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1.0 INTRODUCTION
Rt. Hon. Speaker, Hon. Members,

1. In accordance with the provisions of Articles 90 and 135 (4) of the
Constitution, Section 9{1) to 9(8) of the Public Finance Managemcnt Act
2015 (As Amended) and Rules 143 and 144 of the Rules of Procedure of
Parliament, Committees are mandated to among other things, to consider,
discuss and review the Budget Framcwork Papers and through the Budget
Committee present a report to the House for approval by 1st February of
each year.

2. In compliance with above provisions, [ beg to present a report of the
Budgcet Committee on the National Budget Framework Paper for the Fiscal
vear 2021/22- 2025/26 for consideration and approval by the August
House as required by scction 9(8) of the PFMA 2015 and Rule 144(3).

2.0 SCOPE

3. The Committec scrutintzed the NBFP and the reports of the Scctoral
Committees and has prepared a report structured in two parts:

Part 1: Legal Compliance to the PFM Act, State of Economy and Budget
Performance Highlights, and Medium Term Fiscal Framework;

Part 2: The Scctoral Committees’ observations and recommendations
made thereon.

3.0 METHODOLOGY

4. The Commitlee analyzed the NBFP to acquaint itsell with the detailed
contents of the document before interacting with the Scctor Committees.

5. The Committce held meetings with the Minister ol Finance, Planning and
Economic Development, National Planning Authority and Chairpersons of
Sectoral Committees of Parliament and discussed their observations and
recommendations on the components of the NBFP under their
jurisdictions.




PART 1: LEGAL COMPLIANCE TO THE PFM ACT, STATE OF ECONOMY,
BUDGET PERFORMANCE HIGHLIGHTS, AND MEDIUM TERM FISCAL
FRAMEWORK

4.0

4.1

6.

4.2

4.3

LEGAL COMPLIANCE OF THE NBFP FY2021/22-FY2025/26
Submission of the NBFP to Parliament

According to Section 9(3) of the PFM Act 2013, the Minister shall with the
approval Cabinet, submit the Budget Framework Paper to Parliament by
the 315 of December of the financial vear preceding the financial vear to
which the Budget Framework Paper rclates. The National Budget
Framework paper FY 2021/22-2025/26 was submitted to Parliament on
the 18th of December 2020.

In this regard, the submission of the NBFP to Parliament was in

compliance with the legal provision as per Section 9(5) of the PFM
Act, 2015.

Structure of the NBFP

. According to Scction 9(4) of the PFM Act 2015, the NBFP shall be in the

[ormat prescribed in Schedule 3 of the PFM Act. An assessment by the
Committee indicates that the BFP’s overall structural compliance level to
Schedule 3 of the PFMA (2013) was largely consistent. However, the
Committee reorganized that some vital statics like the emplovment and
uncmployment rates are still based on data derived [rom on the 2016/17
Uganda National Household Survey.

The Committee reiterates its earlier recommendation that, there is
an urgent need by Government to undertake more timely survey’s in
order to have timely statistics that can provide evidence that could
effectively inform development interventions. The National
Statistical System needs to be prioritized and strengthened.

Consistency with the National Development Plan III

According to Section 9(3) of the PFM Act 2015, the Minister shall for cach
financial year, preparc’ a Budget Framework Paper which shall be
consistent with the National Development Plan and with the Charter for
Fiscal Responsibility.




10. With regard to thc macrocconomic policy objectives, the NBFDP is largely
aligned o the NDPIII (see table below). This 1s attnbuted to the fact that
the macroeconomic objectives of the NDP [T under pin the budget strategy
in the NBFP.

Table 1: Consistency between NDP III and NBFP Macroeconomic

~ Objectives _ S
NDP III Macroeconomic Objectives NBFP Macroeconomic Objectives —|
Poverty reduction from 21.4 percent to :
18.5 percent by FY2024/25 Information Not Available
Achieving an accelerated economic growth | Growth is projected to reach 7.2% by

_rate at about 7 percent hy FY2024 /25 2024725 S
Increase in the stock of jobs by an annual | Projected Stock of jobs to be created in
average ol about 512,000 the FY2021/22 1s 482,844 jobs
Maintaining core inflation within the | Core inflation to range between 3%-35% !
target band of 3 pcreent +/- 3 by 2024 /25 o

Ceiling on debt to GDP of 50 percent in
present value terms and a gradual | PV Debt o GDP projected at 49.3% by .
achievement of a fiscal deficit of 3| 2024/25; Fiscal deficit as percent of
percent by FY2024/25 . | GDP to dechine to 2.9% by 2024/25

Domestic Revenue to GDIP projected to‘
inerease by 0.42% n 2021/22
Domestic revenue average annual growth | compared  to  projected  outturn  of |
of 0.5 of GDP percentage points 2020/21 L |

Source: NBFP 2021, NDP III, & PBO Compilations

L

11. In regards to the extent of alignment of the budget strategy with the
NDPIII Strategic Direction, the committee observes that the NBFP Budget
strategy is aligned to the NDPII strategic direction (pleasce refer to page
xxii-xxxviii of the NBFP for details). [t is important to note that the five
strategic objectives of the NDIIT include:

(1 Enhance value addition in key growth opportunitics;

(il Strengthen the private sector capacity to drive growth and
create jobs;

i Consolidate and incrcase the stock and quality of productive
infrastructurc;

ivi  Enhance the productivity and social  wellbeing of  the
population; and

v Strengthen the role of the state in guiding and facilitating
development.

