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INTRODUCTION

Since the FY 1984 Country Development Strategy Statement:

Uganda was prepared in carly 1982, scveral key documents on
the Ugandan economy have becn complcted. The most signifi-

cant papers are Recovery Program 1982-84, Republic of Uganda,

April 1982; Uganda: Country Economic Memorandum, World Bank,

March 1982; Uganda: Agricultural Scctor Assessment, AID,

March 1982; and Uganda - Request for Stand-By Arrangement,

IMF, July 1982. These documents and the convening of the
Consultative Group mectings in May 1982, have afforded an
opportunity to preparc a supplement to the FY 84 CDSS to
help refine AID development strategy over the next three
years.

Because this document 1is a supplement to the CDSS it
does not include sections on the full range of topics re-
quired for a CDSS. Furthermorc, this paper is prepared with
the understanding that the decisions which were made on various
program elements during the course of the CDSS review still
stand and therefore nced not be treceted in this supplement.
This paper concentrates on prescntation of a review of the
present status of the Ugandan cconomy and, combining the re-
sults with AID programatic cmphasecs and constraints, offers
a course of action for thc AID assistance program over the
next three years.

The data in Tablc 1 show that up to 1971-72 the Ugandan

economy was performing moderately well when the cconomy went




Table 1. UGANDA: COUNTRY DATA?

Area ) 236,000 sq km
Population 12.63 million (1980) gopuéétign Dfn31ty 53.5 persons per sq. km.
Rate of Growth 2.6% (between 1969-1980) op Density less lake
and swamp areas 65.0 persons per sq. km.

GNP per capita jn 1980 U.S. $280.00

GROSS NATIONAL PRODUCT IN 1980 ANNUAL RATE OF GROWTH (%, Constant Prices)
US$ Million % 1967-71 1971-79 1980 '
H
GNP at Market Prices 3,536 100.6 4.4 -1.7 -8.1 !
Gross Domestic Investment 129 3.4 4.0 -13.0 21.9
Gross National Savings -128 -3.8 3.8 - -
Current Account Balance -248 -7.0 - - -
Export of Goods, NFS 332 9.4 0.4 -10.6 -22.4
Import of Goods, NFS 572 i6.2 -0.1 -7.5 18.0
Average Annual Rate of Inflation 1960-70 1970-80
3% 30%
VALUED ADDED IN 1980 (at 1966 prices)b/ GOVERNMENT FINANCE
Ca s o Central Government
Us$ Million % (USh Million) ~ (% of GDP)
Agriculture 424 51.7 1980/81 1971/72 1980/81
Industry 46 3.6 Current Recejpts 3,096 13.5 1.0
Services 350 42 .7 C i 9 6 13.5 31
TOTAL 556 1000 urrent Exrenditure ,99 . .
: Current Surplus -6,900 ~ -2.1
Capital Expenditure 3,840 8.6 1.1

Source: World Bank, Ucanda: Country Economic Memorandum (CEM), March 1982 and World Bank, Wdrld Development Report 1982

k.  The data vary slightly depending on the source. Eastern Africa Country Profiles: Uganda (by L. Berry and E. Hughes,
Clark University, 1980) places 1978 population at 12.78 million, growing at 3.3% which would be 13.64 million in 1980.
The World Bank World Development Report 1982 credits Uganda with $300 per capita GNP.




into a decadc of ncgative growth. Relative to other low-
income African econcmies, before 1970, Uganda ranked among
the highest in terms of international economic integration
{exports werc 26% of GDP in 1960); in terms of the relative
shares of industry and manufacturing (12% and 9% of 1960 GDP
respectively); and GDP growth (5.6% per annum between 1960
and 1970, third highcst after Togo--8.5%~-and Tanzania——ﬁ%).l/
The current account tended to be in surplus and in 1970, for
example, net rescrves were cquivalent to four months of im-
ports. Between 1972 and 1980-81 the index of real income
per capita fell from 100 to 55; annual inflation climbed from

5% to 110%.

This CDSS supplement consists of three sections: Economic
Overview, Elcments of the AID Assistance Strategy; and Program
Aspects of the Strategy. The Economic Overview section des-
cribes the Ugandan cconomy as onc with large, long-range economic
potential and concludes that the main, immediate problem con-
fronting the Ugandan cconomy 1s idle production capacity caused
by severe disruptions under the former military regime and by
the War of Liberation and sustained by the limited ability of
Uganda to import nccessary materials and parts to restore ex-
isting production capacity. The Economic Overview further notes
that Uganda continues to implement broad cconomic policy reforms

and is demonstrating consistent movement toward a market-oriented,

outward-looking, mixcd-cconomy system.




Based on the material in the Economic Overview, the
second section calls for an AID program which will provide
rapid disbursing assistance to rehabilitate small holder
and small holder-related agriculture and to restore produc-
tive capacity of enterprises that provide inputs needed by
rural Ugandans or that process agricultural output. The
program calls for a total of $46 million in DA during 1983,
84 and 85. The $46 million constitutes a $10 million in-
crease over the present planning level. Efforts by AID to
cncourage policy recform will concentrate on the sector level
with particular emphasis on enlarging the participation of
private entrepreneurs and farmer-controlled cooperatives on
pricing agricultural inputs. AID will continue to monitor
ongoing policy discussions between the Government of Uganda
and the Multilateral Financing Institutions and AID will
provide input when such action is judged to be constructive
and productive. The lilements scction also draws attention
to the fact that the structurc of Ugandan agriculturc was
essentially formed in the 1950's wad 1960's but, because a
large number of changes have occurred, there is a need to
initiate a process (c.g., data gathering, analysis and plan-

ning) that will permit Uganda to rcstructurc its agricultural

production pattern and marketing to the economic conditions

of the 1980's.




The last scction outlines a program in which a majority
of total AID assistancc will bec allocated to two major re-
habilitation activitics--provision of intermediate and final
inputs to agriculturc and cnterprises scerving agriculture,
and rehabilitation of agricultural institutions. About one-
seventh of the threc-yecar budget will go to facilitating
longer-term adjustment of the agriculture sector and prepara-

tion for activities aflfter the rchabilitation phase is com-

pleted. It will not be necessary to change the sizce of the

American direct-hire staff from the planned level of six

persons.




IT. [ECONOMIC OVERVIEW

A. Recent Economic Performance

1. Sectoral Structure and Change

The data in Table 2 show the contribution of major
sectors to GDP and trends over a fiftecn year period. In
1980 agriculturc was the largest sourcc of GDP with a 46.3%
share of which 20.1% of total GDP was monctary and 26.2%
was subsistence agriculturc. Government was the sccond
largest sector with a 15% sharc followed by services and
rents. There are no systcmatic data available on the dis-
tribution of employment and exports by sector but by 1980,
agriculture was the source of employment for about 90% of
the population and monetary agriculture provided over 97%
of foreign exchange earnings. Agriculture accounts for
about 60% of government rcvenuc.

As opposed to the 1963-72 pceriod when GDP was growing
at an avcrage ratc of 4.8% per annum and the cconomic base
was expanding, thc Ugandan cconomy in 1980 had become more
concentrated and there had bcen a shift from the monetary to
the subsistence sector. Manufacturing and agricultural pro-
cessing which had accounte . for 8.8% of GDP in 1972, comprised
4.3% of GDP in 1980. Thc dcterioration of the Ugandan economy
appears to have occurrcd in two stages. After pcaking in 1972,

GDP slowly declined (averaging minus .17% annually) until 1978

when output in all of the important scctors of the economy went




Table 2. GR0OSS DOMESTIC PRODUCT BY INDUSTRY
(in millions of shillings at 1966 prices)

1965 1972 1978 1980
1980
Item GDP  Share GDP  Share GDP  Share GDP  Share 1572
Morietary Economy 3939 68.1 5200 69.0 4333 60.3 3762 64.2 .72
“~ agticulture 1324  22.9 | 1680  22.3 | 1462  20.4 | 1177  20.1 0.70
Agro Processing a 85 1.5 95 1.3 39 .5 43 0.7 0.45
Manufacturing 375 6.4 545 7.5 333 4.6 213 3.6 0.39
Other © 299 5.0 373 5.0 272 3.8 177 3.0 0.47
Commerce 779 13.5 806 10.7 646 9.0 527 9.0 0.65
Trasp & Comm 203 3.5 332 4.4 167 2.3 183 3.1 0.55
Governmen 345 6.0 627 8.3 8CO 11.1 882 15.1 1.41
Services 319 5.5 502 6.7 262 3.6 278 4.8 0.55
Rents 212 3.7 240 3.2 352 4.9 282 4.8 1.18
Subsistence Production |1848 31.9 2342 31.0 2848 39.7 2094 35.8 0.89
Agriculture 1494 25.9 1886 25.0 2291 31.9 1535 26.2 0.81
Forestry, Fishing & 127 2.2 162 2.2 198 2.8 209 3.6 1.29
Hunting
Construction 26 4 32 0.4 40 0.6 12 0.2 0.38
Owner Occupied 201 3.5 262 3.5 319 4.4 338 5.8 1.29
Dwellings
GDP at Factor Cost 5787 7542 7181 5856 0.78
Source: World Bank, Uganda: Country Economic Memorandum, Report No. 3773 -
UG, March 31, 1982, Washington, DC, adapted from Table 2.2
a cotton ginning, coffee curing and sugar mapnufacture
b includes manufactured food products -
¢ includes forestry, fishing, hunting, mining and quarrying, electricity and construction
d includes edvcation, health, social and’pergonal services and wafer supplies




into a sharp decline. Between 1972 and 1978, the monetary
economy was declining by 2% annually but growth in subsis-
tence production, at 3.4% per annum, was continuing to match
approximately the growth in population. Average annual
growth rates over the 1972-80 period, howaever, showed appre-
ciably higher rates of declinc: minus 2.8% for GDP, minus
7.6% for combined agro-processing and manufacturing, minus
3.5% for the monetary cconomy and minus 2.3% for subsistence
agriculture. Part of the declinc in subsistencc agriculture
can be attributed to drought.

