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Strengthening Private Sector Engagement in the Oil and Gas Value Chain in Uganda

POLICY BRIEF
The discovery of oil and gas in Uganda has created unprecedented opportunities that can
stimulate sustainable development. One of the tools to achieving value creation through
the newfound resource is through enhanced private sector engagement, particularly
small and medium enterprises (SMEs) given their presence across sectors. Nevertheless,
the lack of understanding of the oil and gas value chain and applicable standards may
hinder the effective participation of SMEs, thus affecting their ability to boost local
skills development, job creation and inclusive economic development. In particular,
SMEs, despite their centrality in socio-economic transformation (contributing about
18% to Uganda’s GDP), lack adequate capability and tools to sustainably thrive in the
quality-intensive and competitive oil and gas sector. This calls for collaborative efforts to
strengthen the capacity of SMEs and integrate them in the oil and gas supply chain.
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Introduction
The discovery of oil and gas in Uganda presents unique opportunities that can steer
sustainable economic development. Intensive petroleum exploration activities in Uganda started
in the early 2000s with a commercial discovery in 2006. The country has approximately 6.5 billion
barrels of oil reserves, out of which only 1.4 billion is commercially recoverable. Presently, the
major players in the sector are Total E&P Uganda, Tullow Uganda Operations Pty Limited and
China National Offshore Oil Corporation, who are all holders of production licences issued in
respect of six (6) exploration blocks in Albertine Graben (located in the western arm of the Great
East African Rift, which they operate under the terms of a joint venture in accordance with a Joint
Operating Agreement (Angom & Magona, 2017). The infrastructure required to develop Uganda’s
oil sector is significant and includes major construction across the value chain—upstream,
midstream and downstream. In May 2017, Uganda signed an agreement with Tanzania over the
construction of a 1,450km heated oil export pipeline from Hoima in western Uganda to Tanzania’s
Indian Ocean Port of Tanga with development yet to progress as the two governments negotiate
the transit tariff. The country has since put the pipeline on fast-track mode, prioritizing critical
path activities. There are also plans to develop a refinery, which includes a 205km long pipeline
from Hoima to Kampala.
As Uganda gears up to develop the oil and gas reserves, with production expected to
commence in 2020, a question has emerged on how the country can leverage these resources
to achieve sustainable development and avoid the resource curse trajectory that other resourcerich countries in Africa have followed. The answer to this question partly lies with value creation
through enhanced participation of the private sector in the provision of goods and services,
including but not limited to: fabrication and welding services; transportation services; plant hire;
security; building and construction; clearing and forwarding; office supplies; catering services;
provision of labour; ICT services; hotel/accommodation; and health, safety and environment
(HSE) services.
Nevertheless, the lack of understanding of the oil and gas value chain may hinder the effective
participation of the private sector, thus affecting their ability to boost local skills development,
job creation and inclusive economic development. In particular, small and medium enterprises
(SMEs), despite their centrality in socio-economic transformation (contributing about 18% to
Uganda’s GDP), lack adequate capability and tools to sustainably thrive in the competitive and
complex oil and gas sector (Republic of Uganda, 2015; Aglionby, 2017). A 2015 study, dubbed
“The Lake Albert Basin Development Project”, noted that Uganda’s private sector is dominated
by SMEs, which largely operate in light manufacturing and retail sectors. The SMEs are however
fragmented and weakly integrated into the national, regional and global value chains and markets.
They are further characterized by low and declining productivity, low levels of innovation,
low competitiveness, informality, weak governance standards, and limited access to finance,
particularly long-term finance for growth. These challenges certainly make it difficult for Ugandan
SMEs to compete against well-established foreign enterprises.
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Against this backdrop, this Policy Brief collates evidence on specific gaps that hinder SME
participation in the fast-transitioning oil and gas sector in Uganda. The Brief highlights policy
considerations that can help bridge those gaps and scale up SME businesses to regional and global
value chains. The brief mainly draws on existing research to inform policy dialogue on how Uganda
ought to strengthen private sector engagement in the oil and gas sector.

Nature of SMEs and Level of Participation in the Oil and Gas Sector
In Uganda, ‘small enterprises’ typically employ between 5 and 49 people and have total
assets between 10 million and 100 million Uganda shillings. ‘Medium enterprises’ employ between
50 and 100 people with total assets between 100 million and 360 million Uganda shillings (UIA,
2016). SMEs are spread across all sectors in Uganda—49% in the service sector, 33% in commerce
and trade, 10% in manufacturing and 8% in others (Republic of Uganda, 2015). 60% of the MSMEs
are either sole proprietorship or partnership, meaning that one in every three Ugandans is possibly
engaged in business.
Despite this diversity and the government’s efforts to develop local content, the level of
participation of SMEs in the nascent oil and gas sector remains modest. Research reveals that local
enterprises constitute about 25% of Tullow Oil’s local supplier base (Alinda et al, 2018). This calls
for strategies to enable local SMEs to plug into the oil and gas supply chain.

Enabling Legal and Policy Environment
A robust national content policy and legislation is a key enabler for private sector
engagement in the oil and gas value chain. Uganda has put in place robust legislative and policy
provisions to promote private sector engagement in the oil and gas sector (CCSI, 2017). Following
the oil discoveries in 2006, the sector has gained recognition under Uganda’s Vision 2040 as a
key contributor to enhanced socio-economic national development. In its National Development
Plan II (2015/2020), Uganda has identified SMEs as fundamental contributors to the creation of
opportunities in diverse sectors, including energy and petroleum, in order to cultivate and nurture
entrepreneurial and managerial skills across the country and reduce the rural–urban migration.
To achieve this, the country recently approved the National Content Policy for the
Petroleum Subsector 2017, which aims to promote the competitiveness of Ugandan enterprises
in the petroleum sector and associated sectors of the economy. One of the underlying principles
of the Policy is enhanced capacity of the private sector to handle complex and big contracts in
the petroleum sector, particularly through capacity building and unbundling of contracts into
work packages appropriate for Ugandan citizens and enterprises. Moreover, the National Oil and
Gas Policy 2008 recognises national participation through shareholding in licences and provision
of goods and services by Ugandan entrepreneurs as some of the avenues for value creation. The
National Industrial Policy 2008 encourages existing resource-based industries and new investors
to use the services of local consultants as a means of developing national technological capabilities.
Equally important are the National Trade Policy 2007, which aims to develop and nurture private
sector competitiveness; as well as the Buy Uganda Build Uganda Policy 2014, which seeks to
support the production, purchase, and consumption of local goods and services. Uganda has also
6
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developed the Micro, Small and Medium Enterprise Policy 2015 to foster growth of sustainable
MSMEs through enhanced business support, access to finance, technical and business skills, and
the creation of a conducive business environment.
The Petroleum (Exploration, Development & Production) Act 2013, Petroleum (Refining,
Conversion, Transmission & Midstream Storage) Act 2013 and the 2016 National Content Regulations, require international oil companies (IOCs) including their subcontractors, to give preference to Ugandan citizens and entities in the provision of goods and services. In the event that
the goods and services are not available in Uganda, they should be provided by a company that
has entered into a joint venture with a Ugandan company, provided that the latter has a share capital of at least 48% in the joint venture. While the intention of this requirement is to ensure local
ownership, most SMEs may not possess sufficient capital to meet the 48% share thus inhibiting
the creation of joint ventures. Further, whereas the law requires petroleum contractors to notify
Ugandan suppliers of upcoming tenders and the required quality and HSE standards, it does not
specify specific timelines, thus leaving it open for contractors to decide when to communicate. The
inclusion of an offence for non-compliance, under section 53(7) of the Petroleum (Refining, Conversion, Transmission and Midstream Storage) Act 2013, is a bit restrictive and may be considered
inimical to international trade rules, particularly the Agreement on Trade-Related Investment
Measures (TRIMs) and the General Agreement on Tariff and Trade (GATT).
Besides, although the national content provisions are robust as compared to other countries in
East Africa, their implementation may be counter-productive if existing institutions are inadequate
and uncooperative and there is no political good will. Presently, there is no government body specifically dedicated for national content enhancement. This responsibility has been left to the Petroleum
Authority of Uganda which also discharges other duties. There is also no system for evaluating national content performance in the oil and gas sector, including participation of women, youth and
persons with disability. The creation of a National Supplier Database is imperative, but this may be
improved by including qualification criteria for SMEs, national or international standards that SMEs
should meet to be approved by the Petroleum Authority, and links to various petroleum licensees,
contractors and sub-contractors. A collaborative approach to local content design and implementation is envisaged under the National Content Policy 2017, but this is yet to be operationalised.

