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Infrastructure reform in Uganda

The Government of Uganda is committed to improv-
ing standards of living and public welfare for all Ugan-
dans through sustained programs focused on achieving
poverty eradication, rural development and economic
growth.The Government recognizes the vital role that
extension and improvement of the country’s infrastruc-
ture has to play in the pursuit of these goals, impacting
directly both on quality of life and on the economic
environment of the country. Better water, electricity,
communications and transport services are essential to
Uganda’s continuing development. Introducing private
investment to the infrastructure sectors lies at the heart
of the Government’s strategy to achieve this objective,
combined with sector restructuring and liberalization.

Achieving the benefits that infrastructure develop-
ment will bring is not simply a matter of investing more
money, although much higher levels of investment will
undoubtedly be required. It also hinges on ensuring
that every shilling that is spent brings the greatest possi-
ble reward.To achieve this the Government believes:
• infrastructure development and maintenance must be

made more responsive to economic and social needs;
• wasted expenditure and effort—through ineffi-

ciency, the adoption of inappropriate solutions and
corruption—must be driven out;

• government priorities, plans and policies need to 
be fully clarified, effectively coordinated and effi-
ciently executed; and

• the international community, and particularly the
donor community, needs to provide coordinated

support, focused on the priorities and needs of the
Government and people of Uganda.
International experience has clearly demonstrated

the vital role that infrastructure reform has to play, both
in accessing new resources and in ensuring that service
is provided efficiently and where it can add the great-
est value.The Government has firmly declared its com-
mitment to reform of the infrastructure sectors.

Infrastructure sector reform is often considered as
synonymous with “privatization.” This report takes a
wider view. Infrastructure reform is about deciding—
in each sector—the appropriate role for the public sec-
tor (including national and local government, and the
parastatals), and the contribution that the private sector
can make. It is also concerned with the structural
changes that are necessary to make these contributions
feasible, to encourage efficiency and innovation, and to
protect the interests of users and the wider public.
These structural changes may include, for example,
changing the organizational boundaries between activ-
ities to create new service markets, opening up services
to competition and introducing appropriate regulation
where necessary.

Achieving successful infrastructure sector reform in
Uganda is, moreover, not just a matter of setting the
right policies, it is also about setting priorities and fo-
cusing scarce resources on their achievement; it de-
pends on effective and determined implementation;
and it requires the removal of key obstacles. Some of
these obstacles cut across more than one sector. Partic-
ular attention has been given to such cross-cutting is-
sues in preparing this report.
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Existing infrastructure provision in Uganda is poor,
in part as a consequence of the serious deterioration
during the years of dictatorship and civil war, but also
as a consequence of continuing underinvestment, poor
maintenance, excessive political interference, corrup-
tion, management failings and lack of donor coordina-
tion. In all the infrastructure sectors, access and quality
of service are inadequate, and efficiency is poor.

While Uganda has adopted a strongly reform-
minded approach to infrastructure provision and has
put in place enabling legislation and policies to facilitate
reform,progress on implementation has been both slow
and erratic and much remains to be achieved.The tele-
communications sector has been liberalized. Firm plans
are in place to reform the electricity sector and the im-
plementation process has begun, although actual reform
has not yet taken place. But in water, in transportation
and in posts progress has been very slow and very little
has so far been achieved.The great majority of Uganda’s
inadequate infrastructure base currently remains both
in public ownership and under public management and
operation.

Although the potential for sector reform—and the
benefits that it can bring—remains largely untapped in
Uganda, there are also grounds for optimism.As noted
already, there is unequivocal government commitment
to reform and the necessary legislation is in place. An
institutional structure for reform is in place with clear
ministerial responsibility for privatization and support-
ing dedicated civil service resources (the Privatization
Unit and Utility Reform Unit). The need to adopt a
new arm’s length approach to the management of infra-
structure is acknowledged by Government ministries
and there is genuine enthusiasm for the reform process.
The need to accelerate the reform process is accepted,
past mistakes acknowledged, and the Government has
adopted an open stance to advice and assistance in im-
proving performance going forward.Despite the trauma
of war, Uganda has succeeded in re-establishing demo-
cratic government institutions and social stability, and
provides a secure environment for private investment.

The Country Framework Report

The objective of this report is to provide an overview
of infrastructure reform in Uganda. It sets out the key
policies of the Government, both at a general level and
in relation to the infrastructure sectors. It provides a sit-

uation report on each of the sectors and also sets out
the reforms that have been achieved so far and the
main plans going forward. The report has been pre-
pared in the context of a number of important studies
that have been completed or are continuing in relation
to the individual infrastructure sectors. Furthermore, in
some sectors, reform policy is now well developed and
implementation is in progress. In preparing the report
careful account has been taken of existing study find-
ings and established policies. Where there are weak-
nesses, gaps or inconsistencies in the current reform
program, recommendations are set out in the report.
However, the report also makes recommendations
concerning key cross-cutting issues.

Electricity

Currently less than 5 percent of Uganda’s population is
connected to the grid system. Urban access is around
20 percent, with rural access extremely low. Power
generation is almost exclusively from one facility, the
Owen Falls Power Station (OFPS), and total genera-
tion capacity at approaching 260 MW falls short of
current estimates of unrestricted demand (280 MW)
with the consequential need for frequent load-shed-
ding.There is a high level of distribution losses (almost
35 percent) attributable mainly to illegal connections
but also due to technical losses resulting from the gen-
erally poor condition of the distribution system, and
reliability is poor.The transmission system is intercon-
nected with the Kenyan grid but not with the grid sys-
tems of Uganda’s other neighbors.The publicly funded
Owen Falls Extension (OFE) will add up to 200 MW
to the country’s generation capacity and additional
generation capacity, to be built, financed, and operated
by the private sector, is being actively considered at
Bujagali Falls (200 MW) and Karuma Falls (150 MW).

The Power Sector Restructuring and Privatization
Strategy adopted in June 1999 envisages: restructuring
of the Uganda Electricity Board (UEB) into separate
generation, transmission and distribution/supply enti-
ties; provision of new generating capacity through In-
dependent Power Projects (IPP) and the concessioning
of the publicly owned facilities at Owen Falls; the
transfer in the medium term of operational responsi-
bility for the existing transmission system to the private
sector under a concession or management contract and
provision for private ownership and operation of new
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transmission capacity; creation of the maximum possi-
ble number of separate distribution companies to be
operated under long-term concessions; an entity will
be licensed to act as the Bulk Supplier; a sector-specific
independent regulator will be established; a separate
rural electrification program will be instituted focused
around decentralization and community participation.

Issues facing the industry include the urgent need
for action to reinforce the network in order to build
the national market for the new generation capacity al-
ready being installed.This will need to be accompanied
by the negotiation of contracts for export sales to sup-
port the financial burden of proposed subsequent in-
creases in generation capacity. There is likely to be a
continuing need for subsidy to support the costs of in-
vesting in rural electrification schemes. An important
regulatory issue concerns the capacity of a specialist
regulatory body for the electricity sector and its poten-
tial vulnerability to “regulatory capture.”

Water

There is at present very limited involvement of the pri-
vate sector in water supply in Uganda, other than in
individual self-supply by some domestic/agricultural
users and in the supply of support services. The one
private participation scheme of note, the Kampala
Revenue Improvement Program (KRIP) suffers from a
weak incentive regime and is not considered to be per-
forming satisfactorily.The National Water and Sewer-
age Corporation (NWSC) is responsible for the provi-
sion of water and sanitation services to approximately
50 percent of Uganda’s urban population, around 60
percent of which it actually provides with water supply
(mains sewerage services are negligible).

Although its average charges are high, the Corpo-
ration is failing financially. It suffers from high operat-
ing costs, and a high level of unaccounted for water
(UFW) comprised of theft and leakage.The Corpora-
tion also believes that some of the individual towns for
which it is responsible cannot be commercially viable
units. Although the Managing Director of NWSC
stated that operating costs of the Corporation as a
whole are now covered by revenue, the poor financial
results stated for 1998–99 are believed to be the results
of an effective cross-subsidy between the towns. This
only partly offsets the effect of overengineered/under-
utilized equipment and a resultant high investment cost

for the units produced and sold. Billing and revenue
collection are also poor at 58 percent of all water pro-
duced and 76 percent of all bills raised.

As part of the studies into the policies for the sector
in rural and urban areas, a review of the sanitation in-
frastructure and policies was also undertaken.The pre-
liminary results from this review, to be more fully de-
veloped in the final sector reports of the two teams,
show that there is a National Accelerated Sanitation Im-
provement Policy, formed in 1997, but that the goals of
100 percent coverage of at least basic (pit latrine) sew-
erage provision was still a long way away. Current cov-
erage is estimated at between 37 percent and 47 per-
cent and includes a very high proportion of temporary
facilities.

Responsibility for supplying water services to the 
90 percent of Uganda’s population that lies outside
NWSC’s remit is the responsibility of the Directorate of
Water Development (DWD). DWD is pursuing a pol-
icy of decentralizing operational responsibility for water
service, encouraging the formation of community-
based water user associations to take responsibility for
local service provision.The bulk of investment costs are
met by DWD, supported by donors, but the Directorate
is endeavoring to ensure that schemes are able to cover
their operating costs.

There is at present no clear policy toward the intro-
duction of private sector participation (PSP) in the sec-
tor. A separate study currently being undertaken on
the reform of the urban water supply and sanitation
sub-sector is considering this issue.Without prejudic-
ing the outcome of this study, the short-term prospects
for substantial private sector involvement in the sector
appear to be limited. Nevertheless, there is likely to be
an opportunity for the private sector to play a greater
role through outsourcing arrangements, although there
is a need to learn from the lessons of the KRIP expe-
rience in pursuing this possibility.

Telecommunications

As of February 1999 Uganda’s teledensity was just
some 0.3 lines per 100 citizens, a figure that compares
poorly with most African countries. Reform of the
sector is, however, well progressed. Uganda Telecom
Limited (UTL) was separately incorporated in 1997
and a new entrant, MTN, was licensed in April 1998 
as the Second National Operator (SNO) under a five-
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year duopoly arrangement, after which further liberal-
ization is planned. Since starting operation the SNO
has added close to 54,000 mobile and wireless sub-
scriber lines to UTL’s 55,751 subscriber lines so that
teledensity has more or less doubled since its introduc-
tion. And the SNO is continuing to recruit new sub-
scribers at a considerably faster rate than was originally
anticipated.Despite this success, there are concerns that
a high proportion of the additional lines are likely to be
second lines for additional subscribers rather than pro-
viding access to new users.This is particularly likely to
be the case because the terms of the targets embodied
in MTN’s licence do not specify whether new con-
nections should be fixed or mobile lines and the latter
area has been the major area of expansion by the SNO.

There are currently two licensed mobile cellular
providers, MTN and CelTel, the latter concentrating
mainly on the business market and higher value dense
urban areas.The Government has also licensed six local
area network (LAN) providers and six Internet service
providers.

The Uganda Communications Commission (UCC)
has been instituted as the independent sector regulator,
although it has yet to establish its credentials as an effec-
tive independent regulatory body.

There have been two failed attempts to implement
the privatization of UTL, both of which stalled at the
negotiation stage.A third attempt has now succeeded.
New investment by UTL has been held up for the du-
ration of this process and the company has suffered
from staff attrition. Its value has not been enhanced by
the fact that the SNO has become well established in
advance of UTL’s disposal or by the over-ambitious
build-out targets initially specified for the company.
Lessons from UTL’s privatization include the need for
realism in setting the requirements placed on private
operators and the importance of sequencing reforms
correctly.

Posts

Uganda Posts Limited (UPL), separately incorporated
at the same time as UTL, is wholly publicly owned
although the private sector is active in the courier and
express markets. The level of service provided by the
company is exemplified by the fact that it delivers only
0.5 letters annually per head of population, a figure that

compares very poorly with most other African coun-
tries (the equivalent figure for Kenya is 12 and for
Africa as a whole it is 8, although the figure for Tanza-
nia is roughly equivalent).The great majority of Ugan-
dans do not have access to postal services, with a large
proportion of parishes lacking either a post office or
even a posting box. Only a tiny proportion of postal
deliveries is made directly to home or office addresses
(about 1 percent) as compared with 5 percent in Kenya,
37 percent in Nigeria, 98.5 percent in the United
States and 100 percent in the United Kingdom.

UPL holds exclusive rights to collect and deliver na-
tional letters and packets up to 1 kg in weight. Under
the terms of its license the company is also charged with
the provision of universal service—it is required to ac-
cept, convey and deliver all postal articles up to 10 kg in
weight country-wide (understood to include only hold-
ers of paid private letter boxes at offices listed within its
license).The postal sector is regulated by the UCC.

Although the quality of service that UPL is provid-
ing is extremely poor, it is not clear that further large-
scale liberalization would bring substantial benefits, be-
cause of the need to build business to the level where
economies of scale can be realized.There is, however, a
good case for allowing new entrants to provide service
in areas currently neglected by UPL.The financial per-
formance of the company is currently too weak to sug-
gest that sale or concessioning would prove attractive
to the private sector.A management contract, bringing
in an experienced and successful postal operator, could
bring significant benefits if the current management is
unable to demonstrate the ability to turn around the
business.

A general issue with regard to the postal sector in
Uganda is that, as in many other countries, it receives
low priority in national policy-making, especially in
contrast with telecommunications. This almost cer-
tainly fails to reflect the important contribution that an
effective and efficient postal service can make to na-
tional economic development.

Transportation

Roads
Uganda’s roads infrastructure has a vital part to play in
the country’s economic development and is also im-
portant to social welfare particularly given the country’s

Executive Summary



5

largely rural and low-density population.The country
is relatively well endowed with roads compared with its
neighbors but a high proportion is unpaved and their
general condition is poor. The Government’s roads
strategy is accordingly focused on refurbishment and
upgrading rather than network expansion.

Government policy is to separate operational re-
sponsibility for road infrastructure from policy-making
and, to this end, it has established the Roads Agency
Formation Unit (RAFU) as the first step toward cre-
ation of an autonomous Roads Agency in Uganda,
which will have responsibility for the maintenance of
the trunk road system. Responsibility for urban and
local roads is decentralized to the relevant local author-
ities.While the Government raises a substantial propor-
tion of taxation from road use (primarily in fuel taxes),
the extent of other claims on the exchequer means that
road financing remains a difficult issue and a study is
underway to examine possible solutions.There are also
concerns about whether local authorities have ade-
quate capacity to fulfill their responsibilities.

Government policy is to use private sector consult-
ants/contractors to undertake operational design and
maintenance activities.There is potential further scope
to involve the private sector in roads financing both
through tolls, although the practical scope for this is
likely to be limited, and through contributions by
major commercial users toward demand-led mainte-
nance of specific elements of the roads network.

Airports
Uganda has one international airport, Entebbe Interna-
tional Airport (EIA),which has facilities that can handle
all aircraft types and provides access to many interna-
tional destinations. There are also a number of local
aerodromes, some of which provide access to short-haul
international destinations within the region. Govern-
ment policy to develop Entebbe as a regional interna-
tional hub is, however, likely to be difficult to achieve
given the already established predominance of Nairobi
airport within the region.

The Civil Aviation Authority (CAA), an arm’s
length body expected to operate on a commercial
basis, holds both regulatory and operational responsi-
bility for airports. Clear organizational separation of
these activities would be desirable. The financial per-
formance of CAA is weak and it is unable to finance its
investment needs.

There is limited private sector involvement in the
sector, although some operational activities (such as
ground handling at Entebbe) have been outsourced.
There would be scope for private sector concessioning
or management of EIA in the future.

Railways and ports
Uganda’s railway network, together with the Lake
Victoria port and ferries, plays a vital strategic role in
providing access to the ports of Mombasa and Dar es
Salaam.The system is, however, seriously depleted, with
significant elements no longer operational, as a conse-
quence of either/both of unserviceable condition of the
assets and low demand.Although there appears to have
been some improvement since mid-1998, the perfor-
mance of the Uganda Railways Corporation (URC)
was extremely poor, particularly in the period 1994 to
early 1998.The organization has historically been unable
to control key cost items,particularly relating to fuel and
staff. New policies have been implemented in July 1998
(staff housing) and November 1999 (staff transport) but
URC still has very high overhead costs and staffing lev-
els. Reduction in staff numbers, although dramatic, has
not kept pace with the reduction in activity on the rail-
ways, in part a consequence of Government constraints.
Comparative data show URC to perform poorly on all
measures of productivity when compared with neigh-
boring countries.The position is improving, however.

Although the current management of URC has
acted to minimize further financial decline in the posi-
tion of URC,by the imposition of cash budget controls,
the Corporation’s viability is still precarious. In manage-
ment’s projections for the period to 2002, tonnages of
760,000 in 2000 and 800,000 in 2001 are expected to
realize profits before depreciation and interest of Ush 4
to 5 billion. However, in each of these years deprecia-
tion and interest are estimated by URC as being over
Ush 7 billion. Therefore, without significant perfor-
mance improvements and probably external financial or
technical assistance, its ability to continue operations is
in doubt as URC financial projections show net losses
of Ush 3 to 4 billion for each of the next two years and
a cumulative loss by 2002 of some Ush 49 billion.

There is limited private sector participation in the
railway sub-sector through a management contract for
locomotive maintenance.The Government is, however,
firmly committed to extracting itself from railway op-
erations and to transferring responsibility to the private

Executive Summary



6

sector.The way in which this is to be achieved has not
been decided. In the short term, the options under
consideration to achieve performance turn-around in-
clude a management contract, and the existing man-
agement team has also been asked to set out its own
proposals. For the longer term, the main options are a
long-term national concession for the operational net-
work (possibly supplemented by subsidized concessions
to reopen the defunct elements) or participation in a
single regional concession covering Uganda,Kenya and
Tanzania Railways.

The view taken in the Country Framework Report
(CFR) is that a management contract is more likely to
be successful in the short term than a concession,
which would imply excessive risk-transfer to the con-
cessionaire. In the longer term a national vertically in-
tegrated concession, supported by regional access
agreements, is considered to be more practicable than
vertical separation or a regional concession and is seen
to present some strategic advantages.

Cross-cutting issues

A wide range of cross-cutting issues and objectives
needs to be taken into account in giving strategic shape
and direction to infrastructure reform in Uganda.
Some of these factors also represent obstacles to suc-
cessful reform that cut across all the infrastructure sec-
tors; priority needs to be given to removing them or at
least reducing their impact. Some of the most signifi-
cant cross-cutting issues examined in the CFR are
briefly summarized below.

The very high priority attached to economic development
and poverty alleviation
In 1997, 44 percent of Uganda’s population were not
able to meet their basic needs,1 and only 42 percent had
access to safe water.2 In this context, scarce resources
need to be focused where they will bring the greatest
possible benefit in terms of improving economic
growth and alleviating poverty (objectives that often,
but not always, go hand in hand). Infrastructure sector
reform will clearly contribute to both ends but reforms
in certain sectors, and certain reform models, will bring
a different mix of benefits to others. The most im-
portant conclusion in the CFR is, however, the need to

maintain balanced progress on all fronts, whether pub-
lic sector or private sector solutions are involved.

Capital market development
The poor development of Uganda’s domestic capital
markets will constrain the range of PSP options that can
be pursued in the infrastructure sectors. For example,
the Ugandan stock market simply does not have the ca-
pacity to absorb a large public offering of shares.This is
not a problem that can be resolved overnight. Carefully
thought-out private participation models in the infra-
structure sectors, for example involving phased release
of infrastructure stocks into the market, can play an im-
portant role in Uganda’s capital market development.

Need for appropriate regulatory institutions 
and mechanisms
Strong independent regulatory institutions and bal-
anced and predictable regulatory mechanisms will assist
in attracting private participation in Uganda’s infra-
structure and ensure that the intended benefits are re-
alized. Uganda’s fundamental policies toward infra-
structure reform recognize this priority but there are
some concerns about the manner in which regulatory
reform is being implemented. Issues raised in the CFR
include doubts about the wisdom of establishing mul-
tiple sector-specific regulators given available capacity
and the risk of regulatory capture. These concerns
would be mitigated by consolidating regulatory re-
sponsibilities in a small number of (perhaps just one)
multi-sector regulatory institutions. Investor confi-
dence is likely to be promoted by the introduction of
regulatory mechanisms that limit regulator discretion
and have a high degree of transparency.

Capacity of the Government to implement infrastructure
sector reform effectively
Designing and, perhaps more importantly, implement-
ing appropriate reform requires great care and effort
and restructuring errors will be extremely difficult and
potentially costly to put right. While there are many
well-qualified and highly competent officers in key
Government ministries, the overall availability of rele-
vant expertise is constrained and the Government has
limited experience in dealing with the difficult issues
involved in successful infrastructure sector reform.
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Care is necessary to avoid over-ambitious reform plans
and timetables.

CFR recommendations

The main general recommendations contained in the
report are summarized below. No ranking of impor-
tance is implied by the order in which these recom-
mendations are presented.
❑ Realism is essential in the development of PSP

solutions that can work effectively in the Ugandan
context.

❑ Priority should be given to exploiting all beneficial
options for private sector involvement even where
PSP in core infrastructure operations is not feasible
at present.

❑ Close attention must be given to developing effective
incentive frameworks while taking steps to mitigate
uncontrollable risks for private sector participants.

❑ Efficient subsidy/donor funding mechanisms should
be introduced to support poverty alleviation in the
context of reform.

❑ Measures should be taken to ensure capacity is
available to execute the reform program effectively

and to provide for its effective coordination to im-
prove implementation and maximize economic
development/poverty alleviation impacts.

❑ There should be a strong bias toward sector liberal-
ization except where this would result in significant
loss of economies of scale or scope.

❑ Appropriate provision should be a target, recogniz-
ing that different standards are appropriate in dif-
ferent circumstances and avoiding unsustainabilty
through the adoption of over-engineered solutions.

❑ Capacity-building initiatives are essential at both
the central and local levels.

❑ Policy, regulatory and operational responsibilities
should be clearly separated.

❑ Central support should be provided for decentral-
ized rural infrastructure schemes 

❑ Priority should be given to establishing an overall
regulatory environment that is attractive to private
sector participants while protecting the interests of
consumers.

❑ Action should be taken to improve public aware-
ness of sector reform objectives and mechanisms.

❑ Greater regional integration is essential, particularly
in railways and electricity.

Executive Summary
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Background

This Country Framework Report has been prepared 
as part of the Uganda Country Framework Report  ex-
ercise, an infrastructure policy assessment by the Gov-
ernment of Uganda in cooperation with the World
Bank and the Public-Private Infrastructure Advisory
Facility,which is funding the CFR exercise.1The report
provides a balanced assessment of both infrastructure
reform policy and achievements in Uganda in order to
provide a sound foundation for future progress.

This report covers all the CFR topics.

Objectives and scope of the CFR

The Government of Uganda’s intention in issuing the
Country Framework Report is:
• to provide the policy and analytical basis for prepar-

ing and implementing a comprehensive utility re-
form program;

• to reinforce its initiatives in individual infrastruc-
ture sectors by providing a mechanism for co-
ordinating and synthesizing the restructuring of
each sector and by providing solid analytical work
and recommendations for the reform of each sector;

• to provide an input to the World Bank Group
country assistance strategy and lending program;
and

• in published form, to provide a “one stop shop” of
basic information on Uganda’s infrastructure for

prospective private sector investors, donors and
other interested parties.
The CFR is being prepared in the context of a

number of established sector reform initiatives and im-
portant work has already been carried out, or is cur-
rently under way, in a number of sectors.The purpose
of the CFR is to supplement, but not to supplant, these
initiatives. A further aim of the CFR is to focus on, and
to evaluate “cross-cutting” issues that impact on infra-
structure reform across several (or all) sectors.