The last column in Table 2 expresses 1980 GDP as a
proportion of 1972 GDP and shows the incidence of decline by
industry. By 1980 GDP was 78% of 1972 GDP. 1In 1980 produc-
tive, monetized industries were slightly over one-half of
1972 GDP, subsistence production was about nine-tenths of 1972
output and government had incrcascd rclative to 1972 by a factor
of 1.4,

Gross investment--cxpressed as a ratio of GDP in average,
per annum figures--was 12.7% in 1963-70, 8.6% between 1970-

78 and 3% during the 1978-80 period. The national savings
rate was 13.0%, 7.7% and 2.6%, respectively. Although esti-
mates are not available it is clear that Uganda began a pro-
longed period of net dissaving as it began to consume its
capital stock during the late 1970's. The data, while in-

formative, does not fully reveal the magnitude of the disaster




which has fallen on the Ugandan cconomy and people. A
process of gradual, long-tcerm capital consumption was
accelerated by large-scale, systematic looting of farms,
factories, schools, stocks and urban dwellings. The re-
sult was not just an cconomy with a badly depreciated
capital stock, but onc which by 1978 was virtually stripped
of tools, parts,stocks, cquipment and breeding stock. The
physical infrastructure was in a deteriorated or damaged
state and key institutions such as universities and agri-
culture research facilities had lost virtually everything
that was portable or consumable.

In summary, while the data are not comprehensive, they
permit the formation of a basic idea of the structure and
recent performance of the Ugandan economy. The Ugandan economy
is predominantly agrarian with subsistence agriculture pro-
ducing the single largest share of GDP but monetized agricul-
ture also constitutes a significant share of GDP and is the
predominant foreign exchange earner. There has been an
eight-year period of cconomic decline in two stages: gradual
decline from 1972 to 1978 and rapid decline between 1978 and
1980. The end result is a more concentrated economic base
with an expansion in the relative size of subsistence produc-

tion and government accompanied by a decline in the monetary

edonomy including small but critical sectors such as agri-

cultural processing and manufacturing.




2. External Sector

During the late 1960's and carly 1970's, Uganda's
principal merchandise exports were coffee (50-60% of total
export earnings), cotton (16-20%), tea (4-7%) and copper
(6-8%). By 1980 exchange earnings from the latter three
items as well as from tobacco and manufactures had fallen
virtually to zero. The merchandise export velume in 1980
was 36% of the 1972 level. Tourism, which ranked third as
a foreign exchange earner, ceased to exist. Coffee con-
stituted 98% of total export earnings in 1981. 2/

In 1981 almost 80% of Uganda's merchandise export
earnings went to purchase petroleum and government imports.é/
The volume of petroleum imports had remained relatively con-
stant, but because the foreign exchange cost of petroleum had
risen 168% over the last threc years, 30% of the total import
bill went to cover petroleum supplies. In 1980 direct govern-
ment imports (defense, security and administration) were $100
million, down from §$i85 million in 1977 when these imports
constituted 44% of the total import bill. Direct government
imports were estimated to be $60 million in 1981.

In addition to the chronic decline and conceantration

of Ugandan exports in coffee, thc terms of trade fell 51%

between 1979 and 1981.£/ This decline 1s attributed to the

increase in petroleum prices and associated transportation
costs and the decline in coffee prices. Between 1979 and

1981 the decline in coffee exports leveled off at about 110




to 120,000 tons per year. Uganda exported 150,000 tons

of coffec in the 1982 scason, fully meceting its ICO quota.
Table 3 below provides a summary of Uganda's

trade and payments positions over a 13 year period. The

increase in projected export carnings is based on antici-

pated increases in coffec and noncoffee exports, particu-

larly cotton. 5/

Table 3 BALANCE OF PAYMENTS

(in millions of dollars)
1970 1980 1082/83

Merchandise exports f.o.b. 261.6 319.1 365
Merchandise imports c.i.f. -204.9 -503. -592
Trade Balance 56.7 -184. -227

Services (net) -43, - 62. -116
Unrequitted transfers 129

Current Account Balance . . -214

Official flows (net) .o . 167
Private (net) . . 12
IMF credit 26.

Capital Account Balance (nct) . 71.

Overall Balance of Payments . -175. - 35

Sources: World Bank, Uganda: Country Economic Memorandum,
March 1982. Adapted from %aBIe 2.2 IMF, Uganda- "Request for
Standy-By Arrangement,' July 1982Z.

a. IMF projections

b. For IMF data, '"private'! includes net errors and omissions.




Between 1970 and 1980 the overall balance of
payments was negative seven out of ten years with in-
creasingly severe deficits occurring in 1978, 1979 and
1980. The greater proportion of the deficits was covered
by involuntary loans (accumulation of arrcears) and, in
1978 and 1980, by drawing down rescrves. Rv 1980 and
1981, debt cancellation or rcscheduling, increased official

inflows and IMF credits were used to finance the international

payments deficit. &/

The Ugandan debt service ratio for 1981, including
IMF credit, is estimated by the World Bank to be 50% and
about 42% according to the IMF. Between 1982 and 1990 the
debt service ratio, including IMF credits, is projected to
average about 41%.1/

By the end of the War of Liberation in 1979, the
Ugandan economy was in an extremcly difficult economic and
financial trap. Given the country's dcbt arrcarages it was
virtually impossible to obtain thec goods and services neces-
sary to maintain monetary production and thereby earn foreign
exchange to pay overdue international debts. Productive in-
vestment was not feasible because of the existence of perva-
sive price controls, large budget deficits, an extremely
overvalued exchange rate and a high inflation rate. In

June 1981, the first steps were taken by the Ugandan govern-

ment in concert with the IME to address the most serious




policy problems and the IMF provided funds through a Stand-
by Agreement to assist the cconomy during the transition
period. The Ugandan shilling was devalued from 7.8 to 78
to the dollar; producer prices for main export crops were
increased by four to six times their previous levels; most
price controls werec removed; reforms were made in taxes;
ceilings were placed on the budget deficit and on the rate
of growth in the moncy supply; and intercst ratcs were
raised. 8/ The objective of the program was to stabilize
the economy and start to reestablish conditions which would
revive productive economic activity and initiate investment
in economic rehabilitation.

The stabilization and recovery of the Ugandan
economy are¢ critically dependent on the level of foreign ex-
change available to the cconomy. Since over four-fifths of
Uganda's forecign cxchange carnings are allocated to cover the
costs of basic imports, for an interim period Uganda will be
heavily dependent on cxtcrnal assistance to obtain the inputs
necessary for rehabilitation of the cconomy. Because of
standing demands on foreign exchange earnings, the structure
of Uganda's external debt and the time required to restore
production, Uganda's balance of payments will be in a state
of crises for the next three years.g/ The crisis period will
be prolonged if Uganda cannot obtain the inputs to rehabilitate

its production capability and thercby increase forcign exchange




earnings or saving activities. According to World Bank

estimates, a financing gap averaging $180 million annually

will persist for the next few years. 10/ There arc obviously

other important elements involved in Uganda's ecconomic re-
covery; however, forcign exchange availability will remain
a critical constant over the next few ycars.

3. Government Finance

Because of a major movement of cconomic activities
into "magendo'" markets (unofficial and unrecorded trans-
actions) and into smuggling and declining monetary production
the data on public finance essentially reflects the shrinking
of the government sector as an economic agent.il/ In 1972
central government recurrent expenditure was equal to current
revenue; the cxpenditure to rcvenue ratio was 1.4 by 1980,
4.0 in 1981 but dropped to 0.9 in 1982. 12/ The problem of
high government cxpenditurc in 1980 and 1981 was compounded
by the fact that a large proportion of it was for non-pro-
ductive purposes. Public administration--including large
amounts for foreign travel--and defense accounted for more
than 50% of expenditure in 1981.