12. In regards to alignment of the indicative NBFP budget allocations to the
NDPIII allocations, therc are deviations as highlighted in table 2. In
particular; [ntegrated Transport Infrastructure and Services and Human




the
the

Capital
deviation of 9.6%

Devcelopment programmes  recorded
and 8.5% higher than

highcst
NDPIII

difference
allocations

respectively. On the other hand, the Community Mobilisation and Mindset

Change, Public Sector Transformation and

Regional

Development

programs werce allocated much lower funds as compared to the NDPII

planncd allocations.

Table 2: Programme Allocation Alignment (% of budget)

, Dlﬁerence

NDPIIl Programmes “DP"I %) | 85 {7?]- {BFP-NDPIit
i integrated Transport Infrastructure and Services 7.7 173 ?.6
| Hurman Capital Development L 11.9 20.4 8.5
Governance and Security 14 22.4 8.4
Energy Development N 118 4.7 2.8
| Agro-industralisation 35 44 109
Private Sector Development i 1.1 1.9 0.8

sustainable Urbanization and Housing 1.7 17 0 L
Development Plan Implementation 38 '35 -0.3
Innovation, Technology Development and Transfer 1.2 08 0.4
« Tourism Development 1.2 0.5 0.7
: Sustainable Development of Petroleum Resources 1.4 0.7 : -0.7
Mineral Qevelopment | 1 10.2 -0.8
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Community Mobilization and Mindset Change 1 1.5 01 1-14 _
Natural Resources, Climate Change, Environment, Land and Water Management | 3.8 1.7 -2.1

. Regional Development 7.8 4.2 L -3.6
Public Sector Transformation 7 0.7 63
Interest Payments Due {% of budget) l[ 27.4 14.4 -13

Source: NPA Report on the Alignment of the BFP FY2021/22 to the NDPIIt

4.4 Consistency with the Charter of Fiscal Responsibility (CFR)

13. According to the PFM Act Section 9 (3}, the NBFP must be consistent

with the Charter of Fiscal Responsibility. The CFR for the period 2021 /22-
2025/26 is stll being prepared and will come into clfect not later than




three months after the first situng of Parliament following the 2021
gencral elections. This implics that the consistency of this BFP with the
CFR cannot be ascertained at the moment.

14. The Committee observes that, a projected fiscal deficit of 7% of
GDP in FY 2021/22 is higher than the revised EAC monetary
convergence criteria of 3% of GDP.

4.5 Gender and Equity Responsiveness of the NBFP

1S5. Section 9(5) to 6(a-b) of the Public Finance Management Act 2015
provides that the Minister responsible for Finance shall, in consultation
with Equal Opportunities Commission issue a certificate; -

a) Certifying that the National Budget Framework Paper for FY 2021/22
- 2025/26 1s gender and equity responsive; - and

b) Specifying measures undertaken to equalize opportunities for men,
women, persons with disabilities and marginalized groups.

16. In f(ulfillment of the requircments of the scctions 9(5) to 6(a-b), the
National Budget Framework Paper for FY 2021/22 - 2025/26 was
assessed and the overall compliance with Gender and Equity
requirements was at £35.73%.

17. The performance is as follows; -Agro-industrialisation-68%, Governance
and Security-68%, Manufacturing-59%, Tourism Development-61%,
Development  Plan  Implementation-63%,  Innovation, Technology
Devclopment and Transfer-70%, Mineral Development-63%, Integrated
Transport Infrastructure and Services-66%, Digital Transformation-66%,
Public  Scctor Transformation-62%, Sustainable Urbanization and
Housing-63%, and Communily Mobilization and Mindset Change-79%,
Human Capital Development-82%, Private Secctor Development-62%,
Sustainable Petroleum Development-58%, Sustainable Energy
Development-57%, Regional Development-63%, Natural Resources,
Environment, Climate Change, Land and Water Management
Development-76%

18. The Commillee obscerved that whereas the Gender and Equity
compliance rcquirement is by Law, there appcars to be no sanctions in
place for non-compliance and this may cxplain the lack of effort by some
institutions to improve on their compliance levels.

19. The Committee f[urther obscrves that the Certificate is silent about
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measures undcrtaken to equalize opportunities for women, men, persons
with disabiliies and other marginalized groups as required by Section 9
(6) of the PFMA.

20. This poor performance in Gender and Equity compliance may constrain
the country’s progress in achicving the Sustainable Development Goal 5
(Gender Equality) and 10 (Reduced Incqualities).

4.6 Consistency with Schedule 3 of the PFM Act 2015

21. The Committee observes that Schedule 3 of the Public Finance
Management Act, 2015 provides for the Format of the National Budget
IFframework Paper. The BFP for FY 2020/21 - FY 2024/23, largely
conforms to the requirements of Schedule 3 under the PFM (2015) Act as
indicated in Table 3, below:

Table 3: Compliance to Schedule 3 of the PFM Act, 2015 '

Schedule 3(1) " Medium Term  The average and year end gross domestic
Macroeconomic product: Only yvear-end forecasts
forecasts: BFP should  provided.
indicate the actual,

estimated and The rate of inflation (average and vear-
projcclions covering the | end): Only average forccasts provided.
previous two FY, the
current FY and the next The rate of ermnploymaent and
five FY. unemployment: rates provided for status

over three years ago.

