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ABSTRACT

Upon discovering vast deposits of any natural resources, most developing countries
undertake progressive initiatives aimed at facilitating the extraction of such
resources so as to attain revenue. Upon the realization of commercially viable Oil
and Gas deposits in the Albertine Graben along Uganda’s western border with DR.
Congo, Uganda embarked on the above mentioned trajectory, not only aiming at
attaining direct revenue from Qil and Gas sales but also maximizing other potential
benefits from the resource with a view of promoting development and curtailing the
adverse effects of the oil curse (Dutch disease) that has often plagued resource rich
countries especially in the developing world.

To achieve the above, resource rich countries, Uganda inclusive have designed
policies and legal frameworks which are termed as National and Local Content
Policies. The main aim of those policies is to ensure that the extractives industry
generates benefits to the economy that are beyond the direct contribution of trading
in oil and gas and these can be achieved through its links with other sectors. In most
parts of Hoima, and other oil-rich Districts, there is a consensus, that the lack of
specialized skills and a competitive local services and goods sector is a major
obstacle to the realization of National/Local Content goals. This has in turn forced
many oil rich countries to promote National content policies that generally focus on
the entire country without giving special consideration to the local content
promotion within host communities in oil rich regions.

This research will concentrate on an analysis of Uganda’s National and Local Content
Policies specifically examining how Hoima District has benefited from Uganda’s
National and local content framework. This research is designed to act as a building
block on how the legal framework can be structured to benefit local communities in
Oil and Gas Districts and whether the individual residents and businesses have and
will ultimately benefit from Oil and Gas. The research will also draw insights from
the challenges faced by other developing countries in implementing and enforcing
National and Local Content Policies at both a national and local level, the lessons
that Uganda ought to learn and mitigating measures the residents of Hoima District
and Uganda at large have to adopt to cut short the negative effects of poorly

structured and ineffectively enforced National and Local Content Policies.
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CHAPTER ONE
INTRODUCTION

1.0.1. HISTORICAL BACKGROUND
This background was based on Amin' who put emphasis on discussing the historical,

theoretical, conceptual and the contextual background.

Local content has integrated itself into the International Oil sector in ways that four
decades ago would have seemed quite unlikely due to the hegemony of neoliberal
economics Cimmo, Gary, Hoffbauer & Schott,?. Local content in the Qil and Gas
sector evolved from Brazil, Mexico, Chile, Oman, Kazakhstan and Indonesia. Major
Oil Sector Conferences such as the Global Local Content Summit and the Global Local
Content Council’s ‘NOCs and Governments Summit compete to attract delegates
from government agencies and multinational corporations willing to pay thousands
of dollars per person in registration fees so they can learn about the latest trends
according to Cogan, Sharpe and Hertzberg.3

Local content became a global concern in the 1970s as countries began forming their
own national oil companies see Grossman®. The development of local content has
basically been a result of recognition that after years of Oil and Gas or mineral
exploitation in many developing countries, little seems to be transferred to the
citizens of these resource-rich countries in form of technology and employment see

Matthews and Lynch>.

Many citizens of resource-rich countries especially in the developing world tend to
be mere spectators yet local content must focus on helping enhance welfare of

citizens irrespective of whether they are participating in the oil and gas sector or

'Amin, M.E. (2005) Social Science Research: Conception Methodology and Analysis. Makerere
University Printeryafd, Kampala, page 8

2 Cimino, Gary Clyde Hoffbauer & Jeffrey J Schott. A Proposed Code to Discipline Local Content
Requirements. Peterson Institute for International Economics Policy, Brief NoPB14-6, P. 1.

3 Cogan A ..., Sharpe S & Hertzberg, J. Citizen Participation. In So, F. S, Hands, I.., & Madewell, B.
D (Eds.) The Practice of State and Regional Planning. Municipal Management Series, Chicago:
American Planning Association.

4 Grossman. The Theory of Domestic Local Content Protection and Content Preference (2004) 96”4
Quarterly Journal of Economics page 583.

>Grossman. The Theory of Domestic Local Content Protection and Content Preference (2004) 96”4
Quarterly Journal of Economics page 583.



not. This trend continues to exist although many mining and petroleum companies
in the developing world are given incentives such as tax holidays with a hope that
they will be able to exploit the resource, provide employment for the natives and
develop infrastructure which would enable the economy to develop which will in

turn improve people’s living standards.