Because the large central government deficits were
financed by borrowing from the Bank of Uganda, the money
supply doubled between 1979-1981. The IMF estimates that
the inflation rate during this 1979-1981 period was about

100% per year.
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With the series of reforms in 1981, government
revenues increcasced cightfold while expenditure incrcased
by about two and onc-third times. 15/ There is now an
effort to reduce both the budget deficit and the share of
the deficit financed by government borrowing from the Bank
of Uganda. The budget deficit was 76% of government ex-
penditure in 1980-81. The deficit declined to 36% in the
1981-82 period and it is anticipated that the deficit will
be about 21% in 1982-83. The sharc financed by the Bank
of Uganda was equivalent to about 50% of the money supply
at the end of FY 81 but the share is estimated to be about
5% in 1982-83. Total nct domestic credit expanded by 95%
in FY 81 but the ratc of credit expansion is expected to

decline to 33% for FY 82. L4/

The changes between FY 81 and
FY 82 suggest that there is a deliberate and concerted policy
to reestablish economic equilibrium.

Interest rates have been increased since 1981 but
the particular circumstances which have existed in Uganda
have tended to diminish their significance. In June, 1831
commercial banks were offering 5% on savings deposits; in
July, 1982 the rate was increased to 9%. Time and savings
deposits increased by 60% during the year ending June 30,
1982. Lending rates in June, 1981 for agriculture were 8.6%

and 12% for export and manufacturing, commerce and unsecured

loans. By June, 1982 lending rates were increased to 15% for




agriculturc and for export and manufacturing; 16% for
commerce; and 17% for unsccured loans. In November, 1982
lending rates for commerce and for unsecured loans were
increased to 20%.

For the present time the interest rate is not
important as a device to ration funds because of prevailing
excess liquidity in the cconomy. At onc point last year
banks had stopped accepting deposits because of their liquidity
positions. The IMF reports that excess liquidity is gradu-
ally being absorbed and the opening of the second window is
certain to accelerate the process. It is speculated that the
predominant investment determinants now are the relative avail-
ability of investment opportunitics and the level of investor
confidence. As investment opportunities and investor confi-
dence increases and liquidity declines, interest rates will
resume their traditional function. The IMF has indicated that
the adequacy of the interest rate structure will be appraised
in 1983. For now intcrest rates are not an issue.

B. Economic Potential: Agriculturc and Industry

Based on its natural resource cndowment, its accumu-
lation of social and physical infrastructurc and economic per-
formance up to the early 1970's, thcre is little doubt that

Uganda has major cconomic potential. Ugandan cconomic poten-

tial may rank first among the other countries of sub-Saharan

Africa. Tt has {favorable climatic and soil conditions which




combine to form a highly productive and varied agricultural

base. By 1972, the industrial scctor was able to supply

significant amounts of basic inputs, consumer goods and some
exports {textiles). Uganda's road network was onc of the best
in Africa and the country was linked by two rail routes to the
sea. For its sizec Uganda has perhaps the largest hydroelectric
potential in the world. Prior to the carly 1970's Uganda's
school system at all levels had a reputation for high quality.

Ugandan cconomic potential has been hamperced by two
factors: strong cthnic differences and the fact that the
country is landlocked. Today, a third factor is the damaged
condition of the social and physical infrastructure. 15/
The significance of the damage and the resilience of the
system arc the critical questions over the next few years.
Given the government's willingness to institute a series of
policy reforms, however, it is rcasonable to expect that the
damage factor will not becomec a long-term problem inhibiting
Ugandan economic growth.

Agriculture has been the engine of growth in Uganda.
Given the soil, abundant water resources and varied growing
conditions, agricultural potential is robust. There are no
significant natural constraints to achieving large gains in
output or in productivity.

For any cconomy it can be difficult to sustain

growth in agriculturc over the long-term unless therc is scope




to diversify production. Ugandan agriculture, in spite of

its present concentration on coffece cxports, is already

highly diversified and a wide variety of crops can be grown
16/

within virtually all of the major crop categories.
The diversified naturec of Ugandan agriculture

does not emanate from several specialized subsectors but

from typically highly diversified farming operations throughout

the country. The Agricultural Scctor Asscessment observes that

"most peasant farmers will grow at least a dJdozen crops with a
considerable amount of interplanting and keep from one to five
varicties of livestock." (p. 3). The cconomic significance of
diversification at the farm level is that it provides sub-
stantial income stability and it is firm evidence that the
farmer is both technically versatile and sensitive to alterna-
tive earning opportunities.
Eightcen percent of Uganda is coverced by lakes. 17/

The Uganda Agricultural Sector Assessment notes that 'the

potential for increasing the (fish) catch is tremendous. 18/

Livestock are found throughout the country and Uganda has a
substantial dairy industry.

To provide some insight into Uganda's overall economic
potential, it is also uscful to look briefly at the industrial
sector, i.e., manufacturing and agro-processing. In 1972, when
aggregate industrial output was at its peak, the sector pro-
duced 8.5% of GDP, the result of a recspectable 6% average

annual rate of growth during the late 1960's. Ugandan industry




made a significant contribution to meceting domestic demand
in a variety of arcas including basic consumer goods, wood
products, building materials, engincering goods (including
iron and stecl production, rolling mill and fabrication of
iron, steel and non-ferrous parts), fertilizers and chemi-
cals. Therc was a substantial amount of vertical integra-
tion of industry not only in agricultural processing but in
activities such as metal processing. Ugandan industry also
exported textiles to neighboring countries. Blister copper
was an important mineral export. Uganda has appreciable
industrial potential becausc of the country's diverse agri-
culture production, a moderate supply of mineral resources
(iron, copper, phosphates), the remains of the pre-1970
industrial basc and the availability of hydroeclectric power.
There have bcen major changes in the international and
Ugandan economies since industrial output peaked in 1972 but
the fundamental potential for industrial development remains.

C. Policy: Changes, Remaining Issues and Ugandan
Economic Priorities

To help form an idea of the kind of AID program
best suited to Uganda and to make a judgment on the degree of
confidence in achieving country program goals, it is useful
to review the Ugandan economic policy climate and to consider
the direction and rate of policy change. The first notable

change after the War of Libecration was an incrcase in producer

prices for coffec and cotton in 1979; however, the adjustment

was insignificant becausc no mecasurcs were taken to address




basic macroeconomic problems such as the high inflation
rate or the overvalued shilling. Indeed, the interim
administrations injected UShs 4.4 billion into the economy
over an eight month period during 1979 and 1980.l§/

The first significant policy measures werc insti-
tuted in June, 1981. The Ugandan shilling was devalued by
1005, producer prices for traditional cxport crops were in-
creased by 400 to 600%, betwcen April and October of 1982,
petroleum retail prices were increcasecd by about 1000% (over

1000% for gasoline and about 700% for diesel and kerosecne);

most price controls were removed and taxes, money creaticn

and interest rate policies were revamped. 20/ In additicn,

the Government of Uganda announced its intentions to turn
some parastatals back to the private sector, place para-
statal operations on a more market-oriented basis and to
develop a mixed cconomy working in '"open and [ree market”
conditions. 21/ The government announced its intention to
revise the Forecign Investment Act to provide foreign investors
with a series of tax incentives and measures to protect their
investment (e.g., profit repatriation; and dividend, interest
and debt payments in foreign currencies). A bill to compen-
sate or restore ownership of property to Asians was passed
and entered into forcec in February, 1983.

Several serious problems remained after the 1982

reforms. In carly 1982 some of thc problems were:




The Ugandan shilling was still overvalued by
a rate of about 3.6:1;

Foreign cxchange was allocated administratively,
under extreme pressure and with ill-prepared
administrative machinery;

The budgetary process was based on projected
expenditures which were not closely related

to the likely availability of funds;

Expenditurce control was weak;

The investment plan was overly optimistic in

its assumptions about futurc cconomic performance
and availability of investment resources;

Adequate statistics werc not available to serve
as a basis for well-informed decision making;

Powerful and esscentially unproductive parastatals
continucd to exist;

Official producer prices for coffee, tobacco and
cotton provided lower returns than food productionzz/
and the tea price did not cover production costs. —=
In mid-1982 the IMF determined that the Government
of Uganda had satisfiecd all of the 1981-82 program performance
criteria. The GOU requested and received another stand-by
arrangement for 1982-83. By mid-1982 most of the problems
noted above were alrcady starting to be addressed. In June

the government increased producer prices for coffee, cotton,

tobacco and tea between 33 and 100%. Consumer petroleum

product prices were increased 41% in June and raised again
23/

by 25% in November. In June President Obote announced
the government's intention to establish a dual exchange rate
(a "second window'") and to reform government expenditure

practices. (Between mid-~1981 and mid-1982 the official




exchange rate had been allowed to depreciate about 12%).
In April, 1982 the Ugandan Government approved and adopted

a new plan, Recovery Programme 1982-84, as a "blueprint for the
r 24/

economy .’
The June and November price adjustments are bene-
ficial, but the opening of the second window, more rigorous

expenditure control and the contents of the Recovery Programme

constitute significant responses to the problems listed above.
The second window consists of a weckly auction of two million
dollars which opened August 23, 1982. 1In addition to private
importers some government entities are required to obtain
their foreign exchange through the second window. There are
no restrictions on items to be imported although precautions
are taken to prevent capital flight. 1In the first auction

19 out of 28 bids were accepted and a rate of 300 Uganda
shillings to the dollar was cstablished, but the full allo-
cation was not exhausted. In subscquent auctions the full

$2 million has been sold. While a significant part of initial
purchases were for travel, education and medical expenses,

most funds are now used to import consumcr goods, raw materials

and spare parts. The ratc has appreciated to UShs 230:$1.

