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The Norwegian Agency for Development Co-operation (NORAD) has during the period May-September 2002 reviewed its support of private sector development in major partner countries. The countries are Bangladesh and Sri Lanka in Asia, and Malawi, Mosambique, Tanzania, Uganda, and Zambia in Africa.

The aim of the reviews was to explore the possibilities of improving and expanding the support of private sector development within the guidelines given by the Strategy for Norwegian Support of Private Sector Development in Developing Countries.

The studies have been undertaken by teams consisting of an external consultant on private sector development, a resource person from the Norwegian private sector, and advisers from NORAD, Oslo, and the Norwegian embassies. The findings, interpretations, and conclusions expressed in the studies are entirely those of the teams and should not be attributed to NORAD.  

The study of the private sector in Uganda is number 5 in the series of 7 country studies.
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Summary
Economy and Resources

· Uganda has a well-developed policy framework for poverty eradication through the Poverty Eradication Action Plan (PEAP), and for an important driver in that process, namely the private sector. The Medium Term Competitive Strategy (MTCS) identifies key constraints for PSD, and outlines a general plan for how to address these. MTCS particular strong points are the commitment to PSD and a solid PSD analysis. 
· Uganda has implemented an ambitious programme of macroeconomic stabilisation and structural reform. This has led to stable and high GDP growth averaging 6% last four fiscal years. Inflation is less than 5% annually. However, reduced coffee prices and increased oil prices have led to deterioration in the terms of trade, and subsequent loss of income. The biggest exporter in 2001/2002 was fish, while coffee export receipts decreased from USD 306 mn in 1998/99, to USD 84 mn in 2001/02.

· A major macroeconomic problem is the low level of government revenue (12.7% of GDP), which implies a high level of donor dependence. Donors cover about half of total GoU expenditure. 

· The poverty headcount has been reduced to 35% of population in 2000, from 56% in 1992. However, there are significant regional variations. Areas affected by conflict, like the north, are particularly deprived. Poverty has a clear gender dimension, with women being worse off than men. 

· The economic structure is typical for a development economy.  Agriculture is the largest sector, but with low productivity. Substantial natural resources are present, above all within agriculture. The large work force has limited skills, with acute shortages in technical and managerial areas. Local markets are small, with limited purchasing power. Finally, it has a difficult business environment, limiting investments and integration in the global economy. 
· Comparative advantages are concentrated in agriculture, but Uganda also has good potential within tourism, energy and minerals. GoU has named the following sectors as strategic for exports: Coffee, tea, livestock, fish, cotton, horticulture, irish potatoes, and information and communications technology. 
· The overall analysis indicates four key challenges at the macro-level for Uganda with relevance to development of the private sector:

1. Low government revenue collection, that threatens Uganda’s ability to fund its own development and that makes it vulnerable to shocks. The resulting demand for resources by GoU risks crowding out the private sector. 

2. Increasing under- and unemployment that will be exacerbated by current population trends. 

3. Investments, that needs to be accelerated to generate necessary growth. MTCS targets annual private investments in the order of at least of 20% of GDP, as compared to the current 12%. 

4. Slow moving export sector, dependent on traditional cash crops. Increasing exports is a necessity, as the thin local market cannot drive sustainable growth. 

Private Sector Business Context

· While Uganda faces a number of challenges in creating a business friendly environment, the country has made good progress in several key areas. Since 1999, two areas that have noticeably improved are power and commercial justice
· The MTCS has not been implemented quite as expected, and it is not likely that a particular basket will be established. Given the complexity of all the issues involved in the plan, initial expectations were excessive. A revitalised MTCS could be redefined as a strategic framework, with administration focussing on monitoring and marketing. Creation of a large superstructure must be avoided. 

· Infrastructure remains a major headache, particularly transport. The absence of a reliable and cheap transport alternative for exports of bulk goods is a fundamental constraint for private sector. Power and telecom have improved considerably, but needs to be spread to rural areas. 

· Of other constraints, the financial sector continues to frustrate development, with tight credit, costly capital and little access to investment loans. Commercial justice has improved somewhat, but corruption and inefficiencies still make it difficult to enforce contracts and collect debts. The commercial registers are under-performing. Tax and customs administration remain problematic, and red tape is still visible. Micro and small businesses face particular challenges, especially women owned.
· Main business environment themes for UGNIS are considered to be:

1. Improving infrastructure facilities is key to attract investments, improve competitiveness, and to spread growth outside of Kampala.

2. Fighting corruption and improving governance, is another cross-cutting theme that would benefit small and large enterprises alike
3. Improving MSE framework, where the potential for dynamic growth is largely untapped, and an area where woman are heavily engaged. 
4. Developing competitive exports, as increased production by farms and enterprises will be useless without markets to sell the goods and services.

The Donor Context

· Numerous donors are involved in PSD, with USAID, EU and DFID being major partners. Main priority areas like trade, competitiveness, commercial law, SMEs, and microfinance are all well supported.

· NORAD through UGNIS is involved in energy, microfinance, UNIDO’s Integrated Programme, commercial justice and the enabling environment. Most activities have been implemented in accordance with the initial Action Plan, but a concern is fragmentation of the portfolio. 

· The main criteria used for suggesting key areas for future Norwegian support are:

· All key areas must be included in the MTCS, and given priority by GoU.

· Key areas must have the potential to spread economic growth, and to reach poorer sections of the population

· Key areas should be in accordance with what has been assessed as crucial for private sector development in this analysis.

· Future areas of concentration should preferably link with ongoing UGNIS efforts, and possibly with other active NORAD areas.

· Key areas should take account of other donor efforts, and NORAD must be able to find useful roles within the chosen area.   

· The selected areas should to the extent possible benefit from existing Norwegian public and private competence. 
Possible Future Areas for UGNIS

· Governance, which is considered a key element in creating a conducive environment for investment and production. Suggested main initiatives are:

· Commercial justice, comprising general governance related initiatives, as the current commercial justice basket. Institutions of interest include the commercial registers, in particular the Land Registry, that are in dire need of reform, and of particular relevance for women’s property rights
· Corporate Governance, i.e. the business behavior of individual firms. The current cooperation between FUE and NHO, and LO and NOTU, can possibly be used as a platform for expanded initiatives.
· Energy, as improving the energy situation is a priority, particularly with regard to rural districts. Norway has sound expertise, and long standing cooperation in Uganda in this sector. Suggested main initiatives are:
· Institutional support to restructuring, involving continued support to regulatory institutions and issues. 

· Infrastructure development, that includes rehabilitation of substations, and in the future, possibly support to electricity transmission. 

· Energy for Rural Transformation (ERT). There are several possibilities, but contribution to the future Rural Electrification Fund is one option. 

· Development of local contractors and suppliers. The massive investments in electricity should be used to encourage development of indigenous businesses.

· MSE and Entrepreneurship development, as distribution of benefits of economic growth to a large degree is a matter of developing the MSE sector. Their needs are diverse, which is reflected in the suggested main initiatives:  
· Microfinance. Future efforts within microfinance should preferably be directed at the regulatory side. 

· UNIDO SME development, with several SME initiatives of interest, a) the Integrated Program where NORAD supports two the Food and Textile Industry components, b) Cleaner Production Center, and c)  UNIDO Women Entrepreneurship Program.

· The PSD/Micro and Small Enterprise Unit in MOFPED. A centrally placed unit in the Ministry for PSD, with responsibility for following up the MTCS. 

· Business Development Services. Several initiatives are underway (UNDP, EU and DFID), and others are on the planning stage. MOFPED assesses establishing a coordinating forum similar to what is done in microfinance.
· Trade and Export, as Uganda must export to expand its economy and employ its resources:
· Export competitiveness, diversification and product development.  The main GoU thrust is now the Strategic Exports Initiative, to boost exports of selected commodities. More direct, lower level initiatives of interest include the Agribusiness Development Center (ADC). 

· Regional and international market development. A broad area where Norwegian assistance comes through several channels. Experience with JITAP at the country level should be reviewed, and the need for Norwegian technical assistance assessed. Further, initiatives for extending the cooperation within EAC in PSD matters could be subjects for assistance. A priority would be any effort to improve the regional infrastructure situation.
· Increasing PSD capacity at the embassy is considered important in the event of a more pronounced UGNIS portfolio, with a larger involvement of Norwegian businesses. There must be ability to follow developments on the PSD scene, and participate in the regular discussions. A pro-active approach is needed if the resources employed through NIS and the UGNIS are to be used efficiently.
· Any activity in Uganda carries risk. In case of a PSD programme, the types and sources of risk are quite similar to what they are for private investors. Any event making life more difficult for private enterprises is likely to have adverse effects for a donor PSD effort. The major areas of risk are considered to be destabilisation of the macro-economy, and political risk. 

Contributions to PSD from Norwegian Enterprises 

· In general, possibilities for extensive Norwegian engagements in Uganda are not easy to identify. With a few exceptions, Norway has commercial actors in most of the sectors that Uganda defines as priority. However, not all companies are internationalised to the degree that they could easily take up the challenge of doing business in Uganda. There may be possibilities in specialised market segments, as there here are numerous markets that are un-serviced or only partially covered, as compared to developed countries.
· Some relevant sectors for Norwegian involvement is considered to be energy and electricity, governance, agro-processing and food industries, infrastructure, water & sewerage, forestry and plantations, wood processing and furniture making, fisheries and fish-farming, mineral development, education and vocational training, tourism, and consultancy services.   

1 Introduction and Background

A Long Term Pursuit: Private Sector Development (PSD)

PSD as a significant theme within development aid can be traced to the late 1980s when economic liberalisation became the dominant development paradigm. For many countries, the transformation from state control to markets has been a tough walk. Not only were the local economic structures mostly unprepared and uncompetitive, institutions and the mindsets of key actors were unaccustomed to notions of customer orientation, management accountability and liberal markets. 

In the current thrust for private sector growth, it is necessary to remember that private sector as a driving force in the economy, and a supposed engine for eradicating poverty, is a relatively recent phenomena. Key stakeholders still find it difficult to fully accept, in private, if not in public speeches. The image of the private sector have in many countries been rather unpleasant for 30 years, termed as exploitative, imperialistic and run by people from a different continent. Of course, the main body of private enterprises was found – and still is – mainly in the informal sector, namely the mass of micro, small and medium enterprises run by people that were not able to get a job in government. In many countries, the private sector was another term for poverty. Prosperity was found in government and the parastatals, in economies run by the twin concepts of control and discretionary authority.    

PSD is for many a 180 degrees turn around, and whatever one is tempted to label the old order, it takes time for attitudes and behaviour to change. It takes time to reorient institutions, and find that new balance between the public and the private. A strong, but facilitatory, business friendly government is vastly easier to put in writing than it is to implement. It is thus crucial to have realistic expectations as to what is attainable, particularly when one is speaking about the efforts of one single donor. 

Norwegian Strategy for Development of the Private Sector (NIS) and UGNIS

Norway’s general PSD support strategy – termed “Næringsutvikling i Sør” - was made public in 1999, and Uganda was selected as one of three pilot countries. This pilot programme was in turn called UGNIS, Uganda Næringsutvikling i Sør. A basic portfolio was quickly identified including activities within micro-finance, energy and the so-called enabling environment. UGNIS got further emphasis as private sector and economic growth was chosen as one of three main areas in the MoU signed 2001 between Uganda and Norway. After nearly three years of activity, PSD is thus a comparatively mature support area for Norway in Uganda.

This has implications for this report. When assessing areas of cooperation within PSD, the current UGNIS is the natural starting point. At the same time, the Team’s assessment can build on several years of first hand PSD experience, and the substantial network established in Uganda during the course of this work.

This assessment is part of a two-phased study on PSD in all main development partnership countries of Norway. This first phase is scheduled to focus on the enabling environment for PSD in a very general sense, while the second part of the study will assess commercial opportunities for Norwegian enterprises. This first part draws heavily on the body of experience and documentation already gathered by NORAD. 

The three main topics of the analysis in the first phase according to the ToR are:

1. An overall assessment of the country's resource endowments and comparative advantages, its investment climate and the industrial and private sector development policies as well as physical and social infrastructure, including bottlenecks and opportunities for private sector development and possible areas of future co-operation for further discussions with government and private sector representatives

2. A more thorough assessment of areas of actual or potential co-operation between NORAD and Uganda including assessment of the efforts of the country itself as well as those of other donors, ending up with proposals for possible areas of increased Norwegian support.

3. An assessment of relevant areas for possible contribution by Norwegian business organizations or enterprises as providers of competence enhancing activities in order to strengthen the ongoing Norwegian support.

There is also an addendum to the ToR specific to Uganda, and the issues raised there are discussed in section 4.3.

The Team started fieldwork the 3rd of June, and adjourned the 11th the same month. It consisted of Team Leader Åshild Strand Vigtel (NORAD Oslo), Morten Heide (NORAD Kampala), Sivert Sande (representative from the Norwegian private sector) and Erlend Sigvaldsen (Nordic Consulting Group). A local consultant, Mr. Mbulmuko Laban, NCG (U) Ltd assisted the team. A draft report was circulated the second week of August, and the final report was finalised first week of September
The Team would take the opportunity to say a million thanks to everybody involved, and in particular to Olive Bwanika at the embassy in Kampala, that the Team would not have managed without.  

2 The Big Picture: Economy and Resources 
 
2.1 The Poverty Eradication Action Plan (PEAP)

Uganda has made poverty eradication the central focus of national policy. The Poverty Eradication Action Plan (PEAP) is linked to a long-term vision to reduce poverty by 2017 to no more than 10% absolute poor, from 56% in 1992. It is not a detailed macroeconomic planning document, but rather a framework consisting of objectives and policy statements in core areas. This strategic framework and the related sector programmes guide the preparation of the Medium Term Expenditure Framework and annual budgets.

The first PEAP was made available in 1997, with an updated and revised version published in 2000, after wide consultations with a large body of stakeholders. Uganda's Poverty Reduction Strategy Paper is based on the revised version of the PEAP. It is seen as one of the more thorough PRSPs so far.

The current PEAP has four pillars, linked to four overarching goals:

1. Rapid and sustainable economic growth and structural transformation.

2. Good governance and security.

3. Increased ability of the poor to raise their incomes.

4. Enhanced quality of life of the poor.

The Government’s role in PEAP is as facilitator for economic growth, provider of social services and guarantor for state security. The private sector and civil society are welcomed both as providers of services and as a balancing force to the Government.

The most recent overview
 of implementation of the PEAP indicates progress in several areas, as for instance further reduction in the “head-count” poverty from 56% in 1992 to 35% in 2000, and a stable and growing macro-economy.  However, continued regional income disparities are noted as a concern, as are slow development of the export sector, the slow progress on important health indicators, problematic institutional reforms and the need to develop better monitoring and benchmarking. 

2.2 Macro-economic Performance

Uganda’s economic performance since 1986 has been among the most successful in Africa. In fact, since the late 1980s, Uganda’s economy has more than doubled. The Table below shows some key macroeconomic figures for Uganda compared to some other African countries according to the African Development Report 2002. 

Table 1
Key Macroeconomic Stats for Uganda and other African Countries


Real GDP 

Growth %
Inflation %
Trade Balance

as % of GDP
Debt Service

 as % of Exports
Fiscal Balance

 as % of GDP
Investment as

 % of GDP

 
Avr.

 97-00
2001
Avr.

 97-00
2001
Avr.

 97-00
2001
Avr.

 97-00
2001
Avr

. 97-00
2001
Avr. 

97-00
2001

Uganda
 5.5
4.8 
4.0
4.8 
- 13.5 
- 18.9 
 18.6
14.4 
 - 2.7
- 0.8 
  18.1 
15.7 

Kenya
 1.2
1.0 
 6.6
2.6 
- 9.4 
- 11.5 
 25.7
17.2 
 - 0.7
- 2.1 
 16.9
15.3 

Tanzania
 4.3
4.6 
 10.7
5.2 
- 8.6 
- 7.6 
- 
12.4 
- 1.1 
- 0.5 
 15.7
17.0 

Mozambique
8.2 
8.7 
 5.2
 5.7
 -18.3
- 18.4 
19.8 
20.5 
  5.7
- 2.6 
  29.1 
31.8 

South-Africa
 2.2
2.2 
 14.6
6.5 
2.4 
4.0 
20.7 
19.8 
 - 2.5
- 2.6 
 15.7
14.6 

Africa
 3.3
3.4 
 12.8
12.2 
- 
- 
18.8 
15.9 
 - 2.7
- 2.5 
 20.3
20.8 

Source: Background to the Budget, 2002/2003, GoU
Uganda scores well compared to the African averages, but the growth rate declined in 2001. The largest economy in the East African region, Kenya, grew at a much lower pace, while Tanzania’s GDP rate was on par with Uganda. 

The strong growth and the relative economic stability are largely due to the implementation of an ambitious programme of macroeconomic adjustment and structural reform. Prices are deregulated, state and marketing monopolies abolished and competition is being introduced in the utilities. Privatisation has reduced the direct and indirect subsidies to State Owned Enterprises from 5.1% of GDP in 1994, to 1.8% in 1999.

Foreign currency markets have been liberalised. Trade policy environment has been reformed, with for instance reduction of import bans, elimination of import licensing requirements and simplification of import tariffs. Export taxes have been eliminated to remove anti-export bias. Prudent fiscal and monetary policies have yielded low inflation and relative stability in foreign exchange. Inflation, which had been at well over 200 percent in 1988, fell to single digits between 1994 and 2001. This liberal environment has attracted substantial local and foreign private sector investments.
Recent Developments

According to the PEAP, a basic macroeconomic objective is to sustain rapid and broad-based economic growth while maintaining macroeconomic stability. While the objective of stability has been attained, the growth rate has in recent years been lower than the PEAP goal of 7.0%. 

The forecast for 2001/2002 real GDP growth is now 5.6%
, down from 6.0% in 2000/2001 (financial year). The slowing of the economy started in 1999/00, with the combined effect of dramatically reduced coffee prices, and higher oil prices. The loss of income from this deterioration in terms of trade is estimated to have exceeded the equivalent of 2% of GDP.
 In fact, it is a proof of a reasonably resilient economy that the GDP did not suffer even more as a result of the fall in the prices of the country’s dominant export. The unit value of a kg of exported coffee was USD 1.36 in 1989/99, while it was down to USD 0.46 in 2001/2002.  

The strongest growth in 2001/2002 was recorded in the transport and communications sector of 10%, to a large degree owing to telecommunication that has blossomed after liberalisation. Other strong sectors include mining, manufacturing, construction, electricity & water and wholesale & retail trade, that all grew between 6% and 8% annually. 

Agriculture grew at about 5.5% last fiscal year, which is above the 2000/2001 figure of 4.3%, and slightly higher than the averages last years. The cash crop sectors were hit by the fall in tea and coffee, but did return to positive growth rates last fiscal year, up with about 3.4%, compared to a decline of 4.8% the year before. Food crop production was on par with earlier years, as the country experienced normal rainfall.

Revenue and Fiscal Policies

Fiscal discipline is a fundamental element of the stabilisation policies, and GoU has had substantial problems in implementing its budgets in recent years, mainly as a result of lower revenue collection than planned. In 2001/2002, government expenditure increased from 23.1% to 25.4% of the GDP. At the same time revenue increased from 11.7% to 12.7%, but the whole increase is attributed to inclusion of non-tax revenue collected by Government Departments that had not been taken account of in the calculations before. The entire deficit of 12.7% is funded by donors. This leaves Uganda very vulnerable to changes in donor perceptions and policies.

A particular problem with the size of the deficit in a PSD setting is that it may come at the cost of crowding out of the private sector, as government competes for the same resources as the private sector. There is a risk that lower credit becomes available to the private sector, and that the shilling appreciates as foreign exchange brought into the country by donors are exchanged to shillings.

In fact, one of the most critical issues for long-term macroeconomic stability is to increase mobilization of public revenue. There are formidable problems. Tax collection is constrained by the large subsistence sector, low levels of incomes, the small size of the industrial sector (hence low formal employment), the limitations of directly taxing the large agricultural sector, substantial revenue leakage due to corruption both at the central and local level, smuggling and a poor tax-paying culture. 

