l
8
/

)

4

PN-AAU-360

Country Development
Strategy Statement

FY 1984

Uganda

January 1982

Agency for International Development
Washington, D.C. 20523

I

BEST AVAILABLE



JMenustik
Cover


Ll 22 241222222222 1222k g

THIS STRATEGY STATEMENT HAS DEEN PREPARED BY THE
A.I.D. FIELD MISSION. IT IS PREPARED ANNUALLY AND
USED FOR PLANNING PURPOSES IN THE FIELD AND IN
WASHINGTON. IT DOES NOT REPRESENT OFFICIAL AGENCY
POLICY.

Lo o o 0 4 o o o L L ) o

*099 25308004




EMBASSY OF THE
UNITED STATES OF AMERICA

February 16, 1982

Mr. Frank S. Ruddy

Assistant Administrator

Bureau for Africa

Agency for International Development
Washington, D.C. 20523

Dear Mr. Ruddy:

Uganda is fast approaching a watershed in terms of the
direction of its economic development policies. After
a decade of mismanagement and military rule the Govern-
ment has initiated a bold economic reform program that
urgently needs support to become firmly established.

The reform program is consistent with the policy direc-
tions President Reagan articulated in his Philadelphia
speech, It consists of mobilizing export earnings
through international trade, eliminating administered
prices and stimulating free market forces, encouraging
the growth of the private sector, divestiture of para-
statals and government enterprises, and rehabilitating
the country's human capital and institutional base.
Whether this program succeeds will depend substantially
on the level of outside support the Government can gen-
erate in the immediate future until its export earnings
are up and its commercial creditworthiness restored. If
support is not forthcoming, this major initiative could
well fail, with unfortunate consequences for cther c¢oun-
tries that may be considering similar policy changes.

The FY 1984 CDSS for Uganda proposes concentrating AID
resources almost exclusively within the agricultural sec-
tor. Increased agricultural production will have the
most immediate impact on the quality of life cf the
country's poor. It will provide the foreign exchange
needed for rebuilding other sectors in the economy., Fur-
thermore, improving agricultural productivity will stimu-
late demand from private enterprises servicing Uganda's
farm community. Thus, rehabilitating private businesses
will be an integral part of AID's strategy to get Ugandan
agriculture moving again,
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I. INTRODUCTION: THE DEVELOPMENT ENVIRONMENT

In ordinary circumstances the (DSS would not address
security issues. However, given the history of Uganda over
the past ten years and the concern for security that has
been expressed by American officials, it becomes important
to examine whether or not the security situation is a con-
straint to development. For example, given check points
manned by police and soldiers, can ordinary farmers market
their produce without unreasonable harassment and demands?
Can they produce in an atmosphere of hope and a degree of
rising expectations? In terms of personal and econonic
security can foreigners and returning Asians travel, inspect
and invest in reasonable security? 1Is the environment such
that assistance programs can be planned and implemented? Or,
does the presence of guerillas place all of these prospects
in undue jeopardy? An economy has little chance of being
stabilized and readied for development unless security is
under control. The willingness of producers and consumers
to participate in the market economy and the degree c¢f confi-
dence donors may have that their constributions will pay off
rests heavily on the broad spectrum of security conditions
and the way that power is exercised.

When the Military Commission then ruling Uganda announced

elections for late 1980, politics returned to Uganda with their
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past zeal, But if one is to understand political and atten-
dant security factors as they affect economic decisions, a
background note will be instructive,.

Perhaps nowhere in Africa has politics been more complex
and more visible than in Uganda. Historical and religious
issues have compounded the political problems usually associ-
ated with African countries having large and strong tribes.
There has been and still is a close relationship between tribal
iinkages and modern political parties. Dating back to the eve
of independence in 1962, Dr. QObote's Uganda People's Congress
Party (UPC) with strong Northern support joined in alliance
with Buganda's Kabaka Yekka (KY) party to form a UPC-XY govern-
ment with Dr. Obote as Prime Minister and the Kabaka (King of
the Bugandas) as President. Then, as now, the opposition was
the Democratic Party, a party which had its base in the Catholic
Church but now has strong support among much of the Buganda com-
munity. By August of 1964, crossover in Parliament from Kabaka
Yekka and the Democratic Party gave UPC a majority in the
Parliament and Dr. Obote dissolved the coalition. Following
charges in Parliament by a graup of UPC members that Dr. Obote
had been guilty of misconduct, Obote had a number of Ministers
arrested, announced he had taken over all government power,
suspended the constitution, and on the basis of a new consti-
tution was sworn in as President. The Buganda government re-

jected the new constitution, rioting and fighting broke out in
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many parts of Buganda and finally Government forces seized
power in Buganda and the Kabaka fled to England. The cam-
paign for the election which was held on December 10-11,
1981, was bitterly fought and when Dr. Obote and the UPC
were declared winner, there were cnarges of fraud from the
opposition parties and some politicians left the country
while others '"took to the bush" and formed guerilla forces.
Some problems of insecurity do exist. 1In some parts of
Buganda surrounding Kampala in an arc of about 40 miles there
is some guerilla activity. The evidence indicates that the
presence of guerillas, fear of Government troops and the acti-
vities of armed robbers of undetermined origin is limiting
economic activity in parts of Buganda to some degree. It
undoubtedly has an adverse effect on coffee marketing and
the matketing of agricultural products in local markets.
There also continues to be some dissident activity in the
further reaches of West Nile district carried on by remnants
of Amin's army. On the whole insecurity appears to be de-
¢reasing in both areas and there is every reason to believe
it will continue to do So. Other than cattle raiding by the
Karamojong, which hardly deserves to be categorized as a
security problem in the present context, there are no security

problems in the remainder of the country.
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What then can be said in summary about the state of
security in ﬁganda as it might affect development? The
Government is presently in firm control of thé country and
there éﬁpears iittle likelihood that this situation wiii
change. In the vast majority of the terfifory there are
no sééurity problems to interfere with the normal conduct
of business or economic deveiopmenf activities. In the
two areas where security ﬁroblems db, to some extent, inhiﬁif
economic activity, while the situation is demonstrably im-
pfoved, there is still some perception by local residenté
that safety of person and property may be in jeopardy. We
anticipate that, as things remain quiescent, this perception
will gradually dissipate and economic activity will regain its
former intensity.

Even when the security situation was not as positive as it
is now, AID has been able to contribute to the country's economic
development. Since FY 1979 AID has disbursed more than §$35
million in Uganda (see Table I). A substantial part of this
assistance was for famine relief. However, AID has been able
to deliver §3 million in farm inputs throughout the country-
side through the Ministry of Cooperatives and Marketing. Six
advisors have worked upcountry in three separate project sites
under the Experiment in International Lliving project. The
water supply for Mulago Hospital has been rehabilitated and a

number of OFDA-funded grants have been implemented successfully.
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TABLE 1

U.S. ASSISTANCE TO UGANDA

FY 1979
Purpose
1. Grant to CARE for Seeds § Hoes
2. Grant to Uganda Cancer Insitutue
3. Grant to Uganda Red Cross
4. Grant to EIL - Training Displaced

Persons
Grant to CARE - School Construction
Grant to International Rescue Com. -
Operation of Medical Clinics
Grant of PL 480 Commodities for WFP
. Grant to GOU to Import Basic Agri-
cultural Implements

O
. .

oo ~J
L]

Total

FY 1980

Grant to CARE for Food Transportation

Purchase § Air Transport of Medical Supplies

Purchase of Medical Supplies (3 Separate Grants)

Inland Transport of Medical Supplies

Grant to UN for Airlift of Maize from Ethiopia

TDY of Hydrologist

Mulago Hospital Water Project

Grants to UNHCR (Support of UN Appeal)

Grant to CARE for Transportation of Food

CARE Distribution of Corn, Corn Meal, Vegetable
0il plus Ocean Freight to Mombasa/Inland
Freight to Kampala

11. Grant to UNHCR

12. Self-Help Projects

13. Mulago Hospital - Medical Supplies

14. Transport of Ballot Boxes & Related Equipment

0 00 ~) O U B G B

[ et B
-

Total
FY 1981
1 Food Production Support Project

2: Title 11 Emergency Feeding Program (Estimate)
3. Self Help Projects
4, Transport of Ballot Boxes

Total

Amount

$ 200,000
10,000
15,000

1,073,000

600,000
57,000

800,000
3,000,000

$ 5.755.000

208,000
423,500
31,790
10,000
138,000
8,458
270,000
2,500,000
360,000
16,242,000

1,000,000
100,000
853,933

50,000

$21,795,681

2,000,000
12,000,000
150,000
130,000

$14,300,000
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USAID staff have been able to move freely throughout the
country and have had no significant security problems in
over a year and a half. Thus, the security situation has
not been an important factor affecting AID's ability to
promote Uganda's economic rehabilitation.

One final note on security is in order. A potential
cause of growing unrest leading to a security problem lies
in the very low wages (the minimum wage of UShs 950 equals
$11 per month), and salaries (a dean at Makerere University
is paid roughly $36 per month). The wage earner cannot
possibly buy two weeks' supply of food at current prices
and a professional can just buy one tank of gas for his/her
car once a month. This situation is politically exploitable
and could cause problems in the future.

In conclusion, security does not appear to be a signi-
ficant deterrent to economic development. Such security prob-
lems as do exist are confined to two small geographical areas.
All indications are that security has improved greatly over
the past year and will continue. Extremely low perscnal in-
comes in urban areas have the potential of being the cause of

security problems.



II. ANALYSIS
A. ANALYTICAL DESCRIPTION OF THE POQR

Uganda is a poor country. While the country is
endowed with the natural and human rescurces necessary far
economic and social progress, the evidence indicates that it
is poorer now than it was in 1971. 1In 1971, Uganda's Gross
Domestic Praduct in 1966 prices was UShs 7,497 million. Ey
1978, it had declined te UShs 7,225 million. Perhaps more
significant is that non-monetary GOP increased during the
period but that GDP for the market economy declined by 18.5
peréent. The economy continued to decline in 1979 and 1980
during the war to overthrow Amin and the following unstable
situation. However in contrast to the Amin pericd both monetary
and non-monetary portions cf the economy decreased by about
9 percent each during 1979 and 1980. The decrease in non-
monetary GDP is accounted for by the ravages of the Liberation
War and subsequent drought. Thus, the decade of the 1970's in
Uganda was characterized by widespread price (but not wage) in-
flation, highly disorderly markets, an overvalued exchange rate,
progressive deterioration of both physical and human capital,
severe malfunctioning of the cooperatives and parastatals, ex-
cessive dependence on administered prices and rationing with a
consequent growth of black market activities which decimated the
economy and, finmally, a chaotic internal and external financial

situation.
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It is necessary to examine the poor in Uganda in
the context of an economy which is not only producing less
but is also characterized by a significant demonetization.

Prior to 1971, it would have been possible to characterize
the poor in the following way. They would have been rural.
One grouping lived north of the Victoria Nile and was largely
dependent on annual row crops and livestock. For the most
part incomes could have been expected to decrease as one
approached the northwest and northeast boundaries of the
country. The other group of rural poor would have been land-
less laborers living south of the Victoria Nile earning the
minimum wage or less.