Foreign exchange is purchased at the second window "with no

questions asked,' and the amount of foreign currency sur-

rendered far exceeded the GOU's expectation. 25/




The GOU has made a number of administrative
changes to improve the operation of the second window.
It has directed that import licensces be issued within

five days and has abolished the 1% import license charge

by the Board of Trade and the 5% predeposit requirement.

An increasing number of items can only be procured through
the second window; recently tires and vehicle spare parts
were shifted to window two. Import duties have been lowered.
Also, the practicc of granting import licenses to importers
with their own foreign exchange has been abolished.

The dual rate system is temporary. The GOU plans
to unify the exchange ratcs before mid-1984 and Uganda will
have established a market-based exchange rate system. The
opening of the second window addresses two of the problems
noted above. It e¢ifectively devalues the shilling and within
a limit it lets importers, not the government, determine the
allocation of forcign cxchange for imports.

A range of measurcs have been initiated to control
and to restrain growth in government cxpenditure and improve
budgetary performance. However, given the country's weak
administrative capacity this continues to be a major problem.
One example of the GOU's determination to control expendi-
tures 1is the reduction in monthly cash allowances for minis-

tries that do not maintain a timely flow of expenditure data.




Another example was the government's decision to hold wage
and salary increases to only 25%. It has taken measures

to improve the structure of the tax system and tax adminis-
tration. Collection of tax arrears and ~rrrent collections
are up significantly. Support for parastatals is subject

to closer scrutiny and the conditions for support are being
placed on a more formal basis through the development of
standard agreements covering repayment of principal, interest

rate, dividend policy, etc.

The Recovery Programme 1982-84 provides a balance

of payments and budget analysis, a resource allocation plan
based on the analysis and a rcaffirmation of the GOU's com-
mitment to improve the institutional environment for agricul-

ture. The Recovery Programme document, prepared and approved

by the GOU, concentrates on resuscltating existing productive
capacity over the next two years. The rehabilitation program
itself is directed toward foreign exchange earning activities.

The pattern of economic priorities 1s evident in the document's

list of project criteria. The criteria are: 26/

(a) projects which promise rapid earnings of
foreign cxchange through increased exports
or savings of forcign exchangc through
judicious import substitution;

projects which will quickly stimulate indus-
trial and agricultural production, particu-
larly those which promotc seclf-sufficiency
in food;




projects which have a positive or at
least minimal impact on the government's
recurrent budget;

new projccts which must be started to
sustain and enhance cconomic recovery and
growth; and

(e) projects of an urgent humanitarian and
social character.

Table 4 below shows the allocation of investment
by sector over the planning period and the total size of

the program.

Table 4. ALLOCATION OF INVESTMENT BY SECTOR
(millions of dollars) a/

Sector 82/83 83/84 84/85 Total

Agriculture 78. 81. 60.0 220.0
Industry & Tourism 62. 96. 53.3 211.
Minerals & Energy 15. 17. 8. 41.
Transport & Communication 40. 68. 46.

Social Infrastructurc 42. S4., 12,

TOTAL 240.1 316.

a. Cost estimates are in 1982 prices.

Source: Government of Uganda, Recovery Program 1982-84,
April 1982, p. 14.

The balance of payments analysis in the plan 1is
an improvement over ecarlier plans; however, the Recovery

Programme analysis, rclative to World Bank estimates, assumes




higher export levels, a lower invisibles deficit, a higher

level of IMF credit and it excludes direct government im-

ports. Nevertheless, the balance of payments projections

in the Recovery Programme are viewed as "a viable macro

framework'" because the level of additional external finan-
cing necessary to implement the proposed program is within
the range of external requirements made in World Bank pro-
jections. Approximately 80% of the $736 million total re-
quirement over the threce year period is foreign exchange.zz/

Within agriculture, investment priority will be
placed on rehabilitating production of traditional export
crops (coffee, cotton, tobacco and tea). Planned activities
include increasing the supply of inputs and implements, restora-
tion of processing capacity, improvement in transport and
collection services and strengthening of extension services.
In livestock, the primary cmphasis is on discasc control plus
restocking of cattle and poultry.

With respect to improving the institutional environ-

ment for agriculture marketing agencics the Recovery Programme
28/

contains the following proposals.

1. Auditing accounts for recent years and intro-
ducing sound accounting procedures.

Instituting effecctive cost controls linked to
the volume of produce handled and the marketing
services performed.

Reducing the size and operating costs of the
Lint Marketing Board. This will include the
handing back of edible oil and soap factories
to the privatc scctor.




Carrying out a study of the export marketing
of coffee. This will consider alternative
sclling arrangements such as auctions and
investigate the economic viability of the
central coffce processing and storage unit
and the scope for improving the quality of
coffee from the rural processing factories
as an alternative to reprocessing.

5. Reorganizing and streamlining the parastatals
serving the tca industry.

The Rccovery Programme also states the intention to

strengthen agricultural cxtension scrvices' abilities to pro-
vide technical assistance to farmers. Extension staff will
be equipped with demonstration materials, given refresher
courses and will work togcther with foreign agricultural
advisors.

Agricultural pricing policy will take into account
the relative prices of farm products and the price of the
collection of consumer goods and inputs purchased by farmers.
The Programme further states that therc will be systematic
adjustments in cxport crop priccs to reflect world market
trends and currency fluctuations.

An Agriculture Sccretariat recently has bren estaeb-
lished to coordinate agricultural policy and programs among
the diverse ministries that influence production and marketing.
The Secretariat will include experts provided by the World
Bank. A principal task of the Secretariat is to make agri-

culture price recommendations based on analyses of farmer

production costs, opportunity costs and other prime factors.




Production of consumer goods oriented toward
farmers 1is emphasized in the industrial rehabilitation

program and the Recovery Programmc calls for conversion of

industries from oil to electrical power in recognition of

Uganda's high petroleum import bill. The Recovery Programme

states that resources will be allocated to regenerate industry
29/

on a selective basis. Priority will be given to:
1. The rchabilitation of agro-bascd industries
for proccssing coffce, cotton, tea, sugar
and others.

Import substitution industries in the produc-
tion of:

a) agricultural inputs such as hoes, fertili-
zers, insecticides, gunny bags and packaging
materials.

b) the production of essential consumer goods,
e.g., sugar, salt, soap, scholastic materials,
textiles, footwear, pharmaccuticals.

Construction materials industries; such as

cement, stecl, wood, clay, paint, nails and

quarry products.

Industrics with grcat impact on government

revenue carnings, e¢.g., beer, tobacco, soft

drinks and spirits.

Therc arc no broad cconomic policy issues still
remaining that impinge dircctly on AID country program concerns
that are not being addresscd by the GOU. Tt is crucial that
Uganda continue to refine its sectoral policies in line with
the broad macroeconomic reforms and that progress be made in

improving administrative capabilities. These concerns, how-

ever, are not significant policy issues per se. Some specific




policy problems do remain, however, concerning the existence
of official prices for coffee, cotton, tea and tobacco, the
future role of the crop marketing boards and possible impedi-
ments to growth of rural, privatc traders.

The setting of producer prices administratively
for Ugandan traditional cxport crops remains a concern even
though export crop prices arc to be linked to international
prices and systematically reviewed. With the notable excep-
tion of coffce, there docs not appear to be any discussion of
eliminating administered prices altogether. The idea of
auctioning coffee is being considered. It is also signifi-
cant that the Agriculture Secretariat is not restricted in
the recommendations it can make. This means the entire set
of agriculture prices and price policies are subject to
change. Because pricc policy is such a critical area, the
operation of the system will be monitored.

The questions concerning the Coffee and Lint
Marketing Boards arc closcly related to the issue of administered
producer prices.

There is broad agreement that these boards, which
control the marketing of coffee and cotton, do not provide
essential services whereas they add to total costs. Again,

given the plans to overhaul the Lint Marketing Board, and the

proposals for the Coffce Marketing Board (items 3 and 4 above),

there appears to be movement toward a much more efficient

arrangement. ég/




The AID country program may not concentrate
specifically on assisting in production of traditional
crops but these crops are important to most Ugandan farmers
and the economics of these commoditics interact with other
efforts directly supported by AID. Obviously Uganda is in
a time of major policy change. Both administrative pricing
and marketing boards are being rcviewed by the GOU and the
World Bank. It is not necessary for AID to become actively
engaged in policy discussions in these areas now; however,
they both warrant close monitoring.