The average and year end exchange rate:
Only average rates for the previous 2
years availed.

The interest rates: Only the previous 2
years averagc provided.

The money supply: Not availed.

! Schedule 3(2) Medium  Term Fiscal ' Presented under Section 1.2
! Framework: Targets of

| ~Government for variables

| which are subject of

Fiscal Objectives under

the CHIR.

| Schedule 3(3) Medium Term  iscal ’ Non Petroleum Revenues Available.
" Forccast: Covering  the h

previous two  FY, the Petroleum Revenues stated as zero.
i current FY and the next

- Expenditure and Net lending provided.
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' Table 3: Compliance to Schedule 3 of the PFM Act, 2015

five FY.
| Overall balance provided.
Non petroleum Revenue Balance
| provided,
Schedule 3(5) Statemeiit of the Presented under Section 1.4.
resource for the annual
budget for the next
financial year.
Schedule 3{6) Statement ol policy The statement of Policy measures is
' measures. provided under section 1.3,
Schedule 3(7) Medium-Term Projections of Gowvernment expcenditure
Expenditure Framework in respect of cach Vote (and cach

Prograinme) for the financial year and
the next financial year(s), split into
current  expenditure  and  investment
cxpenditure are provided under Annex 1
and Annex 2.

Schedule 3(8) Fiscal Risks Statemnent Statement of the main sources of risk to
the fiscal objectives of Government and a
quantified estimation of the fiscal impact
of these risks is provided under Section
1.7.

Source: PFM Act, NBFP, & PBO Compilations

22. Uganda has developed a National Standard Indicator Framework to track
progress towards attainment of middle-income status by 2024/23 An
cffective Programme Based Budgeting (PBB) arranges the budget around a
sel of programs and objectives that are clear and specific. The indicators
and targets must also be consistent, realistic, and have credible baselines
and timelines. Howcver critical analysis of the outcome indicators
contained in the budget framcwork paper across some sectors indicate
some inconsistencies. For instance, the debt to GDP figures presented by
the Ministry arc inconsistent. The BFP presents two inconsistent figures
in regards to the nominal public debt o GDP. In part 2 of the BFP, the
nominal debt to GDP is reported to rcach 43.8% in FY2021/22 (page 512)
while on page 317 of the NBFP the nominal debt to GDP is projected at
48.3% in FY2021/22.

23. The Committee recommends that Government undertakes a
thorough review of the performance indicators with a view ensuring
consistency of outcome and intermediate indicators.




4.7 Programmatic Approach to Budgeting

24. The 2021/22 BFP adopted a programmatic approach to budgeting and
consequcntly the government institutions and the Medium-Term
Expenditure Framework (MTEF), have been clustered along the eighteen
NDP programmes. The rationale of the programme approach is (o
c¢liminatc the silo approach to planning, budget implementation and
ultimately improve cfficiency in resource utilization as well as budget
outcomes.

25. Parliament was been placed under the Governance and Security
Programme. Othcer implementing agencies under the programme include
Office of the President, Office of the Prime Minister, Judiciary, Ministry of
Defence, Ministry of Internal Affairs, Ministry of Justice and
Constitutional Affairs, previous Justice Law and Order scctor institutions,
to mention but a few. The Political head /coordinator of this programme is
the Minister for Presidency.

26. By implication, Parliament’s budget priorities and budget ceilings will be
subject (o scrutiny and review by thce Programme Working Group MDAs
which will be headed by the Minister of the Presidency. This could
undermine the Legislatures Independence and its oversight mandate of
the cxecutive arm of Government.

27. The Committee observes that there s need to uphold the same principle
as per the Scctor Wide Approach where the Legislature was a Scctor of its
own and not subjcct Lo review by other MDAs, thereby safe guarding the
independence and preserving the scparation of powcer between the
Legislature, Judiciary and Exccutive arms of Government,

28. The Committee therefore strongly recommends that separate
Programmes for the Legislature and Judiciary are developed before
the presentation of the Annual Budget for FY2021/22 and
presentation of the Ministerial Policy Statements for FY2021/22,

29, In addition, the Committee recommends that in order to reduce
duplication of roles and mandates, some Authorities and Agencies
should be merged along the new programmes with a view of
increasing efficiency and rationalization of resource.

30. The Committee also notes that in 2018, a Public Service
restructuring report that aimed at stopping mush rooming of




agencies and duplication of mandates was produced but is yet
to be implemented.

5.0 STATE OF THE ECONOMY & BUDGET PERFORMANCE HIGHLIGHTS

5.1 Real GDP Growth

31. The economy grew by 2.9 percent in FY 2019/20 which is lower than 6.8
percent rccorded in FY 2018/19 and lower than the projection of 6.3% for
the FY2020/21. This was on account of lower than expected global
demand which wecighed down on local manufacturers, construction
companics, exporters, logistics firms, tourism companies and other service
providers. The situation was compounded mainly by the covid-19
conttainment measures adopted.

32. The industry sector was most hit by the impact of the pandemic, growing
by just 2.2 percent comparcd to the 10.1 percent growth registered in
FY2018/19. Similarly, the services sector also slowed down to 2.9 percent
from the 3.7 percent registered in FY 2018/19. The agriculture, forestry
and fishing sector was the most resilient in FY2019/20, expanding by 4.8
percent. This was mainly due to favourable weather conditions in the
country.