However in the post-Amin period identification and
characterization of the poor is a more complex matter. In an
economy in which price inflation was rampant--and the wage
scale increased only marginally--the cost of living index for
low income families increased by 942 percent during the period
1972 to 1978 and the real minimuﬁ wage in 1978 was only 20 per-
cent of the 1970 level--the real poor in a relative sense were
those who did not have alternatives or supplements to wages.
These were the urban lower and middle income wage earmers. This
is not meant to imply that the rest of the people were well off
since most of them were not: they were poor by any standard. But
the greatest economic privation &nd relative decline in standard
of living was incurred by those solely dependent on income from

one monetized source.
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The reasons for this are relatively simple. Parmep§
could shift from producing crops sald in otersea; markggg ta
those for home consumption and sell on lacal markets. They
might initially experience some decrease in cash igggmg? QQF
given the fixed prices far such products as tea, coffee, cgtggg,.
etc. and the freely inflating market for domestically gqnsumgg |
farm products, income wauld begin to rise as thei; praduction
pattern changed to incrga;ed productian of domestically con-
sumed praducts. Their costs would also decrease by the shift
ta lower technology/lower input production and their subsist-
ence income would increase. 0Or, alternatively, they could
smuggle crops such as coffee in eastern Uganda or vegetables in
southwestern Uganda to markets which paid substantially higher
prices. For farm labor the alternative was simple. Most of
them were foreign migrant workers and they simply returned to
Rwanda, Burundi or Zaire. A small number, largely the sugar
plantation workers, were from West Nile District and they either
returned haome or, more likely, went into Amin's army. Among
urban workers, including government employees, some were able to
supplement their salaries in varicus ways. High officials in the
Amin regime received privileges under the rationing system that
enabled them to enrich themselves. Middle and lower income per-
sons supplemented their income by working only a portion of their
time on their regular job and moomlighting on one or more jobs.

Government doctors would take on private practice, teachers would
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do private tutoring, clerks would engage in black market acti-
vities, etc. Others, if they had access to farm land, supple-
mented their incomes with produce they raised on the land for
their own consumption or sale. For none of these people, ex-
cept Amin's favorites, was life easy. Their standard of living
declined but failing to do some or all of the work they were
paid to do on their regular jobs, they were able to avoid some
of the penalties imposed by inflation and the inequities of
the administered economy. The remaining middle and iower income
urban workers who could not, for a variety of reasons, find al-
ternative sources of income were forced to absorb through lowered
standards of living a disproportionate share of the losses in in-
come of the Uganda economy.

While the landless urban employed with only one source
of income were hardest hit in the Uganda economy of the 1970's,
this does not mean that very many Ugandans were very well off.
Most Ugandans suffered in ways that are incomprehensible to us.
In the area of social services, the rural population suffered
losses that were probably greater than those that occurred in
urban areas. Although the institutions remained intact but
battered, and staff was to a large extent maintained in place,
social services, broadly conceived, virtually disappeared in
both rural and urban areas. Health and educational services may
have been marginally better in the cities than in the country-

side but this only continued historical patterns.
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Thus, today in Uganda, consideration of thée poot
starts with the country itself. Uganda in 1981 was poorer
thah it was in 1971, perhaps as much as 25 percent poorer.

For at least the past five years, the ''namé of the game" has
been survival except for a small minority of the poputdticn.
While some survived better than others and old diffsredess it
economic and social well-being temain (it is stili Betteér ¢d

be a peasant in the fertile crescent around Léké Victotid than
in the dry lands of Karamojo), the essence of the ﬁoéérfy préob
lem in Uganda is the poverty of the country itself. Paradoxi-
cally, the country is poorer at the macroeconomic than it same
of the microeconomic level. The rural smallhelder has been re-
markedly resilient and, except for the decline in some social
services, has been able to pretty well maintain his/her standdrd
of living and productive powers. This represents a tremendous
potential for bringing the Uganda economy back to previously
attained Fevels of production and moving on to development.

It will be necessary as development proceeds over the
next decade for Uganda and the donor community to follow develop-
ment policies which reduce inequities '"...but what Uganda needs
most is immediate aid to raise productivity and multiply oppor-
tunities for gainful employment. This emphasis on productive
efficiency rather than distributive equity should not, however,
be regarded s an appropriate strategy for long-term national
development. Insofar as many of Uganda's current problems cam
be- lLaid to regionzl disparities, attempts should be made to

redress them; but this is a long term task. Research and
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planning to assess and address inequities can begin now, but

the first priority is for stability in government and economy,
which may best be achieved by raising productivity and in-
creasing employment in the country as a whole."l/ The District
Commissioner in Soroti put it quite simply, "We cannot distribute
poverty.” Nation building, political, social and economic, is
the means for addressing the most pressing poverty problems in

Uganda today.

1/ Patrick Fleuret, "Draft Background Paper. Community-Level
Conditions and Development Assistance Needs in Uganda,"
(Mimeo) February 2, 1980.
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B. THE STATE OF THE RCONOMY ANQ THE CAUSES QF PQVERTY
Following the 1973 war which custed Apig, the Usandans

asked the Commonwealth Secretariat to send ip 3 Team fa 3ssess
Uganda's rehabilitation need. The lead sentence 9f that Fepert
stated, "The Government of the National Liberatiop Meysment ip:
herited 3 country in Tuins." 2/ The repart then goes gn to sate
that, while there was widespread destruction 3s g resplt of war
and looting, it would be an exaggeratlon to apply the stagement
to physical damage but that it was ap accurage description of
economic and social conditiens. Unfortunately, over the pext
two years as the Ugandans struggled to establ@sh pqlitigg; sta-
bility, the econamic and social conditions continued to dgc;;ge.
In this section we shall examine first the macrpggpgomic situa-
tion and what Government has done to cope with the si;gg;ipn gnd
then review the current status of major companents pf’;he economic
system whose_functions determine how effective Tecovery gnd develop-
ment programs will be,

1. Macroeconemlc Sltuatlon

By mld 1981 the econpomic situation in Uganda was
about as bad as it could be short of total collapse. During the
period from 1972 to 1978 Gross Domestic Product declined at a rate

of 1 percent per year and then in 1979 and 1980 it accelerated

1/ nndley Sears, et al, "The Rehabilitation of the Economy of
Uganda," Commonwealth Secretariat, Marlborough House,
London, SW 1, June 1979, p. I.
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to decline about 9 percent in each year, a decline over eight
years of some 25 percent. At the same time, inflation during
the 1972 to 1978 period averaged about 50 percent and then
following the war accelerated to over 200 percent in 1979 and
then declined somewhat in 1980. The table below shows the

effect of inflation on the cost of living in Kampala.
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TABLE 2
COST OF LIVING INDICES
(January, 1960 = 100)

1972 1973 1974 1975 1976 1977 1978 1979 1980

High Income 158 177 241 280 365 508 658 N/A N/A
Middle Income 145 174 241 249 249 289 409
Low Income 164 204 341 410 601 1,133 1,546 4,894 5,474

Source: Background to the Budget, 1981-1982,
Ministry of Finance, Kampala, Uganda,
June 1981.
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THe World Bank estimat&s that &ﬁfing the ﬁerioé
1672 to 1978 per capita ificome déclined by approximately 23
peteent: &

ﬁﬁrlng this same perlod the meders sectdr--nonetary

agricultiire; industry; mining and ésfistruction-<deciined sharply,
ifvestment dwindied and the stiucture of the economy was shirply
altered as Subsistence agricuitural production increased. The
table below shows what happened té selacted industriel amd egri-

cultural production.

1/ REpcrt.and Recommendations of the President of the
Internatiomal Development Association to the Executive
Director on a Proposed Reconstruction Credit to the
Republic of Uganda. The World Bank, January 29, 1980.



PRODUCTION OF SELECTED AGRICULTURAL AND INDUSTRIAL COMMODITIES

Monetary Agriculture

Coffee
Cotton
Tea
Sugar
Tobacco

Manufacturing

Consumer Goods
Vegetable 0il
Cotton Cloth
Blankets

Soap

Industrial Goods

Steel Ingots
Corregated ITon Sheets
Cement

Hoes
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TABLE 3

Unit

1,000 Metric Tons

"
"
e

"

1,000 Metric Tons
Million Sq. Meters
Million Pieces
000 Metric Tons

000 Metric Tons

Million Pieces

Production

Peak Years

251 (1969)
79 (1972/73)
23 (1971/72)
141 (1970/71)
5 (1972/73)

Latest Years

120 (1978/79)

15
11
8
2

"
”

AL

Average 1971-73 Latest Year

14
44
1,154
11

21
11
171

1
25
595
1

(1978)

"

(1978)

"
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The decline in production in the modern sector is
attributable to Amin's economic policies, political favoritism
and repression. Foreign owned and other privately owned busi-
nesses were nationalized. The large Asian community which was
heavily involved at the managerial and technical level in indus-
try, commerce and plantation agriculture was expelled from the
country and large numbers of trained, competent Ugandans left
as political repression spread and inflation increased. Once
efficiently operated modern businesses of all kinds were turned
over to Amin's favorites who lacked any managerial or technical
competence to run them. They were promptly run into the ground.
The parastatals continually operated at a loss and quickly ran
up large unsupportable debts as bank credit was made fully avail-
able without regard to c¢redit worthiness. To make mztters worse
price controls were established on the products of these para-
statals and unprofitable operations deteriorated towards disaster.

Monetary and fiscal affairs deterioratec in the
same fashion as did the modern sector of the economy. During
the period from 1972 to the conclusion of the war in 1979,
Government budget deficits exceeded a billion shillings a year
in every year but one, 1977/78, when increased coffee revenues
resulting from world market price increases held the deficit to
under cne-half billion shillings. During the Amin years the
deficit was at least 50 percent of current revenues znd in cer-

tain years reached as high as 71 and 95 percent. This debt
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was largely financed by internal borrowing. Of the totdl Govera:
ment debt of 8,440 million $hillings that was accumulated over
the periad 1973/74 to 1978/79, 15 perceént wds financed from éx-
ternal seurces and the remainder wds financed by ifiternal bor-
rowiig. The table below shows theé mofietary expansiecn which
oceiirréd 45 4 result of finafcidg the Government debt iafg@ij

by récoufse to the banking sy¥stem.
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TABLE 4

INDICATIONS OF MONETARY EXPANSION AND THE ROLE OF THE BANK
OF UGANDA 1970-79

Dec. 1970 Dec. 1974 Mar. 1979

" Government borrowing from the banking 39 65 72
system as % of total domestic credit
outstanding
Government borrowing from Bank of Uganda 59 58 78

as % of total government borrowing
from banking system

Government borrowing from Bank of Uganda 23 37 56
as % of total domestic credit out-
standing
Money supply (as § of December 1970) 100 272 707
Government borrowing from Bank of Uganda 100 497 1921

{as $ of December 1970)

Source: Dudley Sears, et al, "The Rehabilitation
of the Economy of Uganda," Vol. II.
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This orgy of financial indiscipline culminated
in the last part of 1978 and the first quarter of 1979 when
Government employed credit from the Bank of Uganda to finance
its requirements to a wholly unprecedented degree. In the last
half of 1978, Government borrowing from the Central Bank in-
creased by 30 percent (by UShs 1 billion); in the first quarter
of 1979 it rose by another 45 percent (another UShs 2 billiomn)}.
From mid-1978 until the end of March, 1979, Government borrowing
from the Central Bank accounted for 87 percent of the total ex-
pansion in domestic credit over the period. The money supply
in March, 1979 exceeded that of a year previously by 35 percent.l/
The budget deficit continued to increase during 1980. The budget
deficit was 63 percent of total expenditure largely as a result
of increased expenditures. It was financed mostly by recourse
to the Central Bank. Reflecting these developments, total domes-
tic credit increased by 53 percent; net credit to the Government
rose by 63 percent and credit to the private sector (including
public enterprises) by 32 percent. Broad money rose bv nearly
28 percent.