The issues of restraints on cntry of private
traders into rural commerce and pricing of agriculture inputs
are more immediately relevant to AID concerns. The government
no longer restricts or controls movement of goods by private
traders among districts. But, to cngage in commerce, traders
arc required to be licenscd by district-level authorities.
The district authoritics frequently have close links to dis-
trict unions and/or established and powerful private enter-
prises which conduct business with farmers. Thus there
are circumstances in which district authorities may be reluc-
tant to allow entry of new competitors. A competitive rural
distribution system is important because it enhances effi-
ciency and because a compctitive industry tends to pass on

cost savings and input price recductions while paying higher

prices for farmers' products. Although there is no systematic




evidence that there is widespread restraint on entry of
new enterprises, the conditions are such that the issuec
will receive closc attention as the AID program is imple-
mented.

Input pricing policy has been a problem because
the government has tended to set the prices of some agri-
cultural inputs and tools below the market clearing price.
Hoes, onc of the basic agricultural tools, are a case in
point. The ecxistence of the difference between the official
price (ex factory) and the higher price which can be obtained
in the market, creates an incentive to divert supplies from
their scheduled distribution, e.g., through the cooperative
system to farmers, and scll them privately at the market
price. This activity is not particularly adverse in terms of
the cconomy as a whole so long as farmers obtain the inputs,
but the subsidy 1s not passed on to the intended recipients.
The major economic problem of underpricing the tools is that
there is frequently an incentive to cxport the implements to
neighboring countrics thus thwarting the entire effort. This
problem is compounded by the dumping of hoes by foreign manu-
facturers or the provision of hoes on a grant basis by foreign
donors, with the government passing the hoes on as a grant

to farmers. There have been some upward adjustments in input

prices over the last ycar but therc remains a nced to estab-

lish a policy which links the price of inputs provided under




grant assistance to their veal ¢ i.f. import prices. AID
is following up on this problem with the government, other
donors and domestic hoe manufacturers.

Security is and will remain an issue in Uganda
for some time. ‘''Security" is an cuphemism for referring
to a situation in Uganda involving threats, ccercion or
actual destruction of lives and property. Inscecurity is
a more descriptive term. The degree of insccurity has varied
from a state bordering on anarchy in the spring of 1979, to
a more stable condition in which violence or the imminent
threat of violence are rclatively infrequent and not common-
place. Insecurity 1s related to economic performance by
impeding economic transactions and discouraging investments.
Thus insecurity can exert a powerful negative effect on
rehabilitation efforts and cconomic performance. Because of
the nature of the problem, systematic information is not
available; however, it was indicated in the FY 1984 CDSS,
based in part on travel cxpericnces through most of Uganda
by the CDSS team, that the sccurity situation has improved
appreciably over the last year and that most of the country-
side is peaceful. It is not feasible to forecast the future.
The process of setting out a thrce-year assistance program
requires an assumption about seccurity over the next three

years. The assumption in this strategy is that the trend

of decreasing insccurity established over the last year will




continue. In addition to the gencral cvidence of declining
insecurity in support of the assumption, it is noteworthy
that: (a) the large-scale and rapid movement by the govern-
ment toward cconomic liberalization of the economy is evi-
dence of the government's interest in increasing stability
in general; and (b) the U.S. is an important bilateral donor
in Uganda both with respect to Uganda and to other donors,
and thereforce, becausc of its strong presence in Uganda,

will cncourage further improvement in the sccurity situation.

D. Summary and Conclusions

Up to 1971 Uganda was one of the most economically
advanced countries in sub-Saharan Africa. But after almost
a decade of decline the Ugandan economy was mired in a classic
state of economic crisis and stagnation. The economy was
characterized by high inflation, large international debts,
a highly overvalued exchange rate, a decimated modern sector
and a heavy burden of cconomic rcgulation and state control.

Since 1981, howecver, major policy reforms have been
introduced to stabilize the economy, to reduce the degrec of
government economic involvement and to initiate an economic
recovery program. The structural makeup of the Ugandan economy
is unusually diversified for a country with an annual per
capita income of $280. About two-thirds of GDP is produced

in the monetary sector (in 1980) and one-third is subsistence

production. Uganda is predominately an agrarian economy and




society where agriculturc accounts for 46% of GDP with
subsistence agriculture producing 26%; the agriculturc
sector produces over 95% of exports; and 85 to 90% of
the population lives in rural areas. The external sector
is characterized by a new, dual exchange rate system, a signi-
ficant foreign exchange constraint, a heavy demand on foreign
exchange earnings to pay for neccssary commodity imports
(e.g., petroleum) and debts, whilc merchandise exports con-
sist almost exclusively of coffce. The cconomy is critically
dependent on official inflows to provide the equipment, spare
parts and commodities necessary to restore the productive
capacity necessary to maintain and eventually increase export
levels.

Because of a favorable natural resource endowment
and industrious and market-conscious farmers, Uganda has a
high potential in diversificed agriculture. The country also
has substantial industrial potential. Uganda is in the midst
of a widespread cconomic policy overhaul in which pervasive
government economic regulations, control mechanisms and owner-
ship are being dismantled in a major policy shift to a market-

oriented, mixed economy. The full range of macroeconocmic

policies are being adjusted to stabilize the economy and to

complement the shift. The exchange rate is being put on a
market basis; monetary and fiscal policies have been drastically
altered. The central govcrnment budget is being brought under

control as is demonstrated by the ratio of recurrent expenditure




to recurrent revenue which has declined from 1.4 to .9

between 1980 and 1982. Cecntral Bank financing of the

budget deficit has decclined from 50% of the money supply

in 1981-82 to a projected 5% in 1982-83 thereby drastically
reducing growth in the moncy supply. A rational economic
recovery plan has been adopted which stresses rehabilita-

tion of agricultural export production and processing capacity.

The preceding examination of the Ugandan economy

yields the following Conclusions:

1. The Ugandan economic resource endowment--
natural, human and institutional--and
Uganda's pre-1972 economic performance,
taken together, indicate that Uganda
possesses the economic potential to attain
readily and to maintain a high rate of
cconomic growth and development.

The Ugandan cconomy has moved from chaos
to a stable condition while the entire
economic policy framework--fundamental,
macroeconomic and sectoral--is being dis-
mantled and rebuilt.

Ugandan economic strategy is based on an
outward-looking, market-oriented, mixed-
economy model which seeks to utilize
those domestic resources which are in
most abundant supply.

Foreign exchange is the critical element
needed to fuel economic recovery and thereby
allow the economy to generate the additional
foreign exchange to pay its large external
debt obligations while continuing to recover.
The Ugandan cconomy can productively utilize
the amount of recsources called for in the
government's economic plan.




Based on the preceding points it is concluded that

with respect to the AID country program, Uganda strongly

warrants the maximum possible increase in development assist-
ance in the shortest possible time. Recognizing the unique
situation, i.e., rapid rchabilitation of production capacity
over a short time period, it 1s nccessary that development
assistance be in a form which is tailorcd as closely as
possible to respond to the situation. Finally, it is abun-
dantly clear that AID assistance be directed to rehabilitating
agricultural production--including agro-processing--in acti-

vities which wi 1 increase foreign exchange earnings or savings.




III. ELEMENTS OF THE AID ASSISTANCE STRATEGY

A. Introduction

Section II of this CDSS supplement described the
Ugandan economy. In the process of examining the macro-
economic aspects and the changing policy cenvironment,
Section II also indir~ated the general direction for the
AID program to follow. One purpose of this section is to
develop the recommendations from Scction II by incorporating
other general guidance and constraints which impinge on an
AID program. A second purpose is to provide a sense of pro-
portion and indicate what can be expected from the AID program
in Uganda. A third purposc is to outline how the AID program
in Uganda will address the Agency's priorities of policy re-
form, private sector devclopment, technology transfer and
research, and institutional development.

B, Assistance Level and Rationale

The annual level of AID assistance to Uganda is a

prime element in the design of the country strategy. In the

review of the FY 1984 CDSS AID concluded that the FY 83 funding

level for Uganda should be increased from $5.5 million to at
least $10 million as a base from which the program would grow
if budget levels permitted (State 100928, April 15, 1982).
The premise for this strategy supplement is that the annual
assistance levels contained in Table 4 of the FY 1984 ABS

will essentially be shifted back one year such that the




FY 83 level will be $12 million; the FY 84 level will be
$15 million and the budget will be $19 million in FY 1985,
for a total of $46 million over the three-year perviod.
This constitutes a $10 million increase over the complete
plan period from the projections contained in the FY 1984
ABS.