The infrastructure sectors covered by the CFR ex-
ercise are electricity, water and sanitation, telecommu-
nications, posts, railways and ports, civil aviation (fo-
cused on airports) and roads. Following guidance
received from the World Bank and from the Uganda
Working Group, different degrees of emphasis have
been placed on different individual sectors.

Structure

The report contains the following main elements:

Part A: Policies and objectives—sets out the Govern-
ment’s overarching policy objectives, forming the key
policy context for this exercise, and the Government’s
general infrastructure sector policies that are associated
with them.

Part B: Industry structure by sector—sets out the current
industry structure for each sector, highlighting the role

1 Introduction



played by Government, state-owned enterprises and
the private sector. The performance of each sector is
discussed, as are policies and progress on sector reform,
and key issues are highlighted.

Part C: Cross-cutting issues in infrastructure develop-
ment—sets out an analysis of key infrastructure reform
issues that cut across a number of sectors in Uganda.

Part D: Recommendations

Annex—setting out further detail and background
information.

Introduction
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Note

1. PricewaterhouseCoopers were appointed
to assist in the CFR exercise, working in
close coordination with the Uganda Work-
ing Group (a team of Government officers,
parastatal managers and representatives of
the private sector in Uganda).
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PART A. POLICIES AND OBJECTIVES

National economic and social objectives 
and policies

Policy objectives
The overall national objectives of the Government of
principal relevance to infrastructure reform are poverty
eradication, private sector development, good gover-
nance, decentralization of the powers and responsibili-
ties of national government to local government and
economic integration of the country.

The Government’s economic policy as described 
in the Background to the Budget 1999/2000 is deter-
mined by three main objectives:
• maintaining macroeconomic stability by restraining

expenditures to available resources;

• redirecting resources toward programs with the
highest potential for poverty reduction; and 

• reducing dependence on external resources by rais-
ing the revenue base in a non-distortionary and eq-
uitable manner.

Policy measures
The above economic objectives have been trans-
lated into the medium-term macroeconomic objec-
tives of:
• ensuring high rates of broadly based economic

growth with low inflation;
• the maintenance of adequate levels of foreign cur-

rency reserves; and
• a sustainable external balance.

2 Overarching policy objectives 
of the Government
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General infrastructure policy objectives

The Government has recognized that the poor stan-
dard of Uganda’s infrastructure is a serious impedi-
ment to the achievement of overall national objectives.
User costs are high (despite significant subsidies), in-
vestment is low, and both quality of service and access
are inadequate.

General infrastructure policy measures

In order to improve the performance of the infrastruc-
ture sectors, the Government is pursuing the twin
strategy of introducing greater competition and in-
creased PSP (and investment), although it should be
noted that the state is required to maintain a majority
shareholding in the public enterprise (but not the sec-
tor) under the Public Enterprise Reform and Divesti-
ture Statute (PERDS) as amended in 1997.To achieve
these reforms of the infrastructure sectors requires an
“enabling environment” to be put in place, including

an appropriate legal and regulatory framework and
mechanisms to improve transparency. The general
strategies that will be followed by the Government to
open infrastructure to the private sector will include:
• stable macroeconomic policy and performance;
• attractive business environment;
• good regulatory policy;
• clear reform and divestiture policy;
• predictable and attractive sectoral policy;
• reduced informational asymmetries;
• ensuring expert advice is obtained where necessary;
• providing special incentives where necessary;
• having a policy for government guarantees; and
• promoting development of local capital markets.

While encouraging private participation, the Gov-
ernment acknowledges that it has a social obligation to
provide basic social services to the entire population. It
has been recognized that the private sector would not
normally invest in areas where they would not break even
and hence a policy of “necessary subsidization” will be
required in the context of efficient provision of services.

3 General infrastructure
policies



Policy, regulatory and operational
responsibilities

The PERD Statute 1993
The Public Enterprises Reform and Divestiture
(PERD) Statute 1993, was developed “to provide for
the reform and divestiture of public enterprises; to es-
tablish the Divestiture and Reform Implementation
Committee charged with the implementation of the
Government’s program on the matter; and for other re-
lated matters.”

The Statute gives the Minister responsible for pri-
vatization significant powers over the enterprises in-
tended for divestiture:
• the Minister has authority over the Board of the

enterprise, including investment plans;
• there is a Government moratorium on new invest-

ment;
• the Minister has general supervisory powers over

enterprises, unless these are transferred to the Min-
istry responsible for finance (of that enterprise); and

• after divestiture the Minister is responsible for sec-
tor policy.
Until its amendment in 1997 the Statute included

Uganda’s urban water, railways and electricity paras-

tatals among the list of entities to be fully retained 
in public ownership.The same amendment stipulated
that “intact or unregulated monopolies”were not to be
divested.

The Investment Code 1991
The Investment Code sets out the benefits that ap-
proved investors might expect to receive and estab-
lished the Uganda Investment Authority (UIA). In the
Finance Acts since 1991, the Investment Code’s support
to investors has been progressively reduced. In 1998 
the Certificate of Incentives was removed (possession
of a Certificate generally meant that taxation was not
charged on profits for an initial period of operations
and that other exemptions would be easier to obtain).
The current approach allows all approved new investors
“better than standard” taxation allowances on plant and
other investment expenditure but does not specify any
common approach to the provision of incentives.

The UIA was intended to be a liaison office be-
tween potential investors and the Government. Over
recent years the role of the UIA has diminished, with
investors increasingly turning to their own advisers.
Further information on taxation and incentives is pro-
vided in the Annex.
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4 Institutional approach to infrastructure
sector management
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Role of the Government, parastatals 
and the private sector

Overview of the sector
The electricity sector in Uganda is currently in a state of
transition. Historically, the wholly state-owned Uganda
Electricity Board has been the principal generator of
electricity, almost all of which at present comes from 
the Owen Falls dam on the Victoria Nile, and the only
transmitter and distributor operating in the sector. UEB
has had a legal monopoly in these activities and, under
the law, has also held certain regulatory responsibilities.
UEB’s performance has, however, been unsatisfactory
for a number of years, characterized by power supply
deficits, high losses, low levels of revenue recovery, in-
ability to service Government debt, significant financial
losses and consequential need for subsidies, severe re-
source constraints and weak accountability. In line with
the Government’s overall aims for the infrastructure sec-
tors, a policy has now been adopted on PSP and with-
drawal of the public sector from operational activities. In
October 1999 a new Electricity Act was approved by
Parliament providing a legal framework to make this
possible.

Sector structure and restructuring proposals
The electricity sector’s structure is currently very sim-
ple, with only one state-owned player (UEB) perform-
ing all of the roles of generation, transmission and distri-
bution.Transaction advisers have recently commenced
work to provide advice to the Government on the form

and number of companies that should be established out
of UEB.

The Government’s reform proposals were first set
out in the Strategic Plan approved by the Cabinet in
1997.This proposed restructuring of UEB into a pri-
vately owned distribution company, with generation
and transmission remaining as autonomous profit cen-
ters of UEB until they had established a commercial
track record.An autonomous Regulatory Commission
was also to be established.Despite Cabinet approval the
proposals were not fully accepted within the Govern-
ment and the plan was consequently shelved.

A recent study, performed by London Economics,
culminated in the development of the Power Sector
Restructuring and Privatization Strategy (PSRPS) ap-
proved by Cabinet in June 1999:
• the activities of generation, transmission and distri-

bution/supply will be separated into new compa-
nies to be established as successors to UEB;

• new generating capacity will be provided by the
private sector through Independent Power Projects
(IPPs) contracted to a bulk supplier, with the po-
tential to award the rights to new projects on the
basis of competitive tenders. Existing generating
capacity at Owen Falls Power Station (OFPS) and
Owen Falls Extension (OFE) will be run by the
private sector under concessions granted by the
Government;

• existing transmission capacity will be operated by
UEB for an interim period and thereafter by the
private sector under some form of management

5 Electricity
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contract or concession. New transmission capacity
may be developed and owned by the private sector;

• the distribution system will be reformed through
the creation of the maximum possible number of
financially viable distribution companies, the num-
ber and scope of which is still to be determined.
These are to be operated by the private sector
under long-term concessions.The rationale for es-
tablishing several companies is to aid regulation
through benchmarking and competition by com-
parison. In the longer term, competition to supply
larger consumers may also be permitted;

• an entity will be licensed to act as the Bulk Sup-
plier, buying generation from existing and new
power stations and selling the energy to the distri-
bution companies and to export markets.The trad-
ing model will, at least initially, resemble that of a
“single buyer”;

• a new regulatory regime will be developed and op-
erated by an independent regulator;

• the Government’s role will be limited to prepara-
tion of primary and secondary legislation, and de-
velopment of policy and indicative generation
plans; and 

• there will be a separate policy for rural electrifica-
tion built around decentralization and local partici-
pation.
Figure 5.1 summarizes the proposed future struc-

ture of the sector.

Policy objectives
The Government’s objectives for the power sector can
be summarized as:
• making the sector financially viable and able to per-

form without subsidy from the Government, ex-
cept in special cases such as rural electrification;

• increasing the sector’s efficiency;
• improving the sector’s commercial performance;
• meeting the growing demands for electricity and

increasing area coverage;
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Figure 5.1 Electricity: key roles—the proposed structure
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• improving the reliability and quality of electricity
supply;

• attracting private capital and entrepreneurs; and
• taking advantage of export opportunities.
Further details on existing and proposed facilities are
set out in the Annex.

Policy-making, planning and regulation

Ultimate responsibility for the electricity sector rests
with the Ministry of Energy and Mineral Develop-

ment (MEMD). Under the former Electricity Act
(1961) the Minister was empowered to exercise signif-
icant control over the operations of UEB including
generation, transmission and distribution, the develop-
ment and extension of supplies and, in practice, tariff
setting. The Board held powers to provide and set
terms for licenses to other bodies seeking to generate
or supply electricity, and has thereby acted as the regu-
lator for the sector.

Under the 1999 Act, which repeals the 1961 Act, a
new autonomous regulatory authority—the Electric-
ity Regulatory Authority (ERA)—will be responsible
for licensing operators in the sector and for approving
tariffs. In accordance with the provisions of the Elec-
tricity Act, the first steps toward the establishment of a
sector-specific regulator have recently been taken with
the announcement of the names of the personnel who
will be on the Board of the ERA.

Other important provisions of the Act include:
• a legal requirement on licensees for the transmis-

sion and distribution network to provide access to
their networks for parties with a license to sell en-
ergy to final consumers;

• provision to license an entity as the Bulk Supplier
(the single buyer in terms of the PSRPS);

• provision for the ERA to design a standardized
purchase tariff for sales to the grid of electricity
from generators, based on renewable energy up to a
capacity of 20 MW;

• assigning responsibility for promoting rural electri-
fication to the Government, requiring preparation
and publication of a strategy and plan and establish-
ment of a rural electrification fund to subsidize part
of the necessary development;

• creation of an Electricity Disputes Panel; and
• the transfer of all the duties, objectives and functions

of the UEB to one or more successor companies.

Performance

UEB’s installed capacity of approximately 260 MW is
considerably less than most estimates of unrestricted
demand.Pending the installation of additional capacity,
UEB has achieved some success in increasing plant
load factors in order to supply more energy from the
existing capacity.
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Generation
Existing facilities are:
• 10 x 18 MW units at OFPS;
• some small hydro and diesel generation capacity, amounting to

less than 20 MW in total;
• current estimates of (unrestricted) peak demand vary between

230 and 280 MW;
• Unit 11 at OFE came on line in May, and Unit 12 is expected 

to be on line by July 2000.

Proposed facilities are:
• the OFE—civil works designed and being built to accommodate

5 � 40 MW units (numbered 11 to 15)—Unit 13 has been
funded—funding requested for Units 14 and 15;

• additional generation capacity, to be built, financed and operated
by the private sector, is being actively considered:
•• Bujagali Falls—feasibility studies performed—Power Purchase

Agreement substantially negotiated—4 � 50 MW units, 220
kV transmission line that could be on stream in 2005—total
annual costs will be substantially in excess of current UEB rev-
enues (see below);

•• Karuma Falls—currently being evaluated—150 MW facility;
•• other potential hydropower sites have been identified—com-

bined potential generation capacity over 2,000 MW—but
their development is not currently being actively considered.

Transmission
• single national transmission grid of 1,300 km—operates prima-

rily at 132 kV;
• interconnects OFPS and the main load centers and to the

Kenyan grid—also lines to individual towns in Tanzania and
Rwanda not connected to the respective national grids;

• transmission losses average 5 percent.

Distribution
• distribution system operates between 11 kV and 33 kV—distri-

bution losses very high (33 to 34 percent of which a high pro-
portion is unrecorded consumption or theft, although underly-
ing technical losses are also likely to be high).

Box 5.1 Existing and proposed facilities



Other important points are:
• tariffs have remained constant in Ugandan shilling

terms since 1993, but in dollar terms the average
level rose as the shilling appreciated but has fallen
with its depreciation in the last two years;

• the level of unbilled consumption due to theft is
very high and, for the consumption that is billed,
UEB fails to recover cash for a significant propor-
tion of the billed amounts; and

• less than 5 percent of the population is connected
to the grid, with access rates in rural areas being
very low indeed as compared to estimates of over
20 to 30 percent in urban areas.
Comparative data for Uganda, Zambia, Tanzania

and South Africa are given in Table 5.1 below.

Socially driven provision and subsidies

Uganda Electricity Board
UEB currently benefits from state subsidy in a number
of forms and, at the same time, provides some counter-
subsidy to the state, amounting to Ush 6 billion per
annum (further details are provided in the Annex).

The tariff for all domestic consumers includes an
initial tranche of consumption of 30 kWh/month at a
price of less than half that for additional units and well
below cost. Such “lifeline tariffs” are common in many
countries but, given the evidence of high willingness to
pay for electricity in the poor rural areas (noted below),
it is difficult to justify the subsidy implicit in the initial
tranche for all of those who have access to the grid sup-
plies.The options are to gradually phase out the scheme

or to restrict the lifeline rate to those with low monthly
consumption (although this latter approach has the dis-
advantage of providing very strong incentives to artifi-
cially reduce recorded consumption).

The rural electricity sector
A recent study of the rural electricity sector performed
by ESMAP estimated that 10 percent of the rural popu-
lation has access to some form of electrical power and
identified a significant increase in access over the last
decade.The study also concluded that rural users were
willing to pay very high unit prices for electricity (well in
excess of UEB tariffs). Increased rural access has been
achieved through independent local initiatives rather
than as the result of any coordinated government pro-
gram.The small-scale captive sources of electricity that
have been established are usually high cost as compared
to grid-based supplies, if the latter are well managed.Re-
strictions on resale of electricity except by UEB have also
prevented independent power suppliers from (legally)
making effective use of surplus capacity.The Rural Elec-
trification Strategy is currently being finalized.

The ESMAP study concluded that accelerating
rural electrification required a new enabling institu-
tional framework.As part of the World Bank-supported
Africa Rural and Renewable Energy Initiative (AFR-
REI) a regulatory framework has been proposed
which allows for light-handed, simplified procedures
for licensing small-scale distribution by delegating the
powers of the national electricity regulator to local au-
thorities. Regional differentiation of tariffs will be al-
lowed under the proposals. The Electricity Act intro-
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Table 5.1 Performance comparative data

South
Uganda Zambia Tanzania Africa
(1998) (1999) (1998) (1998)

Generation (GWh) 1,232 7,775 2,168 171,454
System capacity (MW) 180 1,608 606 39,872
Number of customers 158,213 180,000 340,000 2,564,000
Number of employees 2,028 3,900 7,500 37,311
Billing efficiency (percent) 66 85 70–75 92.3
Collection efficiency (percent) 73 80 75–80 >99
Turnover (millions of dollars) 55 150 160 3,518
Key ratios:
Employees:customers 1:78 1:46 1:45 1:69
Turnover per customer (dollars) 348 833 471 1,372
Sources: ESKOM web site, PricewaterhouseCoopers.



duced a Rural Electrification Trust Fund, which will
establish a subsidy transfer and financing mechanism to
be funded through a levy on all electricity consumers’
bills.The institutional arrangements for the Trust Fund
and the rate of levy have yet to be studied and agreed.

The AFRREI project is currently in an early stage
of development, but it is expected that it will include
five investment components over a ten-year period:
• assistance to the establishment and operation of the

smaller distribution systems that are expected to be
set up to sell electricity from the grid;

• assistance to entrepreneurs and local governments
in the establishment of isolated mini distribution
networks;

• acceleration of development of the solar photo-
voltaic market through reduction in retail prices;

• the use of renewable energy sources, with a goal of
70 MW in aggregate over a ten-year period; and

• the development of wood-based biomass on a
commercial basis for use as a fuel.

Issues

A number of issues need to be considered and resolved
to facilitate the smooth introduction of PSP in the
electricity sector.

New generation investment
Large-scale generating plants are the most economical
(on a cost per kWh basis) to build and operate, partic-
ularly in Uganda where the least cost option is the
development of hydro schemes rather than thermal
capacity.

This has two important consequences:
• first, the increments in supply capacity are large in

relation to annual demand growth on the intercon-
nected system.Although there is likely to be a surge
in peak demand of some 80–90 MW when load
shedding ceases to be necessary, there will still be a
need to coordinate action on new connections and
network reinforcement and extension to build the
national market for additional electricity.Action to
reinforce the network is especially important given
that there are already difficulties serving present de-
mand; and

• second, the size of the generation increments is such
that they cannot be absorbed in Uganda alone.

Commissioning of new plants will need to be coor-
dinated with renegotiation of the existing export
contract with Kenya to provide for additional deliv-
eries and upgrading of interconnection capacity.1

In Uganda there is a lack of finance for investments
even at the national level, with almost all funds coming
through the international and bilateral lending agen-
cies. Completion of Unit 13 at Owen Falls has been
delayed due to difficulties in funding additional costs.
In short, it is clear that mobilizing private sector fi-
nance is essential to future investment.

Although micro-hydro schemes can offer smaller
increments of capacity suited to rural areas, such
schemes still entail significant capital outlays, which
will be beyond the means of the majority of small
communities in the absence of collective savings and
borrowings schemes. Substantial investment is also
needed to extend the distribution system and to pro-
vide new connections.

Financial viability of electricity supply in rural areas
Rural electrification can bring major economic bene-
fit not only in terms of increasing productivity in rural
economic activity but also in terms of education and
poverty alleviation.The Government aims to improve
access to electricity throughout the country.The sub-
stantial capital required for the initial equipment pur-
chase and installation and potentially higher operating
costs compared with more densely populated areas
may not be directly recoverable from tariffs for the
users served.The rural electrification levy will help by
providing a cross-subsidy from urban to rural con-
sumers but additional measures, including some sub-
sidy toward capital costs, may be necessary. This issue 
is being addressed within the scope of AFRREI.

Regulation
The PSRPS recommends, and the Electricity Act pro-
vides, that a sector-specific electricity regulator be es-
tablished along similar lines to the existing telecom
regulator. Once the restructuring of UEB is imple-
mented and concessions have been awarded to the pri-
vate sector, the Bulk Supplier role could evolve.There
is some concern that Uganda may lack the depth of
skilled resources to support several sector-specific reg-
ulators and also that a sector-specific regulator might be
more vulnerable to regulatory capture.
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Hydrology
The firm flow of water in the Victoria Nile is of criti-
cal importance to the viability assessment of any new
large-scale hydropower developments. Fluctuations in
the level of Lake Victoria, which peaked in the early
1990s following initial increases in the 1960s, but has
since started to fall, have led to different views about
the long-term sustainable flow rate of the Nile.This is
reflected in different assessments concerning the tim-
ing and economic capacity of new hydro projects, in-
cluding Bujagali and OFE.

It is therefore important to be clear on the hydro-
logical assumptions being adopted in any project ap-
praisal and to consider different project options under
the set(s) of assumptions employed.

The new industry structure

The single buyer or Bulk Supplier
There is uncertainty in the minds of a number of ob-
servers about the single buyer model (with limited re-
tail competition to be introduced at a later date), as
proposed in the PSRPS, on the grounds that the Bulk
Supplier is likely to be supply focused and will have no
responsibility for the demand side.The role will involve
making large, fixed commitments to purchase energy
from new projects but with no control over its sale to
final consumers or for revenue collection. Unless sup-
ply and demand can be clearly coordinated, the Bulk
Supplier could find itself with obligations to pay for
electricity or generating capacity that exceed its ability
to earn revenues.

PricewaterhouseCoopers have given careful con-
sideration to this issue and concluded that the provi-
sion in the Act for a Bulk Supplier to purchase elec-
tricity from Bujagali and to sell it to the distribution
concessionaire and to export markets is essential in the
short term. But the concerns about the commercial
risks that it faces do need to be taken into account in
the design of the commercial and regulatory relation-
ships that will be put in place during detailed imple-
mentation. Distributors might, for example, enter into
back-to-back contracts for fixed percentages of the ca-
pacity payments to Bujagali in return for the same per-
centage of the output. The tariff regulations would
then need to allow distributors to recover this amount
from final consumers, after allowing for reasonable

losses: consumers would thereby bear the risk of
changes in the price of generation needed to recover
these capacity payments.

UEB is effectively already fulfilling the role of Bulk
Supplier as it will sign the PPA with Bujagali and is the
entity that is responsible for the sale of electricity to
neighboring countries. No new institution is therefore
needed.

Once the restructuring of UEB is implemented
and concessions have been awarded to the private sec-
tor, the Bulk Supplier role could evolve.There is still
likely to be a need for some central planning of new
generation projects and for competitive tendering of
the right to develop the projects, but contracting could
be directly with the new distribution concessionaires.
In effect the central entity would act more as a joint
agent of the distributors, thus addressing the aim that
investment decisions should be demand led. But the
arrangements would also need to take account of how
energy is, in future, to be sold into export markets and
this will depend, in part, on the progress of power sec-
tor reform in Kenya. No immediate decisions are
needed on how the Bulk Supplier role should evolve
but there will need to be a policy before the distribu-
tion concessions are offered to the private sector.

Owen Falls Power Station/Owen Falls Extension
The PSRPS also raises the possibility of OFPS and
OFE being let under separate concessions, but it has
not so far been established that there would be in-
vestor/operator interest in this approach. This matter
aside, the different designs and cost structure of OFPS
and OFE make them suited to meet varying load and
base load demands, respectively, and the facilities could
not be operated in competition with one another due
to their interdependence (even if they were not wholly
contracted to the Bulk Supplier).This matter is to be
further studied by the Transaction Adviser to be ap-
pointed by UEB to advise on the structuring and sale
of the concessions.

Of more importance will be the risk allocation be-
tween these plants and the Bulk Supplier (and hence
the final consumer). When a new plant has to be fi-
nanced, it is difficult to contemplate leaving foreign
exchange and hydrological risk with the generator, as is
evident in the proposed arrangements for Bujagali. But
since OFPS and OFE already exist, and OFPS is free of
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debt, there is likely to be more flexibility over the allo-
cation of hydrology, demand and exchange rate risk. It
may be in the interests of consumers to leave more of
these risks with the new concessionaires than would be
possible for a new project.

Distribution companies
The PSRPS states that there should be as many finan-
cially viable distribution companies as possible but
does not suggest what this number might be—this is to
be decided by the Transaction Adviser. The priority
should be to group the 40 or so districts into which
UEB’s distribution is divided so as to retain the main
economies of scale while avoiding the need for infeasi-
ble tariff increases in order to make them financially vi-
able.The distribution concessions chosen, which may
include division of the ten districts within Greater
Kampala, will need to be selected to encourage “build-
out” into surrounding areas, thus increasing access to
electricity.

