“More needs to be done to better manage
public investment, enhance social spending,
and improve the business environment.
Despite slowed growth, infrastructure and
oil investments can revive strong growth.”

The Executive Board of the International Monetary
Fund (IMF) concluded the 2017 Article 1V
consultation with Uganda and completed the eighth
review of Uganda’s economic performance under the
Policy Support Instrument (PSI) on July 7™, 2017.
Following the Executive Board discussion, Mr. Tao
Zhang, Deputy Managing Director and Acting Chair,
said, “Macroeconomic performance in Uganda has
been sound. Notwithstanding a growth slowdown, the
medium-term outlook is favorable with steadfast policy
implementation...” In a statement, he added that
Budget implementation in FY16/17 was mixed, noting
increased tax revenue by %2 percent of GDP and the
settling domestic arrears. However, IMF expressed
concern over externally-financed capital spending,
which they said was significantly under-executed while
current spending overshot. “Domestically-financed
capital expenditures are on track, but the
foreign-financed ones are significantly under-executed.
The government relied again on Bank of Uganda (BoU)
financing, complicating monetary policy
implementation,” said the statement.

Budget concerns

IMF's consultations with respective countries are
known as “Article IV consultations”, because they are
required by Article IV of the IMF's Articles of
agreement. “The FY17/18 budget targets a further
revenue increase, but specific measures have yet to be
identified. The tight current spending envelope will
require strong expenditure controls and efficiency
gains to avoid the need for supplementary budgets or
renewed domestic arrears...,” said Mr Zhang in a
statement.

IMF Deputy Managing Director, Mr Tao Zhang. The IMF says Uganda’s
medium-term outlook looks favourable.

Debt sustainability

The IMF also noted that safeguarding Uganda’s
debt sustainability necessitates continued domestic
revenue  mobilization and sound  project
implementation to realize the envisaged growth
dividend from infrastructure investment hence the
need for authorities to target the projected debt
trajectory as a fiscal anchor. The statement also
noted progress on structural reforms, particularly
the approval of the Anti-Money Laundering and
Combating the Financing of Terrorism legislations
will support Uganda’s exit from the Financial Action
Task Force’s “grey” list. The IMF however
expressed regret over delays of some reforms, such
as amending the Bank of Uganda Act.

Economic growth

Uganda’s recent economic performance has been
sound, notwithstanding a slowdown in growth. Real
GDP growth is estimated to have slowed to 3.9
percent in FY2016/17, reflecting domestic factors
and external headwinds, including the drought in
the Horn of Africa. The banking sector remains
well-capitalized overall. However, elevated non-
performing loans have constrained bank lending
which contributed to the growth slowdown.

Food price inflation increased due to the
drought, but core inflation was 5.1 percent in
May, in line with BoU’s target. The current
account deficit narrowed, reflecting lower-
than-expected investment-related imports.
With steadfast policy implementation and
assuming improved weather conditions,
growth could accelerate to 5 percent in
FY17/18. Over the medium term,
infrastructure and oil sector investments could
yield growth rates of 6 to 6 2 percent. With
the planned infrastructure investments, public
debt would increase but remain manageable,
assuming that the investments lead to higher
growth and the government continues to
increase its revenue collections. The IMF
welcomed focus on promoting growth through
planned infrastructure and oil sector
investments but emphasized that sound and
steadfast implementation of policies and
reforms will be important to foster inclusive
and stronger growth.

Settle outstanding external arrears

They also noted the large under-execution of
the externally-financed investment budget
which could undermine growth prospects.
Directors regretted the government’s recourse
to central bank financing this year, noting its
inconsistency with the inflation targeting
framework. They called on government to
settle outstanding external arrears
expeditiously, while taking measures to
prevent any recurrence. IMF also welcomed
plans to increase revenue collection, and
recommended identifying specific measures.
They emphasized that the tight current
expenditure envelope in the upcoming budget
will require strong spending controls and
efficiency gains to avoid the need for
supplementary budgets or renewed arrears.
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