The deterioration in Uganda's external monetary
situation was similar to that experienced by the domestic money

system. For the six years 1973 to 1978, Uganda ran a balance of

1/ Dudley Sears, et al, op. cit. p. 273
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payments surplus in only one year, 1977, when the rise in world
coffee prices increased receipts from merchandise exports by
64 percent. The table below shows in brief outline the balance

of payments situation in Uganda.
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TABLE 5

UGANDA BALANCE OF PAYMENTS 1972 - 1980

Goods & Services
Trade Balance
Exports
Imports
Service (Net)

Unregulated
Transfers (Net)

Current Account

Capital Account
Private (Net)

Capital Account
Official (Net)

SDPR Allocation

Overall Balance

(Shillings-Millions)

1972 1973 1974 1975 1976 1977 1978 1979 1980
158 313 -163 =509 378 585 =982 110 2037
473 515 160 =187 719 1045 =~224 561 -1370

1884 1932 2101 1758 2708 4528 2484 2966 2368

=144]1 -1416 -1941 -1945 -1989 -3483 -2708 -2405 3739
-315 =203 =324 =322 =341 =460 =758 =451 -667
-2 -9 -9 -93 18 -22 =23 93 377
116 304 ~172 =416 396 563 1005 203 1660

-279 =265 <187 146 ~351 -347 716 =932 312
148 -58 99 64 -57 ~-47 =159 -155 -182

32 —_— .- - - SO — -~ --
17 =19 =260 -206 -12 169 -448 -834 -1481

Source: Background to the Budget 1981-1982, Ministry of Finance

June 1981
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The World Bank estimates that between 1971 and
1978 both exports and imports decreased in excess of 55 per-
cent in real terms. From 1972 to 1378 the balance of payments
deficit totaled about $100 million with nearly 60 percent of
this amount accumulating in 1978. By the end of 1978 Uganda’s
foreign exchange reserves were down to a two month supply and
arrears continued to climb reaching about §95 million by the
end of 1978, with a little over two-thirds of that amount being
recorded in 1978. With the onset of the war in 1973 and the
subsequent turbulence and lack of Government action to address
economic problems in 1980, the deterioration of the balance of
payments accelerated. The balance of payments deficit in 1979
reached about $140 million due mostly to capital account losses
and arrears were in the neighborhood of $70 million. In 1980
the overall balance of payments deficit reached a staggering
total of approximately $195 million due mostly to a 20 percent
decline in the value of exports and a 55 percent increase in im-
ports which was largely caused by a substantial increase in petro-
leum imports. Arrears continued to climb reaching a level of
nearly $170 million or more than 50 percent of the value of ex-
ports. Despite the high inflation and deteriorating balance of
payments situation, the exchange rate was not adjusted between
1975 and 1980. The shilling became greatly overvalued and by
1980 the parallel rate was between 10 and 15 times as great as

the official rate.
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2. Government's Response

Following the end of hostilities the newly
established govermment, Yganda Nationtal Liberatiom Fromt,
tufhed to the international community for assistance. Thé
Commonwealth Secretariat provided a team of experts to assess
requirements for rehabilitating thé economy. The World Bank
{IDA) and the International Mometary Fund provided the major
funds in.reSponse to Uganda's appeal for assistance with
smaller amounts being supplied by bilateral denors. In
January 1980, the IMF provided support comsisting of a first
credit tranche drawing equal to $15 milliom and a Trust Fund
loan equal to $26.75 million. At the same time Uganda pur-
chased SDR equal to $30 million under the compensatory financing
facility. 1In early 1980, an IDA credit of §72.5 million, of
which $17.5 million was provided under a participation arrange-
ment with the Netherlands Government, was approved for Uganda.
The IDA credit was supplemented by a Special Action Credit
from the EEC of about 320 million and a grant of 3 million
Canadian dollars, both of which were to be administered by
IDA. Total value of the package was about $95 million and
it was to be disbursed in two tranches of $355 and $40 million.
Actually only the £irst tranche was released and only §$25 ‘
million of the first tranche was expended because of policy

disagreements between the Bank and the Government.
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Divisiveness within the coalition which made up
the Uganda National Liberation Front prevented that body
from making essential decisions on <cconomic policy. As a
result the economy continued to deteriorate. Elections
were held in December 1980, and the new government shortly
came into power. Following consultations with the IMF,
Government decided to launch a comprehensive economic reform
to correct the economic and financial situation. As a first
step, on May 1, 1981, following a request for a standby arrange-
ment with the IMF submitted on April 24, 1981, the Government
raised petroleum prices substantially--gasoline by 260 percent
and diesel by 200 percent, and producer prices for the main
export crops, coffee and cotton, were raised 186 and 150 per-
cent respectively.

The President of Uganda in his budget speech to
Parliament on June 1, 1981, announced a major series of economic
rteforms. Tea prices were increased from UShs 1.33 to UShs 4.00
per kilo, and tobacco prices were increased by 150 percent.
The major monetary and fiscal reforms announced were: 1) floating
of the shilling but with the retention of licensing of imports
and other allocations of foreign exchange in accordance with
national priorities; 2) the abolition of all administered prices
except that minimum prices would be guaranteed for major export
crops and petroleum prices and public utility rates would be set

by Government but periodically changed:; 3} within the budget,
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expenditures on imported items would be valued int accordance
with the exchange rate, domestic précurement would be vaiued
at the free market rate and government wages and the minimum
wage bill would be raised, and on the revenue side increases
in revenue would result from an increase in the tax baie as
the black market disappeared, sales taxes, import duties and
export taxes were applied at ad valorem rates tc higher narkét
prices and improvements were made in tax administration. Other
reforms included increasing the Bank of Uganda cash reserve
ratio by 50 percent to reducé liquidity, reduction of recourse
to the banking system for financing government deficit and re-
lying more on sales of Treasury Bills and stocks and bonds to
the public, increasing minimum savings rates on time deposits
and limiting the expansion of domestic credit.

Under the standby arrangement with the IMF, Uganda
was given the right to purchase from the Fumnd SDR 112.5 milliom
fequal to approximately $139 million) between June 5, 1981 and
June 30, 1982.

Following conclusion of the standby agreement, fur-
ther consultations were held between Government and the IMF and
four IMF experts were assigned to the Central Bank of Uganda to
wotk in bank supervision, economic research and foreign exchange
management. Since June of 1981 some additiomal adjustments in
economic policies have been made and some initial improvements

in the functioning of the economic system have been noted.
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At the time of depreciatiorn, the Uganda shilling
floated from 7.8 to the dollar to 78 to the dollar. Since that
time it has further depreciated to UShs 86 to the dollar. How-
ever because the foreign exchange available has not been suffi-
cient to satisfy demand, import licenses continue to be used to
ration availabilities. Coffee prices which earlier had been
tripled were increased by 75 percent in October, tea prices were
increased by 50 percent, cotton prices doubled and tobacco prices
raised by 150 percent. The sharp increases in coffee prices are
already having a noticeable affect. Between May and August,
coffee shipments to Mombasa quadrupled, and by Januaryvy 1982
deliveries of coffee to cooperative processing plants in the
Mt. Elgon area, where smuggling had been greatest, were far out-
distancing the cooperative's ability to process the coffee. Uganda
has had its coffee quota increased by 52 percent for the current
coffee year and expectations are that deliveries by farmers to
the cooperative will exceed the quota amount. There is some evi-
dence that tea growers are beginning to increase deliveries though
production and marketing problems to be overcome are much greater
than in the case of coffee. Cotton production has not yet had a
chance to respond to higher prices but the indications are that
farmers plan to increase cottca plantings this year.

Prices of gasoline were raised again in October and

premium gas now costs $4 per gallon. The increase in petroleum
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product prices has increased Treasury revenues and decreased
smuggling of petroleum has led to a better allocation of sup-
plies, particularly to meet up-country requirements.

The freeing of most prices has resulted in a sharp
increase in ex-factory prices to reflect actual cost. At the
retail level prices jumped immediately but have recently fallen
slightly. Sugar, rice and salt have fallen below the prices
existing at the time prices were freed and beer which went to
300 shillings a bottle has now declined to 250 shillings a
bottle.

The overall increase in government wages which had
been set at 25 percent was allocated on a graduated scale so
that the minimum wage was raised 50 percent while the wages of
the highest paid civil servants were raised only 8 percent.

Government has been forced to exceed planned domes-
tic credit levels largely because the government valued payment
of public debt abroad at the new rather than at the old exchange
rate as had been anticipated. Revenue has been less than expected
because world coffee prices were about one-third lower than ex-
pected; but most of this loss has been offset by an increase in
foreign grants. Tax receipts have increased in line with expecta-
tions set forth in the President's budget speech.

Fareign exchange problems continue to require atten-

tion. As noted earlier, earnings from coffee exports were less
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than anticipated because of lower unit prices, and repayment on
arrears have been higher than anticipated. To cope w.th this
situation a system for allocating foreign exchange among various
ministries leaving an appropriate amount for the private sector
has been established. Uganda public debt has been rescheduled
and the Government is actively seeking additional balance of
payments suppert from the donor community.

Finally, demands for credit by the industrial sec-
tor increased appreciably following the initiation of economic
reforms. Some banks shifted from a position of excess liquidity
tc tightness. To make additional credit available, Government
raised interest rates to depositors.

| Ministry ¢f Finance staff consider that progress
made so far under the economic reform program has been encouraging.
This does not mean that Uganda is by any means out of the woods.
The IMF is continuing to provide technical assistance >n economic
matters to the Government and as this document is beinz written
an IMF team is in country working with the Government on addi-
tional policy and institutional reforms which will increase the

possibility for success of Uganda's bold economic reforms.
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3. Major Components of the Econcmic System

Uganda's current economic problems are not limited to
economic policies. The economic system itself is disabled. The
ultimate effectiveness of the economic reforms depends in large
part on the rehabilitation and restructuring of the system and its
component parts. In this section we shall briefly examine the
major components of the economic system: the labor force, industry,
private sector and parastatals, institutions and agriculture.

a, Labor Force. The labor force in the non-farm

formal sector is characterized by a very low level of productivity.
There are several causes. First, the wage level in the urban
formal sector, in government and private employment, has fallen
substantially behind the price level of consumer goods over the past
ten years. As noted earlier, the result of this is that people
devote a considerable portion of the time they are supposed to be
on the job in non-job related efforts to supplement their wages.
This means participation in some way in the non-formal sector of
the economy. If the urban worker 1s fortunate enough to have
access to land, he/she will certainly engage in subsistence agri-
culture and perhaps even sell part of the farm product. People

at all levels engage in this kind of activity. For example, a
professor at Makerere University, who is a former high official

in the government, has a small plot of land not far from the

University on which he raises plantains and keeps three cows.
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Each day he journeys to the small farm, milks the cows and then
retails the milk. He also sells on the market any plantains
produced which are surplus to subsistence needs. It is not
unusual for people to devote more than half of their working
hours to pursuits not related to the job in the formal sector
for which they are receiving a salary. It is not a matter of
avarice; it is a matter of survival. Second, the supplies or
equipment essential to accomplishing the work for which one is
being paid are often not available. The school teacher has no
books or paper or pencils, the biologist no microscope or
chemicals, the extension worker no means of transport or the
clerk no adding machine. Even with the best will, the means

are simply not at hand to make it possible for one to carry out
assigned tasks. Third, there is an absence of adequate super-
vision and direction of the labor force either because the
supervisor 1is largely engaged in non-job related activities or
because the equipment necessary for adequate supervision is not
available. For example, the District Agricultural Officer does
have transport so he cannot travel to oversee the activities of
his extension agents. Fourth, in professional or technical fields,
people have simply not been able to keep up with developments in
their fields of speciality because of the isolation from the rest

0of the world imposed by the Amin regime. Therefore they perform
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at a lower technical or professional ievel tham wguld normally
be expected. Finally, in the urban formal sector, particularly
government workers, morale is extremely low with consequent
deleterious effects on worker output. Employees simply de not
perceive that anyone is interested in their daing a good jab or,
if they do a good job, that it will benefit either society as a
whole or themselves. They believe they are forced to function
in a hostile economic¢ and social environment and that successful
achievement of formal work objectives will not help them to cope
with the situation.