UEB would like to include all districts in the pro-
posed concessions. Considerable doubt exists over the
willingness of the private sector to take responsibility
for outlying districts that serve areas unconnected to
the main grid or are situated at its extremities, however.
This raises the possibility that there may be some “or-
phan”districts once the concession areas have been de-
fined. While preferring some form of private sector
solution, sponsored by the local administrations, the
Government would prefer to avoid the creation of a
new parastatal electrification board to provide techni-
cal, financial and management support. AFRREI needs
to look at these questions carefully to ensure that there
is no “institutional gap” when the time comes to vest
the assets of UEB into successor companies.

Competition in the generation market
The Government’s policy objective is to introduce
competition into the generation activity. But it is im-
portant to be clear about the forms of competition that
may be possible in the generation market over different
timescales:
• Bujagali is being handled by bilateral negotiation

with specific investors and there will be no compe-
tition associated with this pioneering project.This
is not unusual for the first IPP in a developing
country; and

• At Karuma Falls much depends on timing. If the
power is wanted soon (for example, because exports
to Kenya are contracted at a relatively high level),
bilateral negotiation may be the only approach. But
if the need is later, the current Memorandum of
Understanding may expire or the Government may
be able to buy it out in order to hold a competition
to award the project to a bidder offering the lowest
tariff.
In the medium term the Bulk Supplier is likely to

be responsible for competitive award of the rights to
develop new hydro projects. But investors will still ex-
pect long-term commitments to buy the output in
order to secure the necessary finance for such capital-
intensive projects. In these circumstances, if any indus-
trial consumers were designated as eligible to buy elec-
tricity from any supplier through the grid, competition
is most likely to come from small-scale hydro or ther-
mal projects (existing or new) with lower financial
risks, and not from the large projects.

In the longer term it may be possible to envisage
some form of competitive market for large consumers
between generators not under long-term contracts. In
PricewaterhouseCoopers’ view this is not likely to
happen for 10 to 15 years.

As noted in the description of the new Act, some
competition may come from renewable generators,
which have acquired the right to sell to the grid at
fixed prices. But the ERA will need to be careful to
design these tariffs to avoid consumers having to pay
more for electricity.This can be done by ensuring that
the tariff reflects no more than UEB’s avoidable cost
(over the medium term) or less than its incremental
revenues for exports, whichever is the lower.

Future electricity demand 
and project development

The rationale for new generation projects is to meet
existing suppressed demand and future demand growth.
Since many of the new projects are large in relation to
typical annual demand increments, action will be
needed both to build demand and increase revenues
(via improved billing and collections, for example) in
the Ugandan market and also to secure export markets.
These activities need to be coordinated with the award
of contracts for new developments so that the invest-
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ment program remains demand-led to the extent per-
mitted by project size.

UEB currently has power sale agreements with
Kenya,Tanzania and Rwanda amounting to 30 MW, 5
MW and 1 MW, respectively. If Bujagali, and subse-
quently Karuma Falls, is to proceed, and OFE is in-
stalled to its full design capacity, Uganda could have a
capacity of approximately 700 MW by around 2005.
Ugandan demand in that year is forecast to be at most
500 MW using high case growth assumptions. These
facts underline the importance of building sales and
revenues.As noted previously, another important con-
sideration is the matching of a proportion of the rev-
enues with costs that will all be in foreign currency in
the case of Bujagali.This is another important benefit
of the export market, which uses dollar prices.

The importance of maintaining a sensible balance be-
tween supply and demand (from all sources) cannot be
overemphasized. UEB’s obligations to Bujagali are
backed by a Government guarantee and the capacity
payments will therefore fall on the Government if de-
mand is inadequate or if the tariff increases, and other ac-
tions, needed to generate the required revenue are eco-
nomically or politically unacceptable.The cost of these
contingent guarantees represents a significant, albeit hid-
den, cost to the Government. Effective implementation
of power sector reform and the concessioning of the suc-
cessor companies to UEB is likely to be the most effec-
tive way to improve revenues in the Ugandan market.

Recommendations

Recommendations stemming from the above discus-
sion are:
• sector reform and private sector participation—

reform and PSP, especially in the distribution
activity, offers the best means to improve sector per-
formance and is the first priority for the Gov-
ernment. The proposed concessions need to be
structured so that there are strong incentives to in-
crease billable consumption and to build new load
by reinforcement/extension of the network and
connection of consumers who do not presently
have grid-supplied electricity.

• exports to Kenya—both volume and foreign ex-
change risk associated with Bujagali can be re-
duced by entering into firm, bankable export con-
tracts with Kenya (priced in dollars) before financial
close on Bujagali.2 Having already secured the po-
litical understanding necessary to make a deal,
commercial negotiations must now be urgently
pursued with KPLC/KENGEN. Uganda will need
the appropriate analytical tools to understand the
trade-offs between different volumes and prices for
export contracts and the costs and risks to UEB 
and its successors (and thus to the Government as
guarantor).

• the ERA—the Government must move quickly to
appoint the members of the ERA and to establish
the authority as an operating entity so that it can
play its role in the establishment of the new regula-
tory regime for PSP. Institutional support should
focus on development of skills and operational ca-
pability, especially in the areas of monitoring and
inspection that will be the most important in the
short to medium term.Terms of Reference for ad-
visers should be designed to avoid overlap with
those of the Transaction Adviser.

• proposed purchase tariff for renewable power—in
setting the new purchase tariff the Government and
the ERA must be careful not to worsen the finan-
cial position of UEB.3

• rural electrification—the Government will need to
consider carefully the most appropriate institutional
arrangements to provide a link between itself and
small, locally managed rural concessions or cooper-
atives. If the private investors who are to operate
the main distribution concessions are unwilling to
become responsible for the areas at the extremity of
the grid, the need to provide an appropriate institu-
tional framework for the “orphans” will be even
greater.

• hydrology of the Victoria Nile—all projects need 
to be analyzed on a consistent basis. In practice 
it is likely to be desirable to consider both esti-
mates of firm (95 percent probability) flows to as-
sess the robustness and risks of different develop-
ment options.
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Notes

1. As export sales are paid in dollars this 
is also critical to hedging the foreign ex-
change risk associated with new projects,
which will also have tariffs that are indexed
to the dollar.
2. In negotiations on a new export con-
tract, what will matter is the opportunity
cost to Kenya, including any transmission
upgrade costs (and not the cost of Bujagali).
3. At current tariff levels the most appro-
priate reference point for the purchase tar-
iff is likely to be incremental revenues at
different times of day and on different days
of the week, less an allowance for transmis-
sion and distribution, rather than estimates
of the Long-Run Marginal Cost of Supply.
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Role of the Government, parastatals 
and the private sector

Figure 6.1 summarizes key roles within the water sec-
tor as it is currently organized and managed.

Water supply and sanitation in Uganda fall under
the general responsibility of the Ministry of Water,
Lands and Environment (MWLE).The Directorate for
Water Development (DWD),a division within MWLE,
has responsibility for:
• rural water development;
• urban and institutional water development;
• water resources management; and
• inspection and support services.

There is at present very limited involvement of the
private sector in water supply in Uganda, other than in
individual self-supply by some domestic/agricultural
users and in the supply of support services.The Kam-
pala Revenue Improvement Program (KRIP) is one
example of significant direct private sector involve-
ment in the sector. Under this scheme NWSC has
outsourced responsibility for billing and revenue col-
lection in Kampala to a private sector company
(Gauff ).While the scheme provides an important ex-
ample of how the private sector can be involved in the
water and sanitation sector in Uganda, serious con-
cerns have been raised about the non-competitive
procurement process and about the incentives pro-
vided by the contract terms.1 The scheme is not con-
sidered to have justified the annual management fee of
Ush 1.9 billion.

National Water and Sewerage Corporation
NWSC, a statutory corporation, is the Water Authority
responsible for the provision of water supply and sani-
tation services in 11 urban centers in Uganda, includ-
ing Kampala, Entebbe and Jinja.2 The 1991 Census
recorded these as having a total population of approxi-
mately 1.2 million, of which Kampala accounted for
approximately 774,000.A broad estimate of the impact
of the effect of continuing urbanization since 1991
suggests that population coverage by NWSC is cur-
rently of the order of 1.6 million, or about 8 percent of
Uganda’s total population, and roughly 50 percent of
the estimated total urban population.Based on a recent
review by NWSC, its service reaches 58 percent of the
population in these towns. The majority (approxi-
mately 80 percent) of connections is recorded as being
metered.The Corporation has some 54,000 customer
accounts, but 29 percent of these are currently inactive
(estimates as of June 1999)—a combination of failure
to read meters or bills not being raised.

Directorate for Water Development
Responsibility for the development of water supply
and sanitation for the remainder (over 90 percent) of
Uganda’s population rests with DWD. Ownership and
operational arrangements within these areas depend 
on the status of the relevant management body and are
currently in a state of transition as sector reforms are
introduced.

Ownership of water facilities currently rests in part
with the Districts and Gazetted towns3 and in part with

6 Water and sanitation
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DWD itself. Management/operational responsibility in
relation to larger systems is taken by Districts and
(Gazetted) town councils. For small towns and growth
centers (typically with a population in the range of
5,000 to 10,000) responsibility for management/oper-
ations rests with local Water User Groups or Associa-
tions.4 These voluntary bodies are not legally empow-
ered to own property, and ownership of the systems
developed for these areas continues to rest with DWD.

Performance

National Water and Sewerage Corporation
The intention when NWSC was established in 1972
was that it should have ownership and management
responsibility for all urban areas where water supply/
sewerage is financially viable. NWSC’s accounts for
1996–97 show surpluses of income over expenditure
for Kampala, Jinja and Entebbe, with income and
expenditure accounts for the remaining urban centers
all showing deficits. NWSC showed an overall trading
surplus for the year of approximately Ush 225 million,

a reduction of approximately Ush 500 million on the
previous year as a consequence of the adoption of two
loss-making urban centers. Unless it is able to achieve
performance improvements in relation to either or
both operating costs and revenue recovery, NWSC’s
ability to cross-subsidize loss-making areas out of sur-
pluses generated in other areas has now become seriously
restricted and will constrain its ability to take over re-
sponsibility for further urban centers.

While NWSC is in surplus on its trading account,
it should be noted that it is unable to meet its liabilities
in terms of loan interest and repayments and does not
generate surpluses to finance system expansion or im-
provement, despite the fact that tariffs in Uganda are
among the highest in the region for water service. Per
capita sales in the NWSC towns are very low, about 35
liters per person per day (resulting in high unit costs).

The information available for water production and
sales shows that UFW as of 30 April 2000 amounted to
44 percent of water put into supply.This is an improve-
ment from the 42 percent of water put into supply for
the six months ending December 1999 (46 percent in
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Kampala, 35 percent elsewhere). NWSC does not have
reliable estimates of the proportion of UFW that is due
to technical losses (leakage/bursts) as opposed to ad-
ministrative losses (illegal or unidentified connections).
Of its 54,000 customers as of June 1999, however, 29
percent of the accounts were classified as inactive—not
being billed, although possibly still consuming water.
Poor management of customer accounts is also reflected
in weak collection of debts, with some 14 months of
sales as debtors. The KRIP plan to improve revenue
(billing and collection) has not fulfilled expectations and
has led to a significant service charge amounting to Ush
2.4 billion annually or about 10 percent of the Corpo-
ration’s annual income of Ush 24.5 billion.5

Overall unit costs (excluding interest charges) are
high, currently in excess of Ush 1,100 ($ 0.73) per m3.
The Corporation has high staff and related costs,
amounting to 45 percent of the operating costs (before
interest) for the period from July to December 1999.
This high cost was in part due to the exceptional cost
related to staff reductions of 469 posts in the 21 months
to April 2000.

NWSC’s average tariff is approximately Ush 715
per m3 based on data for the financial year 1997.Aver-
age tariffs by category of user are shown in Table 6.1
below. Available comparative data are shown in Table
6.2. Overall average tariff levels are high by regional
standards and there is substantial cross-subsidy of house-
hold users by industrial and commercial users.

There is substantial overprovision in a number of the
urban areas that fall under the responsibility of NWSC.
An extreme example is the town of Lira, where capac-
ity utilization is approximately 11 percent. At the time
of the CFR study, water was being pumped only twice
a week from the treatment facility (over 40 km from the
town itself). NWSC has inherited these schemes and
has not itself been responsible for the overprovision. In
general the origins of this type of overambitious scheme
can be traced back to political interference in the plan-

ning process.The consequences of political interference
include not only examples of significant overprovision
but also distortions in the pattern of service provision
whereby investment resources are diverted from larger
towns in great need of water supply/sanitation to
smaller towns where less benefit can be obtained from
the limited resources that are available.

Oversized and overengineered schemes waste oper-
ating resources as well as capital investment. Standards
of maintenance are inadequate and operating costs
high with a considerable risk that service cannot be
sustained in the medium to long term.

Areas falling outside the responsibility of NWSC
Financial and operational performance data outside the
NWSC area are not readily available.

Policy-making, planning and regulation

DWD is both the policy-making body and the regula-
tor for the water and sanitation sector. Policies are set
out in A National Water Policy Document (Ministry of
Water, Lands and Development, 1999).This is a com-
prehensive document, which sets out both water sup-
ply and sanitation policies and water resource manage-
ment policy. Overall policy objectives specific to water
supply and sanitation are:
• sustainable provision of accessible, clean, safe water

and hygienic sanitation facilities to 75 percent of
the population in rural areas by the year 2000 and
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Table 6.1 Average tariffs by user

Average Average
tariff paid tariff paid

User category (Ush/m3) ($ 0.01/m3)

Domestic—private connection 462 32
Government and Institutions 760 52
Commercial and industrial 1,056 73
Overall average—Uganda 750 52

Table 6.2 Average domestic water supply tariffs for a
selection of OECD countries

Average tariff paid
Country Year ($ 0.01/m3)

Korea 1996 23
Hungary 1997 48
USA 1997 58 
Spain 1994 71
Scotland 1997–98 83
Japan 1996 120
England & Wales 1998–99 143
France 1996 158
Germany 1997 169

Other comparative data
Jakarta City — 20
Ho Chi Minh City — 10
— Not available.
Source: OECD, Household Water Pricing in OECD Countries
[ENV/EPOC/GEEI(98)12/Final].



to 100 percent by the year 2015, and to 100 percent
of the urban population by the year 2000; and

• efficient and effective use of financial and human
resources.
The former objective is now clearly unachievable.
Infrastructure-related policy measures for the urban

and rural water supply sub-sectors are summarized
below:
• reliance on markets and pricing to determine water

allocation among various sectors and user groups;
• involving beneficiaries and the private sector in

managing water at the lowest possible level;
• separation of regulatory powers from user interests,

with regulatory control to be applied only in re-
sponse to need and at enforceable levels;

• regulatory controls to be combined with economic
incentives;

• improvement of coordination and collaboration
among sector stakeholders following consistent
planning and implementation processes within the
context of Government of Uganda (GOU) policies
on decentralization, PSP and the role of non-
governmental organizations (NGOs), civil society
and beneficiary communities;

• promoting awareness of water management and de-
velopment issues and creation of the necessary ca-
pacity for the sector players at different levels;

• promoting viable management options for provi-
sion of water supply at all levels; and

• management responsibility and ownership of do-
mestic water supply to rest with the users.
The general policy framework for the sector, taken

as a whole, is well developed and has been carefully
thought through. There are concerns, however, about
the effectiveness of its implementation.The policy on
PSP in the water sector requires further consideration
and is not clearly articulated in the current policy doc-
ument. The Government has initiated reviews of the
existing policy and options in the areas of urban and
rural services. To accompany these assignments a re-
view of the legislation affecting the sector has also been
undertaken.The urban and rural review teams are ex-
pected to complete their findings in 2000.

Socially driven provision and subsidies

Socially driven provision
The extension of a clean, safe water supply is a key pri-
ority in Uganda’s drive to alleviate poverty.This is re-

flected particularly in DWD’s Rural Towns Water and
Sanitation Programme, the aim of which is to ensure
that households in rural communities:
• have access to minimum essential quantities of

water (assessed as 201 liters per capita per day, if
possible within no more than 500 meters of all the
households covered); and

• each have a basic sanitation system—usually an im-
proved household latrine with a concrete slab.
DWD, supported by donor organizations, provides

the bulk of capital required to finance the development
of schemes but, under the demand-driven negotiations ap-
proach, local communities are required to make a con-
tribution (in cash or in kind) to capital costs and must
take responsibility for all ongoing operations and
maintenance expenditure.

In rural areas both parts and technical support are
provided by the private sector.Access to adequate parts
and sufficient trained hand pump technicians is inade-
quate in low-density rural areas, where normal levels 
of demand are insufficient to support service provision
within reach of the communities served. Government
policy is to provide financial incentives to ensure ade-
quate technical support.

The major support to the rural areas is through the
District Water Office (DWO), part of the local govern-
ment administration but increasingly dependent on
donor support from UNICEF and DANIDA through
the WES and RUWASA projects. These seek to de-
velop community involvement in the physical rehabil-
itation of point sources and the management and up-
keep of operational facilities.This is also the goal of the
many NGOs operating in Uganda, such as the Busoga
Trust.A recent review of the rural sector for DWD has
focused on the role of the DWO and suggests that their
formation and efficient operation is a key measure to-
ward fulfilling overall government policy.

Subsidies in long term funding
One of the largest areas of subsidy or external support
to NWSC has been the on-lending by the Govern-
ment of donor grants and loans.These have been sum-
marized in a Ministry of Finance fiscal review as:
• IDA Grant 2124—NWSC has received $13 million

in “soft loans” for each of the last three years.The
effective subsidy from the Government’s loan guar-
antee is estimated at $1.3 million for 1997–98.

• Austrian loan—The effective subsidy from the
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Government’s loan guarantee was $672,000 for
1997–98.

• French Protocol loan—The effective subsidy from
the Government’s loan guarantee is estimated at
$72,000 annually.
As of 30 June 1998 approximately $3.3 million of

payment arrears were due on these loans.The imputed
annual interest benefit accruing from these arrears repre-
sents an additional subsidy of some $369,000 to NWSC.

Issues

Rural water and sanitation
There is an important issue in relation to the need to
develop a clear and consistent approach to the assess-
ment of social needs and to the implementation of ef-
fective and consistent subsidy mechanisms.

Urban water and sanitation
The study for the urban component of the Water Sec-
tor Reform is taking place in parallel with the CFR
exercise (Consult4 and associated firms). Key points
pertinent to the urban water sector identified in the
initial stages of this project (as set out in its Inception
Report) are summarized below:
• Uganda is well endowed with water resources and

infrastructure is in place to deliver water services to
a significant proportion of the population. Never-
theless, overall, the urban water sector is not per-
forming adequately;

• while there appears to be adequate capacity in policy-
making, strategy and planning, implementation is
not satisfactory and management capacity needs
improvement;

• tariff reforms proposed in the 1998 tariff review, in-
cluding a general tariff increase of 25 to 30 percent,
have not been implemented. In view of the high
unit costs of the Corporation, cost reduction rather
than tariff increases may be a more appropriate
means of achieving financial performance improve-
ment. There appears to be considerable scope to
achieve cost reduction in NWSC, which as a whole
is potentially a viable entity;

• a significant proportion of the urban population
(about 15 percent) relies on standpipes for water sup-
ply. While the rates at which standpipe attendants are
permitted to on-sell water are in principle controlled

(at Ush 1,250 per m3), the actual rate is often much
higher, with customers paying Ush 2,500 per m3 in
practice. These rates imply that a typical poorer
household may face costs in excess of 10 percent of
household income for a minimal supply. This en-
courages the use of alternative untreated water
sources. In addition a high proportion of standpipes
are non-operational due to the non-payment of
charges to NWSC;

• the need to find workable alternative approaches to
cross-subsidization as a means of balancing equity
(“some for all”) with financial viability in urban
centers where there are insufficient “high service
level” consumers within the system;

• there are significant problems in towns where water
services are provided by local government. These
may be attributable to a combination of weak in-
centives to collect revenue, poor financial account-
ability, political interference, low priority attached
to water service responsibilities and the diversion of
funds from the water account to other activities;

• there are practical problems associated with apply-
ing decentralization policies in urban and dense set-
tlements.Where responsibility for town supply has
already been transferred to Water User Associations,
problems have arisen due to lack of local capacity,
lack of funding and confusion over asset ownership;

• minimum standards quoted in service policies tend
to conflict with appropriate design criteria. Seeking
to provide “minimum hypothetical standards” can
result in the overdesign of systems and may be
against the interests of the very poor if high costs
and unaffordable charges result in system deteriora-
tion and failure;

• excessive emphasis on projects rather than service,
with insufficient attention given to aspects such as
governance, financial management and business
planning, administration and consumer relations;

• public sector conditions of service result in difficulty
in recruiting and retaining high caliber senior staff;

• the policy on PSP is inadequate, requiring both
greater direction and greater clarity;

• policy development and implementation need to
reflect the reality of poverty in Uganda and its
implications;

• lack of clarity in key aspects of the institutional
framework, due to the continuing process of trans-
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formation, complicates the development and im-
plementation of policy;

• the wide availability of alternative, albeit often poor-
quality, sources of water means that a strong em-
phasis on education and awareness building will 
be essential—and provides an additional argument
against “overdesigning” systems since poorer cus-
tomers will tend to minimize the use of services
they have to pay for; and

• the highly politicized nature of water provision
leads to a strong tendency toward excessive political
involvement in (and direction of ) decisions about
water service provision.

Recommendations

Rural water and sanitation
Proposals for the development of rural water and sani-
tation are to be set out in the Investment Plan and
Strategy Report of the rural component of the Water
Sector Reform (Wardrop Engineering Inc.).The draft
report proposes:
• action by the Government to support the mainte-

nance of local supply facilities (parts stocks and
trained hand pump engineers);

• a potential role for PSP schemes (such as BOTs and
concessions) as a method of raising private finance
and introducing PSP into rural water supply oper-
ations;

• promotion of greater community involvement, es-
pecially by women, in decisions about rural water
and sanitation provision; and

• the need for capacity-building initiatives at both
the central and local levels.

Urban water and sanitation
Inter alia, the Consult4 Inception Report recommends
the following changes to the National Water Policy:

• amendment of the treatment of subsidy/cross-
subsidy issues;

• identifying the differences of approach appropriate
to urban and rural areas in respect of community
participation;

• adoption of the principles of setting practicable
service level targets and progressive attainment of
standards;

• adopting a stronger service orientation in water and
sanitation sector policy;

• a section on PSP should be included in the Na-
tional Water Policy document and should specify:
� policy objectives;
� scope of private sector involvement and possible

PSP models (including responsibilities: role of the
state, risk apportionment, financing options);

� regulatory arrangements, capacity building, time-
table and legislative changes;

� initial guidelines on key issues—for example,
cross-subsidy, tariff control, reporting and ac-
countability, preparation of plans and consumer
relations; and

� development of consumer representative bodies
and consultative processes;

• specific attention should be given to minimizing
the scope for political interference in designing
policy, legislation and PSP contracts; and

• following the KRIP experience future schemes to
involve the private sector in water and sanitation
activities should be based on transparent and com-
petitive procurement processes. Greater attention
needs to be given to contract design in developing
future PSP schemes to ensure that they provide ap-
propriate incentives to private operators.
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Notes

1. While the KRIP contract provides an in-
centive to the contractor to improve revenue
collection, it does not discriminate between
revenue obtained by improvements in ongo-
ing billing and collection performance and
revenue recovered from collecting historic
debts.The Government sector, which repre-
sents NWSC’s most significant debtor, has
been making efforts to improve its payment
performance in relation to all utilities, and

the KRIP contractor has directly benefited
from this without significantly improving its
billing and collections performance.
2. The 11 urban centers are Kampala, En-
tebbe, Jinja, Mbale,Tororo, Masaka, Mbarara,
Lira, Gulu, Fort Portal, and Kasese. Kabale is
due to transfer to NWSC in the near future.
3. Under Ugandan law these bodies are
legal entities capable of owning property.
Broadly, Gazetted towns have a population

of over 10,000 but are also subject to other
qualifying criteria.
4. Water User Associations are formed from
a number of Water User Groups in cases
where piped water systems are installed.
5. Largely unchanged in real terms over the
last three years.
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Introduction

Uganda has already taken significant strides toward
creating an environment for sustainable telecommuni-
cations sector development.The Government’s objec-
tives in this regard are largely consistent with promot-
ing private sector-led development, and are currently
supported by a number of initiatives that should
progress the sector along the evolutionary path illus-
trated in Figure 7.1.