While reforms to a certain degree have succeeded in establishing a broader tax base and a more equitable tax system, much remains to be done. Increasing tax rates on a narrow tax base is not thought a viable option, and the alternatives in the short run are either to reduce spending plans or radically improve tax administration. 
External Position

Uganda’s export sector has gone through substantial changes since the end of the 1990s and the fall in coffee prices. Latest statistics from the BTTB 2002/03, shows that the estimated biggest export earner in 2001/2002 was – fish! More than USD 87 mn was collected from fish exports, while coffee only netted about USD 84 mn. Next came tobacco at USD 36 mn, and tea at USD 28 mn. The fish sector has gone through a remarkable transformation, from being banned from the EU markets in 1999/2000, to the current status as top export earner. A determined effort from government to re-establish proper quality routines combined with an energetic and committed private sector, are behind this modest success.

The fall of coffee in just over three years is remarkable, having earned more than USD 306 mn in 1998/99 and being responsible for about 56% of exports, it was last year down to a share of “only” 18%. This has indeed reduced the country’s dependence on coffee as the main export commodity. While this has been an involuntarily process, the good news is that other export sectors have shown ability to grow.

Total exports increased somewhat from USD 442 mn in 2000/01 to an estimated USD 456 mn in 2001/2002, all much lower than the USD 549 mn realised in 1998/99. Imports, on the other hand increased by 13.6% to USD 1818 mn in 2001/02, mainly reflecting growing investment needs and increased consumption due to higher incomes. Uganda's main imports include machinery and transport equipment, fuels, and chemicals. Payments for transportation represent one third of total services imports.

Figure 1
Selected Exports 1999/00 – 2001/02 (mn USD)   
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Increased private transfers from Ugandans living abroad, and increased official inflows and foreign direct investment offset the negative trade balance, and provided an overall balance of payment surplus in 2001/2002.

Uganda’s main export markets are Europe in general and EU in particular, accounting for about 58 and 33 percent of the exports, followed by COMESA with 27 percent, the rest of Africa with 17 percent, the Far East with 3 percent, North America with 1 percent, and the rest of the world with 15 percent (UEPB, 1999). Regional markets are becoming increasingly important for Uganda’s export products, especially the low-value crops like maize, beans, bananas, diary products like milk, manufactured goods including plastics, textiles, batteries, bicycles.

Debt Service and Heavily Indebted Poor Countries (HIPC)

Uganda became the first country to be granted debt relief under the HIPC Initiative in April 1998, and also the first to get additional relief under Enhanced HIPC in May 2000.  Total debt relief under HIPC is expected to reduce the nominal value of outstanding external debt by about USD 2 billion. This has substantially reduced Uganda’s debt burden. The ratio of debt service to exports is estimated at 25.7%, lower than 26.6% of the previous year. Total debt stock is now about USD 3.6 billion. 

Resources saved under the HIPC is channeled to the Poverty Action Fund (PAF) and allocated to key anti-poverty programmes as planned in PEAP.

2.3   Human Development and Poverty Situation

Despite good economic growth, Uganda remains one of the world’s poorest countries. It is ranked as 141 of 162 countries in UNDP global Human Development Rating from 2001, and its Human Development Index is 0.435, comparable to Tanzania’s, but far below Kenya’s of 0.514. 

However, there are encouraging signs of progress. Surveys show that the share of Ugandans that were not meeting their basic consumption requirements has been reduced from 56 percent in 1992, to 44 percent in 1997 and 35 percent in 2000
. The most significant poverty reductions have happened among cash crop farmers, although reduction also occurred among crop farmers. 

There are significant regional variations in the incidence of poverty and also in trends. Recent studies indicate increasing inequality.
 The regional analysis shows that the proportion in poverty is 20% in Central, 28% in Western, 37% in the East and 65% in the North. All regions except the North show substantial reductions since 1997. The areas that are affected by armed conflict are particularly deprived.

According to the poor themselves, war and insecurity are important causes of poverty. This affects primarily the north and northeast. These parts are caught in a vicious circle of conflict, economic deprivation, and lack of investments. Government has major problems in establishing regular social services in these areas.

One remarkable achievement is that Uganda has managed to bring down the HIV prevalence rate from 10% in 1996 to 6.1%. Still, about 10% of the adult population between 15-49 years is HIV infected, and AIDS is the main cause of death for adults between the ages of 25-45. The dramatic effects on poverty from AIDS can be seen in the fact that about 59% of the poor are estimated to be children, of which a substantial number are orphans.
 
Gender and poverty

Poverty has a clear gender dimension, with women being worse off than men. Low income and poor education, limited control over resources and access to land, limited participation in the monetary economy, and traditional bias contribute to women being poorer than men. The traditional lack of control over productive resources by women is one of the root causes of poverty. In a country wrecked by HIV/AIDS, the traditional method of clan members taking over a family’s assets after the death of the male head, drives scores of female-headed households into poverty. Addressing land and property issues for women could potentially have substantial benefits for productivity and in reducing poverty. 

Population

Uganda’s population increases at around 3% annually, which is very high indeed. This means that the country will have a population of 36.8 million in 2015, against one of about 22 million today. The fertility rate remains stagnant at 6.9 births per woman, which is the highest in Eastern and Southern Africa. 

This growth rate is above planned levels (PEAP is based on 2.9%), and it has enormous implications for the economic and social development. The continued death toll from AIDS in the 15-45 year age group means there will be relatively less breadwinners to support relatively more dependants.

The demands on government services will increase, and it will become difficult to sustain even the current per capita expenditure on social services. This is particularly so in the event of continued problems in government revenue collection. The population growth will certainly complicate achievement of many of GoUs ambitious development goals, and the PEAP will in the future need to be adjusted to take account of this development. 

2.4 Economic Structure and Factors of Production

Uganda represents a rather typical economy in development. Agriculture is the largest sector, but with low productivity and a significant share subsistence based. Substantial natural resources are present, above all within agriculture. It has a large work force of limited skills, with shortages particularly acute in technical and managerial areas. It has a limited local market, and depends on exports to support growth of production. Finally, it has a difficult business environment compared to the developed world, limiting investments and integration in the global economy. 

Uganda has few additional challenges, like being landlocked, and being situated in a region many perceive as politically risky. On the other hand, it also has a few unique positive features like a determined government that wants the private sector to grow. 

2.4.1   Structure of Production

As could be expected, the structure of the GDP has changed in 10 years. The changes are not particularly dramatic, however. Agriculture has been reduced from about 52% of the GDP in 1992/93 to 41% in 2001/02. The reduction in agriculture has almost exclusively happened in the non-monetary part of the sector. Manufacturing and community services (that includes Government services, health and education) have been the major sectors increasing their relative share of GDP, as seen from Figure 2.

Table 2:
Structure of GDP 1992/93 and 2001/02 
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The basic structure of Uganda economy thus continues to transform with a declining share of production coming from the non-monetary sector (mostly subsistence agriculture), from about 32% in 1992/93 to about 22% now. Recent increases in manufacturing come from textiles, cement, soap, edible oils and soft drinks. 

The Private Sector

Uganda’s private sector remains fragile and underdeveloped. A majority of the more than 100,000 private enterprises have been established in the last ten years. Most of these enterprises are very small, falling into the small or micro-enterprise sector, where they employ less than 10 employees. These enterprises account for 90% of non-farm employment, while the larger ones provide about 6%. The informal sector is an important component, which is dominated by rural smallholders and subsistence farmers. Export production is still limited.

2.4.2   Natural Resources

Uganda is richly endowed with abundant resources and a good environment such as good soils, water, forests, minerals, plentiful of rainfall and a good climate.  Most of these resources are largely untapped. For instance, Uganda currently generates a mere 280 MW of hydroelectricity.  There is theoretical potential to generate about 4,000 MW and supply the COMESA region, but many of the possible development projects cannot be implemented for environmental reasons. In mining, cobalt and limestone are commercially available, in addition to a number of precious metals and stones. Minerals have attracted limited investment as a result of absence of a comprehensive geological database, and an adequate mining code.

Uganda is “perfect” for growing coffee, tea, fruits, vegetables, cotton and more specialised crops like vanilla and cocoa. Of the total land area of 197000sq.km, approximately 85% is cultivable, but less than 40% is actually farmed. Agriculture engages about 80% of the economically active population and about 90% of the rural population. 

The Ugandan fisheries industry is currently based on inland capture fisheries from lakes, rivers and swamps, which cover an area of about 18% of the total area of the country. The fisheries resources are obtained from five major lakes, while there are nearly 160 minor lakes that are largely unproductive. However, there are questions as to the sustainability of current fishing practices.

Uganda’s geographical diversity is great. In the east, it overlaps the tropical savannah and in the west the rain forest zones. There are many contrasting physical features ranging from extensive plains with hills to snow-capped mountains, waterfalls, rivers and spectacular flora and fauna. Uganda also ranks among the top ten in the world in the diversity of its mammal groups. Perhaps the biggest long-term opportunities are thus to be found in the tourism industry. 

2.4.3   Human Resources

ILO estimates that the Ugandan labour market consists of 10 million people of which public employment accounts for 170,000, private formal sector 600,000, private non-formal sector 5,000,000, and un- and underemployed 4,000,000.  New entrants per year are estimated at 340,000. Formal sector employment is clearly not able to keep pace with the increasing labour force. This means that the informal sector is the biggest employer in Uganda, and the sector that in the short to medium term will be creating jobs for the majority. 

There is a distinct lack of middle managers and technicians. Some companies have started to pay this category of workers internationally competitive salaries. There is an evident issue of mismatch between supply and demand for skills, as the UNDP Human Development Report 2000 states that it is extremely difficult for young university graduates to find a job, leading to what the report says is a brain drain. Obviously, people are not trained in professions the labour market demands

On the other hand, there is no shortage of unskilled workers. A legislated minimum wage is not in force, and wages are low, although some investors complain that so is productivity (CIC, 1999). Wage costs are low also by international standards and Uganda does not have a history of labour disputes and industrial strike actions. Moreover, investors see existing labour regulations as favourable and unproblematic.
 

Women Entrepreneurs

Ugandan women constitute 70-80% of the total agricultural labour force, and account for over 80% of food production. They are responsible for 60% of planting, 70% of weeding, 60% of harvesting, 90% of preparation and processing.
 While the exact number of women MSE entrepreneurs is not known, women are dominant in the trading, textile, food and handicraft sectors. Data from the Uganda Small-Scale Industries Association (USSIA) (December 2000), show that 34% of its 1,200 members are women engaged in industry. About 76% of its women members are in food, textile and handicraft and have an investment (excluding land and building) of less than Shs. 5 million. 

Women entrepreneurs are highly dynamic business people, and present one of the best potential sources for growth at the grass root level. Improving the business environment for them and SMEs in general is clearly important. 

2.5 Investments

Private capital formation increased from 9% of the GDP in 1992/93 to 13% in 1998/99. Foreign Direct Investment (FDI) grew from USD 43 mn in 92/93 to USD 246 mn in 99/00. Most of the increase in private investments can thus be contributed to FDI, illustrating at least some success in attracting foreign investors. Since then, private investments have been in the order of 11-12 % of the GDP, while FDI has varied between USD 225 mn (2000/2001) to USD 247 mn (2001/2002). 

Manufacturing attracted the most FDI, representing 56% and 53% respectively of the total, by 1999 and 2000. The bulk was in the manufacturing of foods and beverages (33% in 2000), and agro-industry (12%). Other major sectors were financing, insurance and business services (13%), wholesale, retail and catering (12%) and communication (10%). However, agriculture is heavily under-invested. Of the total FDI recorded by end 2000, 68% was in the Central Region; 24% in the Eastern Region; and the remainder in the Western Region. Nothing in the North.

Table 3 indicates the relative magnitude of FDI in Uganda compared to a number of other selected African countries, that all have had some success in attracting FDI.
Table 3
Foreign Direct Investments Ratios for selected countries


FDI / GDP
FDI / GDFI *
FDI / Exports


1991 - 1994
1995 – 1999
1991 - 1994
1995 – 1999
1991 - 1994
1995 – 1999

Uganda
0.08
1.78
0.57
11.69
1.08
15.8

Mozambique
1.32
2.92
8.07
15.3
10.02
23.9

Namibia
3.04
3.93
15.25
18.47
5.65
7.13

Botswana
-1.93
1.65
-7.41
6.86
-4.06
3.38

* Gross Domestic Fixed Investments

Source: “Foreign Direct Investments in Africa – Some Case Studies”, Basu & Srinivasan, IMF Working Paper, March 2002.

There is a marked difference in FDI activity in Uganda between the first period 1991-94, and the second, 1995-99. For the time being, FDI is of less relative economic importance than for instance in a country like Mozambique. 

Gross domestic investments have stabilized at slightly less than 16% of GDP since 2000, which is relatively low compared to what is considered necessary to sustain the growth. In fact, the rapid growth over the last decade happened with a relatively low share of private investment in GDP. This growth reflects recovery from the loss of output in the civil war. 
Uganda does have good potential for attracting FDI, according to foreign firms.
 To realise the potential, however, operational conditions must be created that are conducive for business growth. Issues highlighted by UNCTAD Investment Policy Review (2000) include the very high operating costs and associated low productivity, small size of domestic market with low purchasing power, and most importantly, undeveloped and expensive infrastructure. Uganda’s land locked position dependent on an inefficient railway and even more unreliable port in Kenya is possibly the most severe constraint. 

That much remains to be done is illustrated by the rating given Uganda in terms of national competitiveness as measured by the World Economic Forum, where Uganda is placed as 22 out of 24 African economies. The main negative scores are related to infrastructure, and institutional factors like court system, certainty of rules and laws, and civil service stability. However, on the improvement index from 1996 to 1999 Uganda is listed as number 5. UNCTAD on its part ranks Uganda as 19 out of 23 in “Attractiveness for FDI 2000-2003”. 

2.6 Regional and International Trade 

Uganda is a participant in all of the major trade initiatives and agreements affecting East Africa such as WTO, Lome (Cotonou), EAC and COMESA, and is also accredited to AGOA and  “Everything but Arms” (EBA).

A theme of increasing importance within international trade agreements is to improve developing countries skills to analyse, negotiate and implement. Uganda like many other African countries lacks a strategic trade policy in which trade objectives, targets and policies are linked with other macroeconomic and development targets. Uganda also has limited skills in international trade law and commercial diplomacy, which require technical and specialised knowledge. Uganda lacks trade experts familiar with the numerous areas of contention within multilateral (WTO), interregional (ACP-EU and AGOA) and regional (EAC, COMESA and IGAD) trade arrangements. 

Further, there is a pressing need for expertise in the management of international trade negotiations and the ability to analyse the impact of liberalisation/free trade agreements on the economy and on specific sectors or products. 

Both DFID and the EU have substantial support initiatives within trade policy development in the pipeline. 

Regional Trade Agreements

Uganda is involved in two main regional economic and trade agreements namely Common Market for Eastern and Southern Africa (COMESA) and East African Community (EAC).

Uganda was a founding member of PTA that was transformed into COMESA in 1994. The main objective of COMESA is regional integration through trade liberalisation, adoption of a common external tariff, free movement of labour, goods, capital and right of establishment, plus adoption of common set of standards. In 2000, COMESA launched its free trade area and a common external tariff is expected by 2004. For Uganda, there is a short-term cost of joining, as it will lose revenue from duties on regional trade.

Uganda together with Tanzania and Kenya signed a treaty establishing the East African Community in 1999 whose objectives included harmonisation of tariffs and customs regime, establishment of a customs union, free movement of people, and improving infrastructure. So far, the 3 countries have signed a double taxation arrangement and their currencies are fully convertible. Private sector organisations have established East African Business Council.

COMESA and EAC offer the possibility to overcome the barriers of small markets faced by individual countries. The tremendous growth in intra-COMESA trade over the past decade indicates the potential within the region. Exports to regional partners tripled from USD 812 mn in 1991 to USD 2.1 bn in 1998. One problem has been that three countries - Kenya, Zimbabwe and Zambia  - dominated regional trade at 70% in the late 1990s. Uganda’s share of the trade stood at barely 1% in 1999, and this has been a big disappointment for GoU. 

The multiple memberships in COMESA and EAC may create problems with implementing agreed programmes. It became even more complex with the withdrawal of Tanzania from COMESA.  The three EAC countries will face pressure to develop a trade regime on a separate track than the COMESA one, and Uganda has to decide on which agreement to put greater emphasis. 

The Africa Growth and Opportunities Act (AGOA)

The US Congress passed the AGOA in 2000, which established a new trade and investment relationship with 48 Sub-Saharan African countries.  AGOA provides certain benefits to these countries, including duty and quota free access to the US market for their products. AGOA gives preferential access to textiles, garments, footwear, crafts, and African-made fabrics, among others.  This is an opportunity that Uganda must seek to exploit as it has been accredited under the AGOA. Some countries (Kenya, Lesotho, Mauritius and Madagascar) have already benefited from AGOA in the form of investments. On the other hand, given the many challenges Uganda faces on the micro and sectoral level, realism is needed as to what is immediately possible

2.7 Uganda’s Comparative Advantages

Uganda’s existing comparative advantage is heavily concentrated on agriculture, and on its primary processing. This implies that there is scope for further development and secondary processing of these resources. The good climatic conditions and the fertile soils makes it possible to diversify agricultural production with the introduction of new crops and farming technologies for high value products. In addition, there is scope for development of forestry, mineral resources, tourism, and energy.  Its varied and unique tourist attractions make it a popular destination for tourism in the region, as noted above. Development of tourism is important also because it tends to take place in remote rural areas, offering a rare opportunity of foreign investments in these districts.

There are numerous areas of opportunity for investments. They include beverages, textiles and cotton, fish and fish farming, agro processing, fruits and vegetables, packaging, tourism, construction, energy, etc. The best recent analysis of these opportunities is found in UNCTAD “An Investment Guide to Uganda. Opportunities and Conditions, March 2001.” The whole chapter on opportunities are attached as Annex 2. 

In 2001, the President of Uganda initiated what is termed the Strategic Exports Initiative (STRATEX). The purpose was to increase Uganda’s export opportunities created through the AGOA, the ACP-EU trading arrangements and other trading arrangements. The commodities that were identified as strategic for export, based on the Uganda’s production potential and world market prospects, were coffee, tea, livestock, fish, cotton, horticulture and Irish potatoes.  In addition, Information and Communications Technology (ICT) was identified as being crucial in the production and marketing of the above sectors. 

The donors felt that STRATEX originally was too supply oriented, and lacked a good analysis of demand and market conditions, in addition to being too light on the constraints. Better understanding was necessary of the specific incentive structures needed for private sector operators to increase production. Thus, a number of follow up studies were done, partly under the USAID COMPETE project. Apparently, there is now agreement in principle between GoU and the main donors, including USAID and the EU, about how to organise and proceed.  A brief summary of four of the studies is given in the following, to give a brief impression of the challenges ahead.

Coffee

Over 500,000 small farmers produce coffee across the country with an average farm size of less than one ha. The sector provides income to over 2 million people who live and work on these farms and in the downstream businesses

The world’s coffee market is flooded with commodity Robusta and Arabica, and this situation will most likely continue over the longer term. As a result, it makes little sense to continue planting more and more of these low value products. The lessons to the coffee industry are clear – focus on the inelastic quality segment of the market, and cut your losses in the low quality market segment.

The Uganda coffee sector must identify ways of differentiating itself from other producers. Uganda can produce specialty grade Arabica coffee, and this is where it needs to invest significant resources. Uganda needs to develop farmer associations that can act as conduits for delivering services and capital to producers. Additionally, the sector needs to create a better link between quality and price. 

The replacement of Uganda’s ageing and wilt affected plant population is another high priority item but a costly one. It is estimated that between 70-84% of Uganda total coffee plant population needs to be replaced in the next five years.
Tea 

Uganda has ideal conditions for tea growing, and no serious tea diseases. Tea is an environmental friendly crop, which can be grown on hilly terrain and does not need any insecticides. It is also the final product, unlike coffee and cotton, and its marketing is well organised through Mombassa auction.

