level Health Units for the last 5 years. Also no

funds are provided for operationalization of the newly completed cancer ward, no budget for

arrears,  and  the  VAT shortfall  for  key  projects  such  as  the  rehabilitation  of  Mulago,

construction of Kawempe, Kirrudu and the Maternal unit.  The funding shortfall will heighten

the pressure for supplementary budgets. In addition, the budget provision of UGX 80 billion
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for clearance of arrears is insufficient to clear the back log of arrears. In the Auditor General's

report  for FY 2013/14, domestic  arrears have risen by UGX 138 billion from UGX 1.12

trillion in the financial year 2012/2013 to UGX 1.267 trillion in the year 2013/2014.  The

increase is higher than the allocation of UGX 105 billion allocated to the clearance of arrears

in  FY 2014/15.  Under  budgeting  for  core  mandate  is  traced  in  the  usual  supplementary

beneficiary  sectors  of  defence,  public  administration,  and public  sector  management.   In

addition the provisions for contingency of UGX 331 billion are less than of 3.5% of the

appropriated budget of the previous year required by the law.

Local government allocations have been dwindling over the years. The NDP also recognizes

that many of the financial and human resource management policies in Uganda are not well

adapted  to  Uganda’s  decentralization  framework,  since  Local  Governments  are  allocated

insufficient financing and often lack sufficient human resources and skills to deliver on the

enormous service delivery agenda in the country.  This is exhibited by the decreasing share of

Budget allocations to Local Government as a share of overall budget over the NDP period

from 22% in FY2010/11 to  16% in FY 2014/15. It  is  proposed to  decline  further  in  the

proposed budget FY 2015/16 to 13%. Notable however, there has been a heightened increase

of wage budget and an increase in non-wage expenses and both to account for 85% of the

proposed total local government allocations. Development budget has substantially declined

as indicated in Figure 4.
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Figure 3: Local Government budget as share of Total Budget

Source. Various Approved Budget MTEFs

Figure 4: Local Government Allocations by type of expenditure in UGX Billions

Source. Various Approved Budget MTEFs
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On the overall, the proposed budget is expansionary but human development, agriculture and

accountability sectors will account for reduced shares of the budget. While the reductions

have  adverse  effects,  there  is  need  to  harness  the  value  for  money  in  these  sectors.

Historically, Agriculture sector has had a challenge absorbing the requisite funds. The last

OAG report for FY 2013/14 indicates that health and education sectors as having qualified

audit opinions suggesting that the information available had non pervasive misstatements and

errors. The same report indicates that UGX 217 billion was unspent in the respective FY. In

addition the International Monetary Fund Public Investment Management Efficiency Index

indicates  Uganda  has  weaknesses  in  the  management  of  public  investment  in  particular

characterized by under execution, poor planning and delays in procurement processes.  The

strategic focus in the short run should aim at addressing efficiency gaps in the sectors, as well

as  ensure  that  performing  sectors  get  more  funds. There  are  also  significant  deviations

between the approved 2014/15 MTEF allocations for FY 15/16 and the proposed projections

for FY 2015/16 across all the sectors, the largest deviation in expected external payments.

This incremental annual budget traced in recent past budgets compromises the medium term

budget credibility.

The proposed tax measures are welcome and commendable but they shall not address the

existing tax gap.

The domestic revenues (tax revenue and non-tax revenue) are projected to increase to UGX

11.3 trillion in FY 2015/16, in comparison to the projected collections of UGX 9.8 trillion in

FY 2014/15. The new tax policy and administrative measures are expected to respectively

generate UGX 243.5 billion and UGX 150 billion. Measures have been proposed in a number

of amendment bills; Excise, VAT, Income and the Finance bill. 