33. The medium term average GDP growth outlook has been revised to
4.3% in the FY2021/22 which is lower than 6.0% envisaged by the
NDPIII in the FY 2020/21.

34. Over the medium term, growth is projected to reach potendal levels
(between 6.0 to 7.0 percent}, supported mainly by enhanced private
sector aclivity; incrcased returns from public infrastructure investments;
increasced activities in the oil and gas scctor; and recovery in industry
which will be supported by manufacturing as well as public and private
construction.

35. The Committee observes that the benefits to the growth of the economy
are skewed towards a few in mainly the Services Sector demonstrated by
its highest contribution to GDP. The Gini Coefficient has grown from 0.39
in 1996 to 0.41 in 2017, reflecting deterioration in the distribution of
income in Uganda. The Gini index mecasures the extent to which the
distribution of income among individuals or houscholds within an
economy deviates from a perfectly cqual distribution. Thus a Gini




Coefficicnt of O represcnts perfcct equality, while an index of 1 implics
perflect inequality.

36. The Committee recommends that growth needs to become more

inclusive. Interventions targeting the 68.9% households trapped in
subsistence agriculture must be prioritized. In addition, the
development interventions must be affirmative taking into account
the existing regional poverty disparities.

5.2 Poverty & Unemployment

37. The percentage ol people living below the poverty line (USD 1.00

38.

39.

40.

per day) incrcased from 19.7 percent in 2012/13 to 21.4 percent in
2017/18. In absolute terms, the number of poor people increased from
6.6 million to 8.03 million. In addition, there are wide regional poverty
disparitics with Bukedi (43.7 percent), Busoga (37.5 percent), Bugisu
(34.5 percent) and Teso (25.1 percent); while national child poverty
was registered at 55 percent in 2017

Overall, poverty has becn driven by heavy reliance on subsistence rain-
led agriculture as the only cconomic activity, which is prone to crop
failures duc to harsh weather conditions and poor agricullure practcces.
The regions and cconomic groups that have cxperienced poverty
reversals werc those that largely depended on crop farming as their
source of livelihood. As a result, rural poverty has become further
entrenched as a disproportionatc percentage of the population remains
trapped in subsistence agriculture (at 6:8.94%).

The 2016/17 Uganda National Houschold Survey report (UNHS)
indicated that national uncmployment rate in Uganda stood at 9.2%, with
female unemployment rate at 13%, male uncmployment rate at 6%, vouth
(18-30 vears) uncmployment rate at 13.3%, urban uncmployment ratce at
14.4% (with Kampala at 21%) compared to the rural unemployment rate
of 6.2%.

Overall unemployment is being driven by a working age
population that s growing faster than the cconomic growth.
Currently a total of 700,000 pcople enter the labour markcet every
vear of which only about 238,000 (34 percent) are absorbed or
emploved (paid or self-emploved). —
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41. The Annual Labour Force Surveys of FY2017/18 and FY2018/19
show a shift in the share of labour in agriculture to industry and
services. The share of labour in scrvices increased to 43.6 percent in
FY2018/19 from 41.8 percent in FY 2017/18 while in industry, it
increased to 17 percent from 15 percent in FY2017/18. On the other
hand, the share of labour in agriculture reduced to 37.4 percent in
FY2018/19, from 43.2 percent in FY2017/18.

42. The Committee observes that the NDP II's job creation strategy
envisages a creation of about 2.5 million jobs by 2024/25, with an
average of about 512,000 jobs being created annuallv. The highest
number of jobs (1.3 million jobs) is expected to come from the Services
Sector with the Trade Subsector contributing the largest proportion
(797,179 jobs}. Agriculture 1s expected to be the sccond highest
contributor to jobs (796,411 jobs), followed by industry (396,079 jobs)
whose largest share of jobs 1s expected to arise from manufacturing
{249,376 jobs). With these new jobs created, yvouth unemployment is
projected reduce from 13.3% to 9.7 percent, while urban
uncmployment is projected to be reduced from 14.4% to 9.4% by
2024 /25;

43. In this regard, the Committee recommends that Government
prioritizes the following interventions to strengthen the private
for job creation:

o Scale up the provision of affordable long term financing
by development finance institutions like UDB or other
government banks (e.g. Post bank, Pride Micro finance);

o Promote Foreign Direct Investment (FDI) through well-
developed industrial parks;

o Increase the value of public contracts and sub-contracts
that are awarded to local firms;

o Support small and medium enterprises (SMEs) to access
export markets and affordable credit;

o Strengthen local economic development, accelerate the
transformation of agriculture from subsistence to
commercial production in particular by connecting
smallholders with value-chains;

o Reduce the amount of domestic arrears and putting
in place mechanisms to ensure these are kept low;

o Further deepen the insurance industry to increase risk
management;

o Further expanding retirement benefits to increase

_ national savings;

" Further enhance the provision of tax incentives to key
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private sector players, in selected priority sectors in line
with the local content policy;

o Support the private sector to provide a
apprenticeships, and provision of seed capital in
kind for young graduates to enhance their take -
off;

44, In addition, Government needs to build a critical mass of skilled

5.3

and competent labour force to be able to take up job opportunities in
mainly the services, and industry sectors. Consequently government
should:

* Review the current Skilling Uganda Strategy in order to
accelerate skills and vocational development, to
address youth unemployment;

* Build capacities of the existing vocational and
tertiary institutions to expand programmes that
produce graduates with the required skills, while at
the same time reducing intakes for courses that no
longer address the needs of our economy. For
instance, vocational and tertiary institutions should
be supported to develop a pool of national expertise
in the emerging mining, light manufacturing, oil and
gas industries.

Inflation

45, The Committce observes that, annual headline inflation averaged at 3.0

percent in FY2019/20, a slight decline from 3.1 percent rccorded in the
previous Ninancial year. The lower inflation in FY2019/20 was largely duc
to lower food prices and low global oil prices. The subdued food prices were
atlributed to mainly stablc lood supplies in the market duc to {avorable
weather conditions. In FY2020/21, annual headline inflation ts projected
to increasc to 4.4 percent.

46. On the other hand, core inflation {(which excludes volatile prices of food

& energy) averaged 3.1 percent in the FY2019/20 which 1s lower than 3.8
percent recorded in FY 2018/19. This outturn is attributed to low
aggregale demand arising mainly from less economic activity in the
second hall of the financial ycar due to covid-19 containment measures
adopted by Government. Corc inflation is projected to average 3.0 percent
in the FY2021/22 which is consistent with the macroeconomic medium
term target of 5 percent.




5.4 Public Debt

47. Total Public Debt stood at USD 15.27 billion (UGX 56,959.24 billion)

of which USD 10.45 billion {(UGX 38,979.96 billion) is external and USD
4.82 billion (UGX 17,979.27 billion) is domestic as at June 2020. This is
cquivalent to 41.0 pereent of GDP in nominal terms and 31.8 percent in
present value terms.

48. Thc Committee obscrves that for the period of one year, public debt

increased by UGX 10,592 billion representing a growth rate of 23
percent. The need for extra borrowing to cover for both the recvenue
shortfalls and the Covid-related cxpenditure needs was the main driver
of the significant increase in debt in FY2019/20.

49. As Government continues to support economic recovery through

provision of the economic stimulus package to various scctors, debt is
projected to increase further over the near term amounting to 47.6
pcrecent of GDP in present value terms in the FY2021/22 and
peaking at percent at 49.7% in the FY2023/24 before starting to
decline to 48% in FY2025/26.

50. Dcbt sustainability analyses indicate that Uganda’s debt is still

51.

52.
with priority given to those generating a bigger growth dividend.

sustainable. IHowever, vulnerabilities have increased; the growing dcbt
stock has resulted in a higher cost ol debt service. Debt service (interest
pavments, amortization, & domestic debt relinancing) are projccted to
take up 33.6% (or Shs 15,361.6bn) of the indicative budget [or
FY2021/22.

In this regard, the Committee recommends that there is a critical
need to scale up revenue mobilization through effective
operationalisation of the Domestic Revenue Mobilization Strategy
aimed at increasing domestic revenue by 0.5 percentage points of
GDP each year.

In addition, there is need to sequence borrowing towards projects,




5.5 Highlights of Budget Performance for FY2020/21

33. Domestic revenuc was projected at Shs 21,810.66 billion in the
FY2020/21. Of this amount, tax collections were projected at Shs
20,219.68billion while Non-Tax Revcenue was projected at  Shs
1,590.98billion. However, taking into account the adverse cffecets of COVID-
19 on the cconomy, it is now projccted that domestic revenue collections
will be Shs 18,773.96 billion (resulting to a deficit of Shs 3,036.7bn) for the
[inancial ycar 2020/21.

54. As of October 2020, revenuc collections amounted to Shs 5,528.43
billion which is equivalent to 23.3 percent of the revenue target for the
whole vear.

55. For the period July-October 2020, Shs 26,615.45 billion or 58.5
percent of the total approved budget has been rcleased for spending. Of this
amount, Shs 20,626.05 billion was for government discretionary spending
(thus excludes domestic debt rcfinancing, cxternal amortization and
intercst pavments).

Sé6. In regards to absorption, Shs 11, 684.04 billion (equivalent to 36.6
percent of the amount released for discretionary spending was spent in the
period July to October 2020.

6.0 MEDIUM TERM FISCAL FRAMEWORK

6.1 The Budget Strategy for FY2020/21

57. The Committee observes that the economic strategy and the Government
spending priorities for Fiscal Year 2021/22 arc centlered on two (2) issucs
and these are; (i) the policy interventions required (o sustailn rcecovery
from the socioeconomic setbacks caused by Covid-19 as well as harness
the opportunities that come along, and (ii) the Third National
Development Plan. The strategy is focused on three broad interlinked
growth agenda which are central w developing and harnessing the
factors of production. These are: -

| Accelerating the pace of industrialisation, recsearch and
imnovation to enhance valuc addition to agriculture and
mineral commodities.

it Building an integrated and self-sustaining cconomy by
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cnhancing the capacity for mmport substitution and cxport
markets access; and,

;i Strengthening the private sector by improving enterprise
competitiveness, partly through increased efficiency and
cffectivencss of public scctor investments.