After nearly falling out of the market during the civil war years, tea production has increased markedly in later years, to more than 30000 tons in 2001. It is estimated that tea are produced at 8500 ha under estate management while 7,500 ha are cultivated through smallholder growers.

World demand for tea is projected to increase further for the main consumer countries, and especially in the Arabic countries where coffee is reduced in favour of tea, as tea has gained the image of a health drink. The consumption of tea in developed countries however, will either stagnate or even decline. A higher proportion of younger people, and the availability of a big variety of soft drinks, will not promote the consumption of tea. 

Uganda can grow more tea, but in an overall stable market in volume terms, it is increasingly important to produce efficiently. Case studies show that tea growing and tea processing can be profitable if two main factors are improved upon, namely the quality of made tea, and management of the tea factories. 

A constraint for development of tea estates is that they are highly labor intensive, and it has proven difficult to get sufficient indigenous hired labor. A negative attitude towards hired agricultural work is a cultural constrain. Hiring immigrant labour as done in the past brings its own problems. Therefore, future tea development, as the case has been in Kenya, will need to be focused on smallholder farmers as they have the available land for expansion.
Livestock 

Approximately 2.5 million families are primarily engaged in subsistence oriented agriculture and livestock farming. About 85% of milk and 95% of beef consumed in the country are from indigenous cattle raised traditionally. This cattle is, however, not of export quality. In the 1960-70s Uganda was exporting beef from over 400 ranches, which averaged 1,200 ha each. Today fewer than 50 commercial ranches remain, and there are no beef exports. 

Constraints to meat exports include livestock diseases and inadequate veterinary support services; lack of disease free zones; lack of a grading system, lack of an export quality abattoir, and lack of marketing information.  

Providing necessary standards are met, markets in neighbouring, regional, Mediterranean and Middle East countries would be interested in good quality Uganda meat. The regional market is the most likely starting point because their disease status requirements are, reportedly, less rigorous. 

Introducing meat exports is a long term undertaking as markets will not accept Ugandan meat until the disease status and quality of slaughter and processing have been demonstrated, which may take more than 5 years. Also, because of the longer time periods required to improve the productivity of livestock herds, full benefits will not be seen until at least 10 years after any programme is initiated.

Hides and skins are the main income generators from the livestock sector. In 2001 they generated export income of some USD 21 million. Markets are established worldwide and there is considerable potential for expansion. Constraints to hides and skins exports include poor quality because of largely preventable husbandry practices, inadequate slaughtering facilities, and poor flaying/skinning and curing techniques. These constraints can all be largely overcome and this sector may generate substantial income in future years.

Fish

Exploitation of the fisheries in 2000 was mainly by an estimated 250,000 artisan fisher folk (136,000 on Lake Victoria), while nearly 750,000 persons (700,000 around Lake Victoria) benefit from fishery-related activities. The single most important factor that will limit the continued export is the regional overexploitation of the resource. Unless intervention is immediately taken, the fisheries resources of Uganda will come under unsustainable pressure and decline.

Improving the export value of the existing harvest is an important objective. The recommended strategy is to promote utilization of the bi-products into simple products such as fish burgers and sausages of low value for the domestic and regional market. Expensive freight costs place a significant constraint on export of consumer-ready tray packs and prepared meals. Commercial aquaculture has excellent future potential, but at present there is a lack of research and experience with the primary aquaculture species. This is especially true of the commercial species.
2.8 Key Issues 

Within the overall framework of poverty eradication, and with particular relevance to development of the private sector, the above analysis indicates four key challenges at the macro-level for Uganda:

1. Low government revenue collection, that threatens Government’s ability to fund its own development and that makes it very vulnerable to developments that could lead to reduced donor funding.

2. Increasing under- and unemployment that will be exacerbated by current population trends. 

3. Investments, that needs to be accelerated to generate necessary growth. MTCS targets private investments in the order of at least of 20% of GDP, as compared to the current 12%. 

4. Slow moving export sector, dependent on traditional cash crops. Increasing exports is a must, as the thin and donor dependent local market cannot drive sustainable growth. 

5. Corruption and mismanagement, which are cross cutting themes for most development challenges in Uganda, including the PSD area. 

Improving revenue collection in the short run involves primarily better tax administration through raising taxpayer compliance and reducing corruption. Institutional governance in the public sector is a major issue, and any progress would immediately benefit the private sector through less red tape. The long-term effect would be private sector growth and increasing levels of taxable incomes. 

Increasing employment opportunities is a byword for supporting and encouraging micro and SME businesses, in particular in the rural areas. Most will be based on agricultural produce in some kind or another, and skills and technological upgrading are two options.  

Continued high growth of GDP is likely to require a substantial increase in private investment. Much of the economic growth so far has been driven by consumption, especially in urban area, based on substantial donor support, earnings from Ugandans abroad and the short-term benefits of economic liberalization. Given the relatively low investment and the limited domestic market, current growth rates are unlikely to improve income for the majority of the population. 

Related to the issue of increasing investment is the need to develop exports, and increase international competitiveness in the relevant markets. Exports must be the driver of sustained economic growth as only these markets have sufficient size to absorb the output of increased production in Uganda, thereby employing larger numbers of people. Improved earning power of Ugandans selling to the export market then generates demand for additional domestic goods.

3 Private Sector Business Context 

While Uganda faces a number of challenges in creating a true business friendly environment, the country has made good progress in several key areas. More remains to be done, but the GoU appears committed and sincere in its drive to develop the private sector. 

Persistence and patience are prescribed both for donors and investors however, as there are no ready fixes and no dramatic changes likely in the coming years. Changing attitudes and establishing new institutional cultures is a long process. What can be realistically hoped for are a reasonably stable environment and a slowly maturing private sector sphere. 

3.1 Government Policies

The general direction of Government PSD policy is clear: The Government shall focus on facilitation and establishing an enabling business environment, while economic growth is to be led and driven by private actors. These political principles are further elaborated particularly in the MTCS and the PMA. 

3.1.1   Medium Term Competitive Strategy (MTCS)

The MTCS, published in August 2000, was developed over several years, and is GoUs plan for supporting the private sector. It is a policy document that makes an attempt to identify the key constraints, and then outlines a road map to remove the constraints in a comprehensive and systematic fashion.

The basis for the strategy is increased competitiveness of the private sector at individual firm level. The role of GOU is to be limited to creating a favourable environment in this process through an appropriate policy, legal and regulatory framework. The MTCS lists 6 key priority areas for action to encourage private sector growth, namely:

1. Reforms in infrastructure provision

2. Strengthening the financial sector and improving access

3. Commercial justice sector reforms

4. Institutional reforms

5. Removing current export sector specific impediments

6. Improving business environment for MSEs

Each of these areas is very briefly discussed in the following, and they capture most of the relevant issues connected to the private sector business context. 

The MTCS is a highly interesting document that is analytical and honest in its description of PSD constraints and what needs to be done. Few similar documents with the same force have been published by any government in Africa. 

Recent developments

Implementation of the MTCS has been more problematic. Given the complexity of all the issues and priorities of the plan, initial expectations were probably excessive. With the multitude of actors and actions involved in each of the main priority sectors, it would take a government with a very different capacity to plan and implement the mass of recommendations in a coordinated fashion. 

The administrative structure created did not function very well. There was a National Steering Committee, a Cabinet Implementation Committee, and six technical working groups and a secretariat in MOFPED. The structure left massive ambiguities as to roles and responsibilities. The MTCS proved too broad, multi-sectoral and multi-disciplinary to be effectively coordinated and implemented. The private sector itself was not very involved, and it simply does not act in a coordinated fashion on schemes like the MTCS. Indeed, the notion of the private sector as one monolithic bloc is erroneous, as the sector consists of a large number of uncoordinated businesses that may have diametrically opposed interests. This is particularly the case when the private sector interest groups are relatively shallow as in Uganda. Thus, it became hard for GoU and donors to get real involvement and even a receptive response to the MTCS from the private sector. 

A recent assessment of the MTCS 
 spells out these shortcomings very clearly. However, the option for going forward recommended in the assessment is one of establishing new administrative mechanisms for stringent coordination and prioritisation. It is reminiscent of old beliefs that everything can be planned if there are just enough committees working on it. It does not take into account the nature of private sector dynamism, and it pays scant attention to the actual capacity in government or indeed Uganda as a whole to plan and implement. 

The issue is an issue of what the MTCS is really supposed to be. Is it a traditional plan in the implementation sense, or is it a strategic framework giving directions more than instructions? The last definition is probably the only feasible, where each area/sector evolve according to “individual” progress and not in accordance with a grand scheme. The MTCS then provides the overall vision and the objectives of where Uganda wants to move in PSD.

A suggestion for future follow up is to redefine the MTCS as a strategic framework, and avoid establishing a large superstructure. There are already many layers of decision making involved for most actions in the MTCS, and another layer on top of that can only be expected to add postponements and delays. Besides, the administrative resources are already stretched to the limit in Uganda. 

The MTCS secretariat could concentrate on:

· Monitoring developments regularly, and initiate evaluations and other analytical work to facilitate progress on each area. Possibly establish a light framework of benchmarks for each action listed. This monitoring will be the main tool for the Cabinet, ministries, donors and other stakeholders in setting priorities and initiating actions, without establishing new structures.

· Market the MTCS and communicate with the public in general, and the private sector in particular, about issues raised in the MTCS. There is surprisingly little knowledge about the MTCS among private businesses. 

Monitoring and marketing can be joined by other “non-implementing” MTCS tasks that facilitate the overall process of improving the business environment. 

3.1.2   Plan for Modernisation of Agriculture

The Plan for Modernisation of Agriculture (PMA) was developed in a consultative process over two years, and was launched December 2000.  It tries to apply a sectoral rather than a project-focused approach. As such PMA does not operate within the traditional definition of the agriculture sector and seeks to address all the related issues – including land, environment, forestry, rural infrastructure and services, etc – that affect rural livelihoods. 

This is a quite new approach to agricultural planning based on two perceptions: (a) that agriculture is very important both to Uganda's economic development in general and specifically to the eradication of poverty, yet (b) the record of agricultural development (and of public interventions in particular) is very unsatisfactory.

The PMA focuses on commercialisation and on enabling poor farmers to make a better living by producing more for the market. It is a vision and a policy framework rather than a blueprint or an investment plan. Agricultural transformation is expected to occur through interventions in seven key priority areas, namely: 

1. Agricultural research and technology development

2. Delivery of agricultural advisory services

3. Rural financial services

4. Promotion of agricultural marketing and agro-processing

5. Agricultural education

6. Natural resource management 

7. Physical infrastructure (supportive to one of the above fields)

Activities are to be implemented by a many players; including GoU at various levels, farmer organisations and farmer groups, NGOs and the private sector. A strong theme of the PMA is to distinguish clearly between public and private sector roles in agricultural modernisation, and to place strict limits on the functions to be performed by the state.

Basically, PMA is a radical planning attempt, but also a very complex one that is closer to a sustainable livelihood plan than a typical sector plan. It is certainly too early to assess fairly, and there are progress on certain areas, but there is also a growing realisation that the transformation will take time.

3.2 MTCS Area 1: Infrastructure Provision

As the MTCS makes clear, due to inefficiency, infrastructure related costs are high, undermining the country’s competitiveness. It is an issue that is consistently brought to the forefront of concerns by potential and existing investors alike. Particularly road and rail sectors are lagging. It is important to note that the infrastructure areas also offer some of the best opportunities for private investors, simply because the state managed competitors have been so inefficient, and because there is proven demand. 

Power

In 1999, it was estimated that firms on average lost about 90 operating days due to power cuts. Power and energy problems were assessed as the most important frustration by both the GoU and the private sector This has been much reduced thanks to the extra 80 MW that have come on stream through the Owen Falls extensions, and power cuts are now about an hour a week. Further, the electricity sector has gone through a major reorganisation, and the former financial catastrophe called Uganda Electricity Board (UEB) will be privatised. While delivery of electricity has improved, tariffs are in the process of being increased substantially.

Two large Independent Power Producers (IPPs) are in the pipeline, with Bujagali likely to get the go-ahead first, while Karuma is somewhat further into the future. Both would contribute to exports as well as improving the domestic supply, given that new transmission lines are built. 

Rural electrification is also moving ahead with the Energy for Rural Transformation (ERT) programme, partly funded by the World Bank. It is an innovative scheme to spread access to power to rural areas, and is a core element to improve growth in districts outside of Kampala. The objective is to increase availability of electricity from 2% of rural households today, to about 10% in 2010. 

Telecommunications
GoUs liberalisation of the telecom sector and the establishment of private mobile phone service providers have improved the situation. The country has seen a substantial investment in and expansion of digital cellular services, fixed pay phones, and wireless transmission backbones that enable Internet and data transfer. Although infrastructure development has been centered in Kampala, services and access have expanded to district centers and some rural areas.

Roads
The Road network is still a problem, particularly the feeder roads in rural areas. Trunk roads are slightly better. GoU has made progress in establishing better maintenance and rehabilitation routines, but there is a large backlog to address. A ten year road sector programme was launched recently, costed at about USD 1.5 bn.

Railways
This is a major problem area. The Ugandan system was built 50 years ago and has not been maintained.  The key link with Mombasa averages 21 days – at worst 60 days – due principally to delays in Kenya. Rail arrivals are so uncertain it is difficult to book ships. Corruption in the port compounds the problems, and it is no surprise that only 30% of external trade freight is carried by rail. 

Rail is normally the most efficient method of transporting bulk goods, precisely the goods Uganda has a comparative advantage in producing. The existing inefficiency in the rail system is a crucial constraint for development of exports, investments and economic growth in general. GoU considers reforming and privatising the national rail service provider, but progress is slow. The only long-term solution is to work out a regional solution together with Kenya and possibly Tanzania. 

3.3 MTCS Area 2: Strengthening of Financial Sector

The financial sector continues to frustrate development, with tight credit and costly capital. The major players are 17 commercial banks, 6 non-bank credit institutions and 3 development banks, plus around 450 cooperative savings and credit societies. Uganda has a fairly developed and diversified micro-finance industry involving several larger MFIs and numerous NGO-type organizations.

The banking sector is characterized by the large share of foreign ownership and high concentration. The largest 5 banks in the system - four of which are foreign owned - account for 74 percent of total sector assets.
 Total system assets stood at 26 percent of GDP in 2000, only a quarter of which were loans to the private sector. Moreover, the bulk of private sector credit is concentrated in the Kampala area, with very low penetration into rural areas. Despite agriculture's substantial contribution to output only 10 percent of system bank credit is extended to the sector. 

Although gradually falling, average lending rates remain relatively high. The banks have been slow in reducing the interest rates due to the weaknesses on their balance sheets, their high operating costs, and the general lack of competition in the industry. 

There is persistent lack of long-term development finance. Banks rely on collateral based credit rather than project based. This is common in all of sub Saharan Africa due to lack of sound enforcement procedures for outstanding debt, to lack of trust in company accounts and other company information provided, to ready available lending alternatives (government), to procedural difficulties, and simply to inherent conservatism. Also, there is apparently a lack of good bankable projects, according to Uganda Manufactures Association.  

The MTCS paints a very broad agenda for strengthening of the sector, and calls for reforms in prudential requirements, improved payment systems, better supervision and the resolution of non-performing assets. There has been some progress on several of these items. The main achievement however has been the establishment of an improved framework for micro-finance development, and MFIs are probably the most dynamic current actors in the financial markets. GoU has recently tabled a plan to increase the outreach of microfinance also to rural districts.

Equity funds are very limited, and capital markets in their infancy. To date, only four companies are listed on the Uganda Stock Exchange. A viable capital market requires companies with sound and proven financial performance, and generally improved corporate governance including willingness to disclose financial information fully. 

3.4 MTCS Area 3: Commercial Justice Reforms 

Serious weaknesses in the commercial justice system and difficulties in enforcing contracts have undermined private sector development for years. In particular, the MTCS mentions the inability to collect debts through courts, meaning there is a well-developed culture of failure to pay. The reasons are backlogs, inefficiencies, corruption and lack of commercial awareness in the courts. This is evidently a serious disincentive to investments, it restricts lending because banks cannot recover their loans, it restraints any business contact leading to risk averse behaviour, and it allows non-viable entities to continue to trade.  

In response to these problems, GoU has commenced a Commercial Justice Reform Programme that aims at reforming key institutions like the courts and the commercial registers, that intends to improve the general legal environment and that has a substantial capacity building component. Key laws to reform are the companies’ law, insolvency law and personal property security law.

As a result of the reforms, some progress is registered. A Centre for Arbitration and Dispute Resolution now provides alternative mechanism for resolving disagreements, and combined with fast track procedures in the courts, backlogs have been reduced substantially. The capacity of courts has thus increased. However, problems with corruption remain, and there are a number of challenges left, as shown in the table below taken from Commercial Justice Baseline Survey. 

Table 3
Private Sector Perceptions of Commercial Justice Institutions

Attribute
Magistrates Court
Commercial Court
Land Registry
Companies Register

Accessible
77%
48%
64%
66%

Corrupt
69%
27%
64%
62%

Fair and Respectful
12%
18%
9%
17%

Accurate
20%
25%
14%
25%

Speedy services
11%
19%
10%
25%

Professional
36%
30%
26%
47%

Note: Share of each business agreeing to the presence of attribute.

Source: BTTB 2002/2003
Almost two thirds perceive the Land Registry, the Magistrates Court and the Companies Register as corrupt, and all institutions score low on “speed of service” and “fair and respectful”. It is clearly difficult to install customer friendly attitudes of service.  The Land Registry appears worse than the other institutions, with only 14% seeing it as accurate. This Registry plays a vital part in improving the asset base of the poor, and the problems must be urgently addressed.   

3.5 MTCS Area 4: Institutional Reforms

Weak capacity of the public service remains a constraint to achieve satisfactory levels of essential public services. Uganda's public service has severe shortages of high caliber managers and skilled professionals. An excessive reliance on expatriate personnel is evident in most strategic functions, including policy formulation and analysis.

Corruption

Corruption is a serious problem, and Uganda was categorised as one of the most corrupt countries in the world by Transparency International in 2001. Corruption raises costs, undermines the legal framework, is a risk deterrent for foreign investors and in general distorts the economy. It pervasiveness has convinced the Government that it must be addressed.

It is closely related to the overall area of governance and GoU has initiated several Action Plans and established institutions to combat it, with the Ministry of Ethics and Integrity at the core. Still, corrupt practices apparently continue unabated, and while the institutions and regulations are in place, attitudes and willingness to enforce appear not to be.    

It is a long term fight, and the best that can be hoped for is possibly that new reformed institutions with transparent procedures, best practice governance charters, and modern management gradually change. Liberalisation is an important remedy, to reduce the monopoly powers and bureaucratic discretion that foster corrupt practices.

Business Licensing and Red Tape

Business licensing and registration has improved considerably the last 3-4 years, and should now in principle be straight-forward. The main impediment was accessing services from state-owned utilities, but GoU is now bringing private operators into these areas. There are other exceptions regarding special trade licensing, and those involving security, health and safety, particularly at local levels. Bribes are common, with little regard to actual requirements of relevant safety and health standards. 

Uganda Investment Authority (UIA) offers guidance and assistance through the investment process, and both current and former users express satisfaction with the services provided. UIA  has apparently the clout to get things moving if investments are stuck somewhere in the bureaucracy. The main element yet to reform is the outdated Investment Code, that is described as a “museum piece in the liberalised investment climate”

A remaining major red tape area is customs, with criticism centred around the delays in clearing goods at border, the lengthy pipeline, corruption and variability or discretion in customs duty.
A general road map of an investor coming to Uganda is shown in the figure below, as it is drawn in the UNCTAD “Investment guide to Uganda” from 2001. 
Figure 3
Stages of implementation of an Investment Project
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Tax

Tax administration is the second major area of complaint after customs, but even this is said to have improved, particularly since the introduction of a Tax Appeal Tribunal. As has been noted above, improving tax administration and the function of the Uganda Revenue Authority (URA) is necessary to increase revenues. IMF, DFID and GoU is implementing a reform program that focuses on effective computerization, improving skills of URA staff, ridding URA of corrupt staff and reducing smuggling.