With the Excise Duty(Amendment) Bill 2015, the proposed measures in particular entail

enhancing excise duty in  respect  of certain excisable goods including soft  cap cigarettes,

hinge lid cigarettes, non-premium beers, and fuel; to revise the rate of excise duty payable on

under natured spirits; to remove excise duty on incoming calls from the Republic of Kenya,

the Republic of Rwanda, and the Republic of South Sudan and to impose excise duty on

motor vehicle lubricants, chewing gum, sweets, chocolates and furniture.
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VAT amendment 2015 aims to define certain terms used in the VAT Act;  to increase the

annual  registration  threshold;  to provide for  tax  treatment  of  the oil  and gas and mining

sectors; to exclude compact florescent bulbs from the exempt category; to add Global Fund to

fight AIDS, Malaria and Tuberculosis and Uganda Red Cross Society, to the list of Public

International organizations and to provide for a zero rate for the supply of cereals grown and

milled in Uganda.

Income Tax amendments   2015 is to amend the Income Tax Act,  Cap 340; to categorize

businesses  and  specify  the  amount  of  tax  payable;  to  disallow  expenditure  incurred  by

taxpayers who fail to provide taxpayer identification numbers of their suppliers of goods and

services; to define certain terms used in the Act; to require payment of income tax in respect

of all passenger service vehicles and goods motor vehicles before renewal of annual licenses;

to  provide  for  the  special  provision  for  taxation  of  mining  and petroleum operations;  to

reduce  rate  of  withholding  tax  on  reinsurance  services;  to  impose  tax  on  e-commerce

provided by online platforms; to reduce the rate of withholding tax on reinsurance services; to

amend the First Schedule relating to listed institutions, the Second Schedule relating to small

business  taxpayers  tax  rates  and  the  Third  Schedule  relating  to  income  tax  rates  for

individuals.

Finance  amendments  bill  2015 aims  to  amend  the  Finance  Act  2009  to  vary  the

environmental  levy;  to  amend  the  Finance  Act  -  2013,  to  revise  the  application  fees  for

passports; to amend the Finance Act, 2014 to provide for non-refundable fees in respect of

applications for work permits; to amend the Uganda Citizenship and Immigration Control

(Fees)  Regulations,  2013 to  revise single  entry visa  fees;  and to  impose  annual  operator

licence fees in respect of vehicles and vessels.

A full extent of the proposed measures on the general development objectives has not been

undertaken, but these measures, are arguably incremental measures on the existing tax base.

The latter,  emphasizes  the  fact  that  taxes  are  collected  from a narrow tax  base,  with 90

percent of revenue coming from the top 1,000 taxpayers. In addition the sectors that are more

formalized  and compliant  for  example  manufacturing,  wholesale  and retail  contribute  the

most to tax collections, while those that are more informal and are eligible for exemptions

pay much less for example agriculture. Some sectors that are high value and relatively formal

that  contribute  less  to  tax  indicate  a  lack  of  political  will  to  tax  and/or  low compliance

including  construction,  real  estate,  business  services,  hotels  and  restaurants,  education.
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Studies estimating the tax ‘effort’ compared to ‘potential’ indicate that, with the economic

activity and institutions that Uganda has, the domestic revenue could actually reach up to 19

to  23  percept  of  GDP compared  to  current  13% of  GDP. The  recent  Uganda  Revenue

Authority VAT gap analysis indicates suggests that the compliance gap could be as much as 6

percent of GDP.   Local government and Non tax revenues remain low, both contributing less

than 1% of GDP. The large informal sector estimated at 43% of GDP suggests that there is

some activity that is above the tax threshold, but either not registered or registered but under-

paying. Unregistered taxpayers may result from lack of awareness of their liability or are

‘hiding’ and are difficult to trace due to lack of traceable transactions, assets, address and

identification mechanisms. Noncompliance prevails at a high rate arguably attributed to the

adverse environment of corruption and bribery.

There is still room for both policy and administration reforms if Uganda is to realise its

revenue potential. 