Government-led Initiatives to Advance SME Growth in Uganda
Uganda is one of the few countries in East Africa that have shown strong commitment
towards SME development. Despite Uganda’s poor ranking under the World Bank’s Ease of Doing
Business studies, progress has been made in creating an enabling environment for SME start-ups
and growth—though barriers still exist. Notably, whilst business licence and permit procedures
are still convoluted, the government has reduced the licencing rates by around 25% through the
Trade Licencing Amendment Act of 2015. It has also introduced online systems for obtaining a
business licence and tax identification number, and reduced business registration fees.
With regard to cross-border trade, Uganda has implemented the Single Customs Territory,
the Automated System for Customs Data (ASYCUDA), the Malaba One-Stop Border Post,
electronic document submission and processing of certificates of origin, and the Uganda Electronic
Single Window and Centralised Document Processing Centre to reduce export and import time
(World Bank, 2019).
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One can also transfer property without
having the land transfer instruments physically
embossed to certify payment of the stamp duty.
The title registry has been digitalised to increase
efficiency. However, there is a requirement for
property purchasers to obtain an income tax
certificate before registration, causing delays
especially at the Ministry of Finance and
Uganda Revenue Authority.
Other milestones include: creation of
the Small and Medium Enterprise Division
(SMED) to facilitates and support the development of domestic SMEs across all sectors (UIA,
2016); establishment of the National Supplier
Database to serve as a one-stop-shop centre for
local and international oil and gas suppliers;
establishment of an electronic one-stop centre
(e-Biz) to facilitate the quick setting up of businesses (UIA, 2016); partnership with MasterCard to ease the payment of taxes using online
platforms; and elimination of the requirement
that a commissioner of oaths must sign compliance declarations, and that tax returns must be
submitted in hard copy.

PRIVATE SECTOR PROGRAMMES
In a bid to close capacity gaps, Tullow Oil established a $600,000 enterprise centre where
over 150 locally-owned enterprises received
training on quality standards and available opportunities, mentorship and business advisory services (Alinda et al, 2018). Stanbic Bank
Uganda has been running an SME Development Programme to support and nurture SMEs
to prepare for and harness business and growth
opportunities in the petroleum sector. Further,
based on the recommendations of the 2011
study on ‘Enhancing National Participation in
the Oil and Gas Industry in Uganda’, the private
sector launched the Association of Uganda Oil
and Gas Service Providers (AUGOS) to lobby
for and promote the participation of indigenous Ugandan individuals and entities in the
provision of goods and services to the oil and
gas sector. Within this objective, the AUGOS
has worked with women and youth in order to
develop their capacity and readiness to participate in the sector. It has trained and certified a
number of local companies and SMEs on HSE,
Basic Accounting and Book Keeping, Contract
Preparation and Interpretation, Quality Assurance and Basic Record Keeping.