Reconstructing a culture of taxpayer compliance will require more than improved  administration within URA, however. It will also require a change in the current perception of taxes as oppressive, uneven, and arbitrary. 

Institutional Framework for Investment and Export Promotion

The major initiative within this area is to merge UIA, the Uganda Export Promotion Board (UEPB) and the Uganda Tourist Board (UTB), to better utilise scare resources and to improve coordination between three interlinked areas. This process is still ongoing, and its is having an adverse effect on morale in the three institutions. The UIA is assessed as performing quite well given the resources it has available, and it would be a great loss if the institution now loses effectiveness due to political disagreements.

3.6 MTCS Area 5: Removing Export Sector Impediments

Uganda is committed to promoting exports, especially non-traditional exports.  The MTCS has identified specific impediments to export competitiveness (including fuel taxes, delays in the payment of drawbacks, limitations in the export guarantee scheme, etc).  Uganda is also intent on trade liberalisation and to this end has established the lowest tariffs in the COMESA with an average national tariff rate of 12 percent (as against COMESA’s average of 33 percent). 

Financing of exports has been a problem. An Export Refinancing Scheme was introduced in 1991, but it never took off due to liquidity constraints, and lengthy bureaucratic procedures at the BOU, which did no favour to exporters of perishable commodities.

In 2001, the BoU started the Uganda Export Credit Guarantee Scheme  (ECGS).  The ECGS is intended to facilitate Ugandan exporters of non-traditional goods and services with financial credit through selected financial institutions. The loans under the ECGS are extended through participating financial institutions, at an interest rate determined by these banks. Some of the exports that have benefited so far are fish, flowers, and pharmaceuticals.

The Uganda National Bureau of Standards (UNBS) was seen as inefficient and lacking in technical and managerial competence.  It has an excessively wide mandate and progress in fulfilling this mandate in the past ten years has been limited. The reasons for this include resource constraints on the establishment of laboratories and testing facilities, and a lack of commercialisation of many services provided to private companies.
 The UNBS Act needs to be reviewed and brought up to date to bring it into line with international practice. In recent years the UNBS has received assistance from donors, specifically from the UNDP.   

3.7 MTCS Area 6: Improve Business Environment for MSE

To reduce poverty, entrepreneurs must start businesses where people work, and most poor live in rural areas. Activities in these areas tend to be small, micro and/or informal. Improving the business environment for these are considered particularly important from a perspective of spreading growth. As the MTCS points out, many of the constraints are general for the entire private sector. However, there are also some that are specific for MSE as some parts of the business environment may discourage SME growth and competitiveness relative to larger firms. Particular attention must be paid to restrictions of access to markets, regulations and fees that add to the fixed cost of doing business, and laws governing commercial transaction and property rights. 
The status of some of these particular SME restrictions in Uganda: 
· Barriers to entry and non-competitive behavior in markets where SMEs are potentially competitive have been reduced with liberalization. However, most markets are still undeveloped, and there is no institution regulating fair competition.
· Expensive and time-consuming regulatory requirements, as licensing and registration, have in theory been reduced in Uganda, but problems remain with the business and property registration institutions. Further, practice at local level may vary from what is intended by the Government.
· Official and unofficial levies that discourage SMEs from growing and becoming formal. Official fees have been reduced, but the institutional shortcomings remain, as mentioned.
· The legal framework for resolution of disputes and for contract enforcement that may be inaccessible to SMEs. This aspect has improved with new arbitration procedures, but probably only for SMEs in and around Kampala
· Laws governing the use of property as collateral. The legal framework is in the process of being improved, but as long as the Registery is not working well, this remains a constraint. 
Some of these create incentives for the firm to operate in informal rather than formal markets. In many of these cases, what is required is simply more flexibility in implementation of regulations, but such a practice unfortunately still runs counter to old habits in many Government offices

Skills development is a core issue, as the productivity of the MSE is hampered by lack of technical skills. Unfortunately, the current vocational training system is no longer adequate, and there is a mismatch between what people are trained in, and what the market demands. Because of resource constraints that are not likely to disappear, the situation can only be expected to improve slowly. 

A major success of Uganda is how it has established a legal framework for the microfinance sector, together with effective sector institutions. The challenge now is to identify new innovative methods to spread MFI services to rural areas without repeating the old mistakes of government subsidised credit.

An area of increasing importance is the area of provision of all other non-financial types of services to MSE/SME, termed Business Development Services. Such support services and inputs of knowledge are crucial to development of healthy enterprises. Many SME that say that credit is their biggest headache are actually struggling with other weaknesses in their operation. Several donors have initiatives within BDS, using different methodologies. There may be a need to harmonise these, as was done for microfinance. 

The specific problems of women entrepreneurs need particular attention, both because they are among the poorest, and because they have great potential if given the right environment. Unfortunately, some of the existing cultural and political constraints are difficult to address effectively. Access and rights to property and resources are fundamental issues. 

3.8 Key Private Sector Institutions

There are four major  “apex” organisations that represent the private sector in Uganda, and a number of sector specific representative organisations. Most of these are members of at least one of the “apex” organisations. 

The Uganda Manufacturers Association (UMA)

UMA has a total of 751 members - about 10 of these are specialist Sectoral Associations. The UMA conducts its activities through 9 sub-committees that are serviced by their permanent staff, and that work with different lobbying issues with the GoU. UMA has, as a part of their revenue raising activities, an independent consulting company. 

The UMA is probably the most representative apex private sector organisation today, and relatively effective in wider policy issues. Part of the reason is that it is driven and operated by members, and it has never been dependent on donor funding. UMA is financially sound, with a functioning membership fee structure and a coherent revenue raising strategy. Not surprisingly, many members believe that their sector specific organisations are more effective in dealing with issues of more specific concern to their individual businesses.

The Ugandan National Chamber of Commerce and Industry (UNCCI)

UNCCI has been ineffective and dormant for a number of years, wrecked by internal conflict. A recently elected management states that it intends to resurrect the organisation, and believes it has a mandate from members in doing so. Apparently, 6000 voted in the recent elections for a new president.

The Chamber supposedly has 53 district branches throughout the country, which is a potential strength in their struggle to find a new role in PSD context in Uganda. The nature of its membership, and the lack of clear membership fee collection and monitoring systems, means that this organisation is in a very fragile financial situation. It will have to be built more or less from scratch. SIDA assesses support. 

The Private Sector Foundation (PSF)

The PSF was started in 1995 to implement the World Bank funded Private Sector Competitiveness Project. They are still currently receiving the bulk of their funding from the World Bank, but now also manage an EU funded SME project. They are a membership based organisation, with 41 members who are all representative associations - 32 of these are currently active (paid-up) members (2001). 

A major component of the work of the PSF is policy advocacy. They provide a forum for a discussion of policy issues and the impact these have on the private sector. Their staff also undertake research, and they contract research from other institutions and consultants. 

While the PSF is generally seen as producing reasonably effective research, a number of donors think it is too donor dependent, and that this has separated it from its private sector membership. In response, the PSF is considering various options to enable it to generate non-donor revenue from its activities. 

Uganda National Farmers Association (UNFA)

The UNFA is run by a national Farmers Council and a national Executive Committee. On the council sit the representatives from all the districts. A national secretariat is based in Kampala. UNFA provides consultancy services to its members. At the district level the UNFA is mostly involved in providing technical services including arranging mentoring by farmers to other farmers. 
The UNFA receives major donor funding from DANIDA. Revenue generation was always a problem and the UNFA is working hard to achieve financial sustainability including setting up a company to supply inputs to farmers. The UNFA at the policy level has been involved in the formulation of the PMA and Land Policy; it is a member of the PSF and sits on the various trade related committees. It is an organisation that tends to focus on supply side issues. 
Uganda Cooperative Alliance (UCA)

UCA is the umbrella body and the spokesman of the co-operative movement in Uganda.It is a member of the Agricultural Policy Committee, the inter-ministerial policy body that initiate and implement policies within the agricultural sector. UCA is now involved in  design of  the training curriculum for the national advisory and extension programme.

Out of the 34 registered district cooperative unions in Uganda, only 4 are currently operational. To strengthen the cooperatives, UCA initiated so-called Area Marketing Enterprises (AMCEs), that  bring together cooperative members to organise common inputs, handling, negotiation and selling of  products.  Disseminating market information is a vital aspect, ensuring that members plant what is demanded. AMCEs are thus doing more than the traditional unions. So far, 30 such AMCE's have been started by the UCA in a period of 2 years. Five of these under the auspices of ECRP funded by NRD/NORCOOP
3.9  Tentative Conclusion: Key Challenges

The basic symptom of the problems Uganda’s private sector struggles with is high production costs that are evident across all economic sectors. These high costs are the result of poor delivery of utility services, poor transportation, weaknesses and corruption in tax administration and commercial justice, the high costs of accessing capital, lack of skilled labour, and low labour productivity. Not all of these are the direct responsibility of GoU, and several are of a structural nature, like the geographical fact of being landlocked. Thus, there are limitations as to what a government and donor sponsored plan can do, and achieve, in the short run
Selecting key challenges is to a some degree a matter of random choice, as most areas can be defended as top priorities. However, in connection to UGNIS, the Team will focus particularly on the following four themes: 

1. Improving infrastructure facilities is key to improve competitiveness for many enterprises, and to attract new investments. It is the area that consistently scores most negative in international comparisons.  It is also crucial to be able to spread growth outside of Kampala.

2. Fighting corruption and improving governance, is another cross-cutting theme that would benefit small and large enterprises alike. Better governance could improve tax administration, safety of contracts, ability to register property correctly, getting fair government services, to mention a few. The poor are normally those that are hardest hit by corruption.
3. Improving SME framework, as it is where the poor work, and where the potential for dynamic growth is largely untapped. It is the area where woman are heavily engaged. 
4. Developing competitive exports, as increased production by farms and enterprises will be useless without markets in which to sell the goods and services. Uganda’s market is too small to support major economic growth. 

In general, it is important for donors and GoU alike to give proper regard to markets. Thinking purely in terms of increasing production and addressing supply side constraints is futile if there are no ready markets to buy the products. 

4 The Donor Context: Possible Areas for Cooperation 
The priority given to the private sector from GoU is an important reason for the quite substantial number of donors in the PSD area. The donors appear to have been reasonably successful in coordinating themselves in relation to PSD, with a functioning donor working group

An aspect of the PSD sector in Uganda is that substantial experience is available from years of projects and programmes. Uganda was one of the first countries in Africa to seriously attempt to liberalise, stabilise and introduce the private sector as the main engine in its economy. 

The same can be said about Norway’s “UGNIS”, and we now have nearly three years of experience from different efforts under the PSD umbrella. There is considerable knowledge about what works and what does not, and NORAD is well positioned to interact with other major players. The stage is thus prepared for a dynamic and increasingly effective Norwegian PSD presence, including increased commercial ties between the two countries.

4.1 Donors and PSD

Donors with the largest programmes within PSD include – not surprisingly – USAID, the World Bank, DFID, the EU and the UN system. Most work with specific fields, with or without the GoU involved. Some of the main activities of each are briefly discussed in the following, and a more comprehensive list is found in Annex 3. Even that list is not exhaustive. Many donors have an additional number of smaller initiatives involving for instance limited amounts of TA.  

World Bank 

The Private Sector Competitiveness Project, which is now winding down, was one of the key World Bank PSD projects. Results have been mixed, but the possibly best private sector association, PSF, was initiated through this programme. Of other major programmes with relevance to PSD, it is worth noting the Privatization & Utility Sector Reform, the Power IV Project, and the Second Financial Sector Adjustment Credit focused on further deepening of the financial sector. 

UNDP 

UNDP has a varied PSD portfolio, including support to the Uganda National Bureau of Standards, cooperation with Chambers of Commerce to establish eleven district private sector promotion centers, and more recently, Enterprise Uganda, with the objective to assist and enhance indigenous entrepreneurs. 
USAID

The possibly most important donor within PSD, USAID has focussed on creating competitiveness and in promoting exports. Initiatives include SPEED (for  micro-enterprises and SMEs), COMPETE (export competitiveness), IDEA (export of non-traditional agriculture), PRESTO (entrepreneurship training), and Private Sector Trade Policy Capacity Building Project, administered through the PSF. 
DFID

A main area for DFID is improvement of the enabling environment, with major interventions including support for the deregulation programme and the commercial justice sector. Financial sector deepening is a second area, and Business Development Services a third. In addition DFID supports the privatisation process, delivers TA to the utilities, provides macroeconomic TA, and some agricultural support, including forestry.

European Union

The European Union is an important PSD player, with several initiatives in the microfinance sector like the SUFFICE Porgramme and the Microfinance Outreach Programme, Program for Trade Opportunities and Policy, facilitation of the Stratex, and possibly increased support when the Stratex plan is given more “flesh”. Further, EU gives support to the PMA and BUDS Phase II Support for Small Enterprises, co-financed with the World Bank. Other support of relevance to PSD is for road building/maintenance, railways, Makerere University, tea, silk, and forestry.     

Other Donors

UNCTAD/WTO/ITC – Integrated Framework (IF) and JITAP: Under the IF, Uganda presented a concept paper in 1997/98. Uganda is a beneficiary of the JITAP and there has been a fair amount of activity including developing the Trade Secrets handbook, the WTO reference centres, and specialised workshops
Danida gives major support to the PMA and the agricultural sector. Experience with own Agricultural Sector Programme is decidedly mixed. Other areas are support to roads and to some microfinance activities. Uganda is also one of the countries where DANIDA operates its private sector partnership programme. 

Sida is a likely joint partner with NORAD in the electricity sector, and intends to concentrate on rural electrification. They assess support to the Chamber of Commerce, and to the Uganda Export Promotion Board (UEPB). A promising project that has run for several years is the Export Promotion of Organic Products from Africa (EPOPA). The last major element of SIDA’s PSD portfolio is participation in a substantial Financial Systems Development Programme. 

Austria has been an important player in PSD in Uganda for some time, even though their funds are limited. Currently they support the development of new products in microfinance and new BDS initiatives, they support the UNIDO’s Integrated Programme and Cleaner Production Centre, and they give assistance to the commercial justice programme.
GTZ/KfW, are engaged in skills development and training within different fields, in microfinance plus major support to the financial sector and Bank of Uganda.
UNIDO, which main activity is the Integrated Programme. This is a capacity building programme aiming to enhance competitiveness and sustainability of agro-related industries and micro and small-scale enterprises. Other operating initiatives include the Cleaner Production Centre, that Norway has been asked to support. 
4.2 NORAD and UGNIS

Uganda was selected as one of three pilot countries for the NIS strategy when it was launched in 1999. A comprehensive analysis
 of options and possibilities resulted in several areas being recommended as “entry points“ for Norwegian assistance. This process linked directly with the development of a new Memorandum of Understanding between Uganda and Norway the next year. Having the NIS discussions fresh in mind, both countries wanted to give priority to PSD, and it was agreed on as one of three main areas for cooperation. 

The final areas of cooperation in the signed MoU from January 2001 are:

· Good Governance, Democracy and Human Rights, 

· Economic Growth and Private Sector Development, and

· Social Development.

Both the first and the third area also have components with distinct relevance to PSD. The first - good governance - is another word for fighting red tape, inefficient bureaucracies and corruption, all of primary importance for improving the business environment. The third includes substantial support to tertiary education and the Makerere University, evidently closely linked to development of skills and human resources. Thus, PSD is in Uganda in its broadest sense an essential element of the ongoing cooperation between the two countries.  

4.2.1   Current UGNIS Portfolio

Based on the first UGNIS analysis, NORAD then developed an Action Plan in September 1999 This plan structured current and future initiatives according to a number of key areas. The table below briefly summarises the current portfolio: 

Table 4
Main Projects in the Current UGNIS Portfolio


Brief Status

Energy Sector (NOK 380 mn since 1992)
Power generation

· Kiira Falls (Turbines)
Near completion

Transmission

· Rehabilitation of Sub-Stations
Important for full utilisation of existing  supply, and under delivery

Institutional Cooperation

· Ministry of Energy and Minerals & NVE

· Electricity Regulatory Authority & NVE
Well received and continuing.

Recently started, particular important after privatisation and for the future ERT. 

Microfinance 
· Support to PSD/Micro and small Enterprise Unit in MOFPED

· Sustainable transformation of PRIDE
Unit in the forefront of MSE development, strategically important support.

Last agreement after several years of support, to achieve commercial sustainability.  

Agriculture
· Cooperation between Statistical Bureaus in Norway and Uganda about agricultural statistics
Agriculture is not part of MoU between Norway and Uganda.

Forestry 

· Support to Department of Forestry, Makerere

· Support to Nyabyeya Forestry College

· National Tree Centre & Peri-urban plantations

· National Biomass Project

· Institutional cooperation, Ministry of Water, Lands and Environment &  Norwegian Forestry Society.
The Department of Forestry and Nyabyeya are now included in the framework agreement with Makerere. 

The other projects are continued separately, or in other programmes. 

Statskog supports the newly established National Forestry Authority 

Enabling Environment

· Institutional support to Inspector General of Government, and Integrity workshops.

· Support to the International Law Institute (ILI)

· Commercial Justice Reform Programme

· Institutional Cooperation NHO and Federation of Uganda Employers (FUE)
Support is being finalised

Agreement signed in 2001

Agreement to be signed

Ongoing, and can be developed with tri-partite labour market cooperation 

UNIDO

· Integrated Programme, NORAD supports the food and the textile industry components
Agreement signed in September 2001.

The Action Plan has been implemented as scheduled, and PSD is firmly embedded in the development cooperation between Uganda and Norway. In an internal NORAD review from December 2001, the most notable concern from the Embassy was tendencies to fragmentation of the portfolio. 

4.3 Particular Subjects for Assessment

The Team was given an addendum to the general ToR, specific to Uganda, asking the Team to consider three areas in particular, namely:

· “The private sector's role within the energy sector (point of departure: the ongoing restructuring of the sector and the rural electrification programme);

· skills development and training within the private sector (point of departure: Business, Technical and Vocational Education and Training for Employment and Private Sector Development in Uganda, report of March 2002);

· private sector development based on agricultural products (point of departure: the frame agreement with Makerere University with focus on the Department of Food Science and Technology);
· other private sector development issues (point of departure: annual consultations on the Uganda-Norway programme of development cooperation, 23 May 2002.”

These issues are briefly assessed in the following.

4.3.1   Private Sector Role and the Energy Sector

The sector is currently going through a major reorganization, based on the Electricity Act approved by Government in October 1999. The new policy emphasizes private participation as a key driver of greater efficiency and improved performance, and encourages competition where possible. The core element of the new policy is the ending of the Uganda Electricity Board’s (UEB) monopoly on generation, distribution and supply of electricity. While it is still too early to say whether the new framework will be a success, the old clearly did not work. The UNCTAD Investment Policy Review
 stated “The electricity sector of Uganda suffers from exceptionally poor state management.”
With effect from 30th March 2001 the assets, liabilities and operations of UEB were thus transferred to separate limited liability companies for generation, transmission and distribution namely:

· Uganda Electricity Distribution Company (UEDC) Ltd 

· Uganda Electricity Transmission Company (UETC) Ltd 

· Uganda Electricity Generation Company (UEGC) Ltd.   .
The Electricity Act, 1999 also stipulated the formation of an Electricity Regulatory Authority (ERA), and Norway through NVE has given substantial technical assistance to the Authority. UEDC and UEGC will be privatized in the immediate future, while the UETC will remain in government hands for somewhat longer due to its position as a near-natural monopoly. Experience from other similar privatisation exercises is mixed, as success depends heavily on the quality of the private investors. These businesses carry substantial risk – particularly because the actual market and local payment capacity are uncertain.