Though much has been achieved,“Phase I” of the
telecommunications program can still be regarded as
having an unfinished agenda (see Figure 7.2).

In sum the real challenge facing Uganda’s telecom-
munications sector lies in identifying and taking action
for the future.

Role of the Government, parastatals 
and the private sector

Under the Communications Act, there are two types of
radio communications and telecommunications li-
censes—major and minor. “Major” licenses provide
local, long distance and international basic telephony,
trunk capacity resale, rural telecommunications, store
and forwarding messaging and cellular or mobile radio
services. All other licenses are classified as “minor.”
Major licenses are issued by the Ministry of Works,
Housing and Communications (MWHC) while minor
licenses are granted by the UCC.To ensure consistency,
the UCC will prescribe the terms and conditions of
major licenses.

The telecommunications sector in Uganda is
evolving rapidly as the Government implements the
structural reform agenda summarized above. Institu-
tional arrangements for service delivery, sector policy
and regulation are all evolving rapidly from the mono-
lithic state-owned structure prevalent up to 1994 to-
ward a multiprovider environment.

Uganda’s new telecommunications sector structure,
Figure 7.3, is supported and enabled through legisla-
tion passed in 1997 through the Uganda Communica-
tions Act,1 which provides for:
• restructuring of the Uganda Posts and Telecommu-

nications Corporation (UPTC) into three separate
entities: Uganda Telecom Limited (UTL), Uganda
Posts Limited (UPL) and the Post Office Savings
Bank (POSB); and
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Box 7.1 Redefining access 

A number of developing countries, such as India and Malaysia, are
reconsidering the role of telecommunications in the economy;
moving from a focus on the basic infrastructure toward a focus on
content, to encourage economic and social transformation. As a
result emphasis is shifting from teledensity to “connectivity”—i.e.,
the extent to which every person can be connected to an infor-
mation infrastructure that delivers benefits through content. In
rural and agrarian countries this entails encouraging outreach of
telecoms to rural areas, where the delivery of services can have
major social impacts through tele-education, tele-medicine and
voice communications, and where commercial market benefits can
flow from, for example, better information on product prices de-
livered through the internet or mobile telephones.
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• establishing an independent regulatory agency, the
UCC, to regulate the sector and provide for the
rights and obligations of operators, licensing, inter-
connection, performance obligations and fair com-
petition and ensure the protection of subscribers’
and investors’ interests.

Policy-making, planning and regulation

The Government of Uganda (GOU) is committed to
a process of reform and development of the Uganda
telecommunications sector. The Government’s objec-
tives for the sector are consistent with its reform-
minded approach and its commitment to private sector
development.

The fundamental goals underpinning the Govern-
ment’s current telecommunications sector policy are
set out in the Minister’s sector policy statement issued
in January 1996:
• increase the geographical coverage of services

throughout the country—the target set out by the
Minister’s statement is to increase telephone density
from the current 0.28 lines per 100 persons to 2.0
lines per 100 persons;

• serve unmet demand for telecommunications serv-
ices estimated by the ITU as being approximately
184,000 lines in 1997 and set to grow to 380,000
by 2006;

• ensure a balanced and well-coordinated network
through appropriate licensing, regulation and stan-
dardization;

• improve quality of telecommunications services;
• develop competition across a broad spectrum of

telecommunication services including e-mail, pag-
ing, voice messaging, low-cost data transmission
and cable distribution of images; and

• provide basic services in the whole country for ur-
gent communication in times of emergency.
The goal of increasing geographical coverage is fo-

cused on rural network expansion. The Government
also wishes the sector to contribute to the welfare of
the people of Uganda and other important national
development policy goals.

Figure 7.2 New challenges
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The MWHC has set out specific, and where possi-
ble numerical, targets for performance improvement
(see Annex).

Initiatives to assist with achieving socially driven
policies such as rural access include:
• regional network rollout obligations for lines and

payphones by region having been set for the two na-
tional operators.These regional obligations are lim-
ited to approximately 33 percent of total network
rollout obligations to ensure some flexibility for the
national operators to meet service demand; and

• establishment of a rural access fund (not yet opera-
tional).

Key initiatives
In pursuit of the above objectives, the Government’s
sector reform program involves:
• privatization of UTL, through sale of the majority

of the Government’s shares to a suitably qualified
strategic investor;

• establishment of the UCC to perform the function
of independent sector regulator;

• introduction of competition in all major telephony
services (including fixed and cellular) through li-
censing a SNO (MTN Uganda Limited);2 and

• establishment of a Rural Investment Fund to be
managed by the UCC and directed towards sup-
porting network expansion
Figure 7.2 on the foregoing page demonstrates how

Government’s key objectives for the sector are being
addressed through current initiatives and reforms.

Performance

Two of the Government’s principal telecommunica-
tions performance objectives are teledensity improve-
ment and rural access. Uganda’s fixed line telephone
density (per 100 persons) as of February 1999 was
0.29. Since April 1998, the SNO has added close to
54,000 mobile and wireless subscriber lines to UTL’s
55,751 subscriber lines. Teledensity has more or less
doubled since the introduction of the SNO.

Provision of rural access by UTL is still poor—with
less than 30 percent of subscriber lines, and 45 percent
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Figure 7.3 Telecommunications: key roles—the developing structure
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of switching capacity and public telephones concen-
trated outside Kampala (1997 data).3 Uganda faces a
significant challenge in relation to teledensity. While
the SNO has erected a substantial network in its first
year of operations, Uganda continues to face a signifi-
cant challenge in relation to increasing teledensity.The
potential to expand is underlined by comparison with
other African countries (see Figure 7.4 on p. 32).

Cellular
UTL’s draft licence allows it to provide cellular services
and it plans to launch a service in early 2000.Two en-
trants, MTN and CelTel are active in this market, the
former concentrating on technology applications that
enable it to meet its dual roles as a SNO and a cellular
operator, while the latter’s focus is on developing ser-
vices to the business market and serving urban areas re-
flecting the ability its freedom from service obligations
or rollout targets provides it to concentrate on higher
value customers. MTN has also been active in develop-
ing other services such as wireless local loops and ISDN.

International 
The Government has introduced limited competition
in international services with both UTL and MTN 
(as the SNO) licensed to provide international gate-
way services. Upgrading of international facilities is
planned, including development of a National/Inter-
national Switching Center (NSC/ISC).

Data and Internet services
Key initiatives in this sector are being driven through
liberalization.The UCC has issued six licenses for 2.4
GHz ISM Device for LAN and six for Internet ser-
vices.These services, particularly the Internet, are still
concentrated in Kampala because of dependency on
rural network rollout and constraints arising from low
overall teledensity, poor line connection quality and
low connection speeds.

Other services
The key driver is, again, liberalization, which is leading
to the emergence of competition in several areas, such
as paging services; communication vendor services
such as CPE, wiring and terminal equipment; mail
courier services; and sound broadcasting services.

Socially driven provision and subsidies

Socially driven provision
UTL was among the top three net subsidy recipients in
1998 and received $56.6 million for the purposes of
restructuring.

UTL undertook a substantial rebalancing of tariffs
in 1997 prior to the offering of UTL for sale in 1998.
The extent to which cross-subsidies remain within the
current tariff structure has not been established. Re-
maining cross-subsidy would likely have the effect of
making local calls more affordable to Ugandan citizens
at the expense of significant premiums (over cost) for
international and long-distance services, with potential
negative consequences for, primarily, business users.

MTN, the SNO, has substantial flexibility in its tar-
iff structure.

Subsidies from the State
On restructuring UTL benefited on a one-off basis
from conversion of debt to equity, a waiver of out-
standing tax liabilities and the retention of certain
other liabilities to government within UPL. UTL has
also benefited from low interest charges and fee waiver
on loans guaranteed by the Government.

Issues 

In some areas Uganda has adopted a liberal, highly
reform-minded approach to restructuring the telecom-
munications sector, particularly when compared to
other African countries.For example,along with Ghana,
Uganda has been a pioneer in introducing competition
in the fixed line network.

However, key lessons emerge from how these re-
forms have been executed and timed. Other lessons

Tariff rebalancing is important where Government wishes to re-
duce the level of cross-subsidies that may exist between charges
for local, long-distance and international calls.This reduction may
be required for various reasons, including promotion of internal ef-
ficiency by balancing income with costs, preparing the company
(and the sector) for competition. Tariff reform in Uganda is likely
to have important knock-on impacts on different user groups and
could impact on the affordability of basic service. It would there-
fore need to be approached sensitively.
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also apply from the experience so far, though these are
more in common with those of other developing
countries introducing private sector practices in previ-
ously government-controlled sectors. These lessons
cover areas such as establishing effective independent
regulation, and the proper separation of social objec-
tives and commercial incentives in the formulation of
the regulatory framework, notably in relation to tariff
control and reform.

Responding to these lessons forms a key part of the
unfinished agenda for telecommunications sector reform.

Privatization 
Following a decision to introduce a strategic partner for
UTL, the Government began the privatization transac-
tion process in 1998.The Government retained IFC as
lead adviser to conduct the sale process.At the time of
preparing the CFR, two attempts to implement the sale
had failed and a third was underway. The third attempt
has since succeeded. Both previous attempts were ter-
minated during negotiations with a selected partner.

The following factors have played a role in delaying
the implementation of the strategic sale:
• over-ambitious build-out targets;
• the licensing of the SNO before the sale of UTL

was successfully completed, thereby putting the
company at a competitive disadvantage;

• uncertain and untested regulatory arrangements—
lack of clarity both in the institutional arrange-
ments for telecoms regulation and in the way that
key regulatory mechanisms will be applied in prac-
tice has increased the regulatory risks perceived by
potential buyers;

• competition for strategic investors—some dozen
countries in sub-Saharan Africa alone are currently
seeking, or are about to seek, to privatize their in-
cumbent telecom operators via sale of a stake to a
strategic investor (see Table 7.1), while at the same
time interest from foreign investors in African wired
line networks is relatively limited; and

• appointment of advisers—UTL’s privatization ad-
visers, retained throughout the three sale attempts,
were not appointed by open competitive tender,
which could have allowed the Government to
choose from a number of potential advisers com-
peting for a mandate on price and quality terms.

Duopoly exclusivity period
The Government has introduced fixed line service
competition in the form of a five-year duopoly (li-
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Figure 7.4 Benchmarking Uganda teledensity

3.5

3.0

2.0

1.5

2.5

0.5

0.0

Cam
er

oo
n

Et
hio

pia

Côt
e d

’Iv
oir

e

Gab
on

The
 G

am
bia

Gha
na

Guin
ea

Ken
ya

Guin
ea

-B
iss

au

Mala
wi

Mau
rit

an
ia

Mali

Se
ne

ga
l

Ta
nz

an
ia

Uga
nd

a
To

go

Zim
ba

bw
e

Zam
bia

Te
le

ph
o

ne
 li

ne
s 

pe
r 

10
0 

po
pu

la
ti

o
n

1.0

National Teledensity (1999)

Source: International Telecommunications Union



censes issued to UTL and MTN).There is some un-
certainty regarding the commencement, and hence ex-
piry, date for the duopoly period, which might have
implications for the privatization process.

Delayed privatization
Government policy for a moratorium on new invest-
ment prior to privatization, coupled with delay in im-
plementing the UTL sale, has resulted in delays to im-
portant new lines projects.This has hampered UTL in
responding to MTN’s initial expansion and has held up
the launch of a GSM cellular service. In turn this has
delayed attainment of the Government’s network ex-
pansion targets and undermined UTL’s value.

Overall the delays in implementing the UTL sale
have set back achieving the full benefits of sector re-
structuring (see Annex for further comment and inter-
national comparative data).

Rural access
Both major operators have been set rural access targets.
The extent to which targets must be met through
rolling out fixed services or through provision of cellu-
lar services has not been specified, however.

Rural Investment Fund. The fund is not yet operational
and there are a number of unresolved questions about
its funding and operation. In principle telecommuni-
cations companies are to contribute an unspecified
proportion (expected to be around 2 percent) of their
profits to the fund. Companies without major licenses
for fixed line services are resistant to the idea of a gen-
eral contribution to the fund because they believe the
national operators will benefit directly from it. There
are also concerns that contributions from telecommu-
nications companies might be used for non-telecom-
munications purposes.

Uganda Communications Commission
The UCC has yet to establish its presence as an active
regulator in the sector and its independence remains
untested to date. Funding is to be sourced from license
fee income and rental income from real estate in Kam-
pala.The future adequacy/reliability of both sources is
uncertain.

Infrastructure duplication and interconnection
The development of the sector and the emergence of
competition may be hampered unless incentive-based
interconnect and roaming agreements that reward
mobile and fixed providers when they cooperate in
providing access and sharing facilities are introduced.
Minor license holders have complained that without
equal access-based interconnection into fixed networks
and international gateways MTN and UTL will be
able to discriminate against, for example, providers of
cellular services only.

Infrastructure duplication is also taking place as a
result of a lack of cooperation or coordination among
players. Particularly in the cellular service industry,
duplication is seen as an important source of waste of
capital.

Electricity reliability
Electricity infrastructure has an impact on telecommu-
nications infrastructure costs.Telecommunications in-
frastructure in Uganda is normally installed with back-
up generators because of the unreliability of electricity
supplies, which increases costs. The problem is com-
pounded by the unreliability and, in some cases, non-
existence of electricity in rural areas.
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Table 7.1 Telecom sector privatization in Africa

Country Telecom sector privatization as of November 1999

Zambia Sale of 20 percent stake in Zamtel plus
management contract to a strategic investor by
2000

Kenya Efforts underway to sell a 26 percent stake in
Telkom Kenya to a strategic investor

Tanzania Transaction to find strategic investor for TTCL
currently in progress

Uganda Third attempt to find a strategic partner
for UTL successful 

Nigeria Likely to privatize NITEL within the next two years
Zimbabwe PTC privatization currently under preparation
Lesotho Privatization advisers have been selected to prepare

a strategic sale in LTC
Malawi Advisers are preparing sale of a strategic stake in

MPTC, which is still to be split up
Botswana BTC privatization likely, but still in early stages of

preparation
Mozambique Government has announced intent to seek strategic

investor for TDM
Namibia NTC privatization likely, but in early stages of

preparation
Mauritius Sale of strategic stake in progress—6 companies

have been shortlisted for a bid
Source: PricewaterhouseCoopers



Cross-cutting issues evident within the 
telecommunications sector
The common issues and lessons that emerge from
telecommunications include:
• vicious circle of lack of infrastructure and infra-

structure interdependency—telecoms operators
have expressed the difficulties associated with
building out a network where roads and power do
not exist—power providers have expressed the
same concerns about roads and telecoms;

• need for better sequencing of reforms—competi-
tion, regulation and privatization are all essential
elements to successful reform. The sector reform
program in Uganda has seen introduction of com-
petition (in fixed services) arrive before privatiza-
tion, and is likely to see both introduced before an
effective regulator is in place and before tariff re-
form has been substantially undertaken. This has
hampered the privatization of UTL and could in-
troduce early difficulties for the regulator as well as

complicate the process of completing tariff re-
balancing. Better sequencing of reform in other
sectors would avoid or at least reduce this type of
problem;

• need for consumer empowerment—an issue not
yet addressed in telecoms is the empowerment of
consumer groups that can advocate policy and so-
cial requirements to the Government, regulator and
service providers.This is likely to be an area where
challenges lie ahead for most infrastructure sectors;
and

• separation of economic/commercial objectives from
social objectives—the tariff reform needs confirm
that Government has not completed the separation
of social policy objectives from commercial incen-
tives for operators. In the future privatized and
competitive context, it is likely that the Govern-
ment will find it increasingly difficult to use UTL as
a vehicle for satisfying both sets of objectives unless
effective funding support is introduced.

Telecommunications

34

Notes

1. Passed by Parliament on 26 September
1997.
2. The SNO is also licensed to provide
other services, including international gate-
way,value-added services and several others.
3. Information Memorandum, Privatiza-
tion of UTL, February 1998.
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Role of the Government, parastatals
and the private sector

The Uganda Posts Limited is the parastatal body re-
sponsible for the national postal service in Uganda.UPL
shares are held entirely by the Government of Uganda.

A number of licensed private companies offer na-
tional and international courier services in Uganda.
The private sector is also involved in the postal sector
through the operation of around 240 Sub-Post Offices,
which function on an agency basis, and through the
sale of stamps (250 licensed vendors). Figure 8.1 sum-
marizes the current structure of the sector.

Performance

Services
UPL offers the following services:
• delivery of mail and parcels;
• money transmission and postal order services;
• post bus service;
• issue of stamps;
• philately; and
• courier services.

The number of letters posted in 1998 was approxi-
mately 12 million (or 0.55 per capita), of which about
60 percent were destined for national delivery and the
balance for international delivery.Taking into account
incoming international letter mail, the total volume of
letters delivered by UPL in 1998 was just under 16
million (0.73 per capita). In 1998 UPL delivered only

94 domestically posted parcels. These figures are ex-
tremely low by international standards.As is clear from
the comparison to other African countries (with both
smaller and larger populations but all with greater land
area),Uganda has both very low postal coverage and an
extremely low level of postal activity generally (see
Table 8.1).

While the low volume of mail in Uganda can in part
be attributed to its current level of economic develop-
ment, poor access to the service (see below) com-
pounded by poor service performance and low reliabil-
ity are also important contributory factors. UPL also
acknowledges that it has encountered problems with vi-
olations of the mail, although efforts are being made to
resolve this. It is notable that since 1995–96 UPL has
ceased to deliver both electricity and water bills, which
are now hand delivered direct to customer addresses by
the utilities themselves, although UCL continues to use
UPL.The withdrawal of this business reflects the diffi-
culty utilities have had in proving the delivery of bills
and consequent late payment of bills by customers who
have easily been able to deny receipt and sometimes
fraudulently present incorrect address data.The fact that
there is no universal address or delivery system in-
evitably limits the ability of UPL to counter this type 
of problem.

Coverage
Only a tiny proportion of postal deliveries are made to
home or office addresses (about 1 percent) as compared
with 5 percent in Kenya, 37 percent in Nigeria, 98.5
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percent in the United States and 100 percent in the
United Kingdom. Postal delivery in Uganda is gener-
ally made to private letter boxes located in Post Offices.
There were 70,600 such boxes at the end of 1998 (ap-
proximately one for every 300 people). Although pri-
vate boxes are frequently shared by a number of house-
holds/individuals—for example, all the employees of a
firm may use its letter box as their receiving address—

postal coverage in Uganda is clearly far from universal.
A high proportion of parishes in Uganda do not have
any private letter box, meaning that their residents do
not have any effective access to a postal service. Even
where there is a private address available within a given
parish, this will only provide access to the mail if the
owner is prepared to make it generally available and if
there are mechanisms to ensure that mail is collected
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Table 8.1 Comparative postal service

Letters posted Number of People Number of
Population per capita, private per permanent

Country (million) per annum letter boxes letter box Post Offices

Uganda 23.0 0.5 70,000 329 69
Kenya 33.1 12.0 318,996 104 1,061
Tanzania 31.5 0.7 151,409 208 525
Zimbabwe 12.3 25.0 72,181 170 283
Ghana 18.3 3.5 106,601 172 999
Nigeria 118.4 3.5 587,552 201 3,639
Africa 6.2
Industrialized countries 381.0
World 63.0
Source: UPU website (data relate to 1995 with the exception of Uganda [1998]).

Figure 8.1 Postal sector: key roles
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regularly from the relevant Post Office and reliably dis-
tributed to the final addressee.

Efficiency
UPL acknowledges that it is significantly overmanned,
partly as a consequence of surplus staff inherited fol-
lowing the restructuring of the Uganda Post and Tele-
communications Corporation (UPTC). Staff numbers
have been reduced from 690 on incorporation to 506
(June 1999). Further reductions in staff numbers, to
around 450, are considered to be necessary to complete
this process. Delays in obtaining Service Certificates
and lack of funds to finance termination payments
mean that further progress will be difficult to achieve.

Policy-making, planning and regulation

The MWHC has policy responsibility for the postal sec-
tor in Uganda.The regulatory body is the UCC, which
has responsibility for the issue of licenses (required by all
postal service providers1) and for regulation of tariffs,
quality of service and competition in the sector.

Policy objectives
The current policy objectives for the sector are:
• to provide all Ugandans with a universal letter ser-

vice that is equitable, reasonably accessible and rea-
sonably meets community needs at uniform and af-
fordable prices; and

• to introduce direct competition in non-reserved
postal services and indirect competition in other
services.

Policy objectives specific to UPL associated with the
above sector objectives are:
• to make the postal services provided by UPL more

vibrant, competitive and responsive to economic
trends;

• to reduce direct and indirect subsidies to UPL 
in the medium term and eventually to ensure its
profitability; and

• to avail postal services to all persons in Uganda
through a wider and more efficient postal network.

Targets
The following targets have been set for UPL in relation
to the achievement of its objectives:

• each district to have at least one departmental Post
Office;

• each county to have at least one Sub-Post Office;
• each parish to have at least one (street) posting box

and one private letter box allocated at a fee at the
nearest Post Office in order to provide all parishes
with a channel for administrative and communica-
tions purposes; and

• for mail delivery, UPL to achieve the following
quality of service for at least 90 percent of the mail:
� mail posted at a delivery office to be delivered not

later than the following day (d+1);
� mail between main towns to be delivered not later

than three working days after the day of posting
(d+3); and

� mail between other collection and delivery cen-
ters to be delivered not later than five working
days after the day of posting (d+5).

Mandatory services
UPL is the only holder of a major license under the
terms of which it is required to accept, convey and de-
liver all postal articles up to 10 kg in weight country-
wide (understood to include only holders of paid pri-
vate letter boxes at offices listed within its licence).2

UPL is not permitted to close any listed office without
the prior agreement of the UCC. Services that UCL is
required to offer also include money orders, postal or-
ders and philatelic services.

UPL’s licence also requires it to enter into a commer-
cial agreement with PostBank Uganda Ltd. to provide
postal banking services through its network of offices.

Competition in posts
Under the terms of the major license UPL has the ex-
clusive right to deliver letters up to 1 kg in weight (at
affordable and uniform tariffs) throughout Uganda.
UPL also holds a monopoly in relation to the issue of
postage stamps, pre-stamped envelopes, wrapper forms
and international reply coupons. Reserved services are
to be offered at a national uniform tariff.Non-reserved
services are not subject to tariff regulation.