Uganda is no exception to the observation that many citizens of resource-rich
countries especially in the developing world are mere spectators. After the
announcement of commercially viable quantities of petroleum in the country, there
was excitement about the developments that the new resource would bring
according to Muhwezi®. Ugandans have been excited at the potential for
development, improvement of household incomes and general living standards once
petroleum revenues start flowing. However, it is not always as rosy as it looks.
Uganda needs stringent macro and micro economic policies to enable the economy

to sustain the negative impacts that petroleum might have on the economy’.

Uganda discovered commercially viable deposits of hydrocarbons in the Albertine
Graben region in 2006.8 The government of Uganda embarked on an ambitious
development of its legal and policy frameworks aimed at facilitating coordinated
exploitation of oil and gas that had been discovered in the country.® In 2008, the
National Qil and Gas Policy'® was formulated, in 2009, the formulation of the
National Local Content Policy took root," in 2012, the Oil and Gas Revenue
Management Policy was launched, in 2013, the Petroleum (Exploration,
Development and Production) Act'?, the Petroleum (Refining, Conversion,
Transmission and Midstream storage) were enacted and the National local

Regulations were put in place in 2016, later the National Local Content Bill of 2019

SMuhwezi, et.al, crafting an Oil Revenue -sharing Mechanism for Uganda. (A Comparative Analysis
Policy Research Series, No 30, 2009 Kampala)

"Muhwezi, et.al, Crafting an Oil Revenue -sharing Mechanism for Uganda. (A Comparative Analysis
Policy Research Series, No 30, 2009 Kampala)

8 Alert I. Governance and Livelihoods in Uganda’s Oil-Rich Albertine Graben, 2013 at page 6.

%Auty, Richard & Jose Luis Evia, A Growth Collapse with Point Resources, Bolivia. In Resource
Abundance and Economic Development, edited by Richard M. Auty. Oxford University Press 2001.

10 The Uganda National Oil and Gas Policy of 2018.

" Uganda National Local Content Policy of 2009.

12 Act no 4 of 2013 (Parliament of Uganda).



was tabled, discussed and passed by the Parliament of Uganda and only awaits

President’s assent.

As observed by Allen Gelb and Stephanie'?, in most developing countries, the
discovery of Oil and Gas resources has been classified both as a blessing and a
curse’®. The reasons for being a blessing are the fact that the extraction of Qil and
Gas generates significant flows of revenue to the host country. According to
Hansen," history shows that natural resources especially Oil and Gas are not
necessarily an engine for economic growth due to that fact that they tend to come
with distortions that slow down economic development. Such an economic blockage
has been explained by the term resources curse as explained by Auty.R.M.'® The
Author expounds this concept to mean instances where developing countries that
have abundant extractable resources such as oil or minerals still lag behind other

nations economically'’.

1.0. GENERAL INTRODUCTION

On the 8™ of October 2006, Uganda symbolically announced the discovery of
commercial deposits of petroleum/oil and gas in the Albertine Graben.'® This was a
source of pride and apprehension for the Ugandan economy, Government and the
Ugandan general population at large especially the residents of Hoima District who
relished on the dream of attainment of potential development opportunities,
improvement of household incomes and general living standards wealth and other
benefits from the Oil and Gas sector. Upon this realization of vast commercially
viable deposits of Oil and Gas, a lot of effort and input has gone into making of laws

and policies that will govern and regulate the Sector.

13 Allen Gelb and Stephanie Majerowics, Oil for Uganda? Or Ugandans? Can Cash Transfers Prevent
Recourse Curse? 2011.

4 Allen Gelb and Stephanie Majerowicz Oil for Uganda or Ugandans Can cash Transfers Prevent the
Resource Curse , 2011. Centre for Global Development Working Paper 261

> Hansen. The Political Economy of Local Content in Africa Extractives: Lessons from Three Africa
Countries. Paper presented 2014 at page 46 Armode, Dansk Selskab for Stateskundskab, Vejle,
Denmark. page 3.

%Auty, R.M Social Sustainability in Mineral -Driven Development, Journal of International
Development, 10:487-500.