Rural electrification is given high priority by GoU, and forms an integral part of government’s wider rural transformation and poverty eradication agenda. Only about 2% of the rural households currently have access to electricity, of which half is provided by UEB, the rest from generators, batteries, solar units, etc. Rural energy is vital to enable SMEs to grow, and would facilitate provision of basic social services. ERT is multisectoral with linkage for providing electricity and ICT to health centers, schools for secondary education and training centers. PSF is selected as a facilitator, to develop private sector capacity for operating rural electrification related businesses. The Rural Electrification Strategy and Plan covering the period 2001 to 2010, highlights the central role energy plays in development while simultaneously providing the necessary infrastructure base.  

The Strategy establishes a framework for rural electrification composed of:

· A Rural Electrification Agency (REA) for policy direction and planning in collaboration with operators and monitoring. 

· A Rural Electrification Board (REB) to define policies, over-see the management of rural electrification fund and process applications. 

· Rural Electrification Master Plan, as the basic management document for the ERT, providing for instance information on investments opportunities. 

· A Rural Electrification Fund (REF) allowing provision of grants and subsidies on investment costs. 

The intention is that private initiatives, either by private companies, NGOs, local authorities and communities will establish and manage their own electricity supply through grid extensions, mini-grids and solar power. REF will fund so-called “smart subsidies” targeted primarily at the transmission part of the power supply, i.e. paying a subsidy towards the investments in lines and distribution. Other subsidies will finance awareness and capacity building of the supporting business infrastructure, and possibly co-finance feasibility studies of minor grid extensions. The use of the fund will have to be dynamic and flexible, to respond intelligently to experiences as they are gathered. A substantial part of the funding of the REF is expected to come from donors. 

The Team considers rural power supply to be an essential component of facilitating pro-poor economic growth, and will recommend that the area remains high on the UGNIS priority list.   

The role of the private sector in the new policy is clear: It is to be the main operator in most electricity markets, including rural electrification. The donor role in this policy scenario is likewise quite clear, as a funder of the REF and of general capacity building and assistance to the regulatory framework. There will also be options in the transmission part of the business, as this will remain with GoU.

It is far too early to fairly assess the new policies, but sequencing of reforms is always an important issue.  Experience shows the importance of having the necessary legal and regulatory reforms in place before private partners are introduced in the sector. There must be a strong regulatory authority, with sufficient means to effectively carry out its mandate. Regulatory regimes need to “strike a balance between the interests of consumers and investors in a fair, transparent and sustainable way, while providing incentives for efficiency.“

Supporting the regulatory part of the electricity sector should remain a priority for Norway. 

4.3.2   Vocational Training

As the MTCS points out, countries with a high economic growth rate demonstrates the link between quality education and economic productivity. However, Uganda has a substantial deficit in terms of skilled labor at most levels. For instance, investors see the lack of middle managers and technicians as one of the most severe problems in Uganda.
 

The NORAD study from 2001 on Business, Technical and Vocational Education and Training (BTVET) found that linkages between the labour market, NGO and private associations was missing in the administration of BTVET, and concluded that the BTVET sub-sector was rather amorphous and difficult to deal with on the administrative and education level. Further, the schools system was found as very theoretical and academic, lacking agreed and consistent policies, strategies and guidelines. There was also an apparent supply orientation of the governmental BTVET institutions, with the curriculum criticized for not being relevant and not reflecting the kind of trade or skill competence and know-how required. 
The Team mostly confirmed these findings. Some were even reinforced, in particular the point about irrelevance of current education in relation to private sector needs. The system must become more flexible and oriented towards meeting actual business demands, otherwise it will become a major bottleneck in development. Many private companies also lacked experience in making Human Resource Development plans, and few worked consciously long term with their own staff development. 

Another point made by the main donor involved in the sub-sector of BTVET, namely GTZ, was that the issue needs to be tackled from inside the Education Sector Investment Plan (ESIP). Easily identifiable alternatives for donor funding outside of ESIP was assessed as limited, and a new donor – as NORAD would be – would need to design a programme of a non-formal functional type of training from scratch.   

NORAD is not a contributor to the ESIP basket funding, but has a general policy of participating in sector programmes where applicable. Including the post-primary sector and vocational training in ESIP is currently being discussed among donors and the GoU, and the issue is becoming a matter of urgency in view of the large number of youths expected from the UPE in the near future. How, is yet to be decided. 

In the immediate future the Team then recommends that BTVET is included as a component in other activities that NORAD supports, and not as a separate theme or area. There are  possibilities within agro-processing, skills development in the energy sector, and BDS to SMEs. Indeed, several of the NORAD supported projects like the ongoing UNIDO integrated programme is mainly about skills transfer and on-the-job training.   

4.3.3   PSD and Agro-processing

Agriculture is not selected as a primary area in the ongoing Norwegian-Ugandan development cooperation. NORAD has thus decided not to join the PMA budget support basket. For now, it is considered important to stay consistent to the Norwegian strategy. Any suggested areas within agriculture should have an undoubted PSD profile, without replacing or duplicating what currently happens within the PMA. This excludes direct involvement at the farm level.

Agriculture processing is, however, a sector where Uganda has comparative advantages and distinct export possibilities. There is potential of developing agro-industries. For instance, Ugandan industry currently processes far less than 1% of the available agricultural raw materials as compared to about 30-40% in Thailand, 70% in Brazil, 78% in the Philippines and 83% in Malaysia.
 It is thus suggested that any effort of NORAD within the agribusiness area has a clear focus on exports, and improvement of competitiveness. 

A related area is the organization of exporters, and how small holders can become better commercial actors. This requires better organization, and adapted mechanisms for acting jointly. The Royal Norwegian Society for Development currently works with reengineering cooperatives in Kapchorwa with precisely this in mind. It is an interesting pilot project of great importance in relation to the objective of spreading the benefits of economic growth. 

Product development is undoubtedly a weak area in many Ugandan enterprises compared to their international competitors. The agricultural processing industry is no exception, and this aspect will have to be improved if Uganda is to realise it’s export potential.
The absence of updated – and adapted - technologies of even the simplest food processing is striking. While some of the larger industries within for instance fish processing are better equipped than others, it is a problem for industries of all sizes. Knowledge about what techniques that can be employed is present, particularly at some of the Universities. However, links to the private sector are missing. 

Recently, Makerere University Department of Food Science and Technology (DFST) suggested that they could evolve a concept of establishing a centre of competence for the food processing industry in Uganda. The DFST is already co-operating with UMA to which it provides training and sends students for brief internships. However, the quality of training and the internships is compromised by the lack of up-to-date laboratory and food processing equipment at the DFST. A possible project would have as a target to help local food processors produce and market safer, more attractive and competitive food products in Uganda and neighbouring countries 
 

Linking knowledge based research entities and the private sector is considered vital to the development of a dynamic and competitive food processing industry. As the concept is still under development, it is too early to assess the practical feasibility of the Makerere proposal. In principle it is a sound idea, and it could be expanded to more general facilitation of cooperation between the private sector and the University milieu. The first step is to find common ground, and define “supply and demand”. A second step could be to assist introduction of commercial thinking as a joint part of the university structure. Norway has several institutions attached to the higher education system with “semi-commercial” operations (SINTEF, TI, SNF). It is an area worth exploring further, and that could be supported under a PSD heading.  

4.3.4   Other Private Sector Develoment Issues

The Team has the following comments to some of the initiatives included in the annual consultations:

Uganda Investment Authority

The pre-appraisal done by NCG last year found the Uganda Investment Authority  to be good potential candidate for PSD support. The assistance should preferably be given as support to UIA Programme budget on performance-based principles. All support should be coordinated with other donors, possibly through a lead agency arrangement. However, the basis for any support would be a new 3 year business plan for UIA, that took full account of the proposed merger with UEPB and UTB. The discussion about this merger is still ongoing, and it is seen as premature to enter support arrangements before the political and structural design issues around UIA are properly clarified.

The Uganda National Chambers of Commerce and Industry

The Chambers of Commerce has also forwarded an application for support to NORAD, but the realism and soundness of the forwarded strategic plan is difficult to assess. Indeed, the Chambers does not have good track record. (A new management is now in place). One challenge is to define a useful role for itself in the general PSD context, a second is to become a true member driven organisation and not one driven by access to donor funding. SIDA is currently doing a brief review of the Chambers organisation in the districts, and it suggested that NORAD coordinates any response with SIDA in this matter. 

Uganda Business Coalition on HIV/AIDS

A highly interesting initiative that targets businesses with information, education and operation of different types of awareness raising and campaigning activities. It works directly at the work place, with practical measures and information. It has also started to work in the large market places, to reach people that are not likely to be touched by official public efforts. The market place is the best channel for reaching some of the most exposed population groups. The institution and the management appear sound. Support is highly recommended. 

UNIDO Cleaner Production Centre

This is an international concept that UNIDO has just started in Uganda. NORAD has supported a similar initiative for several years in Tanzania, and there are interesting possibilities for South-South technical cooperation between the two. Based on a brief visit, the team found the initiative promising, and it could possibly be seen in connection with the other UNIDO activities that NORAD supports in Uganda. The Norwegian institution “Teknolgisk Institutt” has been involved in development of the model.

4.4 Future UGNIS Portfolio

Effective strategies are characterized by focus of efforts. The issue of prioritization is complex in PSD, as the theme touches upon so many sectors, variables and actors in a society, and in the age of globalization, indeed also the international scene. This is well illustrated by the difficulties Uganda have had with implementing the MTCS. 

Within the maze of different actions and priorities that make up the PSD arena, and within the overall framework provided by GoU, the Team finds that an individual donor needs to identify priorities and areas of concentration to be effective. Main advantages of concentrating on key areas are believed to include:

· Improved donor knowledge and experience about a particular subject/sector, meaning – hopefully – better projects and assistance. In the difficult field of PSD, knowledge is as important as money.  

· Potential for better synergy between NORAD and other Norwegian interests, as the two can easier find links and mutual interactions. Energy is the typical example of such a key area.

· Administrative benefits for both the receiver and NORAD, through better planning and coordination of a set of projects/support interventions. There is also likely to be important economies of scale in administration. 

· Better potential for longer-term strategic partnerships with other donors and/or public/private actors. 

At the same time as focus is considered important, a PSD approach needs to have sufficient flexibility to be able to respond to developments in a dynamic manner. This implies that the key areas must be “wide” enough to allow for reshuffling of resources and initiatives.

When assessing future key areas for UGNIS in Uganda, the Team has considered the following criteria:

· All key areas must be included in the MTCS, and be given priority by GoU.

· Key areas must have the potential to spread economic growth, and to reach poorer sections of the population

· Key areas should be in accordance with what has been defined as crucial elements for private sector development as assessed in the foregoing analysis

· Areas of concentration should preferably link with ongoing UGNIS efforts, and desirably, also with other areas where NORAD is currently active.

· Key areas should take account of other donor efforts, their experience and future plans. NORAD must move in common with the overall “assistance package” and be able to find useful roles within the selected area.   

· The selected areas should to the extent possible benefit from existing Norwegian public and private competence. 

All areas may not meet all the above criteria to the same degree. The Team believes, however, that the following main areas are broadly compatible with the above criteria: 

4.4.1   Governance 

Being one of the three main areas in the MoU between Uganda and Norway, there is already  substantial Norwegian support to governance. It is considered as so important also for private sector growth that the Team suggests to have it as a key theme also in UGNIS.

Improving business practices at both the public and private level is assessed as a key element in creating a conducive environment for investment and production. The practical consequences of bad business governance have different terms, but inefficient bureaucracies, bad tax administration, lack of protection of contracts, missing land titles, or limited access to finance are some of them. The common denominator for many of these occurrences is simply called mis-management or corruption, and it is an enormous problem for the economy.

In a PSD context, it is useful to distinguish between more general governance related initiatives, and those that are targeted more directly at corporate governance, i.e the business behavior of individual firms. Among the first group, Norway has a substantial portfolio already, with one of the main elements being support to the Commercial Justice Sector Reform program. Regarding the second, the current cooperation between FUE and NHO, and LO and NOTU, can possibly be used as a platform for expanded initiatives. 

With regard to the other criteria listed above governance meet most as poor governance is a critical constraint for the private sector, it is given a whole separate chapter in the MTCS, it is possible for NORAD both to cooperate with other donors and to find own niches, and it is of great importance for smaller and poorer businesses. It is those with the least resources that suffer the most from unfair and corrupt governance practices. Women have been at a particular disadvantage in the legal framework, particularly with regard to property rights. The Team considers addressing this concern a priority part of the governance reforms.

Reforming the business registers is a key part of the commercial justice reform program, and an enquiry has been made by GoU whether Norway would assess support. As Norway has well developed international competence within both business and land registering, this particular area could become a key PSD endeavor.

Two themes are thus suggested as focus for efforts:

· Commercial Justice. A well-organized basket is fully functioning, and Norway contributes. Achievements are already noteworthy. The commercial registers, in particular the Land Registry, are in dire need of reform. Both the MTCS and the Commercial Justice Reform basket have included this issue, but progress so far is uncertain. It is an important area, where Norwegian technical assistance could play a useful role if so desired by Uganda.

An issue of particular relevance is women’s property rights and their position as an equal contract partner to men in business. Improving women’s access to, and right to hold, property would have positive consequences for a highly productive part of the population, in addition to addressing the plain unfairness of current practices. Promising initiatives within this area should be considered for support.

· Corporate Governance. Improving the business and governance practices of private enterprises is consider vital to establish a higher degree of confidence in transactions and to improve general business behavior. Equity markets will be hard to develop unless the trustworthiness of accounting, disclosure, reporting and company procedures improves. IFC has had African based programmes for some years.

The ongoing institutional cooperation between the NHO and Federation of Uganda Employers (FUE), and LO and NOTU, could be used as basis for  initiatives within this area. One theme is capacity development of important labor market players and related rules and regulations, another is general awareness creation about what can be termed ethical practices. 

In addition, support to the Anti-Corruption Reform Program, and the Justice, Law and Order Program will be part of the overall Norwegian assistance to Uganda. Smaller initiatives like support to the International Law Institute falls within this area. 

4.4.2   Energy

Lack of power and electricity has been a major constraint for all aspects of the Uganda economy for considerable time, and has been rated as the possibly greatest problem by several investor surveys. At the same time, the country has abundant resources for hydropower generation and a ready export market. Norway has supported different aspect at different levels of the electricity sector for a long time.

Improving the overall energy situation is priority for GoU and the private sector alike, and Norway has a distinct role within the sector among the donors. SIDA may be a joint partner in the longer run. Rural electrification is the upcoming challenge, and it is of importance for comparatively poorer enterprises. The resources coming into the country in connection with the Bujagali / Karuma developments, and the ERT are considerable, and offer opportunities for development of local entrepreneurs and skills transfer. Particularly with regard to ERT, Norway could be an active partner for Uganda in discussing how investments could be seen in a wider development context. 

There is considerable Norwegian expertise within not only hydropower, but also within other energy areas like petroleum and alternative sources. Exploring other types of energy could potentially catch the interest of both the private and the public Norwegian sphere.

Possible sub-areas include :

· Institutional support to restructuring. The Ministry of Energy and Minerals and the new Electricity Regulatory Authority have received important technical assistance from NVE during the recent electricity sector reforms. Based on experience from existing support, Norway should – an intends to  - continue to support regulatory institutions and issues. NVE and ECON are presently engaged on the Norwegian side.

· Infrastructure development. This includes rehabilitation of substations around Kampala, and in the future, possibly support to electricity transmission. The transmission company UETCL will stay GoU owned for the time being, and will require substantial investments to support the planned increases in generation. This may involve support to building new lines and sub-stations.
· Energy for Rural Transformation (ERT). There are several possibilities, but contribution to the future Rural Electrification Fund is one likely option. A successful ERT would provide a major boost to rural based SME. SIDA is a possible strategic partner.

· Development of local contractors and suppliers. The future massive investments in electricity should be used to encourage development of indigenous businesses. There are a number of ways this could be done, thorough tender procedures, linkage and “local content” requirements and different forms of apprenticeships. Such elements appear to be included in the ERT, but NORAD could assess a deepening of the efforts. A related initiative, for which an application has been forwarded to NORAD, is the Bujagali Training Center. 

Development and research of alternative sources of energy are other possible areas NORAD could assess for support, given that feasible projects are identified. Usage of alternative energy is limited in Uganda, but could constitute important additions to the energy supply outside of the main urban areas. It would probably be beneficial for overall energy planning and coordination if such initiatives were brought in under the ERT umbrella. There are already Norwegian initiatives within bio-diesel, and both NLH and NTNU are believed to possess technological skills of relevance to Ugandan energy sector. 
Finally, while petroleum is not a very advanced sector yet in the country, surveys are ongoing, and the country apparently lacks a modern legal and regulatory framework. Exploration is for instance planned in Lake Albert. Norway has international competitive expertise within most areas of regulation, development and production.

4.4.3   SME and Entrepreneurship Development

The backbone of the Ugandan economy – as in many other African economies  - is the micro, small and medium enterprises. They are largely informal, but this is where most of the country’s poor work. The SMEs are consequently at the core of the poverty eradication plan.

Uganda puts increasing emphasis on development of the sector, both in the two-year-old MTCS, and in more recent documents. Distribution of benefits of economic growth is to a large degree a matter of developing small and medium enterprises. Their needs are diverse; credit, skills, technology and other so-called business development services are needed. 

Norway through UGNIS has a portfolio already within most of the above mentioned elements. There is substantial scope for cross-fertilization with other Norwegian assistance initiatives, as for instance the ongoing support to Makerere University. 

A number of other donors are involved in the sector, but the diversity of challenges ensures room for everybody. Possible strategic partners include DfID and EU, plus UNDP and UNIDO. Relevant Norwegian expertise within the sector is possibly mostly found in the NGOs already working with informal enterprises, but there may be potential for more elaborate cooperation within the area of agro-processing technology transfer. The link to vocational training and the University may also form a basis for particular activities with Norwegian institutional partners.

· Microfinance. NORAD has been a major partner in the building of PRIDE, one of the largest MFIs in the country. Support will end in 2004 when PRIDE is transferred into a commercially sustainable entity. Any efforts within microfinance after that should preferably be directed at the regulatory side. GoU has prepared an outline for a “Microfinance Outreach Program” that both the EU and Austria currently assess, and this may in the medium term be a possible subject for assistance. 
· UNIDO SME development. The multilateral has several SME initiatives in Uganda. One is the Integrated Programme (IP) where NORAD supports two components, namely the Food Industry and the Textile Industry. A second initiative is UNIDO Cleaner Production Center. By teaching enterprises environmentally friendly production techniques, they save both money and improve their environment. A third is UNIDO Women Entrepreneurship Program that will build on lessons from the IP, and strengthen the support to the development of women entrepreneurs by integrating their specific needs and by designing specific advisory services. A comprehensive review of those experiences would be useful, however, before a more pronounced cooperation is commenced.  

· The PSD / Micro and Small Enterprise Unit in MOFPED. A centrally placed unit in the Ministry for PSD, and it will be given increased responsibility in the future for follow up of the MTCS. Support to the unit has allowed NORAD a “front seat” position with regard to following PSD. 

· Business Development Services. Several initiatives are underway, and others are on the planning stage. MOFPED has expressed desire for a survey of projects and methodologies currently active. The intention is to assess establishing a coordinating mechanisms similar to what is done in microfinance. Of current initiatives of interest, DFID has designed and planned a comprehensive BDS initiative that will be managed by ILO. It builds on the latest set of best practices as developed by a donor joint committee, and it is an interesting attempt at more market based BDS.  Another is Enterprise Uganda, a UNDP concept that has been tried in several other developing countries with reported success. 

A crosscutting theme for nearly all of these SME sub-areas is how to improve food-processing techniques. The planned concept paper from the Department of Food Science and Technology at Makerere University regarding how it can more closely work with entrepreneurs and food processors of different sizes, may be well worth considering also in an SME context. 