Competitors issued with minor licenses are permit-
ted to provide these services outside this “reserved area”
at similar or better standards of service, provided that
they offer their charges not lower than those of UPL.
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The following categories of letter are not reserved
to UPL under the terms of its license:
• exempted letters sent by licensed courier (note that

the nature of this exemption requires further clari-
fication);

• letters accompanying goods at the time of delivery;
• newspapers, magazines, books, unaddressed mail,

catalogues and trade journals;
• letters delivered otherwise than for reward;
• letters delivered by an employee of the sender;
• letters containing writs or legal instruments; and
• letters carried to the premises of a provider of elec-

tronic mail service for the purpose of transmission
by electronic mail.

Tariff regulation
UPL is subject to tariff regulation for reserved services
according to the application of a price cap formula-
tion.This allows adjustment in average charges to re-
flect movements in the consumer price index less 
an allowance for productivity improvement (subject to
a 2 percent offset to facilitate performance improve-
ment) and permits the pass-through of exogenous cost
changes not reflected in the CPI.The detailed opera-
tion of this price cap requires further investigation.

Socially driven provision and subsidies

Socially driven provision
As noted above UPL has a mandate to provide univer-
sal service in postal delivery (at affordable tariffs) and
also to provide a range of counter services. At present
UPL is not achieving this mandate.

Subsidies
During the financial year ended March 1999, UPL
made a deficit of Ush 314,000. Significant cross-subsi-
dies between urban and rural areas are implicit in the
uniform tariff. Such cross-subsidies are likely to increase
as UPL seeks to extend its coverage into lower density
and hence higher-cost areas.The establishment of wider
network coverage should, however, stimulate traffic
growth. As long as reasonable growth is achieved, it is
reasonable to assume that there will be no medium- to
long-term requirement to increase tariffs as a conse-
quence of the increased burden of cross-subsidy.

Achieving the objective of universal service as de-
fined by GOU will require substantial investment by
UPL (in relation to its cash flow). UPL considers that
government funding in the region of Ush 3.5 billion is
necessary to enable it to achieve this aim.

Issues

Potential for expansion
There is clearly enormous potential for the expansion
of postal activity in Uganda. Unlocking this potential
will depend upon establishing a basic universal service
initially achievable through the universal provision of
shared letter boxes covering all communities in Uganda.
The establishment of a system involving universal deliv-
ery to individual letter boxes (or, going beyond this, to
individual homes) would not be viable until mail vol-
umes have increased substantially. Progressive improve-
ment in coverage and service quality should, however,
eventually lead to increases in traffic sufficient to sup-
port the gradual introduction of delivery to more indi-
vidual addresses beginning in the largest urban centers.

The current financial position of UPL means that
the establishment of even basic universal service is un-
likely to be achievable without Government support.
Key priorities include the issue of Certificates of Ser-
vice to employees who transferred to UPL following
the inception of the company and the provision of
funds to enable the company to further reduce its labor
force.

Inherited liabilities
Following the restructuring of UPTC UPL inherited
the full burden of its obligations, amounting in total to
Ush 2.7 billion owed to the National Social Security
Fund (NSSF), Uganda Revenue Authority, Workers
Union and other creditors. UPL’s current and prospec-
tive revenues are inadequate to carry the full burden of
these liabilities and some capital restructuring is likely
to be necessary to enable it to operate viably.

Scope for private sector participation/liberalization
As noted above there is already significant PSP in the
postal sector, and this seems likely to increase as a con-
sequence of economic growth. There appears to be
limited scope for direct PSP in UPL itself through sale
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of assets or concessioning given its current financial
performance and small scale of operation.There may,
however, be limited opportunities to make greater use
of agency arrangements through the conversion of de-
partmental Post Offices to Sub-Post Office status. A
management contract might also be considered, partic-
ularly if UPL is unable to achieve the significant per-
formance improvements necessary to provide a satis-
factory postal service in Uganda. Given the fact that
UPL has had only a very short existence as an inde-
pendent entity, and during this period has had to bear
a disproportionate burden in the form of inherited lia-
bilities and has lacked the finance necessary to ration-
alize its operations, it would be premature to conclude
that UPL’s current management is unable to meet this
challenge.

There is, however, an urgent need to achieve signif-
icant improvement in the overall performance of the
Ugandan postal service.Most citizens of Uganda either
receive inadequate postal services or no service what-
soever. This begs the question of whether complete
liberalization of the sector, allowing new operators to
provide all services currently offered by UPL, might
provide a better option than the conventional policy of
maintaining a significant reserved area for one national
operator in order to facilitate cross-subsidy to enable
universal service. Large-scale measures to extend the
scope for private operators to operate within the sector
by reducing the extent of UPL’s currently reserved
areas of service provision would not seem to be advis-
able in view of the pressing need for the company to
establish a universal service. Significant reduction in
the reserved area would be likely to lead to cherry-
picking of the least-cost urban and interurban traffics
and would be expected to undermine UPL’s ability to
cross-subsidize loss-making traffic to remote and low-
density areas.

Despite the above arguments against immediate full
liberalization of the postal sector, there is a strong case
for allowing local operators to provide service in areas
that are currently unserved by UPL. This might be
achieved by permitting private individuals and compa-
nies to collect and deliver mail in these areas, with
agreed terms for interconnection with UPL’s network
(“downstream access”and “upstream exit”).Under these
arrangements individuals meeting simple registration

requirements would receive a fee for items collected/
delivered within each designated area, interconnecting
with UPL at the nearest Post Office. Some regulation
would be necessary in order to ensure that adequate
standards of service are maintained.The issue of whether
to limit the numbers of such peripheral operators (for
example by issuing only one license for each eligible
parish) or whether to allow any registered operator to
offer service would require careful examination. The
question of whether UPL might subsequently establish
its own collection and delivery services in such areas
would also require consideration. For a few years, at
least, the new entrants are likely to require some degree
of shelter from the dominant operator, however, and
time-limited concessions should therefore be issued by
the UCC in areas where UPL is demonstrably failing to
meet clear performance criteria. UPL should be able to
offer service in these concessioned areas only following
completion of the concession period or following per-
formance failure by the concessionaire.

There is, however, a strong argument in favor of
permitting UPL to continue for the foreseeable future
with its existing monopoly protection in those areas
where it continues to meet reasonable performance
criteria so that it can continue to benefit from available
economies of scope and scale while it builds up traffic
volumes. Private operators should, at least initially, not
be permitted to collect or deliver mail outside each in-
dividual concession area.The aim of this would again
be to allow UPL to benefit from economies of scope
and scale.This should, however, be kept under review
and made dependent upon satisfactory performance by
UPL.

Priority attached to the sector
A key issue, felt by UPL to restrict the development of
the sub-sector within communications generally, is the
fact that posts are seen as the less important part of the
overall communications sector (dominated by UTL
and the SNO).There is, for example, no representative
on the UCC with specific experience in the postal sec-
tor.This “Cinderella sector” image may not reflect the
potential contribution that an efficient postal sector
can make to economic and social development by:
• facilitating paper-based transactions, efficient billing

and (ultimately) direct marketing;
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• reinforcing communication between the Govern-
ment and the citizens of Uganda by providing a
universal communications medium;

• in the long term enabling the development of 
E-commerce by providing an efficient delivery
channel for goods purchased over the Internet; and

• through its office network (both directly managed
and agency), to provide a potential channel to pro-
vide widespread access to a broad range of other
public and, potentially, commercial services.

Recommendations

Progressive liberalization
Progressive liberalization of the sector should be con-
sidered, initially by permitting local operators to pro-

vide service in areas that are currently unserved by
UPL. Appropriate regulatory arrangements should be
introduced to accompany this liberalization, including:
• regulated terms for entrants to access UPL’s core

network; and
• exclusive time-limited concessions for entrants,

with UPL permitted to compete only if indepen-
dent monitoring demonstrated that entrants were
failing to meet concession requirements.
UPL should be permitted to continue for the fore-

seeable future with its existing monopoly protection in
those areas where it continues to meet reasonable per-
formance criteria.This should, however, be kept under
review and made dependent upon satisfactory per-
formance by UPL.
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Notes

1. A postal item is defined as addressed ar-
ticles up to 10 kg in weight.All items above
this weight threshold are considered as nor-
mal transportation, are not subject to li-
censing by the UCC and are fully open to
competition.
2. Notwithstanding the targets stated
above, the requirement placed on UPL by
its license is to meet the stated quality of
service standard with 80 percent reliability
(c.f. the target of 90 percent).
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Background

Studies by the World Bank indicate that transport gen-
erates economic growth through the facilitation of
trade and provides increased access to health and edu-
cation facilities, as well as to local and national ameni-
ties. Furthermore, these studies indicate that, based on
current trends, demand for freight and passenger trans-
portation will continue to grow faster than population
and GDP in most developing countries. The major
proportion of this expected increase in demand will be
met by road transport. Some of the demand for passen-
ger transport may be substituted by telecommunica-
tions developments such as telecommuting. However,
this is highly dependent on the development of the
telecommunications sector, and the effect of substitu-
tion on transport demand may not be apparent in the
short to medium term for developing countries.

Figure 9.1 shows the current institutional arrange-
ments governing the transportation sector in Uganda.

The MWHC is responsible for the planning, de-
sign, construction and maintenance of classified main
roads as well as railways, airports and inland waterway
facilities.The MWHC is also responsible for the regu-
lation of the transport sector, sector policy and plan-
ning as well as safety and environmental protection,
budget programming and execution.

URC is the parastatal organization responsible for
railway operations, for the operation of the Lake Vic-
toria ports at Port Bell and Jinja and for the operation

of three ferries on the Port Bell–Mwanza and Port
Bell–Kisumu routes.

CAA is an autonomous parastatal corporation re-
sponsible for the development and regulation of civil
aviation and the operation of airports in Uganda.

RAFU has been established as an interim step in
the creation of an autonomous Roads Agency.RAFU’s
responsibilities are currently confined to the classified
roads network and include road network development
and management, planning and programming, and
technical and financial monitoring of projects.

The medium-term transport (and communication)
policy is:

To promote cheaper, efficient and reliable services
and thereby effective support to increased agricul-
tural,industrial,trade,tourism,social and administra-
tive services and ultimately promote growth in ac-
cordance with government’s strategy for poverty
alleviation and economic integration of the country.
The MWHC initiated a Transport Sector Strategy

Study (TSSS) with the objective of developing trans-
port policies that will allow the development of infra-
structure and services to meet national transport de-
mands.The objectives of the study, which was carried
out in June and July 1999 with a Draft Final Report in
October 1999, were to analyze transport demand, in-
frastructure and main policy constraints as well as the
scope for PSP in transport.

The TSSS indicates that road transport is the dom-
inant mode of transport. It estimates that transportation

9 Transport – overview



Transport – overview

42

activities account for 4.5 percent of Uganda’s GDP. Of
this, 80 percent arises from road transport, followed by
air transport with 16 percent and rail and lake transport
accounting for the remaining 4 percent.1

Fuel transport

The provision of facilities for fuel oil transportation
falls outside the normal ambit of the MWHC and ap-
pears to be the concern primarily of the Ministry of
Energy.Two projects are being considered at present:
• extension to Kampala of the pipeline from Mom-

basa to near the Ugandan border; and
• introduction of a small fuel tanker on Lake Victoria

to transport fuel from Kisumu (in Kenya), which is
served by the Kenya pipeline, initially to a point
west of Kampala.
It does not appear that a full evaluation of these proj-

ects has been undertaken except by the promoters.This
could lead to a suboptimal solution for Uganda, given
the strategic importance of fuel supply to Uganda and
the revenue-generating potential of fuel taxes.

General transportation issues

Regulation
Regulation of the transport sector, excluding the avia-
tion sector, is currently the responsibility of the
MWHC.The TSSS concluded that there was a need for

a surface transport regulator,which would have a similar
relationship with government as that proposed for the
electricity sector regulator in the draft Electricity Bill
1999, in order to promote consistency of treatment of
competing modes within the transport sector while en-
couraging intermodal competition and sector efficiency.

It is not clear that there is a role for a surface trans-
port regulator, however. In the road sector, regulation
will mainly relate to vehicle and driver licensing and
possibly operator licensing for public transport opera-
tors.No economic regulation is envisaged, and this role
could well remain with the MWHC. Rail and ports
regulation may be necessary in the future, but will de-
pend crucially on the nature of any concessions let to
the private sector.The most important issue will be en-
suring access to the network, but even this will only
apply under certain concession structures. Otherwise
regulation will be through contract only and could well
be administered by a utility regulator or the Ministry.

Policy-making and implementation—the role of the
different entities
The transport policy formulation role in the MWHC
may need to be strengthened and expanded to encom-
pass more active planning and evaluation of investments:
• in the roads sector the Ministry needs the capabil-

ity to set standards, monitor demand growth, plan
the development of the network and prioritize
expenditure;

• in the rail sector the Ministry needs to evaluate the
merits of reopening sections of disused line and
evaluating the social benefit to determine what
could be a reasonable subsidy to offer;

• in the lake transport sector the Ministry should
keep under review the need to develop passenger,
vehicle and general cargo services and the extent to
which it should encourage new operators;

• in fuel transport the Ministry should actively evalu-
ate alternative modes of supply so that capacity can
be developed with private sector finance in the op-
timum way; and

• in aviation the Ministry should evaluate policy
achievements and set guidelines for the develop-
ment of the role of CAA.
There is inevitable scope for conflict between min-

istries and arm’s length agencies, in particular regarding

Figure 9.1 Transport sector institutional arrangements
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whether the agencies in the transport sector should take
the lead in developing policies for their individual sub-
sectors, with the MWHC playing a consolidation role,
or whether the MWHC should develop policies that
are then implemented and monitored by the agencies.
Above all clarity is important here.The Ministry should
take the lead in ensuring that the autonomy of its agen-
cies is achieved, but that this is balanced by close mon-
itoring of their performance in implementing Govern-
ment policy.The Ministry should also take the lead in
consolidating and coordinating policies and in ensuring
that there is a balanced approach across all transport
modes with intermodal and cross-modal aspects taken
fully into account.

Taxation-induced distortions
The Ugandan Treasury is heavily dependent on fuel
duties as a source of revenue.There is a danger that fuel
duties on road users, railways and aviation are driven by
fiscal requirements rather than the desire to create a
policy environment where optimum economic choices
are made. The MWHC has a clear role in evaluating
this issue to ensure that this consideration is at least
taken into account.

Cross-modal impacts
Better intermodal and cross-sector coordination may
be needed in the transport sector. For example, tighter
axle-weight regulations introduced for roads have had
the spill-over effect of increasing the demand for rail
transportation at a time when the sector is not able to
respond, with the possible consequence of a negative
impact on trade. Similarly the introduction of a new
petroleum pipeline (proposed for 2005) is likely to re-
duce demand for road and rail services, raising ques-
tions as to whether the lack of integrated planning and
coordination could result in inefficient use of infra-
structure development capital.

Integration of regional transport initiatives
Successful regional cooperation is particularly critical for
Uganda’s transport sector because of its landlocked sta-
tus. A number of specific issues are raised within the sec-
tor reports. It is becoming increasingly important that re-
gional dialogue continues to develop.This relies in turn
on the adequacy of mechanisms for intraregional coordi-
nation at the Government level and setting up new
cross-border mechanisms for regional integrated plan-
ning and implementation at the operator level, particu-
larly following the introduction of PSP.

Note

1. Although more up-to-date figures are
not available, it should be noted that this
figure relates to 1998, since when it is ac-
knowledged that URC’s overall perfor-
mance has improved.The 4 percent figure
therefore probably understates the true
position. It may also be noted that URC’s
activity is highly focused on its import/
export role.



44

Background

This section of the CFR covers Uganda’s road system
and the institutional framework governing roads pol-
icy, funding, construction and maintenance. It does
not, however, cover road-based transport (private vehi-
cles, public transport and road freight), which falls out-
side the scope of the infrastructure study.

Uganda’s road network comprises approximately
9,500 km of classified (main) roads, 24,300 km of dis-
trict (feeder) roads and 1,376 km of urban roads. In ad-
dition there are community access roads, which are be-
lieved to total approximately 55,000 km.The majority
of the road network is unpaved.The general condition
of the classified roads is considered reasonable in rela-
tion to the amount of traffic, but the district and urban
roads are considered to be in poor condition due to
lack of resources for rehabilitation and maintenance.

In 1998 the estimated annual vehicle-km travelled
on the road network totalled 2.56 billion, with ap-
proximately 61 percent, 10 percent and 29 percent on
classified, district and urban roads, respectively. The
demand for Ugandan passenger transportation is ex-
pected to grow slightly more rapidly than forecast
GDP growth.1

Table 10.1 shows that, in terms of its total road net-
work, Uganda has a higher density of roads than both
Kenya and Tanzania, although Kenya has a higher den-
sity of paved roads (reflecting the greater overall devel-
opment of the latter’s road system).These characteris-
tics are reflected in Uganda’s roads strategy, which has a

strong focus on refurbishment and upgrading rather
than network expansion.

Role of the Government, parastatals
and the private sector

The MWHC is responsible for policy development,
planning and procuring the construction and mainte-
nance of all classified main roads. It has delegated 
the procurement of consultancy studies, design studies 
and construction to RAFU, which was established in
1998. The Government has established RAFU as the
first step toward the creation of a Roads Agency in
Uganda.

District roads and urban roads are the responsibility
of districts and cities/municipalities, respectively. Cen-
tral government grants are provided for the mainte-
nance and development of these roads. Community
roads, however, have no official ownership and receive
little or no funding; their maintenance is left largely to
local initiatives.

The MWHC has declared a policy objective of
using private contractors and consultants in both reha-
bilitation and maintenance works on roads at both the
central and local government levels, with the Ministry
playing principally a monitoring role.The community
access roads are maintained by Local Councils using
locally mobilized labor and materials in response to
immediate demand for repairs.This policy of upkeep is
noted, but these roads are otherwise not reviewed in
depth by this report.
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Policy-making, planning and regulation

In 1997 the Government commenced the Ten-Year
Road Sector Development Programme (RSDP),which
coordinates investment in all parts of the roads sub-
sector: main roads, feeder road upgrading, bridges, road
maintenance and road financing.

Within its first phase the RSDP aims to:
• improve access to rural areas and economically pro-

ductive areas; and
• progressively build up road sector planning and

management capabilities.
The following tasks contribute to these aims:

• commissioning studies to identify economically vi-
able road strengthening and upgrading projects for
inclusion in the RSDP;

• upgrading some of the highest priority roads from
low-grade gravel roads to high-grade gravel or bi-
tumen sealed roads;

• formation of RAFU to manage implementation
pending the formation of the Roads Agency (sched-
uled for 2001); and

• determining the best approach to road funding, to
which end it has commissioned a Road Manage-
ment and Financing Study (RMFS) focusing on the
feasibility of a cost-recovery-based system of road
user charges.
Within the first phase of the RSDP, the Road Sec-

tor Institutional Support Technical Assistance Project
provides assistance to:
• strengthen road management capacity through

spinning off road administration and executive
agencies from the MWHC and the creation of an
autonomous Roads Agency; and

• support the redefinition of the Ministry’s role to-
ward regulation and policy-setting.

Socially driven provision and subsidies

There are no direct charges for the use of public roads
in Uganda.Taxes related to road usage are, however, a
major source of revenue for the Government. During
the past three years petroleum duty has accounted for
approximately 20 percent of total Government rev-
enue, with license fees making up another 5 percent.
The income from these two sources amounts to ap-
proximately $150 million per annum.The budget allo-
cation of the Government to the roads and works sec-
tor during the same period was approximately $55
million per annum, of which $30 million was spent on
recurrent expenditure on main roads and $15 million
was invested in district (feeder) roads.2

The RSDP indicates a $1.5 billion budget require-
ment over a ten-year period, with Phase I expected to
require $750 million.The IDA will provide $269 mil-
lion toward RSDP Phase I,while the Government is to
contribute $88 million over six years. This leaves a
funding gap of $393 million.The Uganda RMFS is ex-
pected to make proposals to fill this gap, covering the
potential roles of both user charges and private sector
funding.

Issues 

Scope of the Roads Agency
The proposed policy to set up a Roads Agency appears
sound. A key issue in the roads sector concerns the
scope and functions of the future Roads Agency, in par-
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Table 10.1 Comparative kilometers of road network

Paved road Total road
Paved as % density density

Paved Year of Total Year of of total road Land area (km/000 (km/000
(km) data (km) data km (000 sq. km) sq. km) sq. km)

Uganda (1) 2,800 1999 35,200 1999 8 236 12 149
Kenya (2) 13,100 1991 62,600 1991 21 583 22 107
Tanzania (2) 3,800 1994 55,600 1992 7 945 4 59
Rwanda (2) 790 1991 13,300 1991 6 26 30 505
Source: (1) “MWHC Road Management & Financing Study, Inception Report,” October 1999 (excluding community roads).

(2) World Bank Database of World Infrastructure Stock (1950–1995).



ticular:whether its responsibilities should include main-
tenance as well as construction, what remit it should
have over district roads and the extent to which key re-
sponsibilities should be devolved from the MWHC.
RAFU has commissioned a study (in its early stages at
the time of preparing the CFR) to address this issue and
to consider options for the management and sustainable
funding of the Agency.

The separation of executive functions from the
Ministry should logically extend to include mainte-
nance as well as construction. This would allow the
Agency to make whole-life cost decisions involving
trade-offs between capital expenditure and mainte-
nance costs. It would also allow greater economies of
scale in procurement to be achieved.

The Roads Agency’s initial role in respect of district
roads should be an advisory one. In time an extension
of its remit to procurement on behalf of the districts
could bring benefits from further economies of scale in
skilled and scarce resources, but this should be consid-
ered as an incremental development once the new in-
stitution has proved itself. It may be advisable that such
an extension of role, if it takes place, should be by invi-
tation of the districts.

Role of private sector participation
PSP in the roads sub-sector is currently confined to
contracts relating to design, construction and mainte-
nance. This role is, however, constrained by limited
local private capacity in terms of skilled personnel and
plant and equipment.This constraint could be reduced
if the future Roads Agency or the Government itself
were to adopt an enabling role, for example, by financ-
ing a central pool of plant and equipment that would
be available for hire by private contractors on a com-
mercial basis.

There may be some potential for private sector
funding of roads, for example, through tolls or direct
contributions for road maintenance. The Uganda
RMFS is expected to evaluate this potential.The po-
tential for tolling is likely to be limited, however, since
the level of new main road construction is not great,
traffic levels outside Kampala are low, income levels 
are also low and the country’s overriding objective of
poverty alleviation may not be best served by direct
user charges.

Some private sector participants in the CFR con-
sultation process have expressed an interest in con-
tributing funds for earmarked road maintenance, how-
ever, as they suffer significant costs from poor roads in
terms of vehicle repairs and time delays.Mechanisms to
enable the funding of this type of “demand-led main-
tenance” should be developed as a means of funding
regular maintenance activities in parts of the network
supporting more intense economic activity.

Road Fund
Taxes, duties and levies are set annually in the Finance
Act.The URA collects the revenue, which goes into a
consolidated account from which funds are appor-
tioned on the basis of an annual budget set by the Min-
istry of Finance,Planning and Economic Development
(MFPED). This approach inevitably leads to uncer-
tainty over available funding.

A Road Fund is being considered to provide a
steady and continuous stream of funding for road con-
struction, renewal and maintenance by keeping road-
related revenues separate from the general consolidated
fund.A study is under way to assess the amount of rev-
enue required and how this could be related to the
costs imposed by vehicle usage of the roads.The most
likely means of raising funds appears to be by way of 
a charge per gallon of fuel. The key issue is whether 
this charge could be levied in addition to current taxes
or by hypothecation of a proportion of the existing tax
revenue.