Clearly, neither economic recovery nor development
can be achieved if acceptable levels of productivity are not
forthcoming from the modern, urban sector. Yet, there are
several constraints on government in dealing satisfactorily
with the major problem of low wages in relation to consumer
prices. In the first instance, it is difficult to justify
wage increases when productivity is low. But, beyond that,
in the urban formal sector, government is the major employer
and sets the wage pattern for the formal economy. Unfortunately,
achievement of objectives of the economic reforms, particularly
reducing inflation, is partially dependent on limiting government
expenditures and this severely limits the ability of government
to raise wages. Immediately after the war, government salaries

were increased for the first time since 1976. The increases
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ranged from 20 percent for the highest paid government workers
to 150 percent for the lowest. Wages were again increased in
the second half of 1981 as a part of the IMF approved economic
reforms. An overall increase of 25 percent in the government
wage bill was approved. Again, wage increases were structured
to favor the lowest paid workers. The minimum wage was increa-
sed 50 percent while the highest paid civil servants received
an increase of only 8 percent. Currently government has
established a commission to examine the wage problem but,
obviously, their options are limited.

While there are few opportunities for doing any-
thing about wages, at least in the public sector, it is possible
to do something about the other side of the wage/consumer price
equation. Consumer prices for both domestically produced and
imported consumer goods are high, partially because supplies
have been extremely limited. A bar of soap in Kampala can cost
up to ten times as much as it does on the Kenya market largely
because of the scarcity of soap in the Kampala market. The same
has been true for a wide range of agricultural and industrial
products. Increasing production will ac¢t to depress consumer
prices in two ways. First, increasing the £flow of agricultural
products and domestically manufactured goods into the domestic

market will (in fact, it is already starting to) reduce the cost
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of foodstuffs and manufactured products such as cotton cloth
and soap. Second, increasing agricultural exports will generate
the foreign exchange necessary to increase imports of consumer
goods and critical inputs needed to revive domestic manufac¢turing.
In this way, it will be possible to increase the real wages of
workers even if nominal wages are not increased.

Government can and is starting to do something
about the non-wage causes of low productivity though foreign
exchange scarcity does limit to some degree what can be done.
Within these limits an effort is being made to replace equip-
ment and supplies that were in one way or another destroyed
or stolen over the past decade. The office furniture and
equipment, transport units, paper supplies and other expendables
which simply have been unavailable are beginning to arrive in
country. While complete vefurbishing and resupply will certainly
take two or more years, some positive effect oan productivity
can be discerned. To deal with the problems of inadequate
supervision and direction, the govermnment has initiated a
series of seminars through the Institute of Public Administration
on improving planning and supervision for government supervisors.
The first seminar at the ministerial and permanent secretary
level has been held and additional seminars for senior super-

visory government employees have been scheduled. Again relying to
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a large extent on foreign assistance, professional and technical
personnel are beginning to re-establish communication with the
outside world. This includes such things as attending inter-
national professional association meetings and short and longer
term study abroad. Unfortunately, the surface has hardly been
scratched but a start has been made. Finally, certain actions
have been taken which are having a2 positive effect on morale.
These include such things as starting up a promotion
system which had not been functioning for years and granting
allowances for travel to conform more closely to current costs.
b. Industry. By the time that the war was started,
industry, including cooperatives processing agricultural
products, was in pretty much of shambles. The following nearly
two years of war, looting and indecision merely exacerbated an
already desperate situation.

Prior to the Amin coup the government had initiated
action to acquire full or majority ownership of a large number of
private in@ustries. Additionally, the monopoly powers of such
entities as the Lint Marketing Board and the Coffee Marketing
Board had been greatly expanded. When Amin came to power he
ipitially reversed this process and returned some enterprises
to their original owners. However, with the initiation of the

"economic war' enterprises belonging to expelled Asians were
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largely expropriated and converted to parastatals though 2 fow
were handed over to Amin's cronies. This was fdliowéd B? ex-
propriation of other private firms and, when the East African
Comminity broke up, the establishment of parastatals to handie
such services as railways, aifiinés, etc. Based on the Best
available information, by the time the Liberation War was
launched theré were at least 126 parastatals operatiné iﬁ ﬁganda.
Of these there were 7 financiai institutioﬁs; 106 cdmﬁéréiéi
organizations, 3 service institutions, 5 markeﬁing boards and
5 semi-government departments.

The result of the "economic war,“ mismanagement of
the finance and banking system and destruction caused by the
War of Liberation, looting and following malaise has turned
Uganda from a country which in 1970 was able to produce enough
to meet a substantial part of demand for consumer goods and éxport
a significant portion of industrial output to a country almost
totally dependent on imports of manufactured goods. By 1978
production by all industries éxcept cigarette manufacturing had
declined substantially from levels reached in 1970. For example,
the following decreases in ouﬁput occurred: fabrics 44%, blankets
86%, matches 84%, plywood 83%, beer 22% and paint 65%. Along
with the decline in quantity of output came a significant decline

in quality. Furthermore, there was a substantial decapitalization
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of industrial plant, the growth of substantial debt by many
companies and the closing of many firms. Administered prices
set at unrealistically low levels which would have precluded
profitable operations at or near capacity output led to
disastrous losses at greatly reduced levels of output.

In addition to the inadequate price structure other
causes of the decline of industry were mismanagement and low levels
of technical skills in general caused by the departure of compe-
tent Asians and Ugandans, a decline in the quantity of agricultural
products used as raw materials by industry, increasec labor costs
caused by inflaticn and, finally, the lack of foreigr exchange
to procure replacement equipment, parts and imported raw materials.
The effect of foreign exchange shortages became increasingly
important over time and during the period 1878 to 1980 became the
predominant cause of industrial decline as decapitali:zation accele-
rated. From 1972 to 1977 manufacturing output fell by 21 percent
and from 1977 to 1980 it declined an additional 51 percent. In
1980 manufacturing output was just 39 percent of 1972 output.

In 1981 the new government initiated steps to reha-
bilitate industry. Prices of industrial products were de-
controlled and the allocation system abolished. The government
has commenced a policy of greater reliance on the private sector.

In carrying out this policy the government intends to return to
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the private sector wholly or in part manufacturiné inéustrié;.
This includes inviting expelled Asians to return to ﬁéandé éné
take up whole or partial ownership of the businesses éxproﬁriaféd
during the "economic war'. The two major Asian entrepreneurs,
the Madhvanis and the Mehtas have returned to become ﬁértneré wiéh
the government in operating their industrial and agricultural
plant. Other Asians are returning but there is some evidence
that the number of Asians returﬁing to reclaim their buéiﬁéssés
will be less than anticipated. The gdvernment also intends fé
sell some businesses to Ugandans and ﬁas announced a policy of
welcoming foreign private investors. In cooperatidn with the iMf
the government has instituted a foreign exchange allccaﬁion system
which sets aside a minimum amount for allotment to the private
sector. Finally, the government has entered into agreements with
international and bilateral donors under which vitﬁlly needed
imports of machinery, spare parts and raw materials are being
supplied to manufacturing establishments. A satisfactory start
has been made in rehabilitating the industrial sectbr. However,
large increases in foreign and domestic inputs are still required.
If satisfactory levels of resource flow to the sector can be
reached and maintained, the IMf‘estimates that most factories
could be operating at satisfactory levels of output by the end

of 1983.
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c. Private Sector and Parastatals. Before

Independence Uganda's private sector could be characterized
in four categories. Each category of business tended to be
associated with racial and sometimes ethnic ownership which,
in turn, reflected access to business knowledge, credit and
consequently scale of business enterprise. The smallest cate-
gory of private operations was local roadside markets operated
entirely by Africans. These simple operations were supplied
mainly by local farmers to a family member who had decided to
trade or by very small local dealers. Within district towns
and cities there were considerable changes in the operation
of these markets. Foodstuff was considerably higher priced.
Speciality services such as hardware, bicycle repair, outdoor
garages, and barber shops would be available along with signi-
ficantly more imported items than seen in the small roadside
markets. These larger markets for the most part also were
operated by Africans but on the periphery there were usually
Asian merchants who served as wholesalers. Floating private
services also existed, the sellers of which moved as business
opportunities directed.

A second category of private business that
developed in Uganda was small farm operators and small shop-

keepers. Such farmers spread across the country on 4-35 acre

farms and are by far the largest group of private operators.
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Approximately 70 percent of Uganda's population fit into
this category.

A third category of private business thqt
has been common in Uganda is the service trade. This con-
sists of taxis, hotels, cinemas, bars, restaurants and similar
establishments. Prior to 1971 most of these businesses except
taxis were under the control of Asians,

The fourth and most important category of
private business was medium to large scale farms. Banks,
insurance companies, assembly and processing plants, manu-
facturing, export-import firms, transport, large farms, estates
and plantations all were in this category. Before independence
such firms were foreign owned or managed or functioned as
government parastatals including cooperatives.

Thus in terms of private business, Ugandans,
except for government parastatals, have confined themselves to
very small private businesses. This has significant implica-
tions for the emphasis on private enterprise now being proposed
by the government.

After independence in 1962 and through 1970
a number of larger firms were nationalized and converted to
parastatals. This process accelerated in 1972 when Asians were

expelled and government parastatals tcok over management of many
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additional businesses. By the time of liberation the economic
activity carried out by parastatal agencies was more extensive
than any other country not formally recognized as Laving a
"centrally organized" economy.

Because of the poor performance of government
parastatals and businesses allocated under Amin and because of
limited government capacity to manage them, there is considerable
discussion and indeed some enthusiasm about increasing reliance
on private enterprise as a main feature of the government's on-
going reform policy. Government initiatives to reactivate the
private sector have been taken through a number of measures.
Elimination of the allocation system has put the private sector
on a competitive basis with government enterprises in securing
needed inputs. Abolition of the Ministry of Supplies has fur-
thered this objective. Elimination of administered prices has
enabled the private sector to operate in response to market
forces. Floating of the shilling ensures that the public and
private sectors compete for limited hard currency at the same
rate of exchange. More importantly, there is a growing recog-
nition of the benefits that freeing up the private sector will
have for Uganda and a movement away from the earlier automatic
propensity to turn toward parastatals to help solve the coun-
try's economic problems. This is manifested most prominently
in the government's decision to divest itself of some c¢f the

inefficient parastatals it has accumulated. To maxe this
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effort succeed urgent action must be taken to prepare
Ugandans in these efforts.