4.4.4   Trade and Export

As has been discussed, Uganda with its small domestic market and limited purchasing power, must export to expand its economy and employ its resources. Sustaining and accelerating growth in a small and open economy like Uganda requires a strong and diversified export sector. 
Issues to address include the development of infrastructure for regional trade, the removal of barriers to trade, improved efficiency of capital markets, and harmonization of tax and economic policies. Further, and possibly most important, it requires increasing the competitiveness of Ugandan producers. A vital element is to improve export companies ability to innovate and develop products. The Team has suggested a number of initiatives within product development in the following, focused particularly on agricultural goods.
For trade in general, a number of different initiatives are on the table, including the new Stratex plan from GoU. Donors like the EU have a comprehensive support to trade policy development on the drawing board. Norway will have to assess where it can most usefully contribute. An area of interest is exports of agri-products, as noted in the analysis above. This can potentially have substantial effects for small holders and other rural producers. This is also where Norwegian private expertise could play a positive role.

Norway supports several activities and projects at both the regional and the international level of relevance for Ugandan exports. These links must be explored further, in line with the 1999 NIS strategy emphasizing the four levels of interventions –micro, meso, macro and international. Multiple channels can be employed, according top what is found feasible, practical and beneficial.

Possible thematic areas: 

· Export competitiveness, diversification and product development.  The main GoU thrust is now the Strategic Exports Initiative. As described above, it is a major initiative to boost exports of selected commodities. More particular initiatives include the Agribusiness Development Center (ADC), sponsored by USAID to promote the export of non-traditional agriculture through an integrated approach to the whole productive chain. It works through different commodity associations of producers. Product development is an integrated part of these initiatives. Other projects presented to NORAD like the Comfarnet can be administered through ADC. This initiative establishes Export Production Villages that can act as models for further replication. The by now well known Makerere concept paper for improving food processing technology in private firms is also about export competitiveness.   

· Regional and international market development. As the title implies, this is a broad area. Norwegian assistance comes through several channels, for instance via the multilateral system to the Joint Integrated Technical Assistance Program (JITAP). Uganda is one of eight countries participating in the JITAP, with technical assistance provided by WTO and UNCTAD. It is recommended to review the experience with JITAP at the country level so far, and also assess whether there is need for any Norwegian technical assistance within this area to complement ongoing efforts. One such specific initiative is EU’s planned Program for Trade Opportunities and Policy, that aims at building Ugandan capacity for development of trade policy, trade negotiations, and technical analysis of trade impacts. 
On the regional arena, initiatives for extending the cooperation within EAC in PSD matters could be subjects for assistance. A priority would be any efforts to improve the regional infrastructure situation. Norway is already engaged in the integration and expansion of regional capital markets through NORFUND, that has recently approved the establishment of an East African Venture Fund with all three countries participating. In the very thin markets of African countries, regionally based equity funds are more feasible than local because they can enjoy economies of scale and spread risk. NORAD has also started work with NORFUND assessing a trade related matchmaking programme between Norwegian enterprises and companies from the region. 
At least in the short run, regional markets may offer better potential for exports than overseas. The reason is that these markets should be easier to reach at the same time as competition may not be as fierce as in Europe. Further, requirements for entry may be less arduous for instance regarding agricultural goods. On the other hand, experience has shown that the countries in the region can operate quite as forceful protectionist schemes as any European country, and as the countries tend to produce the same goods at the same quality, this ability is unfortunately often applied. 
An immediate potential for regional trade is export of maize. A number of countries in the region is suffering from dramatic deficit production, while Uganda is able to grow a surplus of for instance maize. However, weak organization on the Ugandan side makes the exports uncompetitive. 
A last theme closer to Norway is development of Ugandan linkages with Norwegian importers. Recent liberalization in the Norwegian import regulations is thought to have opened up possibilities for direct business contacts, particularly within agri-processing. A related theme is the current efforts by NORAD and other donors to improve the so-called Sanitary and Phytosanitary Standards (SPS) of Ugandan producers, as market access to Norway and other developed countries depend on meeting certain norms.   

4.4.5   Other Reform areas

The Ugandan reform agenda for encouraging private sector growth is broad, and there might be areas of assistance that cannot easily be assigned according to the above areas. One example is the current support to the restructuring of the Forestry Authority. Weakness in the overall regulatory framework is a risk to the project. In the longer term, forestry and plantations may be considered as relevant areas particularly in relation to trade in emission quotas.

An important institution considered for support is the Uganda Investment Authority, that is given a core role in the future private sector support framework and in the MTCS, particularly after the planned merger with the Uganda Export Promotion Board, and the Uganda Tourist Board. A new structure with an updated business plan should be in place before larger scale support is considered. 
There can be little doubt that HIV/AIDS is a major negative element for any private sector actor in Uganda. The costs are enormous not only to the affected families, but also for each enterprise involved. NORAD has received an application for support to the Uganda Business Coalition HIV/AIDS that works with HIV/AIDS issues directly with enterprises, at each work place and at the public markets. It should be considered a priority.
4.5  Key UGNIS Considerations

The UGNIS Pilot programme has opened a large number of possibilities for Norwegian support, primarily through the network that has been established with relevant stakeholders. At the same time continued analysis, reviews and other contacts have kept NORAD informed about developments in the sector. The above list is thus quite extensive, and illustrates the many options available. 

The list should be read primarily as an overview of ideas, and less as fixed propositions. Some of the suggested components are already fully operating, while others would need more assessment and a thorough appraisal. A few would need both design and content before being assessed for any sort of support. Due to the general limitations in the institutional capacity to implement, how things are done is as important as what is done. 
Project and Portfolio Management

While concentration on a limited number of topics is recommended, it is difficult to avoid a dispersed portfolio within each key area. The reason is that many of the typical PSD projects and activities by nature are small, focused on different types of institutional strengthening or capacity building. Technical assistance and other “software” input dominate. The exception is the infrastructure sectors where any donor may sink a nearly unlimited amount of money. 

When MTCS was first published, donors and other stakeholders thought that it might be possible to establish a basket funding mechanism. Now that is rightly seen as unrealistic, and a donor will in most cases have to accept a certain fragmentation in the PSD portfolio.

To avoid this dispersion, a donor can, as USAID, design its own elaborate programmes with several extensive components linked to a common goal like increasing competitiveness. It requires a very different up-front investment in terms of analysis and design than what the current NORAD support is characterised by.

A future UGNIS strategy could be a combination of:

· Baskets could be used within sub-sectors with functioning administrative mechanisms, like the Commercial Justice Programme.

· Strategic alliances with other donors in large themes/areas of common interest.  Examples are trade policy (EU), BDS to SMEs (DFID and/or UNDP), and improving export competitiveness of agri-products (USAID). Norway would in these cases be a ”junior partner”, contributing mainly funds and possibly some TA.

· Joint alliances could be used in areas where NORAD is a significant player, like within electricity. SIDA is the potential partner, and NORAD could play the lead. There are not many PSD sectors in Uganda where NORAD could take that responsibility, though. 

· Other initiatives where NORAD is the sole donor would be typically experimental and pilot in nature, or within areas that are considered important. An example of the first is the Makerere food processing PSD initiative, and the HIV/AIDS Business Coalition project is an illustration of the last. 

NORAD Capacity

The two last categories would require relatively more administrative resources than the other, and NORADs capacity may become an issue. Different administrative solutions could be considered to increase the general PSD capacity at the Embassy. Reasons include:

· There will be increased workload if Norway is to expand its PSD portfolio, and parts of the portfolio will be quite labour intensive 

· There must be capacity to continuously follow up the different PSD projects, at the same time as participation in different stakeholder/donor committees and groups are required. To play a useful role, Norway should be visible, and be well versed in the current issues being debated locally. If NORAD is not an active participant, it will likely miss important opportunities to influence project/programme designs.

· If the commercial ties between Norway and Uganda are to be improved, having capacity at the embassy to cater for some of the  - hopefully – many enquires from both Ugandan and Norwegian interests would be important 

In general, a more pro-active approach is needed if the resources employed through NIS and the UGNIS are to be used efficiently. The Ugandan PSD scene offers excellent opportunities to learn and be involved in a debate about future public/private partnership, trade and globalisation, pro-poor economic growth etc.

Finally, it is vital to acknowledge that Norway will only be able to contribute with a limited set of resources within any given PSD field. Development of the private sector is a long term process. Realism as to what is immediately possible to achieve is thus necessary.
4.6 Risks

Any activity in Uganda carries risk. In case of a PSD programme, the types and sources of risk are quite similar to what they are for private investors and businesses. Any event making life more difficult for private enterprises is likely to have adverse effects for a donor PSD effort. Main macro risks include:

· Destabilisation of macro-economy. Current policies are very dependent on donor willingness to fund the revenue gap in government budgets, and in general donors fuelling the economy. Any event disturbing donor flow of money may lead to rapid weakening of basic macroeconomic conditions. Likewise, any major reversal of current economic policies may have negative effects.

· Political risk. Uganda has a historic tradition of a rather volatile domestic political scene. Concerns are expressed as to the run-up to elections in 2006, and what political alternatives the public will then be presented with. The relative problematic governance situation is a concern, as is the perception among investors that current reforms are “paper thin”, and easily overturned by a new government less friendly to the private sector. There is also the risk of more pronounced domestic political upheaval.
Uganda has several ongoing conflicts both within and outside of the country. When investors first assess investment possibilities, many use simple checklists, and several categorically cross out any country that is involved in any type of war.    
In addition there will always be project specific risks, like being unfortunate in the choice of partner, never getting your goods out of customs, or subject to a flood destroying your plantation. Investors themselves, however, best assess these.

Investors are those that can best handle risks, as it is the core of most business activity. Risk and profit are – normally - positively correlated, and there are thus financial and operative risk management techniques that an international investor can employ. It is self evident, but risk is not equivalent to making a loss. 

5 Contribution to PSD from Norwegian private sector organisations and enterprises
Long-lasting cooperation between Norway and Uganda has created positive relationships at many levels between the two countries. This aspect of basic trust is a fundamental asset in any cooperation between private sector organisations and enterprises in the two countries. 

However, possibilities for extensive Norwegian investments in Uganda are not easy to clearly identify. As noted above, Uganda faces advantages and disadvantages in comparison to other countries. The country’s landlocked position with troublesome access to cost efficient sea transport is an obvious obstacle to export of volume products like for instance lumber, agricultural and fish products etc. It is difficult to catch sight of industries in Uganda where Norwegian enterprises have obvious competitive advantages to share in partnerships with Ugandan enterprises. 

On the other hand, Norway has commercial actors in almost all of the sectors that Uganda defines as priority sectors. The exception is coffee and some of the tropical cash crops, but for the whole range of manufacturing and services, active and profitable Norwegian firms and institutions exist. However, not all are internationalised to the degree that they could easily take up the challenge of doing business in Uganda. For most – if not all - it is a “simple” matter of relating potential cost to revenue, tempered by risk. And for most Norwegian enterprises the risk is considered as too overwhelming to even start assessing costs and revenues. 

It takes a certain adventurous nature to be willing to risk an engagement in countries like Uganda, and this characteristic may be a more important determinant for identifying “relevant areas for possible contribution by Norwegian business organisations”, than the traditional method of looking for comparative advantages. Among current Norwegian investments in Uganda, there is one coffee farmer, one producer of roses, and one multi-business involving teaching of ISO 9000 standards, importation of used computers and publishing of a business magazine.  None of these areas would have figured prominently if a similar analysis to this had been done a couple of years ago. 

The point in this connection is that the following brief listing of possible areas may risk missing a number of sector, sub-sectors and market niches where Norwegian enterprises and organisations could possibly succeed. As the multi-business referred to above demonstrates, there are numerous markets that are un-serviced or only partially covered, as compared to developed countries. It requires stamina, patience, professionalism and resources, but a business in Uganda also offers substantial potential rewards for those that are willing to take the challenge.

Notwithstanding the above, a few areas deserve particular attention 

 Energy  

One area where a traditional analysis of mutual comparative advantages makes sense, is energy in general and hydropower electricity in particular. Norwegian private enterprises have already been involved in various projects. However, this involvement has been achieved through parallel and mixed credit financing from Norway with tenders among Norwegian and/or Nordic companies. There have been no direct Norwegian investments in these projects. 

This may change if the Bujagali and the Karuma go ahead as planned. The Bujagali Hydro Power project comprises considerable Norwegian involvement, both financially and “physically” through the participation of Norwegian companies in the implementation consortium. Indeed, even more companies and institutions may become involved as the projects move ahead, both as indirect and direct providers of goods and services.

On the framework side, Norwegian organisations like NVE are already involved in the development of applicable regulatory facilities in the energy sector. The ongoing privatisation of the distribution network and the generating facilities may also offer possibilities to Norwegian organisations like utilities, consultancies, lawyers, analysts and brokers with extensive experience from the deregulation of the Norwegian energy sector. However, early phase markets like the Ugandan requires stimulation and/or subsidies to attract private investors. In remote and scarcely populated areas donor and/or governmental involvement is considered to be a prerequisite to expand the access to electricity. This makes a successful implementation of the ERT even more important.

In the overall energy picture, petroleum is undoubtedly an area with core Norwegian competence at all levels of the sector. There is also a long list of institutions involved in the development of alternative energy, based on biomass, solar and wind power. 

Governance

The main Norwegian competence within governance sector is in the regulatory and institutional area. As has been pointed out, Norway has solid international expertise in the areas of commercial registries and land and property registry. Several have been involved in countries that offer challenges similar to Uganda. Another key area where Norway has expertise is within public financial management, and revenue collection.

On the legal side, there is possibly also professionals with international experience, but it’s relevance to Uganda may be more limited due to different legal traditions. Corporate governance as a theme offers possibilities, particularly regarding the business, and employers’ and labour associations in Norway. 

SME

Norwegians NGOs have run different forms of support programs to micro and SME for several years. Even though not all initiatives may have been successful, NGOs have extensive experience from the informal sector. 

In relation to the SME activities mentioned above, Norway has some institutional expertise in the small scale food processing area. Many of these as the NLH and the Royal Society are well known actors on the international development scene. 

There may also be Norwegian investors that would be interested in delivering services to the SME sector and its related institutions. However, nearly all experience so far with subsidizing Norwegian SMEs to transfer technology and/or give advice to their counterparts in the developing world have been rather depressing, as it has proven too expensive and ineffective in the long run. 

New concepts might be tried, like establishing resource groups of Norwegian professionals that can act as advisers for Ugandan enterprises in technical, managerial and commercial areas. To be effective, it must be on a cost-sharing basis with receiver, and in response to real need and demands.  
Agri-processing and Food Industries

There is certainly also a large Norwegian food processing industry, but possibly at a very different technological level than Uganda. However, there may be market niches of interest for Norwegian wholesalers and importers, one example could be within so-called natural medicine. Uganda produces a number of exotic goods and commodities that specialized importers and/or investors might find interesting. UNCTAD is implementing a bio-trade initiative that might be of interest.  

In general, any Norwegian investor in food and agro-processing would be welcome, as it is the area that Ugandans themselves have given priority. 

Infrastructure, water and sewerage and roads

Norway has on the one hand substantial experience within public regulatory area for infrastructure, and on the other several private contractors that already have extensive experience from Africa. A favourable home market and the end of mixed credit may have dampened current interest in doing business in countries like Uganda.  

Other areas

Other potential areas for Norwegian private sector and institutions include forestry and plantations, wood processing and furniture making, fisheries and fish-farming, mineral development and mining, education and vocational training, tourism and consultancy services.

In many areas, relevant expertise in the current situation is possibly more connected to Norwegian public and semi-public institutions than private companies, simply because the establishment of a conducive framework has to happen first as a prerequisite for any private involvement.

On the Ugandan side, there are opportunities within a range of different sectors and sub-sector. Instead of repeating all here, “Areas of Opportunity” from UNCTADs recent Investment Guide to Uganda is attached as Annex 2.

              ANNEX 1

          World Bank’s  “Uganda at a Glance”
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              ANNEX 2

         UNCTAD’s  “Areas of Opportunities”

from

Investment Guide to Uganda , March 2001
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A recent UNCTAD-ICC survey of the world's largest
transnational corporations and their investment
plans for Africa in the years 2000-2003% yielded
some interesting results regarding the most attrac-
tive investment opportunities in East Africa. In gen-
eral, investors identified a relatively limited number
of potential industrial sectors (figure 7). What is
remarkable, though, is that the sectors most fre-
quertly mentioned by companies as having the
biggest investment potential in the East African
region — tourism, telecommunications, agricuiture
107he ey s vk — are very much the sectors in which Uganda
betveen November 1553nd iy offers the biggest opportunities. The areas of

rom a vide range o sectorsand heme— Opportuiity discussed in this section should thus
Countres. The eslsof he sunvey are.

published in the UNCTAD Worid be looked at with not only a national but a regional
Inestment Report 2000 Mergers and
Acquisitions and Development, 2000 market in mind

FIGURE 7: THE MOST IMPORTANT INVESTMENT OPPORTUNITIES IN EAST AFRICA BY INDUSTRIAL SECTORS:

RESULTS OF AN UNCTAD-ICC SURVEY OF TRANSNATIONAL CORI
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This section focuses on agriculture and services-
related industries. These industries have the most
promising potential for investment opportunities
in Uganda. Within these two sectors, a number of
industries and the opportunities they offer are por-
trayed in greater detail. Beyond these, there are a
number of other industries, but without the same
potential, which are covered less extensively
Investors interested in these industries are advised
to contact the UIA for further information. In addi-
tion, this section includes some opportunities
created through the privatization programme
the Government initiated in 1993. For a list
of selected companies currently on the priva-
tization list, see appendix 5. The chapter ends
with a note on the "multi-facility econimic zones'
in which investors will be able to operate under
particularly favourable conditions

Box I

: Britania Products’

Agriculture, agro-processing
and related industries

Uganda produces a variety of agricultural products
including many types of food crops, ol seeds, live-
stock and fish, as well as traditional export com-
modities such as coffee, cotton, tea and tobacco.
More recently, in response to the liberalization of
the economy, newer products have acquired eco-
nomic importance. These products include cut
flowers, fruits and vegetables, and spices, which
are increasingly being produced with export mar-
kets in view. The leading players in the various
agricultural and  agro-processing  sub-sectors
include Ugachick Poultry Breeders, Uganda Feeds,
Reco Industries, Mairye Estates, Suntrade
Consultants, Osu Ltd., Bwindi Passion Fruit
Farmers, Ziwa Horticultural Exporters Ltd., Van
Zanten (U) Ltd., Jesa Dairy Farm, GBK Dairy Ltd

Paramount Dairies, Liberty Dairy Services
Mukwano Industries, East African Oil Mill, and
Kakira Oil and Soap Factory,

In general, agriculture and agro-processing suffer
from under-investment. Of the 18 million hectares
of available arable land, approximately 25 per cent
is being utiized, leaving fully 13 million hectares
idle. Private investrment is welcome in all aspects of
agriculture including the production of crops, beef
and dairy products

ink with Local Suppliers in Uganda

Britania Products Limited was establshed as a wholly owned foreign company by the Dawda Group of Kenya in
1993. Itis engaged in the manufacture and distribution of confectionery products. The company has increased its
variety of biscuits from 2 in 1995 to 14 in 2000. It has a total of 600 employees and a wel established Uganda-
wide distribution network with 200 agents and over 600 retaiers. It also exports to Rwanda, the Democratic
Republic of the Congo, southem Sudan and northern Tanzania. Britania Products has recently diversified its oper-
ations and is now the largest manufacturer of frut juices (‘Splash’ and ‘Sunsip’) and sauces {Top Up') in Uganda.

