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Executive Summary

Over the past few decades, the number of international migrants has significantly 
increased, resulting in substantial growth in remittances. Remittances act as 
a vital source of financing for many African countries, serving as an essential 

lifeline for millions of households and small businesses. This paper examines the 
challenges and opportunities within Uganda’s remittance ecosystem, drawing on 
secondary data from the Bank of Uganda and the World Bank. The findings indicate 
that high remittance costs negatively affect remittance flows, while digital financial 
services, informal remittance channels, and financial inclusion positively contribute to 
remittance growth. The paper identifies securitization of remittances, diaspora bonds, 
microinsurance, and savings products as key opportunities to improve remittance 
efficiency and impact. The study recommends reducing transaction costs, transitioning 
to formal systems, and enhancing financial literacy to maximise the developmental 
potential and economic resilience of remittances in Uganda.

1.0	 Background of the Study
One of the key implications of globalisation is the 
increase in international migration, which has led 
to a significant surge in migrant remittances, now a 
critical source of income for developing countries. 
According to the United Nations (2020), the 
global migrant population reached 281 million, 
up from 173 million in 2000 and 220 million in 
2010, with Africa contributing approximately 
25.46 million migrants. In Uganda, data from the 
Uganda Bureau of Statistics (UBOS) indicates that 
50.9% of emigrants migrate to Asia, followed by 
26.8% to East Africa, and smaller proportions to 
Europe (6.1%) and North America (5.25%). This 
migration trend has considerably increased the 
volume of financial transfers to Uganda through 
remittances. Remittances represent one of the 
most tangible outcomes of international migration.  
In Uganda, remittances are often used to meet 
essential needs such as food, healthcare, and 
education, while also contributing to economic 
empowerment, particularly for women. These 

funds further support sustainable agriculture, 
local enterprise development, and broader 
economic growth. Importantly, remittances 
contribute directly to the achievement of multiple 
Sustainable Development Goals (SDGs), 
including SDG 1 (No Poverty), 2 (Zero Hunger), 3 
(Good Health), 4 (Quality Education), 5 (Gender 
Equality), 8 (Decent Work and Economic Growth), 
10 (Reduced Inequalities), and 13 (Climate 
Action). 

Remittances are also recognized as a stable and 
countercyclical source of external financing, 
which enhances economic resilience in the 
face of shocks such as economic downturns or 
natural disasters. Despite these benefits, Uganda 
continues to face several challenges in optimizing 
remittance inflows, including high transfer costs, 
limited financial inclusion, informal transfer 
channels, and regulatory bottlenecks.
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1.1	 Trends in the remittance ecosystem

1.1.1 	 Source Countries of Remittances                                            Recipient Channels

Source Bank of Uganda 2021-2023

1.1.2	 Use of Remittance Funds
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2.0	 Impact of Remittances on Economic 			 
	 Development

Poverty Reduction and Household Welfare: 
Remittances are often used to meet basic needs 
such as food, education, healthcare, and housing.

Consumption Smoothing and Financial 
Inclusion: Remittances offer a buffer against 
income shocks, such as job loss or natural 
disasters. Further, they encourage households 
to open bank accounts or adopt mobile financial 
services, especially where fintech is integrated 
with remittance flows (e.g., M-PESA in Kenya).

Investment and Entrepreneurship: Some 
remittance recipients invest in microenterprises 
such as retail shops or agriculture.

Foreign Exchange Reserves and Fiscal 
Stability: Remittances contribute to foreign 
currency reserves and stabilize exchange rates, 
and also reduce current account deficits, thus 
improving macroeconomic stability.

Conversely, remittances may have negative 
effects, which may include;

Consumption Driven Dependency: A 
significant portion of remittance income is used 
for consumption, that is to say, buying food, 
clothes, electronics, or building homes rather 
than productive investment.

Labor Market Distortions: Remittance-
receiving families may reduce their labor market 
participation, particularly when inflows are regular 
and sizable. This can cause a decline in local 
productivity and create dependency cultures, 
especially among youth and working-age adults.

Inflation and Housing Market Pressures: 
Large inflows of remittances can lead to inflation, 
particularly in local markets with constrained 
supply, and speculative increases in land and 
housing prices. 

Brain Drain and Demographic Imbalance: 
Migration to earn remittances often involves 
skilled or semi-skilled workers leaving their home 
countries, especially in the health and education 
sectors. This results in brain drain, weakening 
public institutions, and slowing national 
development. 

Exchange Rate Appreciation (Dutch Disease 
Effect): High remittance inflows may lead to 
currency appreciation, making exports less 
competitive in international markets. This “Dutch 
disease” scenario can stunt industrial growth and 
worsen trade deficits, especially in countries that 
depend on low-cost exports.
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3.0	 Challenges Hindering Remittance Inflows 

Remittance costs: Remittances are a vital 
resilience source for Ugandan households, 
positioning the country as one of the leading 
recipients in Sub-Saharan Africa; however, sending 
money to Uganda remains costly. In 2021, the 
average cost of sending US$200 was 11.3%, far 
above the global average of 6.3%, Africa’s 8.46%, 
and the UN SDG target of 3%. High remittance 
costs influence how much migrants send, often 
discouraging them from remitting larger amounts. 
Reducing transaction costs can significantly 
boost remittance inflows and positively impact 
national economies. Lower costs also reduce the 
risks associated with using informal remittance 
channels.

Heavy reliance on informal channels: 
According to the annual personal transfers 
survey, in 2022, 25.3% of Ugandan recipient 
households used informal channels. Informal 
channels involve sending money or goods outside 
regulated financial systems, often driven by trust, 
community ties, or difficulties meeting formal 
banking requirements. Irregular channels are 
susceptible to risks like loss, fraud, or exploitation 
to fund illegal activities. Strengthening formal 
channels by offering convenience, security, and 
digital opportunities is key to shifting users away 
from informal systems.