S$8. In Financial Year 2021/22, the Committee obscrves that Government tax
policy and compliance efforts will focus on the following:

i. Fostering equity of the tax systems to reducc inequalities.

i. Improve the efficiency of revenuc adminisiration through
modernisation, enhancement of institutional and human resource
capacities.

iii.  Improving tax transparency by publishing tax expenditurcs regularly
to facilitate cost-cffective assessments, ultimately helping to reduce
wasteful tax expenditures.

iv. Implementing joint action to combat tax-motivated illicit financial
flows and tax avoidance by strengthening tax governance, fiscal
transparency and intensifving the exchange of inflormation; and,

v. Providing an enabling environment [or taxpayers and tax
practitioners to be meaningfully invelved in tax and revenuc
formulation matters.

vi.  Finalising and implementing a comprehensive, prioritized and costed
Domestic Revenue mobilization implementation plan after public
consultation with rclevant stakeholders.

6.2 The Resource Envelope for FY2021/22

59. The total rcsource envelop for the FY 2021/22 is projected at UGX
45,658.2 billion an increase of UGX 163.43 billion when compared with
the FY 2020/21.The projected increase in resource inflows is mainly
attributed to a projected increase in domestic borrowing for domestic debt
refinancing (by Shs 1,036.5bn) and external borrowing for budget support
(by Shs 812bn).

60. Domestic revenues are expected to decline by UShs 117.7 bn on account
of a decline in Non Tax Revenues (dcclining by Shs 270.2bn),
Appropriation in Aid (declining by Shs 219.8bn) and Tax Revenucs
(declining by Shs 87.7bn), compared to FY2020/21.




Table 4: Summary of the Resource Envelope

UGKX Billions 2019/20 2020/21 2021/22 2020/21 Vs
Approved Approved Indicative 2021722

Absolute | Relative
Domestic Revenue 20,646.40 22,026.30 21,908.60 -117.70 | -0.53%
Tax Revenue 18,877.30 20,218.70 20,131.00 -87.70 -0.43%
Non Tax Revenue 1,139.40 593.8 864 270.20 45.50%
Appropriation [n Aid 432 1,133.40 913.6 -219.80 | -19.39%
a/w AlA Central 432 917.8 698 -219.80 | -23.95%
o/w AlA Local Gov't Revenue 2156 2156 0.00 0.00%
Petroleum Fund 197.7 56 0.00 0.00%
Oraw-down of Gav't Deposits | - 24.4 - 0.00 0.00%
Grants 1,900.00 1,719.90 1,908.00 188.10 10.94%
o/w Budget Support 100.6 1336 77 -56.60 -42.37%
o/w Project Support 1,799.40 1,586.30 1,831.00 244.70 15.43%
Domestic Borrowing 6,554.90 11,046.40 11,512.50 466.10 4.22%
a/w Domestic Financing 5349 3,054.20 2,483 .80 -570.40 | -18.68%
o/w Domestic Refinancing 6,020.00 7,510.50 8,547.00 1,036.50 | 13.80%
o/w BOU Capitalization - 481.7 481.7 0.00 0.00%
External Borrowing 8,208.80 10,702.10 10,329.00 -373.10 | -3.49%
o/w Budget Support 574.6 2,773.10 3,585.10 812.00 29.28%
of/w Project Support 7,634.20 7,929.00 6,743.90 1,185.10 | -14.95%
GRAND TOTAL 37,310.10 45,494.70 45,658.10 163.40 0.36%

Source: MFPED and PBO Computations

61. It is observed that the resource envelope of Shs 45.658 trillion, only
Shs 29.538 trillion is discretionary. The balance of Shs is allocated to

debt related expenditure, Shs 170bn for Wage Pen




Shortfalls, and Shs 215.59bn for Appropriation in Aid as Local
Revenue for Local Governments

62. After a comprehensive scrutiny, the Committee observed that
resources for the capitalization of the Bank of Uganda were not
required as the Bank of Uganda’s operational capital is not
impaired. In this regard, the Committee recommends that the
resource envelope is revised given these developments.

63. In order to increase domestic revenues, the Committee
recommends that effective operationalization of the Domestic
Revenue Mobilization Strategy (DRMS) is prioritized

6.3 Overview of Indicative Resource Allocations, FY2021/22

64. The Committce observes that the resource allocations for FY2021/22
have been structured along the programme approach, premised on the
eighteen (18) development programmes identified in the third National
Development Plan III.

65. Using resource allocations to proxy prioritization, it is evident
from the table below that 34.46% (cquivalent to Shs
15,733.72bn) of thc indicative budget is prioritized to debt
related payments (including domestic arrcars) compared to
20.04% (cquivalent to Shs 9,115.08 bn) for the FY2020/21
Approved Budget.

66. The Governance & Sccurity programme, Human Capital
development Programme, and the Intcgrated  Transport
Infrastructure & Services programmc have been financially prioritized
with 16.9%, 15.43%, and 13.07% share of the total budget respectively.

67. In regards o the least priroitzed programmes, Community Mobilization
and Mindsct Change, Manufacturing, and Mineral Devclopment
programmcs are projected to receive 0.08%, 0.12% and 0.18% share of the
budget respectively.




