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ACRONYMS

ACCU Anti-Corruption Coalition Uganda

CCS Commitment Control System

CPIA Country Policy Institutional Assessment

COVID-19  Coronavirus 2019

DeMPA Debt Management Performance Assessment

DSA Debt Sustainability Analysis

EDS External Debt Strategy

EMU Equality Mission Uganda

FY Financial Year

GDP Gross Domestic Product

HIPC Highly Indebted Poor Countries

IDA International Development Assistance

IFMS Integrated Financial Management System

IMF International Monetary Fund

ISER Initiative for Social and Economic Rights

MDA Ministries Departments and Agencies

MDRI Multilateral Debt Relief Initiative

MoFPED Ministry of Finance Planning and Economic Development

MTDS Medium-Term Debt Management Strategy

MUBS Makerere University Business School

NDP National Development Plan

PBS Planning and Budgeting System

PDMF Public Debt Management Framework

PFMA Public Finance Management Act

PIMS Public Investment Management Systems

PPP Public Private Partnership

SEATINI-U Southern and Eastern Africa Trade Information and Negotiations Institute-
Uganda

TIU Transparency International - Uganda

UDN Uganda Debt Network

UGX Uganda Shillings

UNNGOF  Uganda National NGO Forum

USD United States Dollars
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INTRODUCTION AND
BACKGROUND

Governments borrow to finance public goods that increase welfare and facilitate growth
take-offs when taxation capacity is limited. Debt also facilitates tax smoothing and count-
er-cyclical fiscal policies, essential for reducing output volatility; and it permits an equitable
alignment of benefits and costs for long-gestation projects by shifting taxation away from
current generations (WorldBank, 2005)."

As public debt growth outstrips revenue growth, public debt starts becoming unsustainable
and debt servicing takes the same trajectory as it exceeds the recommended threshold lev-
els. To successfully achieve public debt reduction, fiscal consolidation to reform structural
weaknesses and a policy mix that supports growth is critical.?

Like other developing economies, Uganda has borrowed from bi-lateral, multi-lateral and
private sources to finance her development needs. Fiscal imbalance and poor Balance of
Payments position have however contributed towards public debt accumulation in Uganda.
The debt position was further worsened by the COVID-19 pandemic surge between FY
2019/20 to 2020/21. As such, public debt stock rose from UGX. 57.2 trillion to UGX. 69.5
trillion representing a 21.5% increase in only one year yet with less productivity (MoFPED,
2021)3.

Article 38 of the 1995 Constitution of Uganda (as amended), recognizes the participation
of citizens in the development processes of the State through policy influence. As such,
this joint CSO position paper with proposals for the new PDMF was developed and dis-
cussed with the MoFPED for adoption. The joint CSO position paper was developed by
the Uganda Debt Network (UDN), Uganda National NGO Forum (UNNGOF), Initiative for
Social and Economic Rights (ISER), Southern and Eastern Africa Trade Information and
Negotiations Institute (SEATINI-Uganda), Environment Shield, Equality Mission Uganda
(EMU), Transparency International — Uganda (TIU) and Anti-Corruption Coalition (ACCU).
Overall, CSOs recommended that for improved and sustainable public debt management
to be achieved, the Government needs to;

a) Explore interventions that limit dependency on debt with a focus on improving do-
mestic revenue generation.

b) Review and prioritize its spending on productive projects to avoid escalation of debt
beyond sustainable levels, strategizes to reverse the current debt trends, and exer-
cises fiscal budget discipline.

1 World Bank (2005). Public Debt in Developing Countries: Has the Market-based Model Worked? Policy
Research Working Paper 3674, August 2005

2 file:///D:/Backup/Policy/Public%20Debt/09-Public%20Debt.pdf

3 MoFPED (2021). Debt Sustainability Analysis Report, December 2021
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1.0 BACKGROUND - OVERVIEW OF UGANDA'’S
PUBLIC DEBT

Uganda’s external debt portfolio owed to multi-lateral and bi-lateral creditors was reduced
with the Highly Indebted Poor Countries Initiative (HIPC) in the late 1990s and later the
Multilateral Debt Relief Initiative (MDRI) from USD 4.5 billion in FY 2005/06 to USD1.5
billion in FY 2006/07 (MoFPED, 2022).* This indicated a 200% decrease hence down-
sizing the country’s debt distress from high to low. However, public debt stock has been
increasing from UGX 41 .4trillion in FY 2017/18 to UGX 86.6trillion in FY 2021/22 showing
an increase from 34% to 52% of debt to GDP in the same period above the 50% threshold
of the Public Debt Management Framework (PDMF) 2018, (OAG, December 2022).5 This
represents an overall increment of 109.2% in only 5 years.

The increase of domestic debt from 13.1% of total debt to 38.1% moreover acquired on
non-concessional terms to be repaid within a short period of time has turned very expensive
and worrying. In addition, according to the Public Investment Financing Strategy (2022),
the assessment of various Medium Debt Management Strategies (MTDS) indicates that
several provisions in the PDMF are not adhered to which has resulted in the misalignment
of available financing options to project. Rising debt has been driven by ambitious targets
with flagship infrastructure projects enshrined in the five-year National Development Plans
(NDPs) which attract high financial requirements to contribute to the achievement of Ugan-
da’s Vision 2040 most of which are debt-financed.®

Figure 1: Trend of Uganda Public Debt Stock, FY 2017/18 — 2021/22
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Source: Consolidated Auditor General’s Report, December 2022