The company has created various backward and forward linkages with the local economy. It supports the agri-
alture, manufacturing and trading sectors, and procures a number of inputs and materials from local suppliers.
These include fuit and other agricultural produce, corugated carton boxes, and polythene bags and labels. The
company also periodically buys cooking oil and sugar from local suppliers when their prices are competitive with

those of imports

‘Source: UNCTAD, based on UNCTAD (1995) and information supplied by the House of Dawda
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Beverages

For the purposes of this guide the beverage sub-
sector encompasses coffee, tea, soft drinks and
alcoholic beverages

The soft drinks sub-sector includes fruit juices
squashes and carbonated drinks. Ugandans spend
about 4 per cent of their total consumption on
beverages (figure 1). This share has remained more
or less constant since 1992 (Uganda Bureau of
Statistics 2000). On the supply side, the number of
major establishments producing  soft drinks
increased from 4 in 1990 to 8 by the end of 1997.
The market leaders are undoubtedly the carbonat-
ed drinks makers — Century Bottling Company
(Coca-Cola) and Crown Beverages (Pepsi), followed
by Britannia Beverages.

The alcoholic beverages sub-sector is centred on
private firms, two of which produce beer. Uganda
Breweries Ltd (UBL) is a subsidiary of Kenya
Breweries Ltd and Nile Breweries Ltd. is a joint ven-
ture between the Madhvani Group of Companies
and South Africa Breweries Ltd. UBL has been
undergoing rehabilitation and has recently had
a new bottling line installed. However, it has still
not attained full-capacity production of 350,000
hectolitres of beer per year due to limitations
in penetration capacity. Nile Breweries Ltd. (NBL)
has a capacity of 220,000 hectolitres per annurm
and has a greater brand variety than the older and
larger UBL

The two firms have also had to respond to an
increasing demand for their products and plan for
expansion. Based on demand at constant prices,
the high-growth scenario would put demand at
708,155 hectolitres per year by the year 2003
while the low-growth scenario would project
demand at 214,567 hectolitres by the same year.
Therefore, in the case of the high-growth scenario,
a substantial amount of additional production
capacity would be needed to satisfy local demand
There are also two companies producing spirits,
International Distillers and West Nile Distillers.

Uganda ranks among Africa’s top coffee producers.
Although robusta coffee dominates production

a sizeable amount of fine arabica is produced too,
Most coffee is exported raw with very limited local
processing into value-added, ready-to-c
coffees. About sixty companies dominate the
Uganda coffee trade, most of them private-sector
fitms. The top five exporting companies (all pri-
vate) are: Kyagalanyi Coffee Factory, Nsamba
Coffee Works, Uganda Growers Coffee Factory
(Ugacof), Nile Commodities and Olam Ltd

nsume

Uganda has a steadily increasing and vibrant food
processing and drinks manufacturing industry. This
is indicated by an average 16 per cent annual
increase in imports of manufacturing machinery for
these industries in the period 1994-1998. The total
value of imports stood at $5 million in 1998. With
12 per cent average annual growth between 1994
and 1998, regional demand for these goods has
also increased strongly (ITC, 2

Cotton and textiles

Ugandans spend 4 per cerit of ther total consurmp-
tion on clothing and footwear (figure 1). Uganda's
textile industry depends predorinantly on cotton
agrown by smallscale farmers. Uganda produces
two varieties of cotton: the long-staple Bukalasa
Pedigree Abler (BPA) and the medium secure Type
Uganda (SATU). Total production is estimated at
between 1,000 and 20,000 tonnes annually

There are currently 29 ginneries — 12 privately
owned, 2 leased and 12 owned by cooperative
urions. Three others are under joint-venture man-
agement. The total capacity is 1,100 bales per day
though actual production is 500 bales. There are
also 8 textile mills in Uganda, 6 of which are cur-
rently operational. Low capacity utilization contin-
Ues to be a feature of the industry. Nytil Picfare
untry's largest textile mill, operates at barely
) per cent capacity while some of the others at
as low as 17 per cent capacity

The country continues to import large quantities of
fabrics and garments including second-hand cloth-
ing. The value of imported of second-hand clothing
and other articles stood at $10 million in 1998,
hinting at a sizeable local market for low-priced
textiles. This assumption might hold for the East
Afican region as a whole, as imports of second-
hand clothing and other articles are increasing
by an annual average of 13 per cent.
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The dairy industry

In 1995 cattle dairy farming was reported to be on
the increase, with most farmers adopting “zero-
grazing"12 and small-scale dairy farming. The dairy
herd nation-wide was estimated at 158,883
exotics and cross-breeds compared to 140,000 five
years earlier. The exotics include the Friesian
Jersey, Guemsey, Ayrshire and Brown Swiss
breeds. The leading districts for dairy farming are
Bushenyi, Mpigi Kabarole, Mbarara, Mukono
Ntungamo, Kampala, Rukungiri, Jinja and Kabale
There are also some 300 dairy goats mainly in the
Kasese district

Milk production continued to increase throughout
the 1990s. Some 520 rmillion litres of milk were
produced in 1995. Only about 10 per cent of this is
processed. Some 365,000 litres of goat milk s pro-
duced annually, most of which is consumed at the
household level. In addition to milk, other impor-
tant dairy products being produced indude UHT
milk, butter, cheese, ice cream, yoghurt and ghee
(clarified butter or substitute). Most of the domes-
tic production of dairy products is consurmed local-
ly. Export opportunities to neighbouring countries
has not been given sufficient scope. Annual export
values of dairy products have not exceeded
$500,000 for much of the past 5 years (Uganda
Bureau of Statistics, 2000)
imports of dairy products were significantly higher
at almost $2.3 million, hinting at an interesting
domestic market potential

Average annual

A concrete opportunity for investors in this sector
ight be the Dairy Corporation. Once a monopoly
holder for milk processing and marketing, it s no\
the only public enterprise remaining in the agricul-
ture and agro-processing area. It is to undergo
divestiture soon, now that the law deregulating
the dairy sector has been passed

Fish and fish farming

Fish and fish farming is one of the most interesting
export-oriented  investment  opportunities in
Uganda. The maximurn sustainable yield of fish in
Ugandan lakes and rivers is estimated at 300
metric tonnes a year. The average annual harvest
in 1990-1997 was 235,796 metric tonnes. Fish har-
vesting can be substantially increased with little
risk of exhausting stocks. Lake Victoria is believed
to have 350 species of fish of which the Nile perch
and Tilapia are commercially the most important
The Haplochromine cichilds which ~account
for about 300 species have recently acquired
increased commercial value as ornamental fish

In 1992, fish exports earned $76 million. Since
then, exports in this category have gradually
declined and in 1999 fell to $24 million, s a result
of the ban placed by the European Union on
Uganda's fish products on hygienic grounds. This
ban has only recently been lifted and it is expected
that the value of fish exports will increase substan-
tially. Private fish processors and exporters have
formed the Uganda Fish Exporters and Processors
Association (UFPEA) as a measure to ensure self-
discipline and coordination among mernbers
Despite the temporary decline in exports, the
export of fish and fish products is one area in
which Uganda enjoys a substantial competitive
advantage, even on a global scale. This is also
evidenced by the fact that, according to United
Nations statistics, these products represent cham-
pions ie. products in which the country has man-
aged to increase it's worldwide market share
(http://www.intracen.org/mas/ uga.htm).

Frozen fillets or filet pieces account for most of the
fish exports. Several investors have been licensed
to export fillets, including Gorba, Uganda Fish
Packers, Marine and Agro, Green Fields, Hwang
sung, Ngege (U) Ltd. and Clovergern. The major
export markets for fish filets are remarkably diver-
sified and include Australia, Belgium, Israel, Japan
Kenya, Malaysia, the Netherlands, the United
Kingdom and Hong Kong, China (for fish maws)
as well as South Africa and the United States

Aquaculture in Uganda s practised almost exclu-
sively at a subsistence level. The lack of stocking
material is the major drawback. The National

Agricultural Research Organization (NARO) is




[image: image8.png]currently addressing this problem and the Fisheries
Department has charged staff with the responsibil-
ity to promote aquaculture. Given the vast water
resources of the country, covering almost 20 per
cent of the territory, investors can take advantage
of a huge potential in this sector.

Food products and oil seeds

There is a steady demand for the abundance of
food products and oil seeds Uganda produces
in the home market as well as on the sizeable
regional one. Uganda's fertile soil and favourable
dimate ensure that many crops, induding cereals
such as maize, millet and sorghum and other
grains including beans, pigeon peas and other
pulses, can be produced two or even three times
in the year to supply both local and regional
demand. While droughts and food shortages are
almost unknown in Uganda, Kenya to the east
the Democratic Republic of the Congo to the west
and Sudan to the north are known to experience
frequent food shortages and are particularly
vulnerable to drought. These regional markets
particularly during periods of shortfalls, can be
supplied from Uganda

There s great export potential in oil seeds. Uganda
has the capacity, so far not fully exploited, to pro-
duce inexpensively all the oil seeds required for the
regional edible-oil-and-fats consumption. At the
sarme time, the country itself produces a negligible
amount of edible oil from locally grown sesame
seed, sunflower seeds, groundnuts, cottonseed
and other oil seeds, depending on imports from
within and outside the immediate region for local
consumption. In 1996, the country imported edible

olls as well as other ofls for associated industries
such as soap manufacturing and animal-feed man-
ufacturing worth almost $4 million. Domestic
demand for edible ol is estimated at between
40,000 and 60,000 metric tonnes. Exports of
edible oil seed reached $12 million before falling
back to almost $2 million in 1999 (ITC, 2
Despite decline, past export figures reveal the
investment potential that could be exploited by
export-oriented companies.

Fruits and vegetables

The commercial growing of fruits and vegetables
for export has a short but successful history in
Uganda. The variety of products is large, induding
pineapples, passion fuit, papaya, bananas, avoca-
do, mangoes and oranges (table 13). Those with
the biggest export potential are passion fruits,
apples, bananas and raspberies among fruits and
beans, asparagus, snow peas, and chillies among
vegetables. Vegetable exports are limited to a
small number of target markets including the
United Kingdorm, Belgium and Sweden. The total
value of exports was $2 million in 1998, Despite
the relatively small volume, vegetable exports have
expanded rapicly over recent years, recording an
average annual growth rate of 48 per cent
between 1994 and 1998 (ITC, 2000). Given the
fact that the average Ugandan spends more than
half of his or her consumable income on food
there is high local demand for all products,
especially bananas, mangoes, pineapples, avoca-
dos and vegetables generally (figure 1). The large
variety of fitits and vegetables also offers many
opportunities for the processing and canning/
bottling industry.

TABLE 13: PRODUCTION OF SELECTED AGRICULTURAL PRODUCTS, 1995-1999 (in THousAND ToNs)
PRODUCT 1905 1996 1997 19984/ 1999 @
Bananas 9,012 9,144 9303 9318 10,244,
Finger millet 632 40 502 642 638
Maize 913 759 740 924 1142
Sorghum 309 208 204 420 454
Rice 77 8 80 %0 %
Wheat 9 9 9 9 9
Beans 39 234 2 387 403
Ground nuts 144 125 9 10 183
Soya beans 79 8 8 9 101
Sesame seed 7 73 73 77 93

based on Uganda Bureau of Statistis, Statistical Abstract 1999,
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This is a small-scale project with an initial investment of $20,000, started by a Swiss engineer utlizing self-devel-
oped solar energy technology for processing fiuits and vegetables (organically grown pineapples, bananas,
chillies, ginger, beans, mangoes and okra). The production of raw materials is organized through coop-
eratives/associates and could be expanded rapidly if demand increased. The investor currently sources from a
100 hectare farm located in Didda, near Kampala, and plans to double the investment in the short term

The farm assodiates are trained by the owner, in production and post-harvesting techniques based on organic
principles and practices. At present the company has 7 employees and owns 14 drying units. It uses a vacuum
and gauging machine, the only one of its kind in Uganda. The organic quality is certified by the Institute for
Market Ecology, Switzerland, which performs an inspection of the production area (soil inspection), harvesting
and processing (drying and packaging) once a year

The export of 1-2 tonnes fresh fruits per month started 6 months ago. All exported dried fruits are presently sold
through organic food shops in Switzerland. The owner considers Uganda's potential to be very high due primarily
to relatively inexpensive farm labour and excellent climatic and soil conditions. The owner s planning
to expand operations (ideally a combination of fresh and processed fruits) and increase exports with the help

of external financing and partners who will market the products

‘Source: UNCTAD, 1992

Floriculture

Commercial floriculture is stil a new industry in
Uganda, dating back only to July 1993. Within this
sector, cut flowers is the main product group
although some cut foliage and potted plarts are
also produced. Roses are the main flowers being
cultivated. The rapid growth of this industry since
1993 has revealed Uganda’s substantial compara-
tive advantage in this area. Principal export desti-
nations are the Netherlands and Norway. However
the quick expansion of export volumes has been
accompanied by a considerable diversification of
export markets. Today, Ugandan-grown flowers
compete successfully in 10 different markets (ITC.
2000). Most of the flowers are scld to interme-
diaries (e.g. to Dutch auction centres), although
some exporters have managed to establish direct
ntacts with overseas customers (UNCTAD,
1999a).

c

Under Ugandan conditions, roses attain Dutch
annual yields in 8-9 months — but have shorter
stems. The popular types grown are tea hybrids
long stem, big flower head), sweethearts (short
stem, small to medium head), and sprays (medium
stem, minimum of 4 heads per stem). 26 varieties
of roses are being grown for export.

The facilities required to establish summer flowers
in Uganda are modest. All are grown from seeds
in open fields, greatly reducing the start-up invest-
ment. Irrigation is essential to ensure continuity

of supply and consistent quality. Ugandan produc-
ers might soon benefit from access to an increased
pool of highly specialized workers, as Makarere
University is initiating a programme for training in
technical and management areas relevant to the
industry (UNCTAD, 1999a)

Livestock

Livestock represents 17 per cent of agricultural pro-
duction and 9 per cent of GDP. Output in livestock
production, expanding steadily since 1995, is esti-
mated to be growing at 2.2 per cent per annum
Most of this growth has been in the dairy sub-
sector. The potential in beef, poultry, sheep, goat
and pig production remains largely unexploited
The current stock (as of 1998) includes 5.6 million
cattle, 1 million sheep, 6 milion goats, 15 million
pigs and 22 millon chickens

Indigenous breeds of cattle account for 96 per
cent of the total stock. About 91 per cent of the
cattle are held by pastoral communal grazers
normadic pastoralists and small-scale farmers, who
contribute approximately 89 per cert of the cattle
slaughtered for beef. Only 9 per cent are held by
commercial beef ranches and farms. There are 168
operational ranches with a total of 195,000 cattle.
ng is based on extensive graz-
ing, which is the cheapest system for beef produc-
tion. There is a growing interest in intensive and
sermi-intensive cattle production for beef. Most of
the country's ranches, all of which are privately

Commercial rand
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that dermand for livestock production (beef, goat,
mutton, pork, poultry and eggs) continues to
exceed the country's supply in many categories,
considerable opportunities exist for new invest-
ment in the livestock sector in general and in meat
production in particular. The annual supply of beef
for 2000 was estimated at 77,336 metric tonnes,
(demand: 133,021 metric tonnes), for goat and
mutton at 48,600 (demand: 17650 metric
tonnes), for pork at 16,852 metric tonnes
(demand: 20,576 metric tonnes), for poultry at
16,358 metric tonnes (demand: 36,951) and for
eggs at 20,955 metric tonnes (demand: 18,023
metric tonnes). Figures for recent imports hint at a
lirited but stil sizeable market. Between 1995 and
1999, import values of beef ranged between
$290,000 and $414,000 (Uganda Bureau of
Statistics, 2000). In 1998, however, they reached
$16 million, hinting at & much larger potential in
the local market than one would expect at first
sight. Beef exports to neighbouring countries have
been almost completely neglected. The highest
export value was recorded in 1998: a mere
$76,000 (Uganda Bureau of Statistics, 2000). This
export value is disappainting given the fact that
there are real possibilities for beef and other meat
exports into the Great Lakes Region, North Africa
and the Middle East

The export of skins and hides, however, was signif-
icant, accounting for $4.5 million in export rev-
enues in 1999. Uganda exports bovine skins
(whole and raw), hides (whole, raw fresh or wet-
salted), bovine leather and goat skins, hides and
leather. As of late, the trends for the different
products have varied considerably. The most
dynamic export products are whole, fresh o

wet-salted bovine hides. These products reached
an export value of $1 million after expanding
by 76 per cent a year between 1994 to 1998
(ITC, 2000)

Packaging

The packaging industry was one of the most
vibrant sectors in the late 1960s. However, the dis-
ruption caused by the expulsion of the Asian com-
munity, which dominated the sector, led to its
rapid collapse. With the restoration of political and
stability, the sector has picked up sorme-
what, but 50 per cent of domestic packaging
reqirernents are stil being met through imports
Local production consists of gunny bags, corrugat-
ed boxes, low-value textile packaging products,
tins and cans and rigid plastics. The overall growth
in non-traditional exports as well as in coffee and
tea has led to a sharp increase in the demand for
packaging materials. The developments in the
manufacturing sector, especially consumer goods
explain most of the gains in the manufacture of
plastic packaging items

economic

Taking into account the comparative advantage
and the supply gaps, the packaging sector would
appear to offer a nurmber of investment opportuni-
ties including

Glass containers (raw material available)
Tin cans and boxes

rrugated cases (shuffie)

Cartons and labels

« Flexible packages

« Rigid plastics

« Thin-walled plastics

« Polystyrene boxes

TABLE 14: OVERVIEW OF RANCH SCHEMES IN UGANDA, AS OF DECEMBER 2000

NUMBER AREA
RANCH SCHEME OF RANCHES (HA)
Burui Scheme 37 29,000
Ankole Scheme 50 60,000
Masaka/Mawogola 59 83,000
Bunyoro Scheme 37 29,000
Singo Scheme. 34 29,000
Acholi Scheme 2 39,000
Maruzi Scheme. 5 14,400

Source: UNCTAD, based on information provided by the UIA.






[image: image11.png]Service industries
Tourism

“For magnificence, for variety of form and colour
for profusion of brilliant life — plant, bird, reptile
beasts — for vast scale, Uganda is truly the pearl
of Africa” (Winston Churchil)

Churchill's observation on the country’s natural
beauty and diversity is as true today as it was
when he visited the country: Uganda is purported
to be one of the scenic wonders of the world. The
inty's geographical diversity and its wide range
of fauna and flora make Uganda a unique tourist
destination. The country is famous, in particular
for its mountain gorillas which represent about half
of the world's remaining gorilla population.

Tourism is one of the fastest growing econornic
sectors in Uganda. For the past 7 years the tourism
sector has recorded 18 per cent growth per annum.
Visitor arrivals have increased from 73,000 in 1995
t0 227,000 in 1997. Total investmert during the
period 1991-1997 amounted to $3
hotels, service apartments, cinemas, lodges, travel
agencies, restaurants, tented camps, casinos and
whitewater rafting. The major national parks are

million in

« Buindi Impenetrable National Park, a forest home
to some 300 mountain gorillas;

« Queen Elizabeth National Park, a UNESCO reserve
and hore to many animal and bird species

* Murchison Falls National Park, a protected area for
tall Savannah grass with many birds and animals;

« Kidepo Valley National Park, with a diversified
topography and vegetation and many unique
animal types; and

« Lake Mburo National Park, small but biologically
unique and rich eco-system with many bird and
animal species.

Other national parks include the Semuliki
Mt. Elgon, Kibaale, Rwenzori Mountains and
Mgahinga Gorilla National Parks.

Facilitating services in the form of hotel and
accommodation services, tour and travel opera-
tions, auxilary service provisions as well as air and
surface transport are in place. Nevertheless, they
are nowhere near sufficient to satisfy growing
demand. Thus there are many investment oppor-
tunities in this sector, including the following.

« Organized tours (many opportunities for innovative
tour operators and package programmes targeting
national, regional and international visitors)

« Cruises on the Nile

« Cabin ferry services on Lake Victoria

« Schools for the hospitality industry

« Quality hotel facilities

« National park concessions (details available from

the Uganda Wildlife Authority) and domestic as
well as international air travel

Privatization offers additional opportunities. Only a
small nurmber of hotels have already been priva-
tized or are managed by a private operator such as
the Sheraton Kampala Hotel operated by the
United States-based Starwood company. The most
prominent privatization projects at this point are
the Apcllo and the Nile Hotel Complex. In addi-
tion, Uganda Hotels Ltd, which used to manage al
Ugandan Hotels, is also up for privatization. Some
foreign investors presently in Uganda — apart from
the Sheraton — are the Grand Imperial Hotel and
Associated Hotels, the Windsor Lake Victoria
Hotel, the Adrift Uganda Ltd. (whitewater rafting)
and Abercrombie and Kent.