Table 5: Resource Allocations BY Programme ( Shs. Billions)

Share of Total

PROGRAMME FY
2021/22 - Budget ,
(ShsBn) | (shsBn) |
Governance and Security ! 7,717.59 ! 16.90% ___i
Human Capital Development 1 7,043.86 _  1543% '
Intcgrated Transport Infrastructure & ' 3,968.80 13.07% |
_Services L B o ) !
‘Sustainable Encrgy Development 1,634.70 3.58% __'
Agro- Industrialization 1,509.26 3.31% _
| Regional Development - 1,447.00 3.17% -
' Development Plan Implementation 1,193.24 | 2.61%
Private Scctor Development 648.36 1.42%
Climate Change, Natural Resource, Env’t | 593.61 1.30%
& Water Mgt
' Sustainable Urbanization and Housing ~ 575.44 - 1.26% i
Innovation, Technology Development & | 270.86 0.29% '
| Transfer __
Public Sector Transformation 253.48 0.56%
Sustainable Development of Petrolcum | 235.48 1 0.52%
Resources L o R
| Tourism Development 176.73 0.39% l
Digital Transformation 101.77 10.22%
Mineral Development 80.57 0.18% o
~Manufacturing l 90276  _ 0.12%
. Communily Mobilization and Mindset | 33.35 0.08%
_Change
| SUB TOTAL 29,538.85 | 64.70% a
** Memo Items _
Domestic Refinancing 8,547.00 18.72%
Interest Payments + 496047  110.86%
‘ Extcrnal Debt Repayments | 1,826.25 4.00%
(Amortization] _ |
l Domestic Arrears i 400.00 _  088%

g

'




' PROGRAMME ‘FY Share of Total
: : 2021/22 Budget
(Shs Bn} ' (Shs Bn)
| Shortfalls  on Wage, Pension and | 170.02 0.37%
| Gratuity )
~Appropriation in Aid/Local Revenue | 215,59 0.47%
{ GRAND TOTAL 7 - | 45,658.17 |[100.00%

Source: NBFP 2021/22 and PBQ Computations

68. The Committee observes that the current resource allocation
indicates our fiscal operations are in distress; as debt related
payments continue to take the largest share of the budget. A
34.46% (equivalent to Shs 15,733.72bn) of the indicative
budget prioritized to debt related payments is evident that
debt related payments are constraining resources that would
otherwise be utilized in interventions that would directly support the
development agenda of Industrialisation for Inclusive Growth,
Employment and Wealth Creation.

69. The Committee has identified priority areas that need addition
funding in the FY2021/22. Please refer to Annex 1, attached.

6.4 Domestic Arrears

70. The Commitice observes that domestic arrcars in Uganda arc a long-
standing challenge. Government has over the vears put in place scveral
measures Lo address the problem. These include:

(i) The introduction of the Commitment Control System (CCS) in 1999,

(i) Strengthening the legal framework surrounding the Public Financial
Management system with special provisions entrenching the CCS

(i) Formulation of a4 comprchensive domestic arrears strategy as part of
the 2007 Public Debt Strategy;

(iv) Introduction public financial management svstems and reforms such
as the Integrated Financial Management System (IFMS), Planning
and Budgeting Systcm (PBS), dccentralization of the salary and
pension payrolls, all aimed at strengthening budgeting and
expenditure controls.

- A %W/TQ 20 ¢
& o =




71. Howcver, the stock of domestic arrears as at Sept 2020 stood at UGX
2.148 trillion. Domestic arrears have increased from UGX 1.874 trillion in
2018/19 to UGX 2.148 trillion as at Sept 2020; vet the current indicative
allocation is only Shs 400 billion.

72. The Committee therefore recommends that Government sets aside
adequate resources in the domestic arrears budget to clear the
current stock of arrears.
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PARLIAMENT OF UGANDA

A MINORITY REPORT ON THE NATIONAL BUDGET FRAMEWORK PAPER
FOR FY 2021/22-FY25/26
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1.0 INTRODUCTION

The NBFP was laid before Parliament on 18" December 2020 and
subsequently referred to Committee on Budget for scrutiny

Pursuant to Rule 1924 (1) of the Rules of Procedure of the Parliament of
Uganda, which states that a member dissenting from the opinion of
the Maijority of a committee may state in writing the reasons for his or
her or their dissent and the statement of reasons shall be appended
to the report of the Committee. Rule 124(2) provides that the member
dissenting from the opinion of the majority of the Committee shall be
given time to present the minority report at the time of Consideration
of the Committee report | hereby present a dissenting opinion from
the opinion of the majority of the committee on Budget.

The dissenting Opinion was informed by:

a) Legal Frameworks of Uganda particularly the Constitution, Rules
of Procedure, Budget Act and public Finance Management
Act.

b} Committee interactions with Ministry of Finance, Planning and
Economic Development, Ministry of Works and Transport as well
as Uganda Lands Commission

c) Parliamentary Reports

2.0 AREAS OF DISSENT

\\g \\
We dissented with the maijority of the Committee, in regard to the
following;

a) Failure to comply with the Charter of Fiscal Responsibility

b) Failure to cater for Productive sectors of the economy as envisaged in NDP111,
¢) Under funding of the Health, for proper management of COVID 19 Pandemic
d} Lack of alignment to NDP111

e) Credibility of the resource envelop and inconsistence with the PFM Act 2015



3.1 FEailure to Comply with the Charter of Fiscal Responsibility.
Compliance to the Charter of Fiscal Responsibility. It has been noted that
Government has been increasing its expenses through the creation of additional
administrative units eroding the gains of additional revenues as a consequence.
Currently the fiscal deficit for FY 2021/22 is projected to reach 10.7% and decline
to 7% alt above the Chatter of Fiscal Responsibility (CFR) threshold of 3% of GDP.
This implies that the target set for Fiscal deficit in the CFR has not been met,
making the BFP for FY2021/22 and the medium term inconsistent with the CFR. This
is completely against section 9(4) of the PFM ACT 2015.

Inconsistency with the CFR implies that additional debt has to be raised to finance
the excesses created in the budget that were not envisaged in the CFR. Section
7 of the PFM Act 2015 provides for incidences of deviations from the Chatter, in
this regard, Government must prove that economic shock that resulted from the
COVID 192 led to an increase in the Fiscal deficit of 7.7% of GDP in FY
2020/21(10.7%-3%=7.7% of GDP).

Hence, the NBFP for FY 2021/22 and the medium term should not be approved
under the current CFR which limits Fiscal policy to a deficit of 3% of GDP because
it has been contfravened.

Alternatively, Government may opt for fiscal consolidation (reduce spending
significantly} to attain a fiscal deficit out turn of 3% of GDP in FY 2020/21.

3.2. Failure to cater for productive sectors of the economy.

a) Agro- industrialization N _J

The Agro- Industrialization Programme under the Budget Frarr wdfk"Pdper FY
2021- 26 will receive UGX |, 509.26 billion representing 5.1% from 3% for the yr.
2019/20. Agriculture remains Uganda's most important sector employing over 34
milion of the estimated milion Ugandans especially during the Covid -19
pandemic.

We propose an effecftive policy and funding in the plantation agriculture in order
fo address the crisis being experineced in the sugar industry. Therefore be an
increase in the budget allocation to at least 15%, in compliance with the Maputo
Protocol of AU.



it should also be noted that to complete the preparation for the National frrigation
Master plan for Uganda was not provided for in the NBFP Therefore, we
recommend that an allocation be made to this programme to cater for this item
of irrigation which promotes agro Industrialization Master Plan and this
programme must be equitably spread in all the regions in the Country. We further
recommend increased funding to tourism and trade and other productive secfors
of the economy.

3.3. Underfunding of the Health sector in the face of the pandemic,

The total budget proposed for the Health Sector amounts to UGX 2,522.88bn. This
translates into decrease of UGX 258.29bn (23.6%) from the approved budget of
UGX 2,781.17bn for FY 2020/21.

It should be recalled that for the FY 2020-21, a number of critical unfunded
activities totaling to UGX 347 415 billion remained unfunded with some being
funded by donors.

With the increasing challenges arising from Covid-19 management among
others, it is noted that a total of UGX 173.00bn is required for COVID response to
mitigate the dangers posed by the Pandemic. This funding is needed to
undertake treatment, testing, surveillance, PPEs, Allowances/ wages, fuel and
lubricants, managing the quarantine centers and other logistical needs.

It is also noted that there is also funding gap of UGX 1.40bn for maintenance of
oxygen plants under the regional referral hospitals. This means that every regional
referral hospital be allocated UGX 100 Million to cater for maintenance needs of
the oxygen plants including piping and procurement of oxygen cylinders.

We propose an audit of the all the money which was received in the form of
donations in cash orin kind from:-

[. The public
ll. Development partners

Il Budget line. NN

The purpose is to establish the funding gap and whether or not further funding is
still necessary in view of the above donations and also whether the monies so
received were properly utilized targeting priority areas.

3.4 None alignmentto NDP111

The NPA in its presentation before the Committee noted the following
with regard to alignment of the BFP to NDP111.



A"r the Macroeconomic level, he BFP is aligned to NDP111 at a level
of 53.3%. This is unsatisfactory performance is on account of

l. Lower targets of GDP in the BFP FY 2021/22 (4.3%) compared
to those in the plan (5.9)
Il. Deviation of the programme allocation as presented in the
table in the BFP
lil. Increment in the nominal public debt
V. Levels of domestic financing in the BFP are higher than those
in NDP 111.

Therefore failure fo align resources, with the NDP is cenfrally and
inconsistent with the provisions of the PFM Act 2015 (section 2(3)). The
section mandates the Minister 10 present the BFP which is consistent
with the NDP111. So, if NPA which is mandated to produce the plan
shows that it's unsatisfactory, then the committee cannot cross over
this inconsistence. Moreover, the plan is in the second year of
implementation.

The Minister of Finance in his brief to the Committee also
acknowledged this inconsistence by indicating that they are
reviewing the programmes to align them to NDP111.

3.5. Credibility of the resource envelop and inconsistence with the PFM
ACT 2015

In the process of scrutiny of NBFP, we established that the Ministry of
Finance had a figure of Ush.481 Billion purporting to be funds for the
recapitalization of the Central Bank (BOU). The Bank of Uganda
Deputy Governor disowned the funds before the Committee. This raise
the issue of integrity and needs to be followed up because it has far
reaching effects on the resource envelop. According to section ?(4)
of the PFM Act, schedule 3 section 5, parlicment must approve the
fotal resource envelop ceiling to be used in the preparation of the

annual budget. \\\~\

S



The implication of having the recapitalization of the BoU from the
resource envelop is;

The interest cost on the budget will be overestimated since there

capitalization was supposed to be financed by issuance of domestic
securities.

The resource envelop is over stated therefore, there the resource
envelop and the budget should be readjusted to attain a balanced
budget. The basis of inclusion or recapitalization funds to the Central
Bank without any justifications questions the integrity of the budget
interventions were determined.

The Fiscal Authority needs to merit government interventions based on
properly articulated plans guided by the NDPT11.

...................