There is  need to resist any potential use of tax exemptions especially in the election year as

well as explore further review the remaining tax incentives in the respective laws. Widening

the  tax  base  by  encompassing  the  large  agricultural  and  informal  sectors  and  removing

unproductive tax exemptions and holidays will be crucial in the medium term.  Properties,

transfer pricing, cross-border profit shifting as well as the Double Tax Treaties are avenues

that ought to be explored. For example 40-50% of arable land in Uganda is held for prestige,

so levying taxes on the said idle land may spur increased agricultural production.  There is

need for a tax policy committee involving multiple stakeholders, carry out property mapping

across the country, follow up tax audit findings and reinforce the tax laws that are related to

oil production, in particular to deal with VAT exemptions, windfall profits, thin capitalisation,

transfer  pricing and ring fencing.   Capacity building for tax body and other  stakeholders

including Parliament is crucial. 

Fiscal deficit is expected to increase on account of the large investment projects 

The fiscal deficit including grants as percentage of GDP is expected to 7% in FY 2015/16

from  5.6%  in  FY  2014/15  largely  due  to  increased  planned  expenditure  in  large

infrastructural projects, insufficient tax revenues and the projected decline in aid grants. Total

grants projected to decline by 10%.   The deficit will grow to UGX 5.8 trillion in FY 2015/16
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from UGX  4.2  trillion,  of  which  74% will  be  funded  through  borrowing  from external

sources compared to 45% projected in FY 2014/15.  Owing mainly the recently  approved

loans for  Karuma and Isimba dams by Parliament and the ambitious pipeline projects in the

NDPII, is projected to increase. 

Fifty five (55% ) percent of the Karuma dam USD 1.435 billion loan will attract 2% interest

and is expected to be repaid in 20 years after commissioning of the dam. The remaining 45%

will attract a higher interest at 4% and is to be paid in 15 years.  The USD 482.6 billion

Isimba hydro power dam loan will be repaid in 15 years. The interest rates attracted on both

projects will be higher than the development loans from Development agencies 

While domestic financing is expected to decline to UGX 1,542.4 billion, the outturn for domestic

borrowing has exceeded in the approved or planned targets in recent couple of years. At the

current interest rates for domestic debt, this planned borrowing will attract approximately UGX

200 billion (50% of agriculture budget). The increased domestic borrowing often crowds up the

private sector, and also risks compromising the effective coordination between monetary and fiscal

policies. The persistent high interest rates and recent increase in interest rates illustrates the effect

of heightened domestic borrowing. Bank of Uganda has revised the Central Bank Lending Rate

(CBR) upwards from 11% to 12% in April 2015, so commercial banks are expected to revise their

lending rate upwards as well, despite the inflation remaining way lower that the national target of

5%.

The interest payments are projected to rise to 1.8 trillion (or 10% of the budget) accounting for the

fourth largest share of the proposed budget. This amount is higher than the proposed level of

domestic borrowing, indicative of the unsustainable ponzi approach (borrowing to pay off your

interest). 

While Uganda is assessed to still be of low debt stress, there is a rising trend in the stock of debt.

External debt in particular is projected to rise to UGX 4.5 trillion in FY 2015/16 and the external

interest payments are projected to rise as well to UGX 390.8 billion in FY 2015/16. Debt issuance

to fund infrastructure investment will need to be carefully managed to ensure debt dynamics

remain favourable.

The proposed budget FY 2015/16 will  face a modest macroeconomic environment with

risks expected in the external sector and domestically the shocks associated with elections.

16



It  is  projected  that  economy will  grow at  5.8% in FY 2015/16,  higher  than 4.5% in FY

2013/14 and the expected   5.3% growth in  FY 2014/15, in  part  on account  of  the large

infrastructural investments and recovery of private sector credit growth. Inflation is expected

to remain with in the medium term target of 5% at 3.3% in the FY 2014/15 and increase to

5.5% in FY 2015/16, owing largely to the exchange rate depreciation and the higher money

supply growth of 17.5% in both FY 2014/15 and 2015/16 compared to 6.7% in FY 2012/13.