The most important advantage of a Road Fund
would be the ability to carry over unspent capital from
one year to the next, together with the Government
commitment to road funding that agreed continuous
funding would imply. The exact means of raising the
revenue is of less importance, although a linkage be-
tween traffic volume and revenue does have a support-
ing economic rationale.

Role of district and community roads
District and community roads form a large proportion
of the overall road network and perform a vital role in
rural areas, providing “farm-to-market” access for agri-
cultural produce as well as access to social services for
remote communities.They therefore have a key role to
play in the Government’s wider poverty alleviation ob-
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jectives. District roads are not, however, covered in the
RSDP, and no equivalent program exists to address this
sub-sector.

Stated Government policy on district roads in-
cludes specific objectives such as rehabilitation of the
entire network to all-weather standard and extension
of the network into all areas of agricultural activity. Im-
plementation of the policy has, however, been slow be-
cause of institutional capacity constraints. The rate of
rehabilitation of the network is less than half the policy
target, and only 40 percent of the network is under
regular maintenance.3 At present there is no commit-
ment for the future Roads Agency to be involved in
district roads, but this is clearly an option that should
be considered in order to strengthen the execution of
Government policy in this area.

Recommendations

• The separation of executive functions from the
Ministry should be extended to include mainte-
nance as well as construction.

• The Roads Agency’s initial role in respect of district
roads should be an advisory one. Extension of its
remit to procurement on behalf of the Districts
should be considered as an incremental develop-
ment once the new institution has proved itself.
Such role extension should probably be by invita-
tion of the Districts.

• The Roads Agency or the Government itself
should adopt an enabling role to reduce the con-
straints imposed by limitations in local capacity, for
example, by financing a central pool of plant and
equipment that would be available for hire by pri-
vate contractors on a commercial basis.

• Mechanisms to enable the funding of demand-led
maintenance by major commercial users should 
be developed as a means of funding regular mainte-
nance activities for parts of the network supporting
more intense economic activity.

• Consideration should be given to involving the fu-
ture Roads Agency in district roads in order to
strengthen the execution of Government policy in
this area.

Roads
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Notes

1. Transport Sector Strategy Study.
2. “MWHC Road Management & Financ-
ing Study, Inception Report,” October
1999.
3. Transport Sector Strategy Study.



48

Background

Uganda has one international airport, Entebbe Interna-
tional Airport (EIA), which has facilities that can handle
all aircraft types and provides access to many interna-
tional destinations.The refurbished terminal has an esti-
mated annual capacity of 5 million passengers, which is
considered sufficient to handle current and foreseeable
future passenger demand.1 Eighteen scheduled carriers
serve EIA, with two operators serving domestic aero-
dromes. Forty-two licensed non-scheduled operators
and ten general aviation companies also use the airport.

The TSSS indicates that the air transport sub-sector is
the fastest growing transport sector, albeit from a low
base. Current throughput is approximately 460,000 pas-
sengers per annum, and future growth is expected at 9
percent per annum,based on extrapolation of past trends.

In addition there are 14 other public airports/aero-
dromes throughout the country. Five of these, namely
Arua,Gulu,Kasese,Kidepo and Pakuba,have been des-
ignated as international entry points to enhance inter-
national tourism and to provide for regional air trans-
port needs.

Table 11.1 summarizes the recent level of passenger
throughput and aircraft movements at the region’s
three busiest international airports.These data indicate
the dominant position of Nairobi, and its key role as an
international hub is illustrated by the much higher car-
ryings per aircraft movement arising from its intercon-
tinental services.

Role of the Government, parastatals
and the private sector

The sector is regulated and managed by CAA, which is
expected to operate on a commercial basis. CAA was
created in 1991 when civil aviation functions were di-
vested from the MWHC to a new autonomous entity.
CAA is responsible for air traffic control services, regu-
lation of aviation activities, development and mainte-
nance of aerodromes and promotion of the commer-
cial viability of the aviation industry.

CAA has direct management control over 12 air-
ports, including the international airport at Entebbe.
Three further aerodromes, including Jinja, have been
leased to municipal councils. Additionally CAA plans
to lease the remaining 11 aerodromes to local authori-
ties or the private sector within five years and has con-
tacted relevant municipalities with proposals.

Policy-making, planning and regulation

A National Aviation Policy (currently in draft form) has
been recently produced by a committee chaired by the
Director General of CAA.The main policy objectives are:
• adoption of an air transport regulatory framework

that enables industry responsiveness to market de-
mand and encourages safe, economic, secure and ef-
ficient air transport facilities and services;

• development and maintenance of a cost-effective,
efficient network of services and facilities;
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• creation of a competitive environment with market
force determination of sector prices, service and
quality offerings;

• promotion of international relations and harmo-
nization of air transport policies with other coun-
tries and particularly with partner states of the EAC
and COMESA; and

• establishment of EIA as a regional hub.
The main measures to implement the objectives of

the National Aviation Policy are:
• continued support of CAA;
• privatization of the national airline, Uganda Air-

lines;
• updating and renegotiation of Bilateral Agree-

ments; and 
• liberalization of the sector in terms of price-setting

and controls.
Little progress has been made in updating the Bilat-

eral Agreements, and the privatization of Uganda Air-
lines has not yet taken place. In other areas, however,
progress is being made.The airfreight sector has been
liberalized in respect of price-setting and market entry
controls. Ground handling at EIA is conducted by En-
tebbe Handling Services Ltd. (ENHAS), a private sec-
tor company following divestiture from Uganda Air-
lines. ENHAS handles all scheduled airlines, with CAA
providing regulatory oversight. CAA has a policy of
contracting out all other non-core services, such as
cleaning and maintenance and duty-free sales, but has
no plans to privatize the management of EIA itself.

CAA plans a number of investment projects in sup-
port of National Aviation Policy objectives, including:
• development of a new cargo center, domestic ter-

minal and aircraft maintenance facilities at Entebbe;
• development of a large aviation fuel storage depot

at Entebbe;

• improvements of navigational equipment based on
satellite positioning technology;

• development of a second all-weather aerodrome
that can serve as an alternative to EIA; and

• upgrading and leasing of other aerodromes.

Socially driven provision and subsidies

The Government pays a specific subsidy in the case of
identified up-country airports of strategic importance.
Responsibility for non-strategic airports is being
handed over to local municipalities and central govern-
ment funding will be phased out.

There is cross-subsidy from EIA to other elements
of CAA.

The aviation sector received a net total subsidy of
$9.7 million in the year ended 30 June 1998 through
CAA.

Issues

Separation of regulatory and operational roles
Currently CAA is following a policy of progressive
leasing or contracting out of the up-country airports
and non-core functions at EIA, but it will continue to
operate EIA and provide air traffic services to airlines.
At the same time it is responsible for regulating the
whole of the aviation sector, arguably its prime task.

There is potential conflict in this dual role, and this
is recognized within CAA. Furthermore there is lack
of clarity over funding matters, with hidden cross-
subsidy between CAA’s different functions. CAA
should seek greater accounting and management sepa-
ration between its main functions (regulation, air traf-
fic services provision, operation of EIA, operation of
up-country airports). In time CAA should withdraw
from direct operation of EIA, as it is doing from up-
country airport operation, thus creating the opportu-
nity for private sector management, operation and de-
velopment of the airport.

Air traffic services should not, however, be made the
responsibility of a separate entity, since this would dilute
the scarce technical skills in the organization and there
are as yet no precedents for privatization of national air
traffic control. Furthermore, in view of the low levels 
of traffic handled, minimum safety and service criteria
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Table 11.1 Comparative airport traffic volumes in 
East Africa (1998)

Passengers/
Aircraft aircraft

Airport Passengers movements movement

Entebbe (EBB) 446,000 22,000 20
Nairobi (NBO) 2,350,000 31,000 76
Dar es Salaam (DAR) 572,000 20,000 29
Source: www.airports.org



(rather than commercial criteria) will continue to dom-
inate the specification of services provided.

Capitalization of the Civil Aviation Authority
As reported in the TSSS the initial capitalization of
CAA was not sufficient to build a reasonable level of
reserves for ongoing activities. As a result capital for
CAA activities is mainly subsidized by EIA and on-
lending donor funds, which have to be repaid at com-
mercial interest rates. This is restricting the ability of
CAA to generate sufficient funds to invest in necessary
aviation infrastructure.

Taxation
There appear to be a number of anomalies in the taxa-
tion of aviation inputs and services.The overall role of
taxation within the aviation sector should be reviewed
to ensure that a level playing field is created, both with
regard to other transport modes and in comparison
with other countries within the region, particularly
Kenya and Tanzania.The key aspects to be considered
include:
• taxes on sales and use of international air transport

are not zero rated in Uganda, as they are in Kenya
and Tanzania; this may limit competitiveness and
trade growth,especially as Uganda has higher freight
rates than neighboring countries; and

• the tax method used in Uganda to value cargo is on
the basis of CIF rather than the generally used FOB
basis.This builds in a bias against airfreight.A com-
promise has been reached that only 30 percent of the
freight charges are included in the tax calculation.
However this system still creates uncertainty as to
the magnitude of the tax charges that will be levied,
increases administration time and introduces delay.

Recommendations

CAA should seek to introduce greater accounting and
management separation between its main functions (reg-
ulation, air traffic services provision, operation of EIA,
operation of up-country airports). In time CAA should
withdraw from direct operation of EIA in favor of pri-
vate sector involvement. Air traffic services should not,
however, be made the responsibility of a separate entity.
This should take the form of the private sector operating
the assets under a concession from the Government
(who will remain the owners of the assets), with per-
formance targets built into the concession agreement.

The overall role of taxation within the aviation sec-
tor should be reviewed to ensure that a level playing
field is created, both with regard to other transport
modes and with other countries within the region,
particularly Kenya and Tanzania.
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1. Transport Sector Strategy Study.
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Background

Railways
The Uganda Railways Corporation (URC) was formed
in 1977, following the collapse of the East African
Community. URC inherited all the assets of the East
African Railways Corporation (EARC) then located
in Uganda.These assets were, however, in poor repair
and incomplete for the operation of a self-contained
railway undertaking.The assets consisted largely of old
track, light locomotives and old wagons, with no
workshops for wagon and locomotive repairs. The
Corporation has in recent years acquired locomotives,
ferries and handling equipment as well as improving 
its mechanical workshop equipment under a contract
with Adtrans. As part of the URC management pro-
posals for the interim period 2000–02, as well as in-
creases in tonnage, capital investment of Ush 44 billion
and staff retrenchment costs of Ush 3 billion will be re-
quired by 2002.

Historically the railway system has played an im-
portant role in economic integration throughout East
Africa and provided a vital transport link to ports.The
current state of Uganda’s railway means that the coun-
try lacks cost-effective alternatives to road transport for
imports/exports as well as domestic traffic. A recent
study by CPCS Transcom1 reports that an efficient rail-
way system would support Uganda’s exports (princi-
pally coffee) and imports (principally petroleum) and
could be expected to lead to a fall in trucking prices,
with wider economic benefits.

Traffic flow is imbalanced with 75 to 80 percent of
traffic being imports from the ports of Mombasa or
Dar es Salaam (TSSS).2

Uganda’s network totals 1,244 km consisting of:
• the 251 km Southern Line from Tororo/Malaba to

Kampala, which is part of the international north-
ern corridor between Kampala and Mombasa;

• the 333 km Western Kampala/Kasese Line; and 
• the 502 km Northern Line from Tororo to Pakwach.

In addition there are smaller spur lines to the Jinja
and Port Bell ferry terminals on Lake Victoria.These
form part of the International Lake Victoria ferry
routes between Port Bell and Kisumu (Kenya) and
Mwanza (Tanzania). Marine services also operate on
the inland waterways of Uganda.

Since 1992 URC has not been able to operate
profitably and has progressively withdrawn from non-
commercial services. The Railways Statute 1992 di-
rected URC to operate on a commercial basis but ad-
ditionally provided for Government compensation/
subsidization of some non-commercial services in
order to permit their continued operation.This subsidy
has recently been withdrawn. Currently only the cen-
tral Kampala-Malaba line and the spur lines to the Lake
Victoria ferry remain operational, and all passenger
service has ceased. The present URC management
does not see passenger services as a priority in order
that it can focus on its core activities and address the re-
quirement to operate commercially.

In the period to 1998 URC was not able to control
key cost areas. In July 1998 and November 1999 cur-
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rent management implemented policies to reduce
staff-related costs for housing and transport.They have
also engaged a security company to reduce the high
levels of pilferage and vandalism. However, despite a
reduction in staff numbers, key cost items are still sig-
nificant, particularly those relating to fuel and staff, and
it is still difficult to contain high levels of pilferage and
vandalism.The reduction in staff numbers has not kept
pace with the reduction in activity on the railways.Al-
though staff numbers have shown a dramatic decline
(from close to 6,000 in 1992 to about 1,800 currently),
URC management believes that the current comple-
ment could be halved, if Government-imposed labor
constraints were removed.

Comparative data for URC and its neighbors is
summarized in Table 12.1. Although the data include
comparisons from 1995 and earlier as well as infor-
mation for the last 2 to 3 years, it does demonstrate the
relative scale of URC compared to the neighboring
countries. Its role as a feeder to the Kenyan and Tan-
zanian systems hides the true average distance of its
loads and makes the wagon productivity comparison
difficult to interpret. Staff productivity is improving
and is comparable to the historic performance of KCR
and Zambian Railways but is still considerably lower
than measures of other networks in 1997.

These varied problems have meant that URC is
currently placed in a serious situation.CPCS Transcom
concluded that URC was unable to provide a compet-
itive alternative to road transport. The corporation is
caught in a “vicious cycle of downward decline”; its
financial difficulties have led to reduced expenditures
on maintenance and operations, which in turn has led
to poorer service, declining demand and reduced traf-

fic revenues. URC’s capacity is underutilized (approxi-
mately 20 percent in 1997 compared to a five-year
high of approximately 60 percent in 1993).Their view
was that this underutilization is a result of poor per-
formance rather than potential lack of demand. The
Transcom report indicated that URC might find it im-
possible to retrieve itself from its current position with-
out significant external assistance.

To counter these claims the current management
has prepared a business proposal (for the period 2000–
02).This proposal is based on a continued rise in ton-
nage to 800,000 in 2001, staff reduction to 1,000 by
2002 and Ush 44 billion investment in infrastructure
by that date. URC recognizes its debt commitments
and intends to reduce the balance by Ush 7 billion in
this period. It then anticipates requesting the remain-
ing Ush 15 billion to become long-term loans. In each
of the three years projected by URC in the proposal,
revenue would be Ush 31 to 33 billion and profit be-
fore depreciation and finance would be Ush 3.8 billion
in 2000 and Ush 4.6 billion in 2001. Depreciation and
debt interest charges are estimated at Ush 7 billion per
year and, hence, net losses of Ush 3 to 4 billion would
accrue in each year from 2000 to 2002.The cumulative
loss at 2002 would be Ush 49 billion.

Ports
The water sector plays a minor role in the total trans-
port system in Uganda. The country’s main water
transport activities are focused on Lake Victoria, but
there are minor transport operations on Lakes Kyoga,
Albert, Edward, George, Bunyonyi and Bisina. In 1996
it was estimated that passenger transport by water ac-
counted for 1.4 percent of total traffic demand, with
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Table 12.1 Railway comparative data

Average Wagon Staff
Total Number of Freight Number load productivity productivity

Year of route freight ton-km of distance (000 ton-km (ton-km
data (km) wagons (million) staff (km) per wagon) per staff)

Uganda 1994(1) 1,241 1,485 208 3,854 267 140 54
1998(2) 251 147 1,800 246 82

Kenya 1991(1) 2,065 6,475 1,784 20,374 577 276 88
Tanzania

(ex TAZARA) 1995(1) 2,600 1,737 1,354 10,384 1,008 780 130
Zambia 1997(1) 1,273 5,587 473 5,108 335 85 93
Zimbabwe 1997(1) 2,759 11,385 4,871 12,025 406 428 405
Source: (1) World Bank.

(2) URC.



cargo transport by water accounting for 1.9 percent of
total transport demand. Services on the inland water-
ways are provided by URC Marine Services, MWHC
ferries and the Uganda Wildlife Authority, as well as
several small private operators.The Inland Water Trans-
port Study of December 1998 recommended a pro-
gram of improvements on seven lakes and the Nile
covering a ten-year period. Its implementation is still
dependent on securing the funding for engineering
works and construction of port equipment and landing
stages.

Uganda’s two ports,Port Bell and Jinja on Lake Vic-
toria, and the commercial fleet are operated by URC.
The formal water transport sector has declined from
the level of the 1960s when regular steamer routes
were operated. URC marine facilities at Jinja are now
largely idle due to the transfer of most lake traffic op-
erations to Port Bell. Currently the formal sector con-
sists of URC services of three rail wagon ferries,which
principally move international trade goods between
the Kenyan and Tanzanian rail networks via Kisumu
and Mwanza, and some short-distance ferry crossings
from the other operators.The ferries handle 400 round
trips per year and carry up to 60 percent of interna-
tional trade (although this varies from year to year de-
pending on the capacity of the Kenyan and Tanzanian
railway corridors and ports).

The CPCS Transcom report identified that most of
URC’s functioning marine assets are in reasonable
condition, albeit poorly maintained. With the excep-
tion of the rehabilitation of the Port Bell docks as a
wagon ferry terminal, there has been little investment
in the water transport industry since 1986.

A number of factors have constrained URC marine
operations:
• water hyacinth infestation at Port Bell and Kisumu,

causing docking delays and damage to equipment
and vessels (this problem has lessened in recent
months);

• interchange problems with neighboring countries,
including excessive customs delays;

• knock-on effects from URC’s poor general finan-
cial state, with specific impact on cash flow, mainte-
nance and safety standards; and

• a lack of autonomy of the Marine Department of
URC from the railway management.

Role of the Government, parastatals 
and the private sector

The Government and donors continue to perceive
railways as a viable transportation option, particularly
for the import and export of bulk commodities. Funds
provided in the past, however, appear to have made lit-
tle impact on productivity, financial performance or
wider economic development.As a result a number  of
PSP options have been considered and debated. In
1998 URC entered a joint venture with Adtrans to op-
erate its engineering workshop, and this initiative ap-
pears to be proving successful.

However more radical solutions are also being con-
templated.The consensus emerging from this debate ap-
pears to be that a private sector, vertically integrated
concession should be let within two to three years, with
a vision that this could be included in a regional conces-
sion with at least one of Uganda’s adjoining railways in
the future.This approach recognizes that the combined
regional concession, if achieved, would provide the
greatest economic benefits by allowing the exploitation
of economies of scale and elimination of interchange re-
quirements and incompatible operating practices.

The TSSS recommends a somewhat different ap-
proach, involving the vesting of all railway infrastruc-
ture and equipment (excluding rolling stock) in a sin-
gle railway infrastructure company.A similar company
would be established to operate the Lake Victoria port
infrastructure.The operation of rail and ferry services
would then be opened up to private operators.

In either case a vertically separated or regional
framework would take a number of years to come into
effective operation. Although the problems of URC
are severe, recent URC data on tonnages and revenue
since June 1998 appear to show significant improve-
ments, together with a reduction in the estimated over-
all burden of debt (although full financial performance
reports are not available). However in financial terms
the insolvent position of the corporation may bring its
operational future into doubt, hence the necessity for
reform of the organization.

As an interim arrangement an operating contract
has been proposed. Under this option a private opera-
tor would establish a new organization and assume the
full financial risk of operating the railway, with respon-
sibility for tariff-setting and revenue collection. The
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Government would lease the equipment and assets of
the railway to the private operator. This is in effect a
short-term concession.The Transcom study concluded
the railway could be returned to profitability within 
three to five years (provided that no debts were trans-
ferred, there were no constraints on redundancies and
the costs of retrenchment were borne by government).

URC’s current management team argues for a dif-
ferent way forward, recommending that it should be
given time to complete its own restructuring of the
Corporation in preparation for eventual privatization.
URC managers point to the turnaround in perfor-
mance that has been achieved by the Corporation over
the past one to two years, as noted above.They argue
that this turnaround would best be continued by in-
cumbents with intimate knowledge of the historical
problems of URC,with regional concessions providing
an effective long-term solution.

At the time of writing the MWHC was still consid-
ering its options regarding the way forward for URC,
particularly in the short to medium term, and had
asked URC to put forward a three-year plan for con-
sideration.The management of URC submitted a busi-
ness proposal for the period 2000–02 in December
1999.This estimates increases in tonnage to 800,000 by
2001 but acknowledges that operational costs and de-
preciation will still lead to losses of Ush 3 billion per
year before servicing debt after meeting Ush 2 billion
per year of retrenchment costs.

Policy-making, planning and regulation

The MWHC is the ministry responsible for URC. Its
major overall policy objective with respect to rail is to
reduce the direct role of government and to promote a
correspondingly greater role for the private sector.

Government involvement in day-to-day decision-
making appears to be a significant impediment to man-
agement effectiveness. The lack of flexibility in cost
structures and tariff-setting in particular led to declining
profitability. This situation was partially addressed in
1992 when the Uganda Railways Corporation Statute
was passed,placing URC on a new commercial footing.
In addition a new Performance Agreement approved in
1994 required URC to operate within defined per-
formance parameters in exchange for commercial free-
doms and be reimbursed for running loss-making social
services. Nevertheless, the Government retained signifi-

cant powers, including control of tariff policy and board
membership. Up to the time of the TSSS neither the
commercial strategy nor the performance agreement
had been successfully implemented.

The long-term intention of the Government to ex-
tract itself from a direct role in railways is unambigu-
ous. However the immediate method of embarking on
this road is currently the subject of debate.This debate
focuses in particular on the precise role of the private
sector in delivering services.

There are no specific policy objectives for the ports
sub-sector, although the Government has a broad ob-
jective of improving efficiency at the Port Bell docks,
and the Inland Water Transport Study recommends
that the Government continue to provide port infra-
structure, with services provided by the private sector.
Policy measures in support of this include rehabilita-
tion of Port Bell and a capital works program, which
identifies routes where ferry services require rehabilita-
tion or improvement (with relevant costing details in a
Master Plan phased over the period 1998–2017).The
MWHC has received a proposal from URC manage-
ment to continue managing URC for the coming
three years. However the form and direction of PSP is
still to be decided.

Socially driven provision and subsidies

URC is in a poor financial state, with the largest subsi-
dies arising from non-payment of loan arrears. The
view of management is that a considerable proportion
of its outstanding Government loans were provided as
an alternative to equity capital and that this should be
reflected in their treatment.

URC has been historically dependent on the Gov-
ernment for subsidies and is ranked among the top
three Public Enterprise recipients of subsidy from the
Government. However URC subsidy claims have been
under dispute and as of 31 May 1998 only Ush 3.65 bil-
lion of a Ush 17 billion claim was verified as payable.3

The different elements of subsidies and counter
subsidies are presented in the Annex.

Issues from the current railways 
and ports reform program

The long-term concession model for the main line
There appears to be consensus within the Government
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that a long-term, vertically integrated concession is the
appropriate model for the operation and improvement
of the railways’ main line. However the TSSS recom-
mends separate long-term rail and port infrastructure
concessions coupled with open access. An integrated
concession model would seem to be more suitable to
the Ugandan situation, as long as trading between net-
works and possibly full open access can be enabled.

There are a number of reasons for preserving an in-
tegrated railway:
• it eliminates the transaction costs inevitable with

vertical separation;
• it allows the operator to make appropriate track

quality/service quality trade-offs (with minimum
requirements as necessary);

• road transport provides considerable active compe-
tition for rail without requiring rail-on-rail compe-
tition as well; and

• the transport market is small and may not be able to
support a Ugandan-based operator if key flows are
“cherry-picked.”
However it should be a requirement of any future

concession that accounting separation is introduced
between infrastructure costs and operating costs so that
future access to the network and ports (and access
charges to use them) can be more readily regulated.