To provide some perspective on the planned AID
assistance budget relative to aggregate levels and to other
donor levels, the projected balance of payments financing
gap (average) for each of the threce coming years is $180
million. 31/ The World Bank began disbursement of §95 million
for rehabilitation in 1981-82 and recently committed an addi-
tional $207 million for a combination of industrial, agricul-
tural, education and general rehabilitation purposes. The
Buropean Community (EC) will be committing approximately $100

million over the Recovery Programme period. It is not possible

to say with precision where the United States will rank among
bilateral donors in 1983 but it is plausible that, with a DA
level of $12 million in FY 1983, the United States will be one
cf the larger donors, perhaps along with the Saudi Fund, the
African Development Bank and the Luropcan Development Fund

if these institutions continue their 1982 commitment levels

of approximately $15 million each.iz/ The UK, FRG, Italy,

France, Australia, and Canada each are committing annually

between $3-10 million.




With an average annual budge* of $15 million
AID will pursue threc overall objectives in Uganda: (1)
help relieve the pressing foreign exchange constraint;
(2) contribute to rehabilitation of productive capacity;
and (3) maintain an active role in the continuing process

of policy change. 1In the pursuit of thesc three objectives

AID is only one of scveral donor participants and the ob-

jectives cannot be achicved by AID alone. The relative
level of assistancc is not directly proportional to the
degree of contribution to the three objectives: there tends
to be a dirvectly proportional relationship between the bud-
get level and relief of the short-term foreign exchange con-
straint. However, for the sccond objective, the contribution
can be morc or less depending on the promptness and quality
of the AID program. The role of AID in the policy process is
disproportionatcly greatcr becausc the United States is a
repository of large amounts of technical expertise and because
of the international position of the United States.
There are scveral reasons why the cumulative §$10
million increase 1is warranted. These include the following:
1. Uganda has the human and natural resources

which, if complemented by the incremental

financial resources, can yield steady, long-

term growth;

Uganda has alrcecady implemented sweeping policy

reforms and is continuing the process. The

fundamental policy reforms which constitute

the nccessary conditicens for cconomic growth

have been instituted. Additional funds arc

important to reinforce the government's
commitment to the reform effort.
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3. Uganda, because of its current economic
status which is characterized by under-
utilized plant and farm capacity can
rapidly and productively absorb addi-
tional foreign exchange resources;

4. It is important for the United States to
demonstrate in material terms that it is
responsive to African countries which
make major moves toward a market-oriented
economic model and which cooperate with
multilateral institutions;

5. Uganda, in concert with the international
donor community, can demonstratc to other
African countries what sound, market-
oriented economic policies can accomplish;

6. Uganda clearly has the potential to become
a regional growth center and efficient
supplier of agricultural products and basic
manufactures to neighboring countries thereby
providing an impetus to economic growth for
the entire region.

C. Local Currency Programming

The three-year program will generate a substantial
amount of Ugandan shillings. The guiding principle for local
currency programming will be that the financial resources be
used to support, as directly as possiblec, the AID effort to
rehabilitate small holder agriculture and to assist activities
closely related to agriculture. The emphasis on agriculture
should be acceptable to the GOU since Ugandan officials have
been consistently receptive to this emphasis in discussions
on the subject.

Assuming that growth in money supply will be main-

tained within the bounds set out in IMF-GOU agreements, local

33/

currency generations will be directed to the fcllowing areas:~~




Rural Credit - There is a large potential

demand by farmers and by primary cooperative
societies for tools and other purchased inputs.
Making credit available to farmers would facili-
tate the AID effort to provide agriculture inputs.
AID initiated a successful small farmer credit
scheme in the 1960's, and the GOU is eager to
reactivate it. 34/

Reconstructions and Repair - There is a sub-
stantial need for local currvency to pay for
reconstruction and repair work on educational
and rescarch facilitiecs in the agricultural
sector. Uganda has scventecen district farm
institutes, two agricultural colleges and one
cooperative college, all in need of physical
rehabilitation. This non-recurrent expendi-
ture will dircctly complement the AID effort
to rehabilitate agricultural institutions.

Rebuild Inventories - Agricultural institutions
do not have the stocks of spare parts and con-
sumables which are necessary to allow full-
scale operation. Much of these materials can
be obtained locally. Again, this type of
shilling expenditure will directly support the
AID effort to rehabilitate agricultural in-
stitutions.

Agriculturc Rcassessment - There will be sub-
stantial local costs associated with AID efforts
to develop alternative crops and production
mcthods and to collect and analyze data for
decision-making.

D. Equitable Growth

The promotion of equitable growth is a basic tenant
of AID assistance policy. That is, to the maximum extent feasible,

AID assistance is designed to reach the maximum number of partici-

pants who cannot otherwise readily increase their incomes and

in amounts large enough to accompliish the purpose of the assist-

ance. The AID strategy in Uganda will incorporate cquitable




will be maximized by designing projects to yield as much
domestic valuc added as possible (i.e., projects that tend
to provide intecrmediate inputs, equipment and spare parts
rather than final goods) and thereby restart local produc-
tion processcs and maximize the cmployment effect. Ex-
perimentation with ncw technologies during the rchabilita-
tion program will be kept to a minimum.

E. Functional and Geographic Concentration

Neither functional (e.g., specific crops or
activities) nor geographic concentration are seen as prime
determinants influencing the AID program cver the next three
years. The rehabilitation emphasis of the strategy implies
that the allocation of assistance will be responsive to oppor-
tunities to restore productive capacity for activities which
are linked to small holders or to hclp increase the produc-
tion or income of small holders. Some inputs may be distri-
buted throughout the country. And, because Ugandan farmers
are pelyculturalists, farm inputs such as hoes may be used
for a variety of crops.

There is no a priori reason to designate a specific
geographic region in Uganda as the one in which AID will con-
centrate except that the distribution of some inputs and the
location of some activities will be influenced by other donor

efforts. For example, the International Fund for Agricultural

Development is providing comprehensive assistance to farmers in




growth concerns by directing assistante toward Ugandan small
holder farmers. Whereas systematic data are not available

on rural land holdings, it is known that Ugandan agriculture

is predominately small holder in form. The final users of
AID-provided commodities can be determined by the selection

of the goods themselves and by designing projects which have
small holder-oriented delivery systems. Thus the AID program
will directly assist small holder farmers and activities which
are critical to small holder farming, i.e., production or proc-
essing of farm outputs.

The fact that the AID strategy is to assist in the
rapid regeneration of existing production capacity, imposes
certain inherent constraints. To usce an imaginary example,
it may be possible to choose tetween rebuilding a single firm
or establishing 10,000 artisans to produce the same quantity

of output. Assume further that both alternatives have similar

rates of return but the second alternative has a gestation

period three times greater than the time required by the
first alternative and the risk factor is also three times
greater. The second alternative has more favorable income
distribution and developmental characteristics than the first
alternative. In the proposed strategy thce first alternative
would be chosen because the first alternative is more likely
to yield results rapidly. Given the limits implied by the

rehabilitation approach, the economic impact of the AID program




six districts in castern and northern Uganda while the British
are assisting cotton production and processing in eastern
Uganda (Teso and Bugisu). Thus, AID assistance which would
otherwise tend to duplicatc other donor efforts will be
directed to districts in the central and western part of

the country.

F. Privatc Sector and Policy Aspcects

The AID country program will support the expansion
and development of the Ugandan privatec sector as a basic ele-
ment of AID strategy. This strategy element will be put into
practice by designing projects in ways which emphasize private

entrepreneur participation as well as the development of

Uganda's private cooperative movement. 35/ AID already has

provided major assistance to Ugma Engineering which has been
returned to the original Asian owners but with government
participation. Virtually all activities involving provision
of intermediate inputs to manufactures and agricultural proc-
essing will involve private or private-government enterprises.
As noted above, AID project design will place special emphasis
on the use of private businesses and traders as intermediaries
in the distribution process. In addition, there will be the
maximum possible stress on utilization of farmer-controlled
cooperatives and other farmer-lcvel groups as project parti-

cipants.




The policy framework now exists in Uganda that
should enable the private scctor to rcassume its considerable
influence on cconomic development. While AID will urge the
government to revise some administrative barriers inhibiting
more rapid rehabilitation of the private sector (ec.g.,
licensing requirements), our greatest contribution te its
development will be through the provision of foreign exchange
on a term crcdit basis. AID also will help reestablish the
capacity of the banking system to service private sector needs.,

Privatc scctor and market forces will also be pro-
moted in policy discussions at all levels. The Ugandan Govern-
ment is already moving rapidly to divest itself of control
and ownership of a large number of activities in favor of the
private sector. AID cfforts on behalf of the private sector
at this level will tend to concentrate on facilitating this
process rather than unneccssarily "convincing' the government
to do what it is already d-ing. At the macroeconomic policy
level USAID will conduct informal discussions with GOU offi-
cials as a means to kecep AID appraiscd of progress in Uganda's
reform effort and to keep Ugandan officials informed about AID
interests. At the same time USAID will maintain contact with
IMF and World Bank represcntatives, again to exchange views and

information on macroeconomic policy developments. USAID will

not seek to engage directly in the highly technical and sensi-

tive discussions which arc occasionally conducted between




Ugandan and IMF or World Bank officialr,. If, in the judgment
of USAID, a serious macroeconomic policy issuce arises, USAID
will discuss the problem with Ugandan officials, and, if
appropriate, with IMF, World Bank or other donor officials.
USAID will participate directly in policy decisions by sup-
porting an effort to collect and analyze data on agriculture.
USAID will make this data available to the Agriculture
Secretariat which has been established in a collaborative
effort between the GOU and the World Bank. One of the Agri-
culture Secretariat's key functions is to recommend pricing
changes to the Ministry of Agriculture.