Constraints to SME Growth and Participation in the Oil and Gas Supply Chain
Uganda has an elaborate regulatory framework for national content development. However,
studies have identified several barriers that limit SMEs’ growth and ease of doing business in the
oil and gas supply chain. Notably, Uganda has over the years been ranked poorly on the World
Bank’s ease of doing business study, representing a challenge in
having local entrepreneurs in the petroleum sector and attracting
Business registration
foreign companies to set up subsidiaries and form joint ventures in
and licencing is still
burdensome despite
the country (Goffe, 2015). In 2019, for instance, Uganda dropped five
efforts to reduce licencing
places to 127. The top reasons cited were introduction of property
rates and introduce
transfer charges, and difficulty in getting electricity, starting business
online systems for
and dealing with construction permits (Khisa, 2018). Business
obtaining business
registration and licencing is still burdensome despite efforts to
licences and permits
reduce licencing rates and introduce online systems for obtaining
business licences and permits.
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51.61: Regional Average (Sub-Saharan Africa)
Note: The ease of doing business score captures the gap of each economy from the best regulatory performance observed on each of the indicators across all economies
in the Doing Business sample since 2005. An economy’s ease of doing business score is reflected on a scale from 0 to 100, where 0 represents the lowest and 100
represents the best performance. The ease of doing business ranking ranges from 1 to 190.
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Although movable assets are allowed as collateral, financial institutions are often hesitant
to give credit unless immovable assets are also
attached (Goffe, 2015). Credit information is
available through various platforms, but only
to 4.9% of the populace (Goffe, 2015).

SMEs face internal weaknesses in proper record keeping and proper accounting practices.
Other weaknesses include inability to supply in bulk since most IOC tenders are large, require
suppliers to have adequate technological capability and innovation, and often target wellestablished suppliers; inability to meet high costs of certifications; limited gender inclusiveness in
SME operations and development; and closures occasioned by diversion of returns and operational
capital to other uses. Capacity challenges mean that very few SMEs can meet the high-quality
standards required by IOCs. An additional challenge emanates from the fact that there are three
upstream IOCs in Uganda with different sets of standards.
Furthermore, the MSME sector in Uganda is uncoordinated, with a high rate of fragmentation
and informality, which undermines competitiveness, growth and sustainability of the sector.
There is no single common SME forum for effective policy dialogue to engage with government.
However, within the oil and gas sector, the National Content Conference serves as an important
forum where SMEs can voice their challenges and contribute to policy reform. The establishment
of the National Supplier Database and AUGOS is critical in nurturing SMEs and helping them to
plug into the oil and gas sector. Nevertheless, SMEs still lack a better understanding of the oil and
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gas supply chain and the required quality standards to enable them adopt innovative approaches
in their businesses. They equally have limited access to quality assurance and affordable product
certification services aligned with international standards, hence most of them are not prequalified in the mainstream procurement criteria required by the IOCs.

Challenges Facing Women and Youth-led SMEs in Uganda
Uganda’s population is one of the youngest and rapidly
Gender equality and women
growing in the world. Youth constitute about 57% of the labour
empowerment is integral
force of about 10 million people. In addition, 400,000 youth are
to achieving sustainable
expected to enter the labour market annually to compete for
development through the oil
approximately 9,000 jobs. Uganda therefore faces the challenge
and gas sector.
of creating jobs to accommodate the growing labour force. This
is also the case with women who, despite making up more than
50% of Uganda’s labour force, face more challenges than men in
starting, managing and growing their enterprises as they are more likely to be impeded by a lack
of the necessary capacities, skills and resources. Uganda’s oil and gas sector presents numerous
direct and indirect jobs and business opportunities that can significantly reduce unemployment
rates among the populace. Yet, how these opportunities have benefited different gender groups,
including youth, is unclear.
Gender equality and women empowerment is integral to achieving sustainable development
through the oil and gas sector. This is anchored on Article 33 of the Constitution 1995, which
requires the State to provide the facilities and opportunities necessary to enhance the welfare
of women to enable them realise their full potential and advancement. Women are entitled to
equal treatment with men, which includes equal opportunities in political, economic and social
activities. Uganda’s National Gender Policy 2007 aims to ensure that government initiatives and
policies are aligned with the long-term goal of eliminating gender inequalities. Regarding access
to and control of productive assets, section 27 of Uganda’s Land Act 1998 forbids the application
of customary laws that deny women the right to own and/or occupy land. The Petroleum
Exploration, Development and Production Act 2013 contains only two provisions of gender
equality. The Act requires licensees to submit annual training and recruitment programmes for all
stages of petroleum activities that “take into account gender, equity, persons with disabilities and
host communities”. Secondly, it reserves three slots in the Board of the Petroleum Authority for
women. The recently approved National Content Policy for the Petroleum Subsector mandates the
Ministry of Gender, Labour and Social Development to ensure that aspects of gender are taken
into consideration during the implementation of the Policy.
These provisions have had little impact especially in the
nascent oil and gas sector. Although the average growth rate of
women-owned SMEs has significantly increased in the recent
past, this has been with low survival rates compared to maleowned SMEs (Kaweesi, 2017). The reasons for these findings
include limited control over productive assets, particularly land
and capital; established cultural norms and attitudes about their
traditional roles; limited access to adequate finance or credit
10 |
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Although the average growth
rate of women-owned SMEs
has significantly increased
in the recent past, this has
been with low survival rates
compared to male-owned
SMEs