The outlook faces some risks related to regional geo-politics and security; dwindling and/or

delayed development partner disbursements;  potential  pre-election fiscal slippages; further

weakening  of  the  exchange  rate;  rising  interest  rates,  implementation  delays  of  key

infrastructure projects; and reduced Foreign Direct Investment (FDI).

The  current  depreciation  of  the  shilling  if  sustained  also  poses  a  risk  to  fiscal

management.

Given that Uganda operates a floating exchange rate, the deterioration is a reflection of weak

external fundamentals in particular the worsening trade balance including the large import

bill  associated  with  big  infrastructural  projects,  the  reducing  remittances,  increased

dollarization (share of foreign deposits to total deposits) of the economy and higher capital

flight in light of the coming elections and dwindling oil  prices (NBFP 2015/16).  That is

however not to discount the strengthening dollar against major currencies across the world.

The  domestic  factors  mainly  relate  to  the  deteriorating  trade  balance  deficit  (difference

between exports and imports).  Remittances are also projected to have reduced from USD

975 million in FY 2012/13 to USD 877 million in FY 2013/14.  In addition this has not been

helped by the South Sudan conflict  given than they are Uganda's  largest  trading partner,

dismal  growth in Euro zone and the large import  bill  associated with large infrastructure

projects. Ministry of Finance estimates that import content of Infrastructure investment in

Uganda is estimated to be between 67% and 80% of the project cost. The worsening of the

current  account  (largely  difference  between  exports  and  imports)  position  is  expected  to

worsen, with a deficit of US$ 3,014 million projected in FY2014/15.  

The export basket remains narrow and is dominated by primary products, including coffee,

fish,  tobacco,  gold,  and  flowers.  The  dismal  growth  in  the  Eurozone  should  affect

considerably the horticulture exports.
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 According to Bank of Uganda statistics, there is increased dollarization of Uganda economy,

with  foreign  deposits  at  UGX  4,338  in  February  2015  accounting  for  35% of  the  total

deposits from 33% in June 2014.  The dollarization of the economy signals a growing lack of

faith in the local currency and results in unhealthy speculations and distortions in the foreign

exchange markets.

While the exchange rate policy is part of monetary policy under the preserve of bank of

Uganda,  the  instrumental  channel  of  exchange  rate  stability  will  be  through  enhancing

Uganda external competitiveness by harnessing the true potential of the agriculture sector, as

well as the Tourism and the Minerals and energy sector.  These are rightly so highlighted in

NDP II  as the primary drivers of social  economic  transformation.   Parliament has been

instrumental in ensuring that substantive budget process legislative framework is in place

but actual Parliament follow up on the respective laws remains faint.  

The role of Parliament over the budget process is enshrined in the aforementioned laws as

well  as  in  the  new  Public  Finance  Management  Act  2015  and  the  Budget  Act  2001.

Parliament also has a number of other  relevant laws including the Judicature Act 1996, Local

Governments  Act  1997,  Statistics  Act  1998,  Leadership  Code  Act  2002,  Inspectorate  of

Government  Act  2002,  Public  Finance  and  Accountability  Act  (PFAA)  2003,  Local

Government  Finance  Commission  Act  2003,  Public  Procurement  and  Disposal  of  Public

Assets  Act  2003  and  Amendment  Act  2011,  Access  to  Information  Act  2005,  the  Anti-

Corruption  Act  2009,  Public  Service  Standing  Orders,  Local  Government  Financial  and

Accounting Regulations 2007 and the National Audit Act 2008.

Parliament is not the single solution for inclusive budgeting, but it has a fundamental role

in  ensuring  fiscal  discipline,  budget  credibility  and  ensuring  errant  officers  are  held

accountable

Commendably Parliament has done a great job in passing the requisite laws for budgeting in

Uganda.  There  is  for  strong parliamentary  scrutiny  over  the  implementation  of  the  laws

across  the  budget  cycle.   The  traces  of  exclusivity  are  not  as  a  result  of  a  deliberate

government policy but a consequence of policy inaction and ineffective implementation. 
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Budget planning is only one stage of the broader budgeting cycle. The budget cycle is only

concluded  with  the  issuance  of  the  Treasury  Memorandum(TM)—which   specifies  the

measures taken by the Ministry to implement the recommendations of Parliament in respect

to the report of the Auditor General of the preceding financial year, on the management of the

Treasury. The last treasury memorandum issued was for FY 2004/05. Parliament should hold

Public  Accounts  Committee  (PAC) accountable  in  accordance  to  Parliamentary rules  and

procedures  as well  as  expedite  the discussion of  the respective reports.  Starting  with the

recent reports, as they clear back logs would be more appropriate. The PFMA 2015 requires

the TM as part of the annual budgets detailing the actions taken. However, that  is again

contingent upon execution of PAC reports by Parliament. More still,  the non-production of

the PAC reports intimates that PAC has become a conduit of rent seeking. 

It is imperative that Parliament comprehensively/holistically reviews and ensures that   NDP

II goes a long way in addressing the challenges highlighted in the Mid-term review of the

NDP  I,  which  inter  alia include;  misalignment  of  the  annual  budgets  and  the  plan,

misalignment  of  the  Plan  with  the  sector  investment  plans  as  well  as  the  clear  M& E

framework for the Plan. The financing of the suggested projects should be highlighted with

potential consequences. 

There is also need to ensure that sanctions in the new PFMA 2015 regulations provide an

adequate  deterrent  measure  against  errant  Accounting  Officers.  This  will  be  critical  in

curtailing  repetitive  violations  such  as  mischarge  of  expenditure,  incurring  of  excess

expenditure,  bypassing  procurement  procedures,  and delayed  accountability  for  advances.

Given the glaring absence of fiscal rules that will provide benchmarks for spending the oil

revenues, there is need for these to be reflected in clear regulations. 

Parliament should ensure to pass a Charter of Fiscal Responsibility as provided for in the new

PFM Act detailing the statement indicating the measurable objectives for the fiscal policy for

a period of not less than the next three financial years. The charter of fiscal responsibility

should also detail the methodology to be used to measure the performance of Government

against  the  fiscal  policy  objectives  required.  Parliament  should  measure  any  deviations

between the annual budgets and the Charter, and on the overall monitor any deviations from
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objectives of the Charter for Fiscal  Responsibility. The responsible minister should be held

accountable as and when.

Parliament should scrutinize the supplementary budgets that are largely recurrent in nature

not to exceed the amounts  appropriated to the contingency fund in accordance to Article

25(2)  of  the  PFMA  2015.  Supplementary  expenditure  is  absorbable,  unavoidable  and

unforeseeable  (detailed  definitions-  check page).  Statutory expenditure  should  as  well  be

placed under parliamentary scrutiny because it is charged directly on consolidated fund.

Parliament  should  start  publishing  appropriated  budgets,  to  ease   public  validating  their

versions  with  the  ministry  of  finance  published  document.  There  is  also  need  for  an

established technical platform for Parliamentary engagement with other key stakeholders on

the key budgetary and accountability issues.

Parliament must strengthen its research arm to better inform its members. Only then will they

be  in  position  to  make  evidence  based  decisions  on  resource  allocation,  fiscal  debt  and

inclusivity.

Finally, Parliament's  effectiveness  is  however  contingent  upon its  independence  from the

executive.  Arguably  the  presence  of  a  large  section  of  the  executive  in  Parliament  often

compromises its oversight role. While beyond the scope of this paper, arguably Parliament

has often failed to hold accountable the executive and the presence of ruling party majority

often skews the decision making in Parliament to the wish list of the ruling party. 
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