The Government will have to determine just
how many parastatals actually exist and from whom the assets
were taken initially. Many businesses that were taken over
by the Government were simply run into the ground and latetr
looted during liberation. Many may exist only on paper.
Training of accountants and financial analysts is needed for
this task.

The Government will have to establish proce-
dures for the orderly transfer of parastatals and govenment
enterprises to the private sector. In the current depressed
conditions most parastatals would be sold for only a fraction
of their value. Assets must be appraised and reasonable prices
established, particularly if the government plans to compensate
the former owners. Reorganization of capital assets and their
division between public and private owners may be a particularly
thorny problem.

Implementation of policies to divest the
government of many of its enterprises will be difficult.

While many officials in these enterprises could earn more in
profitable operations, many employees, particularly those in
overstaffed companies, would be threatened. Also, many govern-

ment employees who are responsible for parastatal operations
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will not be enthusiastic about losing their charges, and

perhaps the only raison d'etre for their jobs. Also the

Government may encounter political groblems in turning para-
statals over to the private sector. Government enterprises
are a major absorber of political patronage. Since these
enterprises normally are not subject to civil service regu-
lations, they can pay higher salaries and enjoy greater flexi-
bility in terms of job perquisites and benefits. Appointment
to parastatal positions is valued highly.

Since it appears that few of the Asians and
other entrepreneurs will return in large numbers, Uganda will
have to initiate a business class in its midst especially for
the larger operations. This process must start on the ground

ens

4]

fioor. In Uganda and elsewhere in Africa few local citi
have moved bevyond small businesses, those that require the
most simple business accumen. Thus training and experience
are prerequisites for operating the private firms that count
most. There are other urgent requirements.

In addition to training and experience small
and large businessmen in Uganda would require access to local
credit and indirectly to foreign exchange for materials, new
equipment, and the replenishment of spare parts. Thus private
banks as well as public¢ financial enterprises would have to
alter their present practices if the business commurity is to

be properly served.
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One function of parastatals such as marketing
boards was to provide government revenue. This requirement was
one reason why producer prices were invariably low. If private
firms multiply at the expense of parastatals, provision of
government revenue would have to be rationalized and incorperated
under an equitable tax system, one where business incentive is
not impaired.

Many of the Ugandan parastatals arellocated in
the agricultural sector as are a number of the existing private
enterprises. Furthermore, as the country's agricultural pro-
duction begins to grow the potential for profitable operations
of U.S. investors and manufacturers will be increased signifi-
cantly. Helping develop the country's private sector and re-
define the role of the parastatal enterprises in the economy
would fully complement AID's strategy of promoting increased
agricultural productivity. However, unless early results from
the government's current inclination to develop the private
sector are forthcoming, its attitude could change. AID thus has
a unique opportunity to help demonstrate the benefits of the
government's policy directions. The government's plans for
the private sector are still inchoate, and we could have a sub-
stantial impact through immediate action given the high regard
the Ugandans hold for the expertise available through the U.S.

private sector.
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d. Institutions. The institutional structure,

broadly conceived, which facilitated the functioning of the
Uganda economy was badly eroded during the 1972-80 period.
This includes such things as the marketing system, transpor-
tation and communication systems, financial institutions,
educational systems, extension networks, health systems, re-
search and law and order. The full details of this institu-
tional collapse cannot be spelled out in a document of this
nature. Interested readers c¢an pursue this subject by reading
Volume Two of a report by a Commonwealth team of experts en-
titled '""The Rehabilitation of the Economy of Uganda.”

There were a variety of reasons for the deteri-
oration of the component parts of the institutional system.
Perhaps foremost was the policy which established the army as
the most important institution in the country to which all others
were subordinate. For example, the police force was reduced and
the maintenance of internal law and order became the responsi-
bility of the military. This meant that people and institutionms
were subject to military justice which was often administered
by unlettered and unruly military personnel. The decline of
institutions was also caused by human and phvsical Jecapitaliza-
tion. During the Amin period many of the educated persons who
survived.found it impossitle to remain in the country or they
returned to the "bush." The trained capable people necessary

for adequate functioning of institutions became increasingly
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scarce. Additionally, because people were effectively cut
off from the rest of the world, they were unable to main-
tain and increase their levels of competence. For example,
from 1972 until after the war, educaticnal and scientific
institutions at all levels were unable to receive books or
publications in their fields cf speciality. A tour af 1li-
braries, classrooms and laboratores in Uganda would lead
one to conclude that sometime in the very early 1970s the
printing presses of the world had ceased to function. Simi-
larly, almost no professional Ugandans were permitted to travel
outside the country to engage in the exchanges with professional
colleagues which are essential to the maintenance and expansion
of professional competence. With respect to physical capital,
the decline was steady throughout the Amin years as structures,
machinery, equipment and supplies wore cut and were not re-
placed. The Experimental Farm of the Makerere University
Faculty of Agriculture had 29 operating tractors in 1572. By
1977 not one remained; the final part that could not be replaced
by cannibalization wore out in that year.

During the war and the following looting,
much of the remaining physical capital was destroyed. Almost
anything that could be remcved--even such things as doors and
light switches--were removed and much of what could not be looted

was destroyed. Following the war, the deterioration of much of
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the remaining physical capital of institutions accelarated.
However, there was some increase in institutional human capi-
tal as expatriate Ugandans returned home and professional con-
tacts began to be reestablished.

. Policies and goals of the government from
1672 to 1979 were irrational when viewed from the perspective
of maintaining and expanding a functioning economy and they
caused distortions and degradations of financial ianstitutions.
The financial system was seriously damaged as the government
resorted to Central Bank financing of ever-increasing deficits.
Inflation became rampant and larger and larger deficits were
incurred which inexorably led to further debasement 3f the cur-
rency. External debt mounted which was increasingly financed
by arrears as more and more resources were devoted t9 the acquisi-
tion of more and more military equipment. In the last full vear
of Amin's rule arrears reached UShs 5539 million and in the war
vear and following year of uncertainty they totaled UShs 337
million and UShs 1.5 billion respectively. Additionally, as
industrial output declined and the ownership and manzgement of
enterprises was constantly shifted, the government forced com-
mercial lending institutions to loan finance operating losses.
These loans could not meet conventional tests of creditworthi-
ness. By May 1980, it was estimated that UShs TC0 million of

total commercial bank claims on nongcevernmental enti:ties of
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UShs 3 billion were uncollectable. The government controlled
portion of the financial community was nearly in riins with
little prospect of repayment of forced loans to parastatals,
cooperatives and individuals. In short, these commercial banks
were no longer able to carry out their normal functions.

The marketing structure that existed in 1972
was virtually destroyed. Before the ''economic war' most of
the retail and wholesale marketing, except for the specialized
marketing done by the cooperatives and local produce marketing,
was operated by Asians. With the expulsion of the Asians this
system was nearly destroyed as only over time were Ugandans
able to learn merchandising skills. However, even as Ugandans
were developing their skills, the severely limited foreign ex-
change availabilities and the highly unrealistic price controls
and allocation system for manufactured consumer goods led to
nearly total destruction of the normal marketing system. It
was replaced by a black market system in which the favored few
who received allocations of goods resold them at high prices
and reaped enormous profits.

One of the encouraging recent developments in
Uganda has been the resurgence of the wholesale and retail mar-
keting systems following the removal of controls by the new
govermment during 1981. While prices rose dramatically following
the removal of controls and devaluation, the system is beginning
to function effectively and prices are now starting a modest de-

cline.
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In addition to incurring the same kinds of
human and physical capital losses as other institutions, the
structure of the transportation and communication svstem was
irretrievably altered and diminished by the breakup of the
East African Community during the mid-1970s. As the only in-
land country in the three nation East African Community,

Uganda was particularly dependent on the Community railway,
rivers and harbors and post and telecommunication svstem. It
was the "Lunatic Express' constructed to transport Uganda pro-
duce to the sea that formed the base of East African Railways
Corporatioﬁ. The jointly owned railway provided Uganda wit

an efficient, relatively inexpensive route to the sea financed
entirely with local currency. With the disintegration of the
Community all of this disappeared. Uganda was able to obtain
only a small share of the rolling stock and it became dependent
on Kenya making available heavy duty engines and goods wagons
for transport between Mombasa port and the Uganda border.
Additionally, Uganda had to pay for transport through Kenva
with scarce foreign 2xchange. Kenya limited the number of trains
made available to Uganda and this exacerbated the situation by
forcing Uganda to rely on Kenya-owned trucks belonging to im-
portant Kenya politicians for transport of imports and exports.
This meant that freight rates increased substantially and the
drain on foreign exchange increased. Additionally, the switch

to the use of heavy duty trucks increased the wear and tear on
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Uganda roads which were being badly maintained. This situa-
tion continues at the present time and constitutes a serious
impediment to Uganda's development. In a similar way the end
of the East African Rivers and Harbors, Post and Telegraph and
Airlines meant that Uganda incurred large losses of capital
and increased foreign exchange costs.

At the same time, Uganda's rtoad transport
system was beginning to disintegrate. Increased use of roads
for heavy transport, the lack of technical persomnel, the lack
of equipment and spare parts for vehicles and road maintenance
and, finally, losses to the war and looting all took their toll.
The excellent maintenance system shared by the Ministry of Works
and local communities for primary and secondary roads has vir-
tually ceased to function. The reconstitution of the internal
road transportation system will require heavy capital invest-
ment in construction and vehicle procurement as well as the
reconstitution of maintenance capability.

e. Agriculture. Although the agricultural pro-
duction and marketing system, like the rest of the economy, was
severely damaged by the ravages of the Amin regime and subse-
quent events, it is clear that small-holder agriculture made
possible the survival of Uganda. Throughout the period 1872-
1980 small-holder agriculture continued to provide the basic
foodstuffs necessary to sustain the population and small-holder
coffee production centinued to provide a diminishing but essen-

tial stream of foreign exchange earnings.
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Uganda's agriculture is similar to agriculture
in most of Africa in that it is, for the most part, characterized
by relatively simple technological inputs and multiple products.
It is also similar in that it provides the income of the vast
majority of the people. It differs from agriculture in most of
the rest of Africa in two respects. It has generally good soils
and a reasonably reliable rainfall pattern over much of the
country that enables farmers to confidently count on two annual
crops or more per year. It has also provided the basis for most
non-farm employment in the country through the development of an
extensive cooperative marketing and processing svstem and by pro-
viding the basic inputs to and market for a small but vigcrous
industrial sector. Uganda's agriculture has also been the source
of the country's foreign exchange earnings through the export of
agricultural products or goods manufactured from agricultural
products. Revival of a dynamic agricultural production and
marketing system is critical to recovery and development of the

Uganda economy.

Ugandan small-holder agriculture can be charac-
terized as largely subsistence agriculture because most of the
food consumed by farm families is grown con the farm. However,
if production reaches planned levels some of almost all crops
or livestock products produced on the farm are sold and some

food is purchased. Most farmers also produce at least cne crop
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which is not consumed on the farm but marketed to produce
cash income. Thus small-holder agriculture is best charac-
terized as a market oriented agriculture with a large sub-
sistence element.

While only a small portion of Uganda's agri-
culture is produced on medium or large farms, this segment of
agriculture is not unimportant. In contrast to small scale
agriculture it focuses on production of a single product and
utilizes more sophisticated technology. Its products are sugar,
tea, livestock and livestock preducts.