It will be AID strategy to play a direct role at the
sector level, particularly with respect to policies which re-
late directly to AID assistance activities. Thus, in the
course of implementing its development assistance activities
AID will encourage the GOU to liberalize input and output dis-
tribution and marketing systems and to alter the agriculture
input pricing system. Simultaneously AID will explore measures
which will stimulate private enterprise activities such as
the elimination of administrative barricrs to the efficient
functioning of privatc traders.

G. Technology Transfer and Resecarch

The AID program in Uganda during the Recovery

Programme period will help restore existing productive capa-

city and enable poorly functioning institutions to resume




more productive operations. Therefore, AID will have only

a limited impact on technolugy transfer and research during
the period of this CDSS supplement. As the Eeconomic Overview
has outliined, Uganda's farmers are sophisticated, produce a
variety of crops and livestock, and are quite responsive to
new technological developments that will enable them to in-
crease productivity. But, they are unable to produce now at
capacity given the technology with which they are already aware
because of the lack of agricultural inputs and transport and
because of the inefficiency of the institutions (cooperatives,
banks, marketing system, ctc.) that should be serving their
needs. Thus, during the 1983-1985 period AID will focus on
recapitalizing small farmer enterprises and on rehabilitating
agricultural service institutions.

While technology transfer and research will not be
major components of the AID program in Uganda over the near
term, a number of proposcd activities nonetheless will develop
more efficient production methods and increase production capa-
city through new technology. Our efforts to restore edible
0il production will require the identification of new oil seed
varieties and their adaptation to Ugandan conditions. The
Manpower for Agricultural Production project should restor=z
the capacity of a number of Ugandan agricultural training
institutions to impart production skills already existing
in the country. Rchabilitation of the cooperative movement

will rcquirc the adaptation of modern accounting and financial
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systems as well as improved methods of stock control and
transport management. Thus, in all thrce instances the
transfer of appropriate technology adapted to Ugandan
realities will be an important by-product of our larger
effort.

During the period of thc CDSS supplement AID
will initiate a number of activitics that will lcad to a
program with an emphasis on tcchnology transfer and research
during the out years. First, AID will undertake a study of
agricultural production costs and returns. The results of
this should help identify areas of production inefficiency
and provide guidance on areas where new technology should be
explored. AID will also initiatec an apprailsal of the status
and priorities of Ugandan agricultural resecarch. This should
provide the basis for determining future agricultural research
activities as well as the role of AID in supporting this work.

H. Institutional Development

The 1984 CDSS provided a comprehensive overview of
the key institutions that influcnce Uganda's economic develop-
ment. It details how they progressively deteriorated under
the Amin regime and were supplanted by the army, which became
the most important institution in the country. In terms of
mobilizing Uganda's considerablc economic development poten-
tial, the most important institutions are its private co-
operative movement, the marketing system, existing productive

enterprises, the transportation and communications system,




financial services, the educational system, extension net-

works, health systems, the country's research capability,

and institutions to maintain law and order.

By the time the current government initiated its
economic recovery program most institutions were functioning
at low capacity; morale and commitment to institutional
growth werc subordinated to personal gain. As Uganda became
increasingly isolated from modern western developments,
technology used in its institutions became stale. Physical
infrastructure deteriorated as few investments were made in
maintenance and repair, much less in increasing capacity.

The looting that accompanied the Liberation War destroyed
much of the physical asscts that had not been consumed during
the military regime.

The 1984 CDSS also identificd the key institutions
on which AID should focus its resources in order to rehabili-
tate and expand their capacity to contribute to the Recovery

Programme's goals. The priorities include rejuvenating the

once strong cooperative movement, improving the efficiency
of the crop marketing function, and rehabilitating the in-
dustries and training institutions serving the country's
small holder farmers.
The cooperative movement in Uganda provides a number

of vital services to the country's rural poor. It functions as




a source of vitally needed farm inputs such as seeds, agri-
cultural implements, pesticides, fertilizer and cattle drugs.
It is a democratic movement, operates in response to free
market forces, and functions as a private enterprise. It
encourages rural savings and has handled production credit
schemes. It processes, transports and markets virtually the
country's entire export cash crop output. Further, it opecrates
a number of crop proccssing facilitics as well as a number of
enterprises such as poultry or pig production, butchering and
marketing.

Through the Food Production Support project AID is
deeply involved in the rehabilitation of the cooperative move-
ment. This includes restoring not only the institutional
functions of cooperatives such as accounting, crop financing,
production credit and transport but also its role as a pur-
veyor of agricultural inputs. This cffort will continue
through 1984 in the Food Production Support project, and
thereafter will be expanded into new areas under the Co-
operative Development project.

The efficient functioning of Uganda's marketing
institutions is vitally important to the income and standard
of living of the country's rural poor. These institutions

include not only the cooperative societies, district unions

and processing facilities, but also the marketing boards and

banking system that service related needs. As outlined above




AID already is working to make the cooperative system more
effective. AID was instrumental in drawing GOU attention

to the critical importance of the marketing boards through

a study AID financed on the Lint and Coffee Marketing Boards.
Since then the GOU has decided that its export sales opera-
tions must be improved, and is considering a number of the
recommendations made in the AID-financed report. While we

do not anticipate having further financial input to this
process, it is an important clement in our policy agenda with
Ugandan officials.

An efficient banking sector is important to the
production and marketing of Uganda's foreign exchange earning
crops. The banks not only provide crop financing, but also
they have funded production credit programs and are integrail
participants in the restoration of productive capacity through
their financing of cooperative enterprises such as gins, coffee
processing factories, dairy operations, and tobacco curing
facilities. AID is working on restoring the institutional capa-
city of the cooperative banking network through the Rehabilitation
of Productive Enterprise project,an activity that will finance
long term training and advisory services to the bank as well
as providing needed foreign exchange on medium term credit terms.

The third element of AID's institution building

strategy in Uganda is our direct participation in the rehabili-

tation of individual enterprises. This will expand as the




Rehabilitation of Productive Enterprise nroject gets
underway. Already AID has gotten two farm implement
manufacturers, one of which is under a private manage-

ment arrangement, back into production. We anticipate
getting another 10-12 enterprises underway, including a
panga factory, cooperative pig and poultry production and
marketing facilities, small farmer dairy operations, and
other manufacturing enterprises. Through a combination of
capital assistance, technical services and training each of
these individual enterprises should be able to continue
operating as viable private sector institutions without need
for further assistance in the medium term as Uganda restores
its capacity to finance needed imports with its own foreign
exchange earnings.

AID efforts to support the development of self-
sustaining institutions in Uganda aiso is manifested in our
efforts to revitalize the training facilities that are pro-
viding new technology and production skills to the country's
farmers. The Manpowcr for Agricultural Development project
emphasizes the importance of reestablishing the close rela-
tionship that once existed betwecn the District Farm Institutes
and agricultural colleges and the country's rural producers.
It will develop not only the physical infrastructure at these
facilities but also the capacity of their trainers and staff

to better serve locally identified production needs.




In summary, the proposed program for Uganda

places heavy emphasis on getting a number of vital insti-

tutions functioning again as well as improving their capa-

city to serve rural neceds. All of these institutions existed
in the past and filled major nceds of the agricultural and
productive sectors. But, they decayed under the military
regime and are not now operating at full capacity. The AID
program will focus on restoring their functions, rebuilding
needed staff, improving their adaptability and motivation,
and establishing a self financing base for their continued
operation in the future.

I. Adjusting to the 1980's

The basic structure of the Ugandan economy in 1982
is the economy which developed in the 1950's and 1960's; the
composition of production for domestic and foreign markets,
the input mix and the technology go back to the 1960's and
earlier. During a decade of economic hiatus the Ugandan popu-
lation has expanded by 30 to 40% (from 10.5 million to approxi-
mately 13.5 million persons), the international price structure
has changed radically, the East African Community no longer
exists, the structure of international markets and demand has
changed and there have been major changes in technology. If
Ugandan economic rchabilitation and ensuing growth and develop-
ment are to be guided by market forces and principles of economic

efficiency, it is unlikely and inadvisable that the future




structure of the Ugandan cconomy replicate that of the
late 1960's.