Health care services and related products

Ugandans spend approximately 5 per cent of their
disposable income on health and health care prod-
ucts (figure 1). The Government has initiated a
number of reforms in the health sector including
the introduction of user fees at Government health
units, decentralization of the delivery of health
services and encouraging NGO, the private sector
and communities to play an active role in the
provision of health care.
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the community level, the health unit at the sub-
county level, sering a population of roughly
20,000, and the hospital, usually at the district level
The health care sector in Uganda includes hospital
faclties with 15,567 beds, 714 health centres/dis-
pensaries with a capacity of 7,087 beds, 603 sub-
dispensaries with 215 beds, 33 maternity units and
57 aid posts. All of these include private and non-
governmental as well as public institutions.

The Government's promotion of a stronger role for
the private sector in combination with its declared
objectives in the health sector open up potential
opportunities for foreign investors

 Training medical officers, other medical personnel
and auxiliaries of health-care units

« Opportunities in the area of specialized medical
care, in particular in such disciplines as neurology
and neuro-surgery, urology, cardiology, plastic
surgery and other medical services

« Opportunities in the establishment of hospitals
and other units and in the building of modern
testing facilities (there are no restrictions on
setting up private health facilities)

« Manufacture of drugs and hospital equipment
and furniture

Uganda produces only 5 per cent of its pharma-
ceutical and health product requirements. Imports
account for the remaining 95 per cent, which
equals 10 per cent of total imports. In light of this
and the fact that this sector has exhibited an
upward growth trend, many potential opportuni-
ties for foreign investors exist. Domestic production
has quadrupled since 1989, as has the value of
imports. Between 1993 and 1996, imports more
than doubled in value from $19.64 million to
$46.37 million. Major exporters in descending
order are India, Kenya, the United Kingdom
France and Germany. In addition to manufacturing
opportunities to satisfy the local market, exports to
the region might also be an unexploited opportu-
nity. So far, leading pharmaceutical manufacturers
in the country are Kampala Pharmaceutical
Industries, Uganda Pharmaceutical Industries
Medipharm, Medical Products Use and NEC
Industries. The following sub-sectors could be of

particular interest to foreign investors

« Essential Drugs The essential drugs list of the
Government consists of some 300 items. At the
current level of consumption ($48.9. million), over
10 locally based pharmaceutical manufacturers
with an average tumover of §5 million could be
sustained

« Family Planning: According to the Uganda
health survey of 1995, the knowledge of family-
planning methods is universal, with 94 per cent
of Ugandans aged 1549 years familiar with at
least one method of contraception. The nurmber
of wornen who are aware of condorms has risen
from 33 per cent in 1989 to 78 per cent by
1995. Some 8 million Ugandans are over 15
years of age. The local manufacture of condoms
represents one of the main investment opportu-
nities in this sector.

« Other medical products: Selected medical equip-
ment and products can be produced domestically
These include simple surgical instruments, cispos-
able syringes, injectable water and hospital furni-
ture. One local factory makes disposable syringes
but supplies less than 20 per cert of the market
Two companies produce hospital furiture but fall
short in satisfying national requirements.

Also, Uganda is well known for its bio-diversity in
flora and fauna, ideally suited for traditional and
herbal medicine and raw-material-based produc-
tion. It is also well-endowed with freshwater, sugar
cotton and starch sources. Resource-based indus-
tries, tapping these, could seize the opportuniy to
produce such items as surgical cotton and gauze
sanitary pads, bandages, glucose, syrups, etc.

Education

Another dynamically developing service sector
offering interesting opportunities is education
Uganda has the ability to become a regional ‘cen-
tre of excellence for education’. In fact, the country
has something of a tradition in this respect. The
education system was credited with producing
a large number of highly qualiied professionals
and teachers in the 1950 and 1960s. During the
periods of internal turmoil, many of these well-
educated Ugandans were readily accepted and
hired in neighbouring countries
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It is the Government's intention that secondary
education be largely private-sector-driven. The
introduction of the Universal Primary Education
(UPE) Programme in 1997, resulted in school
enrolmert rising from 2 million pupils in 1986
to over 6 million pupils by the end of 1999.
It is estimated that, by the time of the school
year 2000, over 800,000 pupils would have qual-
ified for secondary education. Currently, the
absorption capacity of secondary schools s less
than 350,000 students, leaving a gap of 450,000
places. This large gap needs to be filled and con-
stitutes an investment opportunity for the private
sector. The Government recognizes this need, and
has targeted for the medium term to increase
entry enrolmert in Government-aided secondary
schools from the current level of 150,000 to
260,000 by 2003, representing an increase of
75 per cent. Some investors have already started
to run private schools. These schools include the
Kabojja Secondary (local investors), the Vienna
College (Austrian investors) and the Rainbow
academy (a joint venture)

« Technical, vocational education and  training
(TVET) institutions play a vital role in the absorp-
tion of primary school graduates and in the
provision of skilled labour. The private sector has
become very active in this sector but there is
still room for more secondary schools, technical
colleges and tertiary institutions,

« Private universities have also been established
including Nkumba, Nkozi, Ndejie and Church
of Uganda-Mukono. There s definitely more
roomm for universities or technical colleges that
provide high-quality education combined with
a practical approach to education, as there is
a shortage of qualified technicians and middle-
managers in the private sector that also have
some hands-on experience. Investors wishing
to set up institutions of learning are required
to apply for a licence with the Ministry of
Education. The ministry has set standards that
must be met by prospective investors in order to
abtain such a license.

Other Investment Opportunities

Apart from the key areas discussed above, there
are a number of other sectors which may be of
interest to investors. In some of these, the oppor-
tunities may not be equally easy to seize but are
nonetheless worth considering

Building, construction and housing

Liberalization of the econormy since 1986 has
spurred developmert in a variety of sectors and
brought with it an upswing in the building and
construction industry. Domestic requirements for
building materials for the period 1992-2006 are
expected by far to outstrip local production. Since
import supplies at current levels cannot be expect-
ed to fill this gap, there will be opporturities in the
import of building materials. In the medium to
long term, many building materials can be manu-
factured locally to satisfy local demand and also to
supply the regional market. The recent upswing in
construction activity has at least partially been
based on a new dynamism in the housing seg-
ment, which in turn has been inspired by the
Government's dedlared priority to improve housing
conditions for a large part of the population

Existing investment opportunities in this sector
include:

« The intended or already confirmed privatiza-
tion of the National Housing Corporation and
Construction (the largest provider of residential
houses), Consolidated Properties Ltd. and the
Housing Finance Company which specializes in
mortgage finance

« The provision of low-cost housing to cater to the
needs of growing populations in urban and
peripheral areas

« The manufacture of prefabricated concrete sys-
tems and other fittings for the building industry

« The processing of non-metallic minerals to make
sanitary fittings, tableware, floor and wall ties,
glass, lime, cement, glazes, etc
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The total energy consumption in Uganda is esti-
mated at over 5 millon tonnes of oil equivalent
(toe), of which 90 per cent is derived from biomass
(wood/charcoal and agricultural residue). Given a
population of almost 21 milion, per capita eneray
consumption is 0.3 toe (which is low compared to
other East African countries). Leading electricity
companies are AES Nile Power, Norpak and the
Uganda Electricity Board (UEB)

With the recent commissioning of units 11 and 12
of the Owen Falls Extension, Uganda has acquired
an installed capacity of 283 Megawatts, while
peak demand exceeds production. Dormestic
demand is estimated to be growing dynarmically at
2 per cent per month and is expected to increase
steadily over the next 20 years.

An expansion in Uganda's generation capacity and
sector restructuring would allow the country to
export energy to satisfy demand in neighbouring
countries such as Kenya, Rwanda and the United
Republic of Tanzania. Currently, Uganda exports
30 Megawatts of continuous power to Kenya
though this is not always fulflled at peak demand,
The Bukoba region of Tanzania also receives
8 Megawatts from Uganda and 2 Megawatts is
supplied to Rwanda with plans to increase this to
5 Megawatts. Combined power exports to Kenya
Rwanda and Tanzania may reach 130 Megawatts
by the year 2010,

In a bid to liberalize the sector, the Government
has started discussions with independent power
producers. An example of this is the Bujagali
Project involiing the development of a hydropow-
er plant to produce 290 Megawatts at Bujagali
8 kms downstream on the Nile from Owen Falls
by AES Nile Power Ltd. Other projects under con-
sideration include the Kingdom Project to produce
450 Megawatts by Arabian International Const-
ruction (Egypt) and the Karuma Falls Project, by
Norpak of Norway

Mining

The mining industry in Uganda in the 1950s and
19505 was based mainly on copper and accounted
for up to 30 per cent of the country's export
receipts. The political and econormic disturbances

of the 19705 resuited in such a sharp a decline that
today mining contributes barely 1 per cent to GDP
and 7 per cent to total export revenues. The
decline s not so much a result of resource deple-
tion as a consequence of poor policies. These
policies, originating in the 1970s, have now been
fully reversed. The 1990s witnessed a revival in
mining activity. For example, in 1990, fewer than
50 licenses were issued for exploration and min-
ing, while in 1997, 220 licenses were issued.

Current mineral production is still too low to meet
local demand. Limestone, for the production of
cerment and construction lime, is consumed almost
entirely in the domestic market. Aggregate gravel
and sand productions are expanding in resporse to
the growth in building and construction activity. At
the same time, small quantities of gold, tin and
tungsten concentrates are mined mainly for export.

Existing investment opportunities are related in
particular to the privatization of state-owned com-
panies, the most important of which is Kilembe
Mires Ltd., owner of the Kilembe Copper Mines
and an investor in the Kasese Cobalt Company,
Although Uganda's mineral potential remains
largely untested, given the limited exploration to
date, a wide variety of minerals are known to
exist. (For more information, cortact the UIA.)

Water and sanitation services

Only 30 per cent of urban areas in Uganda have
piped water and 5 per cent have access to piped
sewerage. The sector is governed by the Water
Statute of 1995, under which the responsible min-
ister may designate either a public or private oper-
ator to be a water authority or a sewerage
authority and permit such an authority to enter
into concessional or joint-venture arrangements.
The statute clearly provides the necessary legal
framework to accommodate private investment in
this sector, with minor exceptions. Moreover, the
rules and the capacity required to requlate private
operations have not yet been developed

The National Water and Sewerage Corporation
(NWSC) has conducted limited experimerts with
contracted private management of operations in a
Karnpala suburb and in Jinja. The ministry respon-
sible for privatization has asked the corporation to
consider other forms of private-sector involvement,
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privately-financed initiatives are being considered
as part of such a study

Wood and wood products

ording to the Department of Forestry, the forest
reserves of Uganda constitute 5-6 per cent of the
dry land of which 700,000 hectares are tropical
high forest (540,000 hectares of which are under
production), 632,000 hectares are Savannah forest
and 24,300 hectares are used for plantation
Investrent opportunities are available in the pro-
duction of sawn timber for the dorestic market as
well as for the production of high-quality furiture
for the local and export markets. Other export
potential s in the production of veneers, sawn
wood and jainery. Wood-based opporturities in
the building and construction sector indlude furni-
ture and laminated partice board. The planting of
trees, taking advantage of Uganda's favourable
climate, is also a viable investment opportunity.

Multi-facility Economic Zones

The Government has considered the establishment
of a traditional export-processing zone (EPZ) and
for various reasons including funding difficulties,
decided to shelve the idea. A modified concept
the multi-facility econormic zone (MFEZ), is instead
being evaluated under the aegis of the UIA
According to the Government's present timetable,
the MFEZs will be fully operational by 2002. As the
construction of the MFEZs, will occur in phases,
sorme MFEZS might be operational as early as 2001

The MFEZs will essentially be industrial zones in
which cumbersome laws and regulations will be
replaced by “best practices’ in order to attract and
retain investors. These zones will serve both export-
ariented production and production for the dornestic
market. All necessary infrastructure wil be provided
along with customs and planning services

Also under consideration within the MFEZ concept
is the virtua! zone for private companies whereby
companies located outside the formal MFEZs
would, on the fulfilment of certain conditions
enjoy similar fiscal and legal privileges

The UIA in its effort to assist investors has acquired
various pieces of land to be developed into indus-
trial estates. There are opportunities for private
investors to develop these pieces of land jointly
with the UIA. More information on the MFEZ
programme s available from the UIA.





              ANNEX 3

               List of Donor PSD Initiatives

World Bank 

Major efforts include:

· Private Sector Competitiveness Project, which is now winding down. The objective was to make the Ugandan private sector more competitive by improving the business environment; strengthen institutions; enhance the dialogue between the private sector and the GoU, and address problems of inadequate know-how and weak financial system. Several of the components have had problems, and only the support of the Private Sector Foundation and the Business Uganda Development Scheme (BUDS) can be called partially successful. 
· SME capacity building and technical support, promoted through the Africa Project Development Facility and the African Management Services Company. Other efforts include advocacy work with the GoU in reforms critical to SMEs.

· Support for ICT promotion, by developing a National Information and Communication Strategy to establish a national ICT policy framework, and implement an integrated Public Sector Management Information System to promote fiscal oversight, transparency and accountability.

· Privatization & Utility Sector Reform, aiming at improving the quality, coverage and economic efficiency of commercial and utility services, through privatization, private participation (PPI) and improved regulatory framework. 

· Power IV Project, with objectives of improving power supply to meet demand by supporting critically needed investments, and strengthen capacity to manage reform, privatization, and development in the power and petroleum sub-sector
· Second Financial Sector Adjustment Credit ,focused on further deepening of the financial sector through: (i) strengthening the regulation, supervision and operations of deposit-taking institutions; (ii) ensuring increased access to formal financial services, especially by rural savers and micro entrepreneurs; (iii) developing insurance and contractual saving institutions as well as their oversight; and (iv) strengthening financial infrastructure.

UNDP 

UNDP has a varied PSD portfolio, including: 

· Support to the Uganda National Bureau of Standards, aimed at  providing product quality assurance service to private sector and consumers, with the completion of three ultra modern metrology and testing laboratories. 

· Establishment of eleven district private sector promotion centers, together with the Chamber of Commerce to provide business skills development and business support services. Apparently with scant success.

· Enterprise Uganda, with objectives that include enhancement of indigenous entrepreneurial skills and training capacity; development of bankable proposals; enhancement of operational efficiency and assistance to companies to diversify into new product areas; and development of subcontracting linkages between SMEs and larger private companies.

USAID

· SPEED, that is designed to meet the needs of micro-enterprises and SMEs, focuses on access to finance and business skills development. 
· COMPETE, that aims to respond to Uganda's urgent need to improve the export competitiveness. Working with the GOU's Special Task Force on Export Competitiveness, three sectors have been selected - coffee, fish, and cotton  - each of which contribute substantially to export earnings and rural incomes. A fourth sector, information and communications technology, was also designated a pilot in support of creating competitiveness of the other sectors. 
· IDEA, that was designed to promote the export of non-traditional agriculture through an integrated approach to the whole productive chain. The project has been operational since 1995 and has focused on a wide range of non-traditional crops.
· Private Sector Trade Policy Capacity Building Project, administered through the PSF. The aim is to support policy advocacy, build up analytical capability, and assistance in the negotiation process, training and information dissemination.
· PRESTO, that is scheduled to end next year, supports the SME sector with components in entrepreneurship training, micro-finance, support to business associations and policy support.
DFID

Some of the main areas DFID is engaged in are:
· Improvement of the enabling environment, with major interventions including support for the deregulation programme and the commercial justice sector.

· Financial sector deepening, that includes a number of support elements to institutions like FINCA, the Centre for Microfinance and MicroSave.  Assistance is also given to Development Finance Company (DFCU), and to Centenary Rural Development Bank.

· Business Development Services, a new initiative that will support establishment of market based BDS services to SMEs. ILO has just won the tender to administer the programme. 

· Africa Trade and Poverty Programme (TPP). Funding of £7.5 million has been approved for TPP to work in up to 12 countries across Sub-Saharan Africa (SSA), as well as in regional organisations, to build capacity for trade reforms.

In addition DFID supports the privatisation process, delivers TA to the utilities, provides macroeconomic TA, and some agricultural support, including forestry.

European Union

The European Union is an important PSD player, with initiatives in a number of areas:

· The Microfinance Outreach Programme, a GoU initiative to spread MFIs outside of the main urban centres.

· Program for Trade Opportunities and Policy, a major program to build capacity for the development of international trade policy.  EU also has several joint regional programmes for developing trade capacity and policy 

· Facilitation of the Stratex, and possible increased support when the Stratex plan is given more “flesh”.

· PMA support, to the process and the basket. 

· BUDS Phase II Support for Small Enterprises. It is co-financed with the World Bank. 

Other support of relevance to PSD is for road building/maintenance, railways, Makerere University, tea, silk, and forestry.     
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				Formal		18.2 %

				Informal		4.5 %

				Electricity & Water		6.0 %

				Construction		9.4 %

				Wholes. & Retail Trade		9.2 %

				Hotels & Resturants		7.3 %

				Transpr. & Communic.		7.0 %

				Community Services		4.5 %

				General Government		1.1 %

				Total Monetary

				Agriculture		4.9 %

				Construction		2.6 %

				Owner Occ. Dwellings		8.5 %

				Total Non-monetary		5.3 %

				TOTAL GDP		7.0 %





Export

		

						1998/99		1999/00		2000/01		2001/02

				Coffee		307		187		110		84

				Electricity		12		14		17		13

				Cotton		11		23		14		17

				Tea		23		32		36		28

				Tobacco		23		22		28		36

				Fish & prod.		48		19		50		87

				Hides and skins		7		6		23		21

				Flowers		7		8		13		16

				Total		549.14		453.75		441.76		456.4
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										DISTRIBUTION										GROWTH

						1992/93		2001/02										1998/1999		1999/2000		2000/2001		2001/2002

				Monetary GDP

				Agriculture		23.5 %		23.0 %										6.6 %

				Cash Crops														9.5 %

				Food Crops														7.5 %

				Mining and Quarry														5.9 %

				Manufacturing		6.0 %		9.7 %										13.7 %

				Formal														18.2 %

				Informal														4.5 %

				Electricity & Water														6.0 %

				Construction		5.1 %		6.5 %										9.4 %

				Wholes. & Retail Trade		11.1 %		10.1 %										9.2 %

				Hotels & Resturants														7.3 %

				Transpr. & Communic.		3.7 %		4.7 %										7.0 %

				Community Services		16.4 %		19.7 %										4.5 %

				General Government														1.1 %

				Other Sectors		2.6 %		4.1 %

				Total Monetary		68.4 %		77.8 %

				Agriculture		28.1 %		18.0 %										4.9 %

				Construction		0.7 %		0.5 %										2.6 %

				Owner Occ. Dwellings		2.8 %		3.7 %										8.5 %

				Total Non-monetary		31.6 %		22.2 %										5.3 %

				TOTAL GDP		100.0 %		100.0 %										7.0 %

						1992/93		2001/02

				Agriculture		51.6 %		41.0 %

				Manufacturing		6.0 %		9.7 %

				Construction		5.8 %		7.0 %

				Whol.&Retail Trade		11.1 %		10.1 %

				Trans.&Comm.		3.7 %		4.7 %

				Community Serv.		19.2 %		23.4 %

				Other Sectors		2.6 %		4.1 %

				Total Monetary		100.0 %		100.0 %
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						1998/99		1999/00		2000/01		2001/02

				Coffee		307		187		110		84

				Electricity		12		14		17		13

				Cotton		11		23		14		17

				Tea		23		32		36		28

				Tobacco		23		22		28		36

				Fish & prod.		48		19		50		87

				Hides and skins		7		6		23		21

				Flowers		7		8		13		16

				Total		549.14		453.75		441.76		456.4
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