Innovation and digital financial services: 
Although mobile phone penetration is high in 
Uganda, digital remittance uptake is limited 
by low financial and digital literacy, trust 
issues, unreliable infrastructure, and outdated 
systems. Poor interoperability and cybersecurity 
concerns further obstruct digitisation. Yet, 
digitalisation can lower remittance costs, speed 
up transfers, and boost security and inclusion. 
An ideal environment needs strong infrastructure, 
regulatory frameworks, and digital literacy. 
Supporting fintech innovation can better meet 
remittance market needs.

Low financial inclusion rates: According to 
the FinScope survey of 2023 done in Uganda, 
mobile money supports financial inclusion, 
with 64% (15.8 million) of adults registered. 
However, challenges remain in making services 
fully accessible, affordable, and user-centred. 
Enhancing these services can maximize the 
development impact of remittances.
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4.0	 Opportunities in the remittance Ecosystem

Diaspora Bonds: With this financial instrument, 
Uganda can access remittances from its diaspora 
community to fund development and investment 
initiatives. These bonds are an effective way for 
countries to reduce investment risk while raising 
funds from upcoming remittance flows. Since 
investors are motivated by factors beyond just 
financial gain, such as emotional and patriotic 
appeal and a strong desire to support the 
advancement of their home nations, diaspora 
bonds may be less costly than traditional 
financial products. These bonds can feature more 
innovative structures, such as savings accounts 
with variable interest rates or options to convert 
into shares in certain projects, or they can be 
more conventional bonds with fixed interest 
rates and maturity dates. For instance, Ethiopia 
was the first country to issue diaspora bonds in 
2008 to finance the energy company, Ethiopia 
Electric Power. Furthermore, diaspora bonds can 
strengthen a country’s currency by increasing 
foreign exchange inflows and boosting reserves. 
When used effectively for productive investments, 
they reduce dependence on expensive debt, 
enhancing macroeconomic stability. Additionally, 
funds raised via diaspora bonds can be 
invested in Public-Private Partnerships (PPPs), 
enabling governments to co-finance large-scale 
infrastructure projects such as roads, energy, 
and water systems with private sector partners. 
This approach harnesses the developmental 
potential of remittances while sharing financial 
and operational risks with the private sector.

Securitization of remittance flows: The role 
of remittances in boosting investments can be 
improved through securitization. Similar to other 
future receivables, remittances can be used for 
cash flow securitization, and remittance-backed 
securities could be seen as a way to unlock 
the development potential of these flows. The 
securitization of remittance flows can fund long-
term development and infrastructure projects 
like roads, hospitals, or energy grids. The U.S.-
Honduras-El Salvador BRIDGE Program, Banco 
do Brasil, and the Afreximbank have successfully 
securitized remittance flows to raise billions 
in external financing on favorable terms. This 
method lowers credit risk for investors while 
unlocking the development potential of steady 
remittance inflows, especially in countries with 
limited access to traditional capital markets. 

Microinsurance and Savings Products: Linking 
remittances with formal financial products 
can greatly improve the financial resilience 
of recipients. For example, remittances can 
be combined with micro-health insurance 
to shield families from unexpected medical 
costs, like PayAngel in Ghana, or directed into 
savings accounts with matching contributions to 
encourage a savings culture. In countries such 
as Kenya and the Philippines, remittance-linked 
education savings plans have helped families pay 
for schooling. With the rise of bancassurance, 
Uganda’s banking sector faces a great opportunity.
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5.0	 Recommendations

Reducing Transaction Costs of 
Remittances:

We argue that reducing transaction costs of 
remittances enables rural recipients to receive 
them at a reasonable cost, facilitating the use 
of formal systems instead of informal systems. 
The average cost of sending US$200 was 11.3%. 
These transfer costs are disadvantageous to 
development. Therefore, reducing remittance 
fees is an important policy priority. Reducing 
the transaction costs of remittances is critical 
to increasing the remittances available to 
recipient households. Increasing competition 
can reduce transaction costs, thereby increasing 
the quality of service. Therefore, competition can 
be improved through: (i) promoting alternative 
providers such as microfinance institutions and 
credit cooperatives; (ii) leveraging digital solutions 
by embracing digital payment solutions.

Shifting from Informal to        
Formal Transfer Systems:

According to BOU, about 25% of remittances 
in Uganda are informal. Shifting remittances 
from informal to formal transfers can increase 
the development impact of remittances. 
Informal channels offer many advantages, such 
as convenience, but they also present some 
challenges in regulation and transparency.  
Education and awareness play a key role in 
bridging the gap and revolutionizing remittance 
transfers. Empowering individuals with knowledge 
about digital solutions, such as mobile banking 
and digital payment platforms, is crucial for their 
adoption and effective utilization.

Facilitating Financial Literacy: 

Education is key to inclusion. Furthermore, 
Financial literacy can accelerate the uptake of 
new digital remittance channels by improving 
customer understanding of how to choose 
between and access different channels.
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6.0	 Conclusion
In conclusion, remittances play a  vital role in Uganda’s economic  development by reducing poverty, 
improving household welfare, and strengthening financial inclusion. However, high transaction costs, 
reliance on informal channels, regulatory challenges, and financial illiteracy limit their full potential. 
Remittance inflows also pose risks such as dependency, labour market distortions, and brain drain. 
Addressing these challenges through innovation, better regulation, and enhanced consumer protection is 
crucial. Strengthening formal channels and financial literacy will maximize the positive impact of remittances. 
A balanced approach  is needed  to harness remittances  for sustainable national  development.
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