Possible reopening of branch lines
The Government believes that there may be merit in
re-opening URC branch lines, if they could be oper-
ated efficiently and rail services marketed effectively,
even if the lines were not financially viable.The Gov-
ernment believes that socio-economic benefits could
justify payment of a subsidy. If so, the Government may
consider extensions to the main line concession or let-
ting separate concessions.

As long as trading arrangements or open access be-
tween concessions were in place, this structure would
be feasible, and a decision could be made on the basis
of best value for money after competitive bidding.The
socio-economic case for support should be developed,
and an estimate of the amount of justifiable support
should be quantified before any market testing.

Integration of the region’s railways
URC’s residual transport role is to provide access to
the rail routes to the Mombasa and Dar es Salaam
ports. In this role it is entirely dependent on the oper-

ational efficiency of railways in Kenya and Tanzania.
URC’s main lines and rail ferry routes make up the
minor proportion of these two strategic routes, and it is
thus unable to control delivery for the service it is of-
fering. Production inefficiencies originating from be-
yond its borders have a major negative impact on its
performance.

Given this dependency cooperative interworking
and trading between the railways is essential.Although
this could be achieved to the mutual commercial ben-
efit of profit-motivated but separate privatized railway
operators, it would be more certainly achieved through
integration.

There is a common vision within the Government
and URC that the ultimate integration of Uganda
Railways, Kenya Railways and Tanzania Railways
under a single private sector operator would allow the
full potential of the railways in East Africa to be real-
ized. It may be strategically preferable to maintain a de-
gree of competitive pressure between the two routes,
however. Consequently URC may be better served by
two railway partners whose interests are fully aligned
with its own.An active trading relationship should en-
able this to develop.

However, as a possible safeguard, reciprocal open ac-
cess provisions could be agreed on by the neighbor
states, which would allow any railway to run trains on
agreed-on paths on it neighbors’ network. To enable
this a number of practical issues would need to be
resolved, for instance maintaining route knowledge
among crews, agreeing to emergency maintenance
procedures, etc.

The first priority would be to ensure an efficient
relationship with Kenya Railways to secure URC’s ac-
cess to Mombasa.The second priority would to ensure
access to the alternative route via Tanzania Railways to
Dar es Salaam, for those occasions when Mombasa is
unable to receive traffic efficiently.

It is strongly recommended that a regional solution
be sought to the problem of ensuring access to the
strategic transport corridors and improving operational
efficiency.

Interim arrangements
Options currently under consideration by the Govern-
ment include whether to implement a short-term con-
cession (two to three years) or to allow the current
management to attempt a corporate turnaround (the
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approach preferred by the existing management team).
The Government has asked management to develop a
three-year plan for evaluation, which was delivered in
December 1999, the “Business Proposal for the In-
terim Period 2000–2002.”

The future of the ports
A key issue going forward for the ports sub-sector con-
cerns the role of URC in ports operations. Although
URC has been actively involved in operations in the past,
the question remains as to whether this should continue.

Given the strategic imperative to maintain a Kam-
pala/Port Bell/Mwanza/Dar es Salaam corridor open,
the most appropriate medium-term solution is to leave
the operation of the Port Bell port and the rail ferries
under URC control.This minimizes fragmentation of
the service and control of operations and increases the
likelihood of the route supporting a viable business.
However open access to the port should be maintained
and encouragement (but not subsidy) given to the in-
troduction of independent ro-ro or lo-lo ferries in
competition over time.

Recommendations

Railways
• An integrated concession model would seem to be

the most suitable long-term restructuring option in
the Ugandan situation, as long as trading between
networks, and possibly full open access, can be en-
abled. It should be a requirement of any future con-
cession that accounting separation is introduced
between infrastructure costs and operating costs so
that future access to the network and ports (and access
charges to use them) can be more readily regulated.

• As long as trading arrangements or open access be-
tween concessions were in place, reopening URC’s
branch lines supported by payment of a subsidy if the
lines are not financially viable would be feasible:deci-
sions could be made case by case on the basis of best
value for money after competitive bidding.The socio-

economic case for support should be developed, and
an estimate of the amount of justifiable support
should be quantified before any market testing.

• It is strongly recommended that a long-term re-
gional solution be sought to the problem of ensur-
ing access to the strategic transport corridors to the
Mombasa and Dar es Salaam ports and improving
operational efficiency. Achieving this through sep-
arate national concessions, supported by reciprocal
open access provisions, may be strategically prefer-
able to integration under a single private sector op-
erator (as well as being more practicable), in order
to maintain a degree of competitive pressure be-
tween the routes.This approach would allow time
for the concessioning process of Tanzania and Kenya
Railways to develop, which the Government can
seek to influence to meet its longer-term goals.

• The first priority should be to ensure an efficient
relationship with Kenya Railways to secure URC
access to Mombasa.

• In the interim a short-term private sector manage-
ment contract (with a clear incentive regime) cou-
pled with Government support for major financial
and operational restructuring would be preferable
to a short-term concession with full commercial
risk transfer.This would have the objective of im-
proving URC’s commercial viability to the point
where introduction of a long-term concession be-
comes feasible. Fair consideration should also be
given to URC management’s own proposals for 
the achievement of performance improvement, al-
though careful consideration would need to be
given to the effectiveness of the incentive frame-
work embodied in such proposals.

Ports
Given the strategic imperative to maintain a Kampala/
Port Bell/Mwanza/Dar es Salaam corridor open,oper-
ation of the Port Bell port and the rail ferries should be
left under URC control over the medium term. Open
access to the port should be maintained.
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Notes

1. “Privatization and Business Planning
Study of Uganda Railways Corporation,”
February 1999.
2. These flows were estimated at approxi-
mately 1.9 million tons annually in the “Ap-

praisal Study for the Rehabilitation of the
Kampala-Malaba Railway Line, Draft Final
Report,” January 1998.Given that URC data
suggest that total tonnage for 1998 (internal
and external) amounted to c. 750,000 tons, a

more realistic figure would be at most 650,000
tons.
3. CPCS Transcom Report, February 1999.
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A number of cross-cutting issues affect several, often
all, of the infrastructure sectors covered by the CFR
exercise. These are discussed below under the follow-
ing headings:
• core cross-cutting issues impacting directly on in-

frastructure sector reform; and
• other issues impacting on infrastructure develop-

ment and management.
Cross-cutting issues were discussed and evaluated

by the Uganda Working Group and among a wider

group at the First CFR Workshop held in Kampala on
12 October 1999.The Workshop identified the follow-
ing five issues (across all the above categories) as having
the greatest overall importance:
1. corruption and maladministration/political inter-

ference;
2. project selection, prioritization and planning;
3. impact of dependence on donor funding;
4. lack of a clear policy on subsidies; and
5. poor coordination between Government Ministries.

Introduction

PART C. CROSS-CUTTING ISSUES IN
INFRASTRUCTURE DEVELOPMENT



A number of cross-cutting issues require careful consid-
eration in determining how best to take forward
Uganda’s infrastructure reform program. In a number of
instances these issues will need to be addressed in a
wider context than that of infrastructure sector reform.
The issues discussed in this sub-section are considered
to impact directly on the infrastructure reform program.
While all the issues discussed are important, a number
are of particular substance; we address these below
under the heading “Core issues.” A number of further
issues impacting directly on the infrastructure reform
program are discussed under the heading Other issues.

Core issues

Economic development and poverty alleviation in Uganda
In 1997 44 percent of Uganda’s population were not
able to meet their basic needs1 and only 42 percent had
access to safe water.2 Uganda clearly faces a poverty
alleviation task on a massive scale.The vast majority of
Uganda’s population (roughly 85 percent) are based in
rural areas where poverty is more widespread, effective
infrastructure provision is generally more costly and
ability to pay is generally lower.3

The Government has embarked on a series of major
initiatives in an effort to tackle the problem.These ini-
tiatives include the Poverty Eradication Master Plan,
Uganda Vision 2025, and the Water Action Plan. In
terms of specific policies, the GOU is focusing its re-
sources on achieving universal primary education, im-
proving access to safe water and upgrading the road net-

work.The release of funds from HIPC debt relief will
provide a substantial financial boost to these programs.

Simultaneously Uganda is pursuing programs of
economic liberalization and structural reform, of
which the current infrastructure policy framework is a
major element.These have provided Uganda with an
impressive growth performance in recent years, which
has in turn led to a significant reduction in poverty—
the 44 percent of Ugandans who were unable to meet
their basic needs in 1997 is a considerable improve-
ment on the 56 percent in 1992.

Poverty alleviation is not simply a cross-cutting
issue but an overarching general objective of the Gov-
ernment and hence of the infrastructure reform pro-
gram.We examine here the main linkages between in-
frastructure provision and poverty alleviation and the
closely related objective of economic development,
and consider implications for the infrastructure reform
program.

As depicted in Figure 14.1 infrastructure is only one
among several major public policy issues that feed
through to economic development and poverty allevia-
tion. The figure also illustrates the crucial interdepen-
dency between economic development and poverty
alleviation, showing the additional importance of the in-
direct impact of infrastructure development on poverty
alleviation. For example, improved infrastructure may
stimulate commercial activity, which in turn increases
demand for labor, thus reducing poverty. The linkages
between policies, drivers and objectives are numerous
and complex. Essentially, all the factors are interrelated.
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A summary of the main drivers impacting on qual-
ity of life and on economic growth is set out in Figure
14.2 below.The provision of infrastructure will have a
significant impact on many of these key drivers. Some-
times the linkage is direct, as with the importance of
transport for market access, the importance of reliable
utilities for maintaining productivity and the impor-
tance of telecoms for communication. In other cases
the linkage is indirect; for example, gaining market
knowledge requires communications infrastructure,
and basic health requires affordable access to reliable
and safe water supplies.

Impact of infrastructure provision on economic
development and poverty alleviation
Uganda currently has a very low provision of most
infrastructure services, with generally poor quality
provision and limited availability (access figures for
each sector can be found in the Annex). This clearly
constrains economic growth and has a direct impact 
on quality of life. We summarize the main linkages
between infrastructure provision and the drivers of
economic growth and quality of life in the following
paragraphs.

Water and sanitation. The water and sanitation sector is
almost certainly the infrastructure sector that has the
greatest direct impact on quality of life and welfare (see
Figure 14.3). Only 42 percent of Ugandans have access
to safe water (defined as piped water, boreholes and
protected wells or springs). Sanitation is also a key
health issue. According to the 1995–96 Household Sur-
vey, 20 percent of rural Ugandans had access to neither
a pit latrine nor a flush toilet.This lack of even the most
basic sanitation is a clear hazard to public health—such
poor sanitation has led to outbreaks of cholera in Kam-
pala in recent years.

Although irrigation is not within the remit of this
report, it is clear that the provision of infrastructure for
irrigation would enable a substantial increase in agri-
cultural productivity in the drier parts of the country.
It may also encourage semi-nomadic populations to
settle, thus making provision of social services to these
groups easier and less costly.

Transport. Transportation plays a critical role in eco-
nomic development, and roads are the dominant mode
of transportation in Uganda for both people and goods
(see Figure 14.4).
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Figure 14.1 The relationship between the policy environment and objectives
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Drivers of quality of life
Drivers of economic growth (in approximate order of importance)

Currently rural Ugandans are, on average, roughly 
3 km from an all-season district road and, depending
upon the region, between 20 km (eastern) and 67 km
(northern) from a tarred road.These averages conceal
the fact that a significant minority is a very significant
distance from an all-season road, with predictable con-
sequences for access to markets, inputs and social ser-
vices. World Bank research suggests that the farther a
household is from a road, the less likely it is to partici-

pate in education and in important markets, including
the labor market and the market for agricultural prod-
ucts. Household income is likely to be lower, access to
goods and services restricted and, consequently, poverty
more likely and more severe.

Electricity. There are currently over 150,000 UEB con-
nections in Uganda, and this has been growing steadily
in recent years. However these connections are con-

Core cross-cutting issues impacting directly on infrastructure sector reform

60

Figure 14.2 Impact of infrastructure provision

• Productivity
• workforce skills/availability
• reliable availability of inputs (electricity, raw materials, etc.)
• management capability

• Macroeconomic management
• internal stability/low inflation
• external stability 
• exchange restrictions
• export diversification

• Technological change
• innovation/R&D
• access to knowledge

• Access to markets
• availability and cost of transportation
• security/reliability of transport
• regional/international links
• transit times/intermodal facilities
• reduced trade barriers
• market information

• Access to affordable capital
• efficient capital markets
• availability of term finance
• focused and effective donor funding
• foreign investment
• microfinance
• clear land rights as collateral

• Minimal transaction costs
• efficient communications
• reliable and stable legal framework
• minimal barriers to entry
• minimal taxation
• removal of unnecessary bureaucratic/regulatory barriers

• Governance framework
• accountability/transparency
• ethics/corruption
• stable policy/planning environment

• Basic needs (access to food and water)

• Income and the opportunity to do useful work

• Basic freedoms (association, expression, movement,
religion, peace, justice)

• Healthcare

• Environment (including housing)

• Education and access to information (radio, Internet, etc.)

• Equal opportunity (gender, race, age, geography)

• Mobility

• Ability to participate in civil society (government
accountability and informed citizens)

• Communications (posts, telecoms, etc.)

• Access to reliable electricity supplies (facilitating a range 
of useful appliances and entertainment)



centrated almost entirely in urban areas. In rural areas
access to electricity has also been increasing but this has
been due to small-scale independent action rather than
a coordinated official program. The World Bank’s
AFRREI is intended to provide a decentralized frame-
work for facilitating more rapid rural electrification,

with financing coming from a 5 percent levy on elec-
tricity bills. (See Figure 14.5 on how electricity affects
economic growth.)

Communications. Communications are increasingly im-
portant in the modern world, enabling communities to
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Figure 14.3 Contribution of water and sanitation development to economic growth and quality of life

Other quality of life benefits

Quality of
life
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Frees time—especially of
women/children

Improved hygiene

Reduced impact of drought on
people/livestock

Reduced transmission of disease

Economic
growth

Stimulus to tourism/other industry

Lower costs for industry

Increased life expectancy/
economic output

Increased provision of safe water is likely to
improve health directly through reduced
transmission of diseases and indirectly as a
good source of water for washing and
healthcare uses. Lack of basic sanitation is a
clear hazard to public health—for example
leading to outbreaks of cholera.

Opportunity cost of collecting water may
prevent children from attending school and
limits time devoted by women to productive
activities or child rearing.

Impact of drought in semi-arid zones reduced
and settlement in villages stabilized.

Improved sanitation in schools may reduce
dropouts among girls who are unwilling to
share communal facilities.

Healthy individuals likely to live longer, more
productive lives.

Precondition for commercial activities, e.g.,
food processing and tourism, and reduces cost
of industrial use.

Figure 14.4 Contribution of transportation development to economic growth and quality of life

Quality of
life

Transportation
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services

Reduced time/cost of journeys
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Reduced transport costs
stimulate industrial development
and unlock economies of scale
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Agricultural development through
improved access to markets
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Allows farmers to sell surplus output, providing
incentives to increase agricultural intensity.

Increases the supply of food to towns and
cities and reduces prices.

Reduces transport costs for all commercial
activities, reducing input costs for both
agriculture and industry and reducing costs for
exporters.

By expanding market size, transportation
allows industry to achieve economies of scale
and encourages competition.

Improved transportation improves access to
health and education facilities in rural areas and
reduces journey-to-work times in urban areas.

Better road systems reduce the costs of
developing and maintaining other infrastructure
facilities.



participate more actively in national life and in the
global economy (see Figure 14.6). A substantial number
of Ugandan Districts have either no telephone connec-
tion, no postal service or neither, thus depriving them
of the opportunity to benefit from this participation.

Interdependence of sectors
In addition to the links outlined above between in-
frastructure provision and poverty alleviation and de-
velopment, there are also links between the infra-
structure sectors themselves, the recognition of which
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Figure 14.5 Contribution of electricity sector development to economic growth and quality of life
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Economic
growth

Significant direct benefits to less-
poor households

Some direct quality of life
benefits to poorest households

Improvements to social services,
e.g., health and education

Major facilitator for development
of new industrial/commercial

activities

Enables adoption of modern
manufacturing methods and use

of information technology

Reduced costs for existing
businesses

Potential for electricity export
Substitution of high cost generation

Benefits for other infrastructure

Quality of
life

Better electricity services reduce costs and
improve reliability for infrastructure services.

Displacement of traditional methods of
cooking and lighting together with reduced
opportunity costs for poorer households.

Affordable electricity supports better hospital
and education services.

In less-poor households electrification
increases the range of household appliances
that can be used.

Electricity is an essential precondition for most
forms of modern commercial and industrial
activity in agriculture, manufacturing and
services. Extending and improving electricity
development will stimulate new industrial
activities and reduce costs for existing
businesses, as well as enable the development
of modern production methods.

Improved electricity services and extended
network bring benefits for other infrastructure
services.

There are potential financial benefits from
electricity export and from substitution of 
high-cost diesel generation.

Figure 14.6 Contribution of communications sector development to economic growth and quality of life
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Improved access to knowledge offers a wide
range of opportunities to both individuals and
businesses. Quality of life improvement can
stem from access to tele-medicine and tele-
education. Better market and product
information can stimulate economic activity in
rural areas by enabling non-subsistence
production.

Reduced costs for established businesses.

Improved public administration and the ability
to participate in civil society flow from
improved communications.

Improved postal communications enable the
development of paper-based transactions and
stimulate the development of more formal
contracting arrangements.

Direct quality of life benefits flow from
improved communications with friends and
family.



can increase the cost effectiveness of infrastructure
investment.

Specifically roads are an important precondition for
most other forms of infrastructure because it is difficult
and costly to transport the necessary machinery and
equipment without them. In the longer term they also
facilitate easier maintenance of infrastructure. In the
case of communications a postal service is clearly im-
possible without a comprehensive transport network.
In addition, by raising incomes, roads will increase the
likelihood that communities will be able to pay user
charges for other infrastructure services.Water and san-
itation provision may also have a similar beneficial im-
pact on household incomes.

Electricity can be an important input into the water
and telecom sectors.Rural water supplies can generally
be provided using manual hand pumps, provided the
boreholes are not too deep, but industrial usage and
large-scale urban piped water usually require power for
pumping. Similarly, although both fixed line and cellu-
lar phones do not need electricity to work, the net-
works do, and the batteries of cellular phones also reg-
ularly need an electricity supply to recharge.

These links between sectors have clear implications
for the planning of infrastructure investments.

Summary of impact of infrastructure development on
economic growth and quality of life
An overall summary of the impact of infrastructure de-
velopment on poverty alleviation, through its implica-
tions for economic growth and on quality of life, is set
out in Figure 14.7 below.

Implications for the reform program
The ultimate objective of infrastructure sector reform
is to accelerate Uganda’s economic development and
reduce poverty.These objectives should therefore play
a significant part in shaping Uganda’s sector reform
program.We summarize some of the key implications
below (a more detailed discussion is set out in the
Annex).

Willingness/ability to pay. A fundamental problem for 
the provision of rural infrastructure in Uganda is that
potential users are often unwilling or unable to pay
economic user charges, both because of poverty and
because of the wide availability of cheap (albeit often
inferior) alternatives, notably in relation to water and
power. As a consequence the public sector will con-
tinue to play an important role if basic services are to
be made available to poorer and especially rural com-
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Figure 14.7 Summary of contribution of infrastructure development to economic growth and quality of life
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munities. PSP is not necessarily impossible in these cir-
cumstances. But continuing public or donor agency
involvement will be necessary, for example, through
the provision of efficient subsidies, and the role of the
private sector may be limited to non-core activities or
restricted to management/operation of infrastructure
with ownership and funding responsibility retained in
the public sector.

Appropriate provision. It is clear that infrastructure pro-
vision in Uganda has often not been appropriate to 
the needs of recipients, with a tendency toward over-
specification. This has undermined the sustainability 
of infrastructure because the cost of operating and
maintaining services exceeds what users can afford in
charges. Overprovision in any one location also diverts
limited available resources away from other opportuni-
ties, therefore reducing the overall returns obtained
from public and donor investment. There are notable
examples of overprovision in the water sector. Similarly
expensive tarred roads have often been built on routes
where actual and prospective traffic volumes do not
justify such expense and where local resources are in-
adequate to provide for maintenance at the established
standard.

Increased PSP and/or decentralization of planning
and funding responsibility offer possible solutions to the
problem of overprovision by strengthening incentives to
develop facilities at affordable and sustainable levels.

The preferred option will depend upon the sector.
In sectors with more limited direct poverty alleviation
benefits, such as telecoms and electricity, pursuing the
greatest possible degree of PSP (through sale of assets
or long-term concessions) is likely to be the optimum
section. In sub-sectors where welfare benefits domi-
nate economic development benefits, such as rural
water and sanitation, decentralized public provision
may be a preferable option.

Liberalization.There has already been limited de facto lib-
eralization of the electricity and urban water sectors:
the unreliability and poor coverage of UEB’s electric-
ity supply have led a large number of businesses and
wealthy households to run their own generators at
considerable expense to themselves and to Uganda’s
import bill.While the lack of universal water supplies
for the urban poor has led to the growth of illegal yard

taps, where enterprising individuals sell water from
their own connections at a significant mark-up to the
price they are charged by NWSC.

In general such de facto deregulation should be le-
gitimized and encouraged. Legalization of service pro-
vision by means of yard taps would result in greater
competition and thus lower charges to those urban
users who currently lack access to safe water, which
would mainly be the poorer households. Direct water
supply for the urban poor is clearly the optimal long-
term solution, but liberalization provides a significant,
immediate benefit.

It should be added that liberalization will generally
need to be accompanied by appropriate regulation to
ensure that minimum standards are upheld; and in
some instances there will be benefit from retaining a
single provider, for example, where there are major
economies of scale.

Limitations of private participation and the role of the public
sector. PSP on its own will not bring the potential ben-
efits of improved infrastructure to all Ugandans, and
additional measures will be required to pursue key so-
cial objectives: purely demand-led infrastructure ser-
vices will be provided on the basis of ability to pay,
reaching only those customers who can afford com-
mercial rates.

Leaving infrastructure provision to the market
alone is likely to result in unacceptably uneven provi-
sion of infrastructure, will widen and entrench the
large differences in infrastructure provision and eco-
nomic activity that already exist between different re-
gions and communities and, because rural communi-
ties are likely to be the least well served, will accelerate
rural-urban migration.

There are a number of possible solutions to the
problem of combining PSP (and the associated access
to additional resources and efficiency improvement)
with better infrastructure provision for the poor:
• include network expansion obligations when pri-

vatizing/concessioning utilities or licensing new
entrants while ensuring that the overall mix re-
mains commercially attractive;

• explicit subsidies for additional connections, either
individually or in bulk, with the level of subsidy ei-
ther set by the Government or, where feasible, by
competitive auction; and
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• adopt PSP models that involve continued asset
ownership and funding of new asset development
by the public sector, combined with outsourcing of
support functions and potentially of management
responsibility (through management contracting).
Where state subsidies are not feasible, the use of

specific levies, as with the 5 percent electricity levy 
to finance rural electrification, represents an alterna-
tive. All forms of subsidy carry cost, however, reduc-
ing the benefits achieved from stimulating economic
development and improving Uganda’s international
competitiveness.

Realism and a balanced approach will be essential.
In the longer term pursuing economic growth facili-
tated by demand-led infrastructure provision may pro-
vide benefits for poorer communities equal to or
greater than those provided by an approach focused di-
rectly on poverty alleviation.