Over the period from 1972 tao 1980, abstracting
from the vagaries of weather, total agriculture production d4id
not decline. However, there was a definite shift in the composi-
tion of agricultural output. The ocutput of farm products which
required more scophisticated inputs or required some processing
by the marketing system declined by about one-gquarter while the
output of those products which could be produced with minimum
inputs and low technology and could be marketed directly with-
out much processing increased. In essence this meant that the
output of crops intended for export and/or the cutput of medium
and large scale agriculture declined and the cutput of food by
small scale agriculture increased slightly.

The agricultural products for which cutput
declined significantly were sugar, tea, tobacce, cotton and

quality livestock products such as beef, milk, pork, chicken
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and eggs. The production of coffee probably declined somewhat
but the decrease in recorded coffee marketing was probably
largely caused by smuggling and coffee growers holding their
product off the market. The cause of the decline in produc-
tion and marketing included inappropriate pricing policies,
inability of the cooperatives to pay cash for products de-
livered by farmers, unavailability of farm inputs, the break-
down of processing facilities due to the lack of spares and
inadequate managerial and technical skills, the deterioration
of the institutional support system for agriculture including
the transport system and the decline in the agricultural labor
force as wage increases failed to keep pace with price in-
creases. All of this was exacerbated by the destruction caused
by the war and subsequent looting. Meanwhile the output of
domestically consumed foodstuffs increased as population in-
creased, urban workers were forced to rely on subsistence agri-
culture to supplement wages and the prices of food products
increased relative to other agricultural products.

During 1981, the new government has undertaken
certain actions to stimulate agricultural production. The major
action has been to increase prices for coffee, tea, cotton and
tobacco. Between May and October 1981, coffee and cotton prices
were increased fivefold, tea prices by more than a factor of

four and tobacco prices were increased by nearly 500 percent.
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Donor assistance to increase the availability of agricultural
inputs has been obtained, the sugar industry has been reorganized,
cotton seeds are being made available to farmers, transport is
being improved and efforts are underway to assure cooperatives
have cash resources to pay for farm products on delivery or
shortly thereafter.

These efforts are beginning to show some re-
sults. Uganda is once again marketing some tea through the
Mombasa auction and deliveries of coffee to cooperatives by
farmers 1is increasing. There are indications that cotton farmers
are planning to increase plantings if inputs such as hoes, plows
and seeds are available and if they are convinced the coopera-
tives will pay cash for cotton delivered. Most importantly,
there is evidence that production and marketing of all kinds
of crops by small farm enterprise are increasing with a conée-
quent favorable effect on consumer prices.

Much remains to be done if agriculture is
going to recover to its former level as an earner of foreign
exchange and supplier of inputs to industry and then begin to
play its proper role in the development process. Input sup-
plies of all kinds for agricultural production, marketing and
processing must be increased to rebuild and maintain capital
equipment and assure an adequate flow of operating supplies and
the agricultural support system including research, education,

extension, transport, etc. must be refurbished and upgraded.
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The marketing system for crops which flow to the international
markets need restructuring to assure that maximum prices are
obtained on the world market; processing and marketing costs
are minimized; and returns to farmers through the marketing
system and government are apportioned in a way which contri-
butes to agricultural development. To assure farmers will
deliver crops to primary societies the financial viability of
the cooperatives needs to be reestablished. Finally, new tech-
nologies and new cropping patterns need to be developed and
put in place in accordance with the domestic and world markets
for agricultural products, agricultural inputs and agricultural

services.



-52-

C. THE ROLE OF WOMEN IN DEVELOPMENT

Women are a major factor in the rural economy in Ugéhda.
They are responsible for most aspects of food crop prdduction,
for daily maintenance of the family, for marketing food crop
surpluses and for procurement of basic necessities not produced
within the househcld. Women's roles within the household extend
to decision making as well as the provisicn of labor. With the
growth in the 1970's of the importance of food crops as a major
source of income for the rural household, the productive role of
women in the rural economy expanded. Though women are also active
in the wage economy, 90 percent of Uganda's population is rural
and predominantly engaged in agricultural enterprises. Thus, this
section will concentrate on women in the rural household.

Women perform most of the food-cultivation tasks. Wamen
make decisions in consultation with male heads of households con-
cerning the amount and types of annual crops to be grown. (In the
absence of an adult male in the household these decisions are made
by the senior female.) In the north, such decisions on resource
allocations usually include those associated with cotton production
as well as staple food crops. In the south, men have major respon-
sibility for, and concomitant control over, perennial crops such
as bananas and coffee, though women may supply labor for weeding
and harvesting.

Agricultural tasks are sometimes sex-specific, but, with the
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exception of land clearing (generally men's work) anc weeding
(generally women's work), many operations are increasingly per-
17

formed equally by men and women. Carr cites the fcllowing

data on the division of agricultural labor:

ESTIMATED LABOR ALLOCATION IN THE ACHOQLI-LANGC

AREA IN 1968 (% OF TOTAL LABOR)

TASK MALE FEMALE
Land clearing and preparation 71 29
Sowing 71 29
Weeding food crops 1 99
Weeding cotton 86 14
Harvesting food crops 36 64
Harvesting cotton 71 29
Livestock 100 e

Recent anecdotal evidence indicates that the sexual division
of labor for several tasks have broken down even further, especially
in poorer households where men and women engage in mcst activities
simultaneously. For example, in planting, men will rrepare the
ground, while women and children follow him to do the actual sowing.
In some instances, a distinction was made between hoe weeding and

hand weeding, the latter still being a predominantly female activity.

1/
“Carr, Steven. "Influencing Peasant Farmers". 1977, p. T.
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Women are very much involved in the processing and marketing
spheres for annual crops. Surpluses of foodstuffs of all types
are marketed. Women prepare such crops for marketing (e.g.
winnowing and sifting grains, splitting and drying cassava or
shelling groundnuts) and market small quantities either by the
roadside or in local markets. In addition to cash sales, there
appears to be a substantial amount of bartering practiced, again
by women. Women also brew and sell beer made from cereal grains
plantains and roots. In each instance, women retain the income
from these sales to pay for basics such as salt, sugar, fish,
meat, soap and clothing. There is also some evidence that payment
of school fees is becoming the responsibility of the female as
well as the male in families whose income is derived exclusively

from agriculture.

Although there has been a significant decline in cotton
production in Uganda, cultivation of this annual crop has fallen
within the purview of women in the past. In the Gulu area, there
are several active primary cooperative societies for marketing
cotton whose membership is entirely female. Men are allowed to
sell through the societies, but are not accorded membership (the
reverse of the situation in many cooperatives, in which women
benefit from such societies only by virtue of their husbands’
membership). One women's society marketed 83,000 kilograms of cotton

in the 1981 season. Such female-run cooperatives are rare,



particularly as women tend to be more active in the sale of food
crops than in export crops. Since 1977, food crops Lave been
bought and sold on the open market rather than through the Produce
Marketing Board, but the Government has recently shown interest

in establishing food reserves and reviving the cooperatives’

role in this regard. The potential for women's primary cooperative
societies in the marketing of surplus food for such reserves would

appear to be excellent.

In addition to supplying labor for their own crops, women
engage in communal work, both on a reciprocal exchange basis
and a fee-for-service basis. The fee may be paid in cash, kind
or in "entertainment"” (beer and food). Work parties are arranged
by men, women or jointly, depending on the nature of the activity.
Women with adequate incomes also sometimes hire labor for a cash
wage, as in the areas where ox-plows are used for land clearing
and preparation. Thus, women function as both suppliers and

consumers of agricultural labor outside of their own farms.

In terms of domestic labor, however, women have a virtual
monopoly on labor supply. Together with young children (especially
girls) women process and prepare food for home consumption, clean,
launder, draw water and gather fuelwood. These latter two tasks
can be particularly time-consuming. Uganda is fairly well-endowed

with natural water resources, and in earlier times Government made



-56-

an effort to provide reasonably closely-spaced water points

{mostly handpumped boreholes) for rTural households. As with every
other aspect of infrastructure, though, the system has deferiéfafed
over the past 10 years, and there is a need to rehabilitafe

silted boreholes to assure an adequate water supply to all rural
dwellers.;/ This would relieve the inordinate demand place&'dn

women's time by the need to walk up to 10 miles foundtrip in some

areas for water.

In contrast to the water situation, fuelwood appears fo be
in good supply in rural areas and its collection is not a serious
detraction from more productive uses of women's labor. In fact,
fuelwood is often collected for roadside sale to urban dwellers.
Urban women also use charcoal for cooking, so the demand for fire-
wood on city and town outskirts is reduced. Government has also
evidenced some awareness of fuelwood as a finite resource and has
made some effort to establish tree nurseries throughout the country.
This presents another potential for women's participation -- in the

development of communal woodlots.

In terms of social services to women, Uganda has experienced
a decline in virtually all aspects. Health facilities are scarce

and vaccination campaigns have ceased. Measles have surpassed

1/
~ UNICEF is committed to the restoration of 4,000 boreholes.



malaria as the most prevalent disease.”  In 1979, UNICEF pro-
vided resources for maternal and child health kits to equip

300 health centers. However the demand for services continues
to exceed available resources, and, as in all other areas, there
is a need for technical upgrading. Although there are no recent
figures on infant mortality, the breakdown in health services

certainly places pregnant women and infants at greater risk.

Education may be the sector that has moved furthest toward
rehabilitation. While still lacking in manv basic inputs, and
having slipped from its former position of supremecy among East
African systems, schooling does continue. Fleuret  :ites figures
indicating that female enrollment in schools, although below that
of males, appears to be changing at a similar rate, which he takes
to mean that the same factors are taken into account in deciding
whether to send a child, regardless of sex, to school. As Fleuret
points out, this implies that "increases in rural precductivity and
incomes will bring proportional increases in school attendance

among girls."

Women's economic activities and access to socizl services
have implications for population growth rate in Uganda. Over the

past decade, growth has averaged about 3.0 percent annually,

1/
~ Kvaruzi, V. § Hamisi, Ruckia. "Health Services." The Rehabil-

itation of the Economy of Uganda, Vol. 2, 1979, p. 251.

2/
~ Fleuret, Patrick, "Draft Background Paper...” 198), pp. 36-T.
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compared to a 4.0 percent growth rate in neighboring Kenya.
Population pressure on the land base is beginning to be felt in
the more fertile agricultural zones. However, it is more likely
that, rather than a conscious awareness of overcrow&ihg, the
relatively low rate of growth can be ascribed to the active role
that women have been playing in the national economy and to their
access to education. As Fleuret ;/notes, there is a general
correlation between woman's status (measured by productivity dnd
education) and the decline in family size. In this regard, Uganda
has an opportunity tc maintain a population growth rate that is

commensurate with its resources and productive cdpacity, and to

continue to enhance the role of women in economic development.

The Government interest in increasing agricultural production,
and especially in becoming an exporter of food crops as well as
the traditional coffee, cotton, tea and tobacco bodes well for
maintaining the contribution of rural women to the national econ-
omy at a relatively high level. At this point, however, the
effects of Government policy on women are more inadvertant than
deliberate and will need to be more strongly articulated through
such activities as agricultural research and extension work that
recognizes women as key decision-makers and major providers of
agricultural labor. This should be coupled with adequate family

planning, maternal and child health, nutrition education and other

social services.

7
Ibid. p. 36
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Finally, it should be not7d that women do occupy positions
1

in the formal sector. Fleuret  presents the following data on

labor force participation rates:

1960 1970 1974-77
Male 58% 57% 56%
Female 31% 29% 28%
Total 45% 44% 42¢%

Women are found in all aspects of industrv and government.
There are female workers in agricultural processing (e.g., coffee
and cotton plants), in small businesses (e.g., tailoring, retail
sales), in government as both professional and clerical staff,
in education, domestic service and health, There are also several
prominent women in the business community. As stated in Section
IT of the Analysis, the condition of those who are completely re-
liant on wages as their income source is considerably poorer than
those who have been able to supplement their incomes by some other
means. There are, of course, the expected trade-offs: women in the
wage sector tend to be located in urban areas where they have
better access to social services than their economically-better-off
rural counter-parts. Formal sector emplovment for women can be
expected to rise as the rehabilitation of the Uganda 2conomy
continues, but in the near term rural women will continue to be the

backbone of the agricultural economy and thus a critical element

in the country's development.

Y
Ibid. p. 36.
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D. DEVELOPMENT PLAN AND BUDGET

Uganda is in the process of formulating a development plan
for the next five years. The policy guidance which will deter-
mine the structure and content c¢f the development plan has been
determined. This calls for the years 1982-83 to be devoted to
the repair and rehabilitation of the economic structure and
system, This is to be followed by renovation and expansion of
existing institutions during the years 1984-85. It is then ex-
pected that in 1986 Uganda will initiate 2 sustainable develop-
ment program. The major emphases of economic development policy
during this period in priority order are as follows:

1. Increased production of agricultural products for
export and domestic consumption is considered to have first
priority. Within this priority initial attention will be given
to expanding production of exportable crops because of the ¢ritical
importance of foreign exchange. Economic stability and the ac-
quisition of imported inputs to rehabilitate and develop food
production, industrial production and institutional support are
dependent on increasing foreign exchange availabilities.

2. Second priority is being given to the rehabilitation and-
expansion of the economic support system. This includes such
things as cooperatives, transport system, research institutions,

health and education systems, extension services and credit.
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3. Rehabilitation and expansion of industrial production
including manufacturing, mining and construction.

4., Development of water resources and the development
of energy resources. This includes the expansion of hydro-
electric power capacity for export and domestic consumption and
the development of wood resources.

5. Resoiving the external transport problems that have
developed as a result of the breakup of the East African Com-
munity. Government will work through the European Economic
Community to see if administrative practices used by the EEC
can be applied to the East Africa situation.

In seeking to implement these development plans, govermmen:
policy emphasizes an open market orientation with joint parti-
cipation of private business, cooperatives and public enterprise
operated by competent people. The government's position is that
it does not have the capability to run a substantial portion of
the economy. Government welcomes investment in Ugarda by for-
eign private investors. In carrying out rehabilitation and
development activities it is expected that the lead sector wiil
be small holder agriculture. Government will emphasize projects
and programs which will increase the productivity of small farm

operations.
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It may be that government is overly optimistic in beiieving
it can complete rehabilitation of the economy by the end of 1983.
As the actual plan is developed, project: preparations and iﬁpie*
mentation schedules are considered in detail and more realistic
estimates are made of funding availabilities, it may well be necés-

sary to extend the rehabilitation period for a year or more.

What may be a major difficulty in the preparation of deével-
opment plans is the often expressed desire by many Ugandéns to

return to the status quo ante. That is, they believe that the

first development objective should be to return to the state of

the economy that prevailed prior to the Amin coup.

It is indeed true that before the military takeover in early
1971 Uganda, from an economic perspective, was an African country
that was doing quite well, It was more than self-sufficient in
food and its nutrition level was good. Its exports were rising
and its import costs were manageable, Its infrastructure, es-
pecially the road system, was undeniably one of the hest on the
continent. The agricultural processing mills were operating;
there was a vigorous industrial sector which exported to surround-
ing countries and during the 1960's the compound growth rate was
9 percent. But perhaps Uganda's greatest asset in the 1960's was
the breadth of its intellectural base supported as it was by
Makerere University. The quality of its civil servants was high.

These indeed were substantial achievements.
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The image of the 1960s, however, can indeed be somewhat mis-
leading and in any case questionable as an objective for the 1980s.
First there were a host of problems in the 1960s. Poverty was
still widespread, technology was limited and the economy was based
on rather typical export crops:coffee, cotton, tea which then as
now are subject to wide price gyrations in international trade.

But the real doubt about excessive reliance for guidance on the
1960s arises because certain aspects of the domestic economy and

the entire international economy have changed significantly.

Domestically, population has increased by severzl million
while the physical and technical environments and skills, through
neglect, have deteriorated. For example, it is reported that on
Mt. Elgon population pressure has caused serious soil erosion and
was threatening the future production of arabica coffee there.
Marginal costs of expanding agricultural production in the 1980s
are certain to be far higher than during the 1960s. Development
opportunities in agriculture in the 1980s also have changed.

During the 1960s surrounding African countries were, by and large
self-sufficient in basic foods, but now they are, for the most part,
food importers. This provides Uganda with the opportunity to shift
toward food production for cash and foreign exchange in addition

to local consumption. On an international plane, during the 1970s
when the Ugandan economy was being strangled and run-down by Amin,
astronomical rises in ¢il prices and industrial goods led to un-
favorable terms of trade for countries like Uganda causing major

shifts in economic dependence and technological costs. Last but
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perhaps more important, the Uganda Government pas'receutly
taken a series of far reaching economic measures toward a new
"market oriented economy.'" For these reasons ap@ more it
would be unwise for Uganda to attempt to achieve the status

quo ante.

In preparing the development plan, government has :ggugstgd
the assistance of three international organizations--the World
Bank, the Commonwealth Secretariat and the United Nations. All
three have responded positively and are currently providing the
requested assistance. The participation of outsiders in the
preparation of the development plan probably reduces considerably
the possibility that Uganda will produce a plan that calls for a
return to the "good old days'" of the late 1960's. The schedule
calls for the completion of an initial two year development plan
by the time the Consultative Group meeting is held in May, 1982,

The Uganda budget for the fiscal year 1981-82 totals UShs
41.966 billion equal to approximately $488 million at the ex-
change rate in effect on February 2, 1982. Of this amount,

UShs 22.35 billion is for recurrent expenditures and UShs 19.616
billion is earmarked for development expenditures. Recurrent
budget revenues are estimated to total UShs 25.3 billion. The
nearly 3 billion surplus over estimated recurrent expenditures
will be used to retire a portion of the accumulated UShs 12.8
billion recurrent budget deficit. It is planned to finance

the development budget largely from foreign loans and grants.
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Absorptive Capacity. It is highly improbable that there

would be any absorptive capacity problem in Uganda. Based on
material developed by the World Bank and the Commonwealth
Secretariat, it can be estimated that the financial resources
needed for the two year rehabilitation program planned for
1982 and 1983 would total in the neighborhood of $1.5 billion
of which over $1 billion would be foreign exchange. It is not
likely that this magnitude of resources will be available from
concessional assistance and commercial loans.

With respect to management and technical capability it
again appears highly unlikely that Uganda would be unable to
manage effectively anticipated inflows of external assistance.
During the rehabilitation period much of the work tc be accom-
lished is in reburbishing and restarting operations that Uganda
had demonstrated in the past that it could manage. In this con-
nection the Uganda Government decision to invite back Asians
with managerial and technical skills to operate business enter-
prises including estate agriculture will help assure that the
skills necessary to make effective use of development assistance
are present. Additionally, government has clearly stated that
it is prepared, indeed anxious, to obtain the technizal assist-
ance necessary to complete rehabilitation and initiate develop-
ment activities. Additionally, high on the list of requests
for assistance are training courses to enable Ugandan managers
and technicians to upgrade skills and to catch up with progress

made in their fields of speciality over the past ten years.



-66~-

Thus such institutional and personnel weaknesses that exist
are opportunities for additicnai development investment rather
than constraints on such investments.

Finally, the policy directions now being taken by Uganda
are consistent with policy directions expressed by AID. Thus,
the present policy reforms being undertaken by Uganda should
not impose any constraint on the willingness of the U.S. to

provide development assistance.
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E. OTHER DONORS

The major donors to Uganda are the International Monetary
Fund, the World Bank, the European Eccnomic¢ Community and
the African Development Bank. The IMF is currently providing
Uganda with balance of payments assistance equal to $.35 million
under a standby arrangement that runs from June 5, 1981 to
June 30, 1982. 1IMF assistance to Uganda can be anticipated to
continue at least over the next two year period. The World Bank
is currently providing about $112 million dollars of assistance
to Uganda, most of it under a reconstruction credit valued at
$95 million. 1If Uganda government performance is satisfactoryv,
it can be expected that IDA credits would total nearlvy $100 million
for each of the next several years. The European Economic Com-
munity has underway or is committed to provide assistance to
Uganda valued at $252.8 million. Of this amount, $213.2 million
in assistance is being provided under the provisions of Lome I and
II with the remainder provided as special assistance to emergency
situations. In addition, Uganda will share in the benefits from
$126.5 to $154.0 million in regional funds to be provided to East
African countries by EEC. The African Development Baak 1s currently
providing Uganda with equivalent to $120 million. Medium size
donors include the UN, $20 million; Kuwait, $30 million; Saudi
Fund, $32 million; Arab Bank for Africa Development, $30 million;
and IFAD, $20 million. Other donors of amounts from 31 to $15 million

include Great Britain, Germany, Italy, Netherlands and Canada.
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Assistance being prcvide& to Uganda by other donoers is
focused on balance of payments support, inputs needed to increase
agricultural and industrial output and the reconstruction of
deteriorated infrastructure. Some technical assistapcg is being
provided by IFAD, UN, IMF and in limited amounts by the smaller
donors. 1In providing balance of payments support, the IMF and the
World Bank are using their influence to bring about policy
changes which are compatible with U.S. interests. Assistance to
agricultural production from a number of donors is largely
directed towards providing inputs to small-holders. In addition
bilateral donors are providing machinery, equipment and spare
parts to cooperative unions which process agricultural products
and industry which manufactures agricultural supplies and equip-

ment. These assistance activities are consistent with USAID

development strategy objectives.
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I1I1. STRATEGY
A. OBJECTIVES

The objectives of U.S. development assistance to Uganda
are to be supportive of policies which foster development, to
increase agricultural production and marketing and to restructure
agriculture in line with requirements and constraints of the
1980's. We will seek to strengthen the services needed to help
develop the private sector and return parastatals to private
entrepreneurs. Also, we will explore means of addressing the
country's energy problems. Finally, we will reinforce the
concern with the country’'s high population growth rate and will
help improve the delivery of family planning services.

The assistance strategy for reaching the above enumerated
.objectives is determined by the limited funds available for U.S.
development assistance to Uganda and by the role of the major
donors in Uganda, particularly IMF and the World Bank. The U.S.
assistance strategy is designed to be supportive of the major
donors in a way which will enhance the chances that the major
policy reforms supported by the IMF and the World Bank and
their associated major resource transfers will be more develop-
mentally effective. The USAID will not become directly involved

in major policy issues such as exchange rates, prices and wages,
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fiscal policies and money and credit. Rather this role will
be left to the IMF and World Bank who are helping with reforms
consistent with U.S. policy objectives. The U.S. will be
supportive of the IMF and World Bank in international fora

and on other appropriate occasions.

B. AGRICULTURE

In the agricultural policy area the USAID will focus
its attention and influence on issues critical to development,
particularly as these issues relate to small-holder agriculture.
The primary objective that the USAID will have in addressing
agricultural policy issues will be to try to assure that policy
decisions are made in the context of the development opportunities
and constraints operative in the 1980's. Policy issues addressed
will include research policy and structure, marketing policies
including increasing the role of private enterprise and stimulating
competition, input supply policies and practices and policies
affecting the composition of technological inputs and types of
crops and livestock produced.