7 Richard Auty Sustaining Development in Mineral Economics: The Resources Curse Thesis (1993)
London Routledge.

'8 https://www.pau.go.ug/exploration-and-appraisal-of-oil-and-gas-discoveries/



Those same laws shall ensure that Uganda maximizes the advantages of exploring,
developing and producing the Oil and Gas resource. It is of paramount importance
for the Government and nationals that the Oil and Gas sector becomes one of the
unrivalled sources of employment for Ugandans. Locally produced goods and services
should be utilized and there should be effective transfer of technology from
International Oil Companies (I0Cs) to Ugandans and Ugandan entities in order to
further facilitate growth of the Oil and Gas industry and other sectors of the
economy.'® This debate is inclined towards National and Local Content and how its
regime has been enforced by the Oil and Gas sector with special reference to the
state of affairs in Hoima District.

National and Local content requirements are mainly in form of policy and regulatory
measures that focus on increasing use of the locally available labour, technology and
other resources in the Oil and Gas sector. The focus is on transfer of technology by
companies engaged in the extractive resource sector to the native people of a
particular nation with a hope of assuring them income, employment and ultimately
sustainable development. The development of local content has basically been a
result of recognition that in many developing countries, little seems to be
transferred to the citizens especially in form of technology and employment despite
years of oil and gas or mineral exploitation in these so-called oil-rich countries.2°
In the past 10 years, several countries including Kenya, Ghana and Uganda have
discovered commercially viable quantities of hydrocarbon reserves. This has
prompted the Governments to come up with regulatory and policy framework aimed
at ensuring that these countries’ local population significantly benefits from the oil
and gas sector. For example, Uganda formulated the Oil and Gas Revenue policy of
2012, the National Oil and Gas policy of 2009, the Petroleum (Exploration,
Development and Production) Act 20132' the Petroleum (Refining, Conversion,
Transmission and Midstream Storage) Act 2013, various Oil and Gas Regulations of
2016 and the National Local Content Bill of 2019. Kenya enacted the Petroleum Act

9 peter Magelah Gwakya (2014), “Local Content in Oil and Gas Sector: An Assessment of Uganda’s
Legal and Policy Regimes” ACODE Policy Briefing Paper Series No.28, 2014

20 peter Matthews and Matthew Lynch (2011) “Local Content Strategy: A Guidance Document for the
Oil and Gas Industry” IPIECA. London

2 Act no.4 of 2013 (Parliament of the Republic of Uganda)



of Kenya and National local content Act of Kenya, finally Nigeria put in place the Oil

and Gas Sector Content Development Act of 2010.

This desire to achieve more from the Oil and Gas sector has made policy makers in
such countries like Kenya, Uganda and Ghana to enact legislations and policies in
order to obtain greater benefits for their economies from the extractives industry
of Oil and Gas with the goal of creating more employment opportunities for the local
population, boosting the economic benefits of the Oil and Gas resource. Thus, this
has far reaching effect to the entire economy through strengthening inter sectorial
linkages aimed at improving the economic development of these resource prone

countries.

In doing so, the policy makers came up with a concept referred to as national or
local content of which in broad terms is the extent to which the output of the
extractive industry sector generates further benefits to the economy beyond the
direct contribution of it is value added chain through links to other sectors??. This
later led to the formulation of the local content policies that typically require
companies to give preferential treatment to nationals of the country in which they
operate in matters of employment and in the procurement of goods and services?3.
These result into technological transfer and also initiate the ability of the country
to take charge of its own development. These policies are regarded as productive
development policies whose main goal is to strengthen the productive structure of
a particular national economy?4 as a way of enhancing the social welfare of people
in the Oil and Gas host region. These requirements are either embedded in
contractual agreements between Governments and International Oil companies or
they are enacted legislatively. At times they are established in bidding rules as a

pre-condition for the signing of contracts or embedded more indirectly in regulations

22 Sjlvana, Michael Warner, Manzano Osmel. E and Anouti Yahya, Local Content Policies in the Oil and
Gas Sector. (the World Bank, Washington DC 2013)

2 Melo & Andres Rodriguez Clare, Productive Development Policies and Supporting Institutions in
America and the Caribbean, Inter-American Development Bank Research Department Competitive
Series Working Paper C 106, February 2006 p.5.

24 Silvana, Michael Warner, Manzano Osmel & Anouti Yahya, local content policies in the Oil and Gas
sector. (the World Bank, Washington D.C 2013) 1.