information; and relatively low business skills and technical capabilities to improve the quality of
products and compete more effectively in the quality-intensive oil and gas sector (International
Alert 2014; IFC, 2011). Limited mobility due to domestic responsibilities does not give many
women time to focus on entrepreneurship (Republic of Uganda, 2015). Land is an important form
of collateral, and the fact that most women do not own land and have a voice in land related
decisions, means they cannot get credit to invest in income generating activities to effectively plug
into the oil and gas value chain.

Policy Considerations
As oil and gas activities transition, with production expected in 2020, there is a resounding
need to strengthen SMEs to sustainably engage in the sector. The diversity of SMEs across sectors
signifies their potential to act as levers for linkages and ultimately value creation. Whereas the
country has made significant progress in creating enabling regulatory environment, collaborative
efforts to eliminate barriers to entry and integrate SMEs into the oil and gas supply chain, are
critical. Other enablement options are outlined below:
Key Issue

Action(s)

Policy environment

Develop an SME Investment Plan for the oil sector to facilitate the development of strategic interventions and policies that will enhance future
SME engagement and investment in the sector.

Business environment
burdensome for SME
start up and growth

Address key determinants of SME willingness and ability to invest in the
oil and gas sector—

Limited Investment Capital

•

Simplify business registration and licensing to incentivise SME
formalisation;

•

Reduce cost of licences and permits;

•

Remove bureaucratic red tape; and

•

Enhance access to electricity for business start-ups.

•

Prequalify SMEs to enable them get sufficient credit to meet the 48%
share capital stipulated under section 125(2) of the Petroleum (Exploration, Development and Production) Act 2013.

•

AUGOS and the Petroleum Authority of Uganda to share supplier
information or link suppliers with financial institutions.

•

Simplify procedures for registering property to enable SMEs’ ownership of fixed assets.

Capacity and competitiveness

•

Collaborative efforts to ensure continuous capacity development on
business management skills and ethics, including how to prepare
bids, and the required standards.

Difficulty in supplying bulky
contracts and fit into IOC
procurement plans

•

Encourage IOCs to unbundle large and complex contracts to accommodate local SME participation.

•

Government to facilitate the integration of SMEs in IOC’s procurement plans.
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Key Issue

Action(s)

IOC’s high-quality standards

•

Incessantly communicate oil and gas quality standards to SMEs and
how the importance of adopting improved technology and innovative approaches to improve product quality.

•

Harmonise the different IOC standards.

•

Reduce certification costs to accommodate local SMEs.

Intersectoral linkages sustainability

Petroleum Authority and AUGOS to deepen linkages between SMEs and
larger enterprises within the oil and gas sector and other sectors to facilitate experiential learning, particularly with respect to standards and
certification requirements.

Women and youth

Pursue gender responsive national content development: an enabling
environment for youth and women to thrive as asset owners, entrepreneurs and employees within the oil and gas value chain. Should take into
consideration women’s unique roles in society.
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