The types of pelicy issues dealt with might include
the following:

1. Revising the coffee marketing system in a way which

would maximize returns on the international coffee market,
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provide incentives to minimize marketing and processing costs
and maintain government revenues from coffee sales at reasonable
levels while ensuring incentive returns to growers.

2. Restructuring the agricultural research system so
that it would include research on new crop possibilities, farming
systems research and farm management and marketing.

3. Developing adequate policies for altering cropping
patterns and processing agricutural products in accorcance with
current internal and external economic realities with particular
attention to energy and transport costs.

The assistance strategy will be carried out by providing
small but critical amounts of technical and material assistance
which will increase the operating effectiveness of various
components of the agricultural system in a manner which will
facilitate rehabilitation of the economy and developmeat within
the context of major donor supported reforms and resource
transfers. Assistance to agriculture will be focused on the
following areas :

1. Increase and adjust to current internal and external
demand agricultural production, with particular emphasis on the
small-holder. Emphasis will be placed on the small-holder
because he/she has demonstrated a high order of efficiency as

producers, a predisposition to adopt appropriate technological
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changes and will in the future as in the past be the major
producer and consumer of goods and services including employ-
ment. While major emphasis will be on small-holder production,
assiétance to medium scale products, 10 to 50 hectares, will

be provided if the activities supported will result in increased
farm and industrial employment.

2. Improve the effectiveness of cooperatives and
private traders in providing input supplies to farmers, in
procuring and processing farm products and in selling on the
world market. Included within the parameters of such-assistance
would be increasing the effec:iveness of such things as credit,
transport, and distribution.

3. Rehabilitation and redirection as necessary of various
elements of the agricultural support system. This would include
research, extension, information services and education.
Assistance td agricultural education could range from aid to
Farmer Training Centers and Cooperative Wings through Diploma
Colleges to appropriate faculties. of Makerere University.

In view of the deterioration and destruction of physical
and human capital throughout the agricultural system during
the period of the Amin regime and subsequent turmoil, assistance
will include both material and technical assistance. Material

assistance will be utilized to replace or repair destroyed tools,
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equipment and supplies ranging from hoes through test tubes,
books, computing and reproducing equipment to vehicles.
Technical assistance will be utilized to restructure and
redirect the function of various components of the agri-
cultural system and to upgrade and modernize managerial,

professional and technical staff.
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C. PRIVATE ENTERPRISE

We have not articulated an AID strategy for helping
to strengthen the services needed by the private sector and
to return parastatals to private entrepreneurs at this time.
While tﬂe Government has clearly indicated its intention to
mobilize the private sector in the development effort and to
rid itself of many inefficient government enterprises, how
this objective will be approached is not yet clear. As its
policies are defined we do not yet know what the bottlenecks
may be that could impede entrepreneurs from expanding rapidly.
The Government is now preparing for the Consultative Group
meeting in May, 1982, and we anticipate that it will make a
clear policy statement by that time. A Commonwealth team now
is in Uganda reviewing the performance and needs of government
enterprises and barriers to private sector development. Also,
the Worid Bank and IMF are continuing their consultations on
these economic issues. Thus, by May the Government should have
a clear understanding of how it will implement its policy de-
cision.

AID should be prepared to examine means of supporting
the Government's intentions after a clear policy has been enun-
ciated. With REDSQO/EA assistance USAID is looking into the
problem of finmance and c¢redit, an area that appears to be a

major constraint to private sector operations. Other potential
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problem areas include the lack of trained middle level staff
personnel (accountants, financiai analysts, economists, etc.),
the scarcity of qualified operating personnel (industrial de-
sign engineers, quality control staff, mechanical engineers,
etc.) and the dearth of top management personnel with skills
needed to efficiently administer medium and large scale enter-
prises. With other donors AID will continue to explore these
issues to determine if limited manpower training or technical
assistance could help overcome possible bottlenecks. The
lack of access to foreign exchange is, of course, a major
barrier to private sector expansion. To a limited extent the
IMF, IBRD and EC are helping address this problem. If addi-
tional funds are available, however, USAID proposes to work
with intermediate financial institutions to help them channel
more Tresources to private enterprises. The need for capital
assistance would be limited in time as Uganda begins to rehabili-
tate its foreign exchange earnings through exports and as its
creditworthiness is restored.
D. ENERGY

Beyond its concern with petroleum imports the Govern-
ment has not begun to address the country's energy problem. We
do not know the dimensions of the country's energy problem, the

impact it may have on the environment, current levels and modes
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of consumption, or future requirements and how they may be

met. The problems would appear to bg substantial, however.
Over two-thirds of the country's ’-port bill is consumed on
petroleum imports. Also, many gnterprises shifted earlier

from electrical to petroleum power. fAs manufacturing and
industry begin to pick up, the country's energy needs will

grow rapidly.

REDSO/EA is in the process of establishing a team -
consisting of energy, environment, and forestry advisors to
provide an overview of a country's energy sector and deter-
mine areas of policy concern. This assessment will be under-
taken in Uganda during FY 19882. At this time we do not anti-
cipate that USAID will have substantial bilateraI_involﬁement
in the energy sector. Our concerns with energy will be limited
to the policy issues that the overview may identify and to R
sharing them with other donors providing substantial levels of
external assistance. We may also want to experiment with small
pilot activities that the Government might later replicate,
such as our current effort to produce charcoal from waste
coffee husks. If so, these experimental activities would be

supported from central or regional projects such as Improved

Rural Technology or Energy Initiatives in Africa.



E. FAMILY PLANNING

The Government recognizes the tremendous burden
its rapidly growing population places on its ability to
improve the quality of life for Uganda's citizens. In its
country report prepared for the UN Conference on Relatively
Less Developed Nations, the Government declared its inten-
tion of lowering the population growth rate from the cur-
rently projected level of 3.0 percent to 2.6 percent annum.

It will attempt to achieve this goal by increasing public
awareness of family planning and ensuring that adequate atten-
tion is given to promoting the delivery of basic family plan-
ning services. Delivering of these services would come through
the Ministry of Health, primarily through its maternal child
health care progran.

Both IPPF and Pathfinder are helping the country im-
prove its family planning activities, primarily through assist-
ance to the Family Planning Association of Uganda (FPAU). We
have complemented these efforts with selected training financed
with central and regional AID funding. Further expansion and
improvement in the country's ability to provide family plan-
ning services will depend largely upon rehabilitation of the
Ministry of Health's services. Since IPPF and Pathfinder are
largely meeting current needs, AID assistance will be limited

to further selected training activities. The purpose of this
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training will be to motivate Ugandans to be concerned with
reproductive health care and to improve the capability of

Ugandan training institutions to educate personnel to better

provide family planning services.
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IV. ASSISTANCE PLANNING LEVEL
A. PROPOSED ASSISTANCE LEVEL

Uganda has instituted a bold program of economic
policy reform that is consistent with AID policy. Uganda
1s also emphasizing the growth of private enterprise as a
major factor in its development. The question is whether
the AID assistance program is capable of helping meet this
challenge. The Indicative Planning Allocation provided by
AID/Washington would indicate that AID is not prepared to
reorder its priorities to respond to the opportunity oI help-
ing Uganda make its fundamental reorientation of economic
pelicy successful.

The economic problems that Uganda faces in attempting
to carry out the policy reforms can only be addressed success-
fully if the country has access now to large amounts of foreign
exchange. The only possible source of foreign exchange at this
time is from donor assistance. This is because Uganda must
have the production inputs (seeds, hoes, fertilizer, baling
hoops, ginnery parts, coffee processing plant spares, etc.) to
get its exports up and start earning significant amounts of
foreign exchange again. Once this process takes off Uganda will
have little need for substantial capital transfers as its credit-

worthiness will be restored and it can borrow again on commercial
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TABLE 6

Proposed Assistance

Level

($'s Million)

Categories

Agriculture

Agricultural Production
Institution Building

Human Capital Develop-
ment

Cooperatives
Private Enterprise

(includes agricuiture
related activities)

Energz

Family Planning

Total

Fiscal Years

1983 1984 1985 1986 1987

16.0 16.0 6.0 7.5 8.0
15.0 14.0 - - -
1.0 1.0 2.5 3.0 4.0
- 1.0 1.5 1.5 1.0
- - 2.0 5.0 3.0
4.0 4.0 4.0 2.5 2.0

No USAID funding; Central/Regional
funding only

" L1 " " ”

20.0 20.0 10.0 10.0 10.0
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In addition to making a meaningful contribution to
the success of the new economic policies in Uganda, we propose
a higher level of funding for two reasons. First, the Ugandans
have deep professional respect for U.S. expertise, particularly
in the agricultural field. They are eager for American personnel
to rejoin their efforts to rehabilitate the economy. We were
one of the first donors active in the country after Liberation
and we have access to and good relations with policy level
officials throughout the Government. Even when no AID resources
were available to support sectoral reform activities the Ugandans
were keenly interested in obtaining professional U.S. advice on
sectoral policies. For example, the Ugandans unilaterally
sought out U.S. help in restructuring their commodity boards
‘and crop processing facilities. In the future the Government will
have to address a number of serious structural issues within the
agricultural sector. These include such problems as research
priorities, the locus of research efforts and the magnitude of
resources devoted to its various components, priorities for crop
production,and pricing policies. The likelihood of the Government's
acting upon our technical advice will be muitiplied if we can
provide needed follow-on resources, both technical and material.
Thus, to implement the marketing board study's recommendations

will require the help and advice of economists, tax specialists,
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B. INDICATIVE PLANNING ALLOCATION

If the U.S. decides not to come forth with
generous support now of the economic initiatives Uganda
has adopted we propose a program based on the table
below. We have chosen the high option of the Indicative
Planning Allocation in order to help reinforce the re-
forms already underway. Also, we believe it is essential
that the U.S. put meaningful amounts of resources into
support of private enterprise development and the re-
building and restructuring of the agricultural support
system. The low option should be considered only in
the unlikely events that there is a serious deterioration
in political stability or there is a total retrenchment

in the government's reform efforts.
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c. PL 480

Wé request no PL 480 program for Uganda at this
time. We do believe that it would be helpful to
providc a carefully structurcd program of Pl 480
assistancc if it could bec uscd to support important
economic reform objectives. The government recently
has renewed its rcquest for a PL 480 program. We are
exploring a possible activity that would integrate the
divestiture of government-owned oil processing facilities
with the future production of new 0il seed crops. The
initial stage of this activity might be supported through

PL 480.



D. PROGRAM MANAGEMENT

An Acting Director and an Administrative Assistant
now are onboard with USAID/Uganda. An Agricultural Officer
will arrive in February, 1982 and we are recruiting a
Management Officer and Project Officer. This staff should
be able to manage and implement the program recommended 1in
this CDSS. In the past USAID has rclied heavily on REDSO/EA
for technical services including legal, contract, prciect
design and supply management. The Regional Financial
Managemecnt Center also has provided cxcellent support to
USAID and we anticipate the need for continuing suppcert
from both of these operations.

Projects will be carried out primarily with contract
personnel. USAID has had a close relationship with many
of the PVOs in Uganda including CARE, the Experiment in
International Living, Save the Children and others. We
will continue to draw upon their services and will be supportive
of future efforts on their part in Uganda so long as they
are complementary to AID's efforts in our primary area of

concentration.