Prioritization. Pursuing the Government’s objectives of
economic development and poverty alleviation raises
the following issues for prioritization of the infrastruc-
ture reform program:
• appropriate balance—what is the appropriate bal-

ance between expending resources on projects that
impact directly on poverty alleviation as opposed to
focusing them on programs directed toward eco-
nomic growth?

• availability of resources—resources are severely lim-
ited, a fact that will clearly constrain its choices.
Furthermore Government choices will be limited
by what donors are willing to finance.

• the interdependence of the sectors—some infra-
structure sectors are an important prerequisite for
other infrastructure sectors. Providing the best con-
ditions to stimulate economic activity in any area
will depend on the presence there of at least ade-
quate power, roads and telecommunications infra-
structure. There is a clear need for coordinated,
“balanced” infrastructure development.

• the need for regional cooperation—the formula-
tion and implementation of infrastructure programs
should be coordinated with neighboring countries,
notably in the transport and electricity sectors.

• impact on other policy initiatives—reform of the
infrastructure sectors will contribute to the effec-
tiveness of policy initiatives in other areas and vice

versa. For example, the development of Uganda’s
capital markets would be boosted by well-planned,
phased utility privatization, while deeper more effi-
cient capital markets could in turn provide an im-
portant source of finance for private infrastructure
providers (see discussion of this issue below).
In terms of infrastructure reform the imperative is to

achieve the greatest possible stimulus to economic
growth by encouraging private participation wherever
demand-led infrastructure provision is feasible:
• to speed up the rate of infrastructure provision;
• to tap new resources and encourage efficiency,

thereby releasing additional resources for use in de-
veloping facilities where social provision by the
public sector and donor agencies remains the only
feasible route; and

• to encourage appropriate provision.
Again in terms of infrastructure reform there is a

strong general presumption in favor of liberalization
(including legitimizing existing de facto liberalization)
wherever this has the potential to extend basic services
and/or provide greater choice to poorer communities
without seriously undermining the opportunity to
benefit from economies of scale and scope in infra-
structure service provision.

Capital market development

Introduction
Efficient capital markets in Uganda, with adequate
capacity, potentially have an important part to play in
the country’s development by providing:
• a means of mobilizing capital available from in-

vestors and allocating it to the companies that are
best able to utilize it productively to add economic
value;

• access to locally available sources of finance, nor-
mally on better terms than are available from over-
seas sources—avoiding the penalties associated with
exchange rate and country risk;

• mechanisms for pooling small individual savings
and to provide wide participation in the benefits of
growth and development, for example, through the
operation of pension funds and unit trusts;

• related to this last point, a means by which investors
can spread the risks involved in investing in the
Ugandan corporate sector;
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• an independent measure of management/company
performance and, as a consequence, a framework of
incentives to good management performance; and

• a medium through which competition for corporate
control can take place through merger and acquisi-
tions activity, again creating incentives for efficient
and innovative management.
A strong and vigorous capital market in Uganda

would also contribute to broadening the base of asset
ownership. Reducing the concentration of ownership
would, in turn, be expected to erode the influence of a
small number of wealthy individuals in the operation
of Uganda’s economy and limit opportunities for the
improper exercise of personal influence. Ultimately
the diversification/democratization of ownership can
be expected to strengthen common interest in the per-
formance of Ugandan companies and of the economy
in general.

Uganda’s capital markets are, however, relatively
poorly developed. The Ugandan Securities Exchange
(USE) became operational only in January 1998 and, at
the time of drafting this report, only two corporate
bonds and one corporate share were listed on the Ex-
change.The Exchange also acts as a secondary market
for trading in Treasury Bills.4 Principal investors on the
Exchange include the NSSF, Ugandan insurance com-
panies and the private pension funds.Trading volumes
on the Exchange are at present modest, reflecting the
small range of securities that are currently listed.

Regulation of capital markets is the responsibility 
of the Capital Markets Authority.5 The CMA is the li-
censing body for the industry and issues, monitors and
enforces regulations concerning conduct of business,
advertising, protection of investor interests, etc. and en-
forces securities laws.While the main regulatory areas

are covered by existing regulations, the CMA is contin-
uing to develop regulations concerning, for example,
continuous disclosure requirements and registry.

A key factor underlying the underdeveloped state
of Uganda’s capital markets is the low level of savings
potentially available for reinvestment. As illustrated in
Table 14.1 below, the savings ratio in Uganda has been
among the lowest in Africa (although it appears to have
risen significantly in recent years) and is very low by
the standards of developing economies more generally.

Official statistics are likely to provide a poor indica-
tion of the real propensity to save. Underdevelopment
of the banking sector and the limited range of options
available to personal savers means that saving is often
channeled directly into private assets such as land 
and housing and will be difficult to distinguish from
consumption.

Since a proportion of domestic savings will be di-
verted into investment in such private assets, funding
the Government deficit and into overseas investment,
the amount of domestically generated funds available
for investment in the corporate sector is less than total
domestic savings.

The implications of underdeveloped capital markets for
infrastructure sector reform
The underdevelopment of Uganda’s capital markets
has a number of important implications for infrastruc-
ture sector reform (see Figure 14.8).These include:
• constricting the range of PSP options that can be

implemented. PSP options involving sale of shares
to the public will be difficult to implement where
significant amounts are involved;

• the limited opportunity to raise long-term finance
through the corporate bond market (which is well
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Table 14.1 Comparative savings ratio

Annual per
GDP Per capita GDP Annual savings as capita saving

(millions of dollars) (dollars) % of GDP (dollars)

1995 1998 1995 1998 1995 1998 1995 1998

Uganda 5,646 6,469 240 320 3.0 5.7 7 18
Kenya 9,095 11,600 280 330 13.0 6.7 36 22
Zambia 4,100 3,400 400 330 3.0 5.3 28 17
Ethiopia 5,287 6,600 100 100 7.0 6.3 7 6
Sub-Saharan Africa 480 16.4
Developing countries 520 26.4
Note: Annual Ugandan saving in 1995 was measured at $345 million, whereas in 1998 it had risen $538 million.
Source: CMA (from World Bank), World Development Report 1999.



suited to the financing needs of utility businesses,
where the long tenor of bond issues is better
matched to typical asset lives than is the shorter
tenor of commercial loan capital);

• shortage of loan funds for private sector participants
in rural infrastructure projects;

• restricting access to domestic sources of funds for on-
going investment, increasing the need to rely on re-
tained earnings or more expensive overseas sources of
finance. As a consequence worthwhile capital proj-
ects, which could contribute to the country’s eco-
nomic growth and development,will fail to proceed.

Addressing the capital markets issue
There is no “quick fix” solution available for the capi-
tal market development issue in Uganda. While weak
capital markets hamper infrastructure sector reform,
further private participation in infrastructure itself rep-
resents an important element in stimulating capital
market development.

Realism is essential in developing PSP solutions in
the Ugandan situation. Ugandan capital markets do not
currently have the capacity to absorb a significant
amount of infrastructure stock or to provide very sub-
stantial domestic finance through either commercial
loans or bond issues. At the same time caution is advis-
able in encouraging very extensive personal sector in-
vestment in Ugandan infrastructure stocks. Based on
historic financial performance, new stock issues in
Ugandan utilities cannot be regarded as a sufficiently
“safe bet” for small investors with limited savings avail-
able for investment.The process of building public con-
fidence in Ugandan stocks could be significantly set
back if personal investors in utility stocks were to incur
significant early financial losses. In the medium to longer
term, however, the nature of infrastructure activities

should offer relatively safe returns to smaller investors.
The public issue of utility stocks would not only signif-
icantly add to the volume of stocks available for trading
on the USE but would also provide a relatively safe
haven for personal savers with a limited appetite for risk.

The above factors point to the need for a progres-
sive and symbiotic approach to the capital market de-
velopment issue. Options include:
• adoption of interim management contracts/con-

cessions where the current performance of compa-
nies is weak, delaying the public issue of stock until
a satisfactory track record of profitable performance
has been established;

• combining initial placement of stock with strategic
investors with a commitment by these investors to
release a proportion of their holdings at predeter-
mined trigger points;6

• phasing the public offering of shares retained by the
Government;7

• use of employee/customer share ownership schemes.
The issue of a proportion of stock to employees
and/or customers has the added benefit of extend-
ing stakeholder interest in the performance of in-
frastructure companies;

• use of aid agency guarantees, linked to performance
provisions, to back corporate bond issues by infra-
structure companies; and

• encouraging the establishment of pooling funds 
to allow investors to spread the risks involved in
investment. 8

Another, more wide-ranging measure that would
stimulate the development of competition and choice
would be the liberalization and independent regulation
of the pensions industry, combined with measures to
put the state-operated fund (NSSF) and private funds
on the same tax footing.
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Figure 14.8 Implications of weak capital markets
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More generally there is a vital need to devote effort
to educating the public regarding the nature of capital
markets, how they operate and the opportunities that
they provide.

Need for appropriate regulatory institutions
and mechanisms

Establishing appropriate regulatory institutional arrange-
ments and mechanisms is a key component of infra-
structure sector reform in terms of:
• attracting private sector participants;
• achieving the right incentive framework; and
• ensuring that customers share in the economic

benefits of structural reform.
Figure 14.9 below summarizes the regulatory re-

quirements of private sector participants while Figure
14.10 sets out the requirements of the Government.

In the light of these requirements there are three
key regulatory issues for infrastructure reform in
Uganda:
• should structural reform proceed on the basis of a

single multisector regulator or separate regulators
for each industry (or group of related industries)?

• what balance should be adopted between a rules-
based regulatory approach as opposed to allowing
regulatory discretion?

• how should the policy and planning priorities of
the Government be allowed for within regulatory
arrangements?

Single vs. multisector regulator
There has been extensive debate in Uganda regarding
the advantages of sector-specific regulation as opposed
to those of appointing a multisector regulatory body.
This is characterized by the conflict between the draft
Public Utilities Authority Bill, which specifies a multi-
sector regulatory body, and the Electricity Act and 
the Uganda Communications Act, which specify a
sector-specific regulator. The arguments in favor of
each approach are summarized in Box 14.1.

On balance, in Uganda’s circumstances, the argu-
ments appear strongly to favor the multisector regulator
option. It is doubtful that there is adequate regulatory
capacity within Uganda to support a range of effective
regulatory bodies. Even if resources can be found, this
will inevitably be at the expense of drawing talented in-
dividuals away from other important areas of administra-
tion and will only be achievable at a significant financial
cost.This cost will be borne,via the regulated industries,
by service users. Moreover, where regulatory bodies are
financed by the industries they regulate, a relatively high
burden of cost increases the risk of regulator capture (the
regulator is overdependent on the regulated industry for
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Figure 14.9 Regulatory requirements of private sector participants
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its own survival).The chances of successful infrastructure
reform will be significantly increased if a high priority is
given to establishing a single multisector regulator as
soon as is practicably possible.

Rules-based regulation vs. regulatory discretion
In general greater reliance on published “rules” in-
creases regulatory transparency, consistency and pre-
dictability and hence:
• reduces the risks faced by private investors;
• can help prevent exercise of improper influence and

corruption; and

• will improve public understanding of the regula-
tory approach and specific decisions.
Excessively rigid rules will, however, make regula-

tion inflexible and hamper adaptation to new and un-
foreseeable circumstances.

While a wholly contractual, rules-based approach
may provide the best option in the simplest privati-
zation options—management contracts, support ser-
vice outsourcing and BOO(T) schemes—there is likely
to be a greater need for flexibility in more complex/
extended PSP approaches, especially where the dura-
tion of the involvement is to be long term or perma-
nent.The latter would include most cases where partial
or complete privatization through disposal of shares 
is involved or where long-term concessions are to be
put in place. In order to encourage PSP, however, it is
clear that even in such a case, the preferred approach
should involve initial contracts or licenses that clearly
set out:
• the principles that regulators will employ in making

decisions;
• regulatory processes and procedures;
• the limits of regulatory discretion;
• arrangements by which regulator decisions can be

appealed by regulated businesses; and
• the basis on which contracts/licenses can be

amended if circumstances demand.9

In either case achieving a high degree of regulatory
transparency—requiring the regular publication of
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Figure 14.10 Regulatory requirements of the Government
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general reports by regulators and public consultation
on, and reporting of, all regulatory decisions—should
be a priority in designing and implementing infra-
structure reform in Uganda.

Allowing for the policy and planning priorities 
of the Government
The Government has been used to a structural environ-
ment in which it has been able to set “supply-led” plans
for the development of the country’s infrastructure—al-
though it has been markedly less successful in imple-
menting these plans. Sector restructuring will inevitably
lead to a reduction in the Government’s ability to direct
infrastructure development in an environment where it
has a more arm’s length relationship with infrastructure
providers and provision will be increasingly demand led.
While the Government has firmly committed the coun-
try to infrastructure sector reform, there is inevitably
some reluctance in certain quarters to the consequent
loss of direct control and there will be a strong tempta-
tion to re-exert this control through manipulation of the
regulatory system.As we note above, however, the con-
fidence of private sector participants in the regulatory
system and their willingness to invest in Uganda will be
undermined if government interference occurs.

The Government needs to find means of making 
its own policies and priorities effective in ways that
preserve the stability of the regulatory environment
and that are sympathetic to a demand-led approach.
Experience of restructuring in other countries has
demonstrated the need to adopt a consultative ap-
proach—including operators, regulators and the pub-
lic—so that changes in policies and priorities are intro-

duced in a manner that is consistent with the regula-
tory contract and protects the legitimate interests of
private sector partners.

Environment

Infrastructure development brings both environmental
benefits and disbenefits. Overall Uganda does not face
major environmental concerns at present, and accept-
ing some temporary environmental disbenefit is likely
to be an acceptable price to pay for economic devel-
opment and poverty alleviation. A key principle here
should, however, be the avoidance of significant irre-
versible environmental damage.

Capacity of the Government to implement
infrastructure sector reform effectively

Designing and, perhaps more importantly, implement-
ing appropriate reform requires great care and effort,
and restructuring errors will be extremely difficult and
potentially costly to put right. While there are many
well-qualified and highly competent officers in key
Government ministries, the overall availability of re-
levant expertise is constrained and the Government 
has limited experience in dealing with the difficult is-
sues involved in successful infrastructure sector reform.
The Government should therefore avoid being over-
ambitious in setting reform plans and timetables. Suc-
cessful reform will require:
• setting clear priorities;
• a phased “step-by-step” approach; and
• the adoption of realistic timetables firmly followed.
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Notes

1. Uganda Poverty Status Report, 1999, p. 4,
based on monthly expenditures.
2. World Development Indicators, World Bank,
1999.
3. The latest published Household Survey
(1995) revealed that average household ex-
penditure was Ush 167,900 in urban areas
and only Ush 71,700 in rural areas.
4. The Government does not currently
issue long-dated, fixed income securities.
5. The CMA is not responsible for regula-
tion of the insurance sector.There is at pres-

ent no independent regulator for the pen-
sions industry, where regulatory responsibil-
ity falls to the trustees of individual funds.
6. Strategic investors will often wish to re-
lease a proportion of their initial investment
in any case.This enables them to “crystalize”
some of the added value generated from
their success in improving the operating and
financial performance of companies.
7. A benefit for the Government is that this
approach should enable the Exchequer to
obtain better value from the disposal of

shares in companies that combine poor cur-
rent performance with strong underlying
potential.
8. Note that at the time of drafting this re-
port a draft bill was about to go to the Cabi-
net, which would enable the operation of
pooling funds, such as Unit Trusts, in Uganda.
9. We note that consultations with potential
private investors have indicated a strong
preference for the appointment of a clearly
independent arbitration body, such as the In-
ternational Court of Arbitration.
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Issues impacting directly on 
infrastructure reform

A wide range of other issues with a direct impact on
infrastructure reform in Uganda was identified in the
course of the CFR exercise.These are listed below.Fur-
ther discussion of these issues and possible means of re-
solving them are set out in the Annex.
• Poor public awareness/understanding of industry

and restructuring fundamentals
• Poor coordination between Government Ministries
• Lack of a clear policy on incentives
• Lack of a clear policy on subsidies
• Centralized vs. decentralized provision
• Difficulty in adapting to changing roles
• Poor past track record in PSP
• Run-down state of existing parastatal organizations

Issues impacting indirectly on infrastructure
reform and management

Other wider issues having an indirect impact on infra-
structure sector reform in Uganda are set out below.
Once again further discussion of these issues and pos-
sible means of resolving them are set out in the Annex.
• Corruption and maladministration/political inter-

ference
• Land management
• Lack of management resources
• Need for regional coordination
• Project selection, prioritization and planning
• Use of debt swaps
• Government and interutility debt
• Impact of dependence on donor funding
• Health
• Lack of coordination between utilities and local

planning authorities
• Poor delimitation of the roles of Parliament and the

Executive in the Government

15 Other issues impacting on infrastructure
development and management
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The summary of recommendations presented in this
section of the CFR represents a distillation of key rec-
ommendations drawn from the previous sections of the

report. No ranking of importance is implied by the
order in which these recommendations are presented.

PART D. RECOMMENDATIONS

Main recommendations Examples and subsidiary recommendations

Realism is essential in the
development of PSP solutions
that can work effectively in the
Ugandan context

Exploit all beneficial 
options for private sector
involvement even where 
PSP in core operations is not
feasible at present

• Develop PSP approaches that are realistic in the context of weak
capital market development in Uganda and that also contribute to
the future development of Ugandan capital markets

• Use of interim management contracts/concessions where the
current performance of companies is weak, delaying the public issue
of stock until a satisfactory track record of profitable performance
has been established

• A short-term private sector management contract for URC 
(with a clear incentive regime) coupled with government support
for major financial and operational restructuring would be preferable
to a short-term concession with full commercial risk transfer.
Longer term, an integrated concession model would seem to be the
most suitable restructuring option in the Ugandan situation

• Phase the public offering of shares where applicable

• Encourage aid agency guarantees, linked to performance provisions,
to back corporate bond issues by infrastructure companies

• Encourage the establishment of pooling funds to allow investors to
spread the risks involved in investment

• Where large-scale private (or foreign) sector participation is not
feasible or is considered undesirable, opportunities to outsource
specific “non-core” functions should be fully exploited. (Examples
include revenue collection, logistics, vehicle and non-specialized
equipment maintenance, etc.)

• There is a potential role for PSP schemes (such as BOTs and
concessions) as a method of raising private finance and introducing
PSP into rural water supply operations

• A section on PSP should be included in the National Water Policy
document

• Mechanisms to enable the funding of “demand-led maintenance” by
major commercial users should be developed as a means of funding
regular maintenance activities for parts of the roads network
supporting more intense economic activity
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Main recommendations Examples and subsidiary recommendations

Close attention must be given to
developing effective incentive
frameworks while taking steps to
mitigate uncontrollable risks for
private sector participants

Introduce efficient subsidy/
donor funding mechanisms to
support poverty alleviation in
the context of reform

Ensure that capacity is available
to execute a reform program
effectively and provide for
effective coordination of the
reform program to improve
implementation and maximize
economic development/poverty
alleviation impacts

Strong bias toward sector
liberalization except where this
would result in significant loss of
economies of scale or scope

• The proposed concessions in the electricity sector need to be
structured so that there are strong incentives to increase billable
consumption and to build new load by reinforcement/extension of
the network and connection of consumers who do not presently
have grid-supplied electricity

• Following the KRIP experience, future schemes to involve the
private sector in water and sanitation activities should be based on
transparent and competitive procurement processes. Greater attention
needs to be given to contract design in developing future PSP
schemes to ensure that they provide appropriate incentives to private
operators

• Both volume and foreign exchange risk associated with the Bujagali
hydroelectric scheme can be reduced by entering into firm, bankable
export contracts with Kenya (priced in dollars) before financial close
on the scheme

• Note also regulation recommendations

• Focus on ensuring that subsidy mechanisms, where necessary to
promote poverty alleviation, are well focused and minimize the
distortion of commercial incentives

• Where feasible, use bidding for lowest temporary subsidies as an
element in the PSP procurement process

• Focus subsidies on initial capital investment, not continuing operations

• Utilize targeted subsidies to reinforce market mechanisms and incentives

• Implementation of sector reforms to be led by line ministries but
supported if possible by temporary co-option of specialists from URU
or the private sector to increase reform capacity (“task force” approach)

• Progressive liberalization of the postal sector should be considered,
initially by permitting local operators to provide service in areas that
are currently unserved by UPL. Monitor progress with view to
further liberalization if overall service does not meet reasonable
performance targets

• Exclusive rights provided to concessionaires/licensees should be
revocable in the event of failure to meet agreed, realistic and clearly
stated performance measures relating to service coverage
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Ensure appropriate provision

Capacity-building initiatives to
be pursued at both the central
and local levels

Ensure separation of policy,
regulatory and operational
responsibilities

Ensure appropriate central
support for rural infrastructure
schemes 

• Avoid specification of excessively stringent or rigid standards,
especially in relation to rural schemes and less affluent urban areas
(to encourage initial development and sustainability of provision)

• Where feasible, notably in urban areas, increased PSP will assist in
achieving this. For rural infrastructure provision (notably water,
electricity and roads) emphasis should be on decentralization and
community participation

• Capacity building for regulatory bodies, e.g., the UCC

• Institutional support for the ERA should focus on development of 
skills and operational capability, especially in the areas of monitoring
and inspection that will be the most important in the short to
medium term

• The separation of executive functions from the MWHC should be
extended to include maintenance as well as construction

• CAA should seek to introduce greater accounting and management
separation between its main functions (regulation, air traffic services
provision, operation of EIA, operation of up-country airports). In
time CAA should withdraw from direct operation of EIA and, as it
is doing, from up-country airport operation.Air traffic services
should not, however, be made the responsibility of a separate entity

• Government to be rigorous in maintaining “arm’s length”
relationship with infrastructure service providers, introducing new
policy measures only within the terms of an established regulatory
contract and after wide consultation

• Develop strong independent regulatory institution(s) operating
within clear framework of regulatory principles

• Action by the Government to support the maintenance of local
supply facilities to support rural water and sanitation schemes

• The Roads Agency’s initial role in respect of district roads should be
an advisory one. Extension of its remit to procurement on behalf of
the Districts should be considered as an incremental development
once the new institution has proved itself. Such role extension
should probably be by invitation of the Districts

• The Roads Agency or the Government itself should adopt an
enabling role to reduce the constraints imposed by limitations in
local capacity, for example, by financing a central pool of plant and
equipment that would be available for hire by private contractors on
a commercial basis



Recommendations

75

Main recommendations Examples and subsidiary recommendations

Establish an overall regulatory
environment that is attractive to
private sector participants, while
protecting the interests of
consumers

Improve public awareness of
sector reform objectives and
mechanisms

Pursue greater regional
integration, particularly in
railways and electricity

• Establish a program to concentrate regulatory responsibility in one 
or, at most, two independent regulatory bodies

• Concentrate on “rules-driven” models of regulation based on
transparent and detailed contracts or licenses—while providing
adequate flexibility where there are complex or long-term
requirements (as in long-term concessions)

• The Government must move quickly to appoint the members of the
ERA and to establish the authority as an operating entity so that it
can play its role in the establishment of the new regulatory regime
for PSP

• Institute a sustained program to build awareness and understanding,
particularly among leading opinion formers such as Parliamentarians

• It is strongly recommended that a long-term regional solution be
sought to the problem of ensuring access to the strategic transport
corridors to the Mombasa and Dar es Salaam ports and improving
operational efficiency. Achieving this through separate national
concessions, supported by reciprocal open access provisions, may be
strategically preferable to integration under a single private sector
operator