The first objective of rehabilitating existing
productive capacity (guided by economic efficiency criteria)
is a valid and rational goal, but it is also necessary that
steps be taken during the rehabilitation phase which will
form the basis for making adjustments during the 1980'5.§Q/
While Uganda rectains its basic comparative advantage in agri-
culture and in its major export crop, coffee, the composition
of agricultural production must be reexamined and adjustments
made if Uganda is to sustain growth over the long-term. For
example, the potential for expansion in earnings from coffee
exports is limited because of a quota constraint and the long-
term price prospects for coffee are mediocre. It will be
possible to increase revenue from coffee by upgrading quality,
but this alone is not adequate to support long-term growth.
Cotton is another example. This commodity was the second
largest exchange earner in the late 1960's but its export
prospects are doubtful. With the 30 to 40% increase in popu-
lation between 1972 and 1982, therc has also been a propor-
tionate increase in domestic demand for cotton textiles. At
the same time the freight costs of cxporting cotton have in-

creased several fold, making the net return on cotton exports

lower. Also, cotton is not as well suited to Ugandan growing

conditions as some other crops which offer a higher return.




The Ugandan cconomy is heavily dependent on
coffee for foreign exchange earnings with cotton a distant
(end dubious) second. It is apparent that over the next few
years steps should be taken to exploit Uganda's substantial
agricultural potential by systematically diversifying agri-
culture. Two general directions are indicated in 1light of
the relative changes in prices during the 1970's. With

the incrcase in transportation charges, it is necessary to

develop either high value crops or crops which can be processed

to a higher unit value in Uganda. There is also greater
scope for economically efficient import substitution because
of the increase in the price of imports and Uganda's larger
population. An ideal situation, of course, is to find a set
of new crops which arc import substitutes but which can also
be exported profitably. Oilseeds are one example of a family
of commoditics which fall into this category.

On the production side, it is likely that the input
mix and the technology for many activities are no longer
economically efficient because of the different price struc-
ture and because of changes in technology that have occurred
over the past decade. To the extent a new activity has a
sound economic design these factors are taken into account.
However, it may be useful to look selectively at some existing

activities. For this reason it is urgent that AID initiate




and complete a study of production costs and returns for
differing production patterns.

Given the increasc in population in neighboring
countries during the 1970's and their increase in food im-
ports, Uganda may be atle to develop a substantial food
cxport industry. Many of the foods that Uganda can produce
in surplus--for example maize and millet--are staples within
the region. However, unless some of Uganda's neighbors are
able to establish convertability in their currencies, Uganda
will be limited essentially to a series of bilateral barter
arrangements for most trade within the region. The food

export option, nevertheles, offers appreciable potential

given Uganda's landlocked position and the need to pay overland

transport charges to Kenya and Tanzania.

To be able to sustain growth and development in
agriculture beyond the rehabilitation phase, it is necessary
to initiate the establishment of a foundation for the diversi-
fication of agriculture as soon as possible. To facilitate
this effort USAID will initiate a selective review of diversi-
fication possibilities and survey Ugandan institutional capa-
bilities to support agricultural development. This process
can be expected to involve studies of technical feasibility,
processing and marketing studics, assessments of foreign

markets and pilot projects. Onc study will concentrate on




assessing Ugandan agricultural research capabilities. This
assessment will be used to design an assistance program for
agriculture rcsearch and to help deveclop a research strategy
designed to support long-term diversification. In order to
meve as rapidly as possible into a directly-productive acti-
vity, AID alrcady has investigatcd the cconomic and technical
feasibility of ecxpanding and diversifying oilseed production
and is developing a projecct to accomplish this.

J. Summary of Strategy Elements

Section II provided sufficient information on the
Ugandan macroeconomic situation to yield the conclusion that
the AID program can be most effective if it concentrates |,
heavily on rapidly disbursing assistance to help recapitalize
cmall farmer agriculturc and help restore productive capacity

in the foreign exchange carning/saving arcas of agriculture

and agriculturc-reclated industry. This gcncrél direction 1is

elaborated in Section III. It is recommended that the
assistance level be increcased by $10 m! lion to a total of $46
million over the next three years. The increase is warranted
because of Uganda's ability to use the resources productively
in the short term and because of the eccnomy's long-term
potential to become a regional economic growth center. To
promote equitable growth, the strategy will direct assistance

to small holders and to small holder-related activities. There




will not he deliberate functional concentration other than
that implied by the process of pursuing the objectives of
rehabilitation and assistance to small holders. A number

of institutions that service small farmer needs will be

rehabilitated as part of this strategy. The strategy will

tend to be neutral with respect to geographical concentra-
tion except to the extent that other donor activities cause
duplication. Given other donor activitices it is possible
that geographical concentration will tend to be in the cen-
tral and western districts.

AID strategy in the area of policy will be to play
an active role at the agriculture sector level, particularly
regarding issues related to specific AID assistance efforts.
At the macroeconomic and broad policy level USAID will closely
monitor the situation, maintain contacts with GOU and IMF offi-
cials and, if a distinct opportunity or problem arises, USAID
will discuss the issuc as appropriatc. USAID will contribute
substantively to pricing policy dccisions by making primary
data available from its agriculturc census project. The
thrust of AID policy cfforts at every level will be to pro-
mote the expansion of private cnterprise and to encourage
market liberalization. AID will also support private sector
expansion to the maximum extent possible directly through

its assistance efforts.




Section III concludes by drawing attention to
the fact that major changes have occurrcd during the decade

the Ugandan econcmy degenerated. Major structural adjust-

ments will be necessary if growth is to be sustained beyond

the rehabilitation phasc. The time to start laying the
groundwork for adjustment is during the rehabilitation phase.
Uganda is confronted with the problem of having a narrow ex-
port basc and limited long-term prospects for increasing the
level of traditional exports. To facilitate the development
of agricultural commodities that are better suited to the
economics and markets of the 1980's AID will initiate efforts
to diversify Ugandan agriculture and pursue new market oppor-
tunities with high unit value commodities and foods for

regional markets.




IV. PROGRAM ASPECTS OF THE STRATEGY

A. Assistance Planning Levels and Program Composition

Table 5 summarizes the thrce-year program. The
program will use the development assistance account and
assistance activities will be in project form. All projects
will be grant funded. Almost 90% of total funding will go
into projects which provide necessary production inputs
either in the form of intermediate or final products or as
improved skills and better technology. A small part of total
assistance will go to project activities intended to facili-
tate changes in production methods to diversify agricultural
production and help identify new markets. No PL 430 re-
sources will be required.

In the past USAID has reclied upon central and
regional funds to finance limited family planning activities
in Uganda. Recently an assessment of Ugandan family planning
programs was prepared. It recommended that USAID continue
developing a cadre of trainers, particularly at the nurse,
midwife and auxiliary level, to carry out in-country family
planning clinical training and refresher programs. These
training sessions would be assisted through AID financed
intermediaries. In addition, direct AID funding of some

participants would be required. USAID will continue to

rely on central AID/W and regional funds to support these

activities.




Table 5. PROPOSED ASSISTANCE LEVEL
{(in millions of dollars)

Fiscal Year

Category 84 85

Agriculture Intermediate Inputs 8 8

Agricultural Institution 5 7
Rehabilitation

(strengthening farmecr

organizations)

Develorment and Diversification 2 4
of Agriculturc
(oil secd production) (1) (2)

Family Planning No USAID funding: Central/Regional
funding only.

Total 12 15

B. Program Management

The AID Office in Uganda has six approved direct
hire positions: Mission Director, Executive Assistant,
Assistant Dircctor for Program, Project Officer, Agriculture
Officer and a Management Officer. The Acting Mission Director
believes that the staff size is sufficient to manage the pro-
posed program so long as staff time is allocated to areas
which are contained within the AID country strategy. The
Uganda AID Office will continue to rely heavily on the serv-
ices (legal, contract, commodity management, project and

technical) provided by REDSO/ESA and on the accounting services

of the Regional Financial Management Center in Nairobi.




To manage adequately the rapid c¢xpansion of the

development assistance program we recommend that AID/W

and Mission Management consider altering the composition

of the six person staff from the currently approved pattern.
It is suggested that the Mission Director also function as
the Program Officer and that the Program Officer position be
converted to either a Commodity Management Specialist (with
project experience) or to a Project Officer (with commodity
management experience). This modification, in combination
with continued assistance in commodity management from REDSO
will improve theMission's ability to manage the resource-

intensive program over the next three vears.
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35.

36.

Prior to Amin's military regime private cnterprise pro-
vided the greater part of agricultural inputs and proc-
essing and marketing scrvices. It was noted earlier that
it is government policy to rcinstate private enterprise
but with substantial government participation in some of
the larger enterprises, e.g., 49 to 51% ownership in Ugma
Engineering but with Ugma holding an independent manage-
ment contract.

Concern was expressed in the FY 1984 CDSS and in the
Agricultural Sector Assessment that the Ugandan economy

of the 1960Ts not be¢ recrecated.