4 MoFPED (2022). Medium Term Debt Management Strategy 2021/22-2024 /25
5 Office of the Auditor General (2022). Consolidated Auditor General’s Report, December 2022
6 With a key target for transformation of the economy from peasantry to a monetized lower middle-

income country.
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EVOLUTION OF PUBLIC DEBT
MANAGEMENT IN UGANDA

Effective public debt management ensures that the government’s financing needs and its
payment obligations are met at the lowest possible cost over the medium to long run, con-
sistent with a prudent degree of risk (IMF/WorldBank, 2001).7 Article 160 of the 1995 Con-
stitution of the Republic of Uganda, (as amended) recognizes the management of Ugan-
da’s public debt which is further firmed in the Public Finance Management Act, 2015. The
Act mandates the Ministry of Finance Planning and Economic Development (MoFPED) to
contract loans on behalf of Ugandans and is responsible for the management of the public
debt, guarantees, and any other financial liabilities of the Government (Uganda, 2015).2

Uganda’s Public Debt Management Strategies and frameworks have evolved in a series
of 5 from 1991 to 2018 with a focus on providing guidance on raising resources through
borrowing to finance the budget, effective utilization of resources and managing the public
debt portfolio at minimum cost and prudent level of risk while ensuring public debt remains
within sustainable level over the long term. Each of them had unique objectives it was ad-
dressing to ensure debt sustainability.

Between June 2018 and June 2023, Uganda’s loan acquisition, utilization, and debt man-
agement was guided by the 5" Uganda PDMF (2018) which defined principles, strategies
and benchmarks that guided public debt decisions. With the expiry of the PDMF (2018) in
June 2023, the MoFPED spearheaded its review process aimed at informing the 6" PDMF
to guide public debt management for the next period. This process provided an opportunity
for other stakeholders including Development Partners, Private Sector and CSOs to make
input.

7 IMF/World Bank (2001). Guidelines for Public Debt Management prepared by the
Staffs of the IMF/ World Bank March 21, 2001
8 Parliament of Uganda (2015). Public Finance Management Act (PFMA), 2015 (as amended), Section 42

(1)
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Table 1: Uganda’s Public Debt Management Strate-
gies from 1991 — 2018

Year Debt Management Objective
Frameworks

1991 External Debt Strate-

gy (EDS), 1991 To attain debt relief

Emphasized the reduction of Uganda’s external debt
stock and debt service burden. This was in the form of
reduction, rescheduling or cancellation of the principle or
the interest or both on debt.

1995 Revised EDS, 1995

Debt Strategy 2007  Majorly focused on achieving an appropriate level of ex-
2007 (DS 2007) ternal debt sustainability at minimum cost following HIPC
2007 - 2012 | and Il and the Multilateral Debt Relief Initiative (MDRI).

The PDMF (2013) for Ensuring that the level of debt remained sustainable and
2013 FY emphasized the need to meet Government’s financing
2013/14-2018/19 requirements at minimum costs

Ensuring that Gov't’s deficit is financed bearing in mind
the cost-risk trade-off while maintaining debt sustain-
ability and ensuring efficient utilization of the borrowed
resources.

Public Debt and
Other Financial Lia-
bilities Management

Framework intended to fund expenditures that aim to
enhance economic growth, production and productivi-

2018 ty- with a high rate of economic return and prioritization
Framework (2018) ¢ social hat b et : |
FY2018/19- of socia septorsft at have a hig prop_enS|ty to increase
FY2022/23 the well-being of the Ugandan population.

It guided the MTDS and the Debt Sustainability Analysis
(DSA), Public Private Partnership Policy and the Public
Private Partnership (PPP) Act 2015 during the lifetime of
the framework.

Source: PDMF, FY 2018/19 —2022/23

Civil Society Proposals for the
6th PDMF

Specific joint CSO proposals shared with the MoFPED for incorporation into the 6" PDMF
are shown in Table 2 below;
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CONCLUSION

Public debt bridges financing gaps in government’s needs hence its prudent utilization
contributes to increased national development. Over the years, the Government of Uganda
has continued to rely on debt to finance sustainable development. As such, the Contry’s
debt has been rising surpassing several indicators highlighted in public debt frameworks
and strategies which could lead to unsustainable Debt levels, poor rating of creditworthi-
ness and deterioration in social spending.

Adherence to fiscal rules is crucial. Thus in a bid to finance the fiscal deficit, the Govern-
ment needs to be cautious about commercial borrowing highly characterized by loans with
short maturity periods for recurrent expenditure and long-term infrastructure projects. An
enabling environment is important to boost investments towards improving the growth of
exports for improved Balance of Payments. This reduces the external debt service burden.

Despite the fact that public debt is predominantly owed to external creditors, domestic
debt is growing at a fast rate. As such, domestic debt interest payments continued to be in
breach of the PDMF threshold, reflecting liquidity pressures on the domestic revenues to
finance the domestic debt liabilities at the expense of other priority budgetary items. As the
Government commits to prioritize concessional financing over domestic and commercial
external debt, this should meet the requirements of the prevailing PDMF. It's important to
note that once public debt reaches unsustainable levels, it has repercussions on the econ-
omy leading to the relallocation of resources towards debt servicing thereby stifling public
service provision to citizens by the Government.
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to fostering sustainable development.
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generation and utilization.
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launched in 1997 to create space for NGOs to reflect, strategize and take action on matters of
mutual interest. UNNGOF is a membership organisation with over 650 members across the
country whose vision is a coherent, respected, well-informed NGO sector in Uganda; actively
contributing to citizens’ wellbeing and safeguarding their rights.
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