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THE RACKGROUND 

The Board of Directors 
 of the Bank of Uganda approved
establishment of UAF in December 1985. Following that decision 
the 

Managementof the Bank at its meeting in March 1986 detailed its Development FinanceDepartment to provde leadership for organizing and facilitatingsettng theup of UAFA by opening up a desk within the Department for that 
purpose.
 

At Lhe Departmental meeting held Marchon 27, 1986, a nucleuscommittee tas established under the chairmanship of J. Nsereko to work out
in detail the modalities of establishing UAFA as a corporate entity.
Specific terms of reference of the committee are annexed to 
this report.Between April 1986 and March 1987, the commnittee he~d twenty four workingmeetinzs and the product. of that effort constitutes this report.the USAID Duringpericd, provided two rounds of Technical assistance under theprovisions of U'SAID,'ACDI cooperative agreement for about 40 man-months toassist the committee with its work. 

UP-DATING JUNE 1985 UAFA DOCUL1F, 

The Inter-Agency High level credit committee in June 1985 prepared adocument which outlined the salient features of the proposed smallholdercredit system. That docunent was discussed by shareholders vis BankManagers, Marketing Boards and Cooperative Unfons Prospective ownersQraised a number of questions and issues necessitating a thorough reviewnamely ownership structure, capitalisation, ma1nagement, interest rates,
disbursement and loan recovery. The Establishment committee wasspecifically asked 
to address these issues. 
 Given the technically broad
spectrum of the assignmenc., the initial committee had to be enlarged toassume an INter-disciplinary, inter-Agency outlook in its composition 
and
inrilide people faini liar with Agricultural Financing, banking, accountingand audit systems, ':ooperatives and company law. To this effect, membersof the enlarged colnrnittee were drawn from the Minist-ies of Cooperativesand Marketing Agriculture, Animal Industry and Fisheries, USAID/ACDIthe Bank of Uganda. The full list of 
and 

members of the establishment
committee is presented in the Annex to this report. 
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OWNERSHIP STRLrU . 

Ownership was acdressed (luring April and May 1986 in conjunction withthe design and preparation of the memorandum and articles of association of 
UAFA. The Issues shareholders had raised in July 1985 
 and which the
committee addressed included: the dominance of commercial banks in theownership of LAFA; Cooperative Unions which should hold shares in UAFA,constitution of rhf, Board of directors and whether Marketing Boards are
permitte to invesi :'unds in the manner proposed. 

The committee in dealing with these issues recognized the need fordialnogue with shareholders. However, lack of a GOU decision on UAFA and
the apparent reluctance of MCI to facilitate contact with grassroot members
of the cooperative movement precluded refinement.
the desired As a basis
for dialorrue and a CAX decision, the committee recommended the structure spresented in the Iraft memorandum and articles of association with the 
following observations: 

(i) The doiliLnance of commercial banks should be retained 

(ii) Marketing boards are by law allowed to invest in ventures 
outside their normal business when they have surplus funds or
funds not immediately required, provided further that the
responsible Minister permits them to do so. For example, L1IB
(Lint Marketing Board) Act, section 13 
(1) provides that "the

Board 
may invest any money under its control not immediately

requiredi in such investments and securities as are allowed bylaw for the investment in trust funds or with the permission
of the Treasury in any other investments, securities or. 
loans." UTCC (Uganda Tea Growers Corporation) Section 9(3)provides that 
 "The Board may with approval of the Minister
 
invest any money of the Corporation not readily required 
for
 use by the Corporation in any securities approved by the 
Board." 
 UTA (Uganda Tea Authority) Section 9(2)(d) provides
tnat "The authority may invest any surplus funds in any manner 
permitted by law or in any project approved by the Minister
 
after consulting with the Minister responsible for Finance."
 

CAPITALISATION 

The main task the committee had to handle was determining the criteriaand basis of allocating shares to the respective owners. A technical subcommittee was set up consisting of J. Kvamanywa of the Agricultural
Secretariat, D. Sereoe/KaJkaire Tampa of BOU accounts Department, D. Mubalyaof the Savings and Credit Section of MCM, F. Karugonjo of BOU Legal office
and Thomas Carr the USAID/ACDI credit planning advisor. The committeestudied audited financial statements of commercial banks, Marketing Boards,
Cooperative Unions and Institutions during April-June 1986 and recommended
shareholding ratios 
as 
contained in the draft memorandum and articles of
 
association of UAFA. 
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For commercial banks, the deposit position as of 31st December 1985
 was used as the determinant of their respective shareholding ratios. Theonly problem here is that with some banks such as the UCB, the derivedsubscription exceeds 25% of the paid-up capital. However, without a formaldialogue w'ith UCB, and in the absence of a GOU decision on UAFA, theestablishment Committee "-as precluded the opportunity to pursue this matter, 
any further. 

WhEreas the basis for commercLai banks was distinct and easilyquantifiable, that of Marketing Boards and Cooperative Unions %as diffuse.Of t.hE Boards, as of December 31, 1985, only two. CMB and L[IB hadfinancial capability and funds of their own to invest in UAFA - to theextent proposed. There was no clear basis therefore for allocating sharesto other boards viz , TA, L'Y3C and Dairy Corporation (DC). The two C"'Pand 1,MB t.'ould take all the shares in the ratio of 99:1 respectively.Desirous not to leave any Board out of UAFA ownership and hopeful that atsome futurc date the capital strength and a better commarnid of resources
would be acquired by weaker boards, the Committee subjectively recommended
the ratio of 4:2:1:1:1:1 to CMB, LM'B, PRB, LT'A, .TCC and DC respectively
out of the 5% share allocated to Mrketing Boards. 

For the Cooperative Membership, the Committee met with similarproblems. Lsing the 1985 ACDI Cooperative Survey Report and M(_i Unionperforr:ance rating criteria, 
 it was still difficult to assess the
capebility of Unions equicably. The first problemr. was that not all Unionshad audits as of December 1985. The second related to differencesaccounting 
 systems adopted by the Unions. The third presented 
in 

itself inthe ACDI Survey Report which had not ta2ken into account the fact that someUnions had in their audits revalued their assets while others had not.After appraising various approaches and options, 
 the CoWmittee found it
logical to use 1984 as the base year and the MCM Union grading criteriaconsisting of annual business turnover, operating profits and net 'orth.

Accordingly, National Cooperative Institutions (UCt, UULJ, LfI, and UCSCU)were 
placed into two grades A and B to acquire ownership in the ratio
3:1 respectively of 

out of the 10% UAFA share for such unions. DistrictCooperative Unions grades A,in B Pnd C were allocated each 160, 50 and 30shares respectively. 
 All togethrr 24 district cooperative unions mostlycoffee and cotton wpre consicipr for share holding participation in UAFA. 

These four aroups of shareholders would capitalise UAFA to the 
 extent
of Shs. two billion (two hundred million) over a three year period in the
ratio of 70:10:15:5 (Banks, 
National Cooperative Institutions, District
 
Cooperative Unions and Marketing Boards).
 

By amendment No. -1 of 29th 1986 the FPSP theJuly to USAID/GOU localcurrency capital contributicon from the special accrunt, 
will be treated ds a grant to the private equity shareholders of UAFA on a c.-e onetomatching basis tied to paid up share capital. In the event that ttere is atempoL-ary shortfall 
 in 
the paii up equity share capital of the private
shareholders of UAF'.\, the GOW through the Bank of Uganda will make up thedeficit, pending repayment 
by the private equity shareholders of these

furds advanced by the Bank of Uganda on their behalf. 
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However, since the GOU decision on UAFA has not been received, issuesrelating to capitalisation and 
USAID grants still require refinement
through dialogue with shareholders 
 of UAFA. Proposals by the
establishment committee provide the basis for that dialogue.
 

MEMORANDUM AND ARTICLES OF ASSOCIATION 

In June 1985, Bank of Uganda asked itsadvocates to provide a legal opinion on 
lawyers Mugerwa and Matovu 

the proposed structure, ownershipand management of UA-FA. Their opinion was provided on 12th,390/:357/85) June 1985 (Ref.with a draft investment agreement. 
 The establishment
commlttee in pursuit of its TORs used that document in April-May 1986prepare a Memorandum and articles of associ.ation of UAFA. Fred Karugonjo
to 

c'f the Legal Office of BOtJ examined all relevant aspects of Company Lawdrafted the Memorandum and andarticles of association tiich were discussed andreviewed in four rounds by the establishment commnittee.preparation budget the 
Using ACDI manualdraft document "as computer processedprofessionally bound andin June 1986. Copies of the draft Memo and articles4f association were iistributed to comercial bankstheir as a basis for securingagreement to incorporate UAFA. Districtution to other shareholders was precluded by 'M's reluctance to permit withcontact and dialogue


Unions and Boards.
 

UAFA BRANCH LOCATIONS AND EXPANSION'PLAN 

The task of determining UA1A operational areasconstituted the core and expansion plan.of the est2.olishment committee effort. To facilitatecomprehensive ard professioal approach to the problem, USAID uponrequest of BOU Development Finance Department, provided a 
tht 

credit planningspecialist Tom Carr during May-August 1986. Assisted by Kiwanuka-Mayegaof MCM, Tom Carr reviewed statistical data in the June 1985 CooperativeSurvey Report and derived parameters and criteria for determining UAFAareas of operation and expansion plan. Thlough a series of workingmeetings, the establishment committee discussed the variables and proposalsand out of the options and scenarios presented, concluded that there is nobetter network in the country to deliver production credit to smallholderfarmers close to their localities outside the cooperative structure.Consequently eight cooperative regions were identified for Uganda as a.hole. Each of these regions would have located in it a UAFA branch (8branches all together). 

The 
 opening ot" branches 
per year would assume a 2:3:3
expansion programme targeted regional
at covering the entire country within threeyears. Tnere would be society expansion of 50:50:50 for all eligiblesocieties affiliated to the Union to be reached in three years from thestart-up year. 
 There would be loan expansion of 50:50:50 for all eligiblemembers to be covered in three yesrs from the start-up year.Considerations and proposals on branch locations and expansion programmeform part of the UAFA Credit Planning manual. This manual prepared by theCredit Planning advisor Tom Carr was processed and professionally boundusing ACDI manual budget. Copies were distributed to commercial banksearly this year 
along with the Memo and turticles of association. It has
not yet been possible to distribute the same to Unions 
and Boards for
 

reasons stated earlier.
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CASHFTLO AND BRFAK-EVEN BUDGET'S FOR UAFA 

Bank Managers ,-hen presented with the June 1985 cashflow projections

noted that key parameters were over and/or under stated and overly 
optimistic. They therefore suggested that paramneters such as salaries,
 
interest and default rates be reviewed and adjusted down or upwards to
 
arrive at more realistic projections. During July-August 1986, the
 
establishment committee constituted a technical sub-committe which included
 
Tom Carr, Larry Wisniewski, and J. Gardner of ACDI, J. Nsereko, M. Matovu 
and Kakaire Tampa of BOU to review financial projections of UAFA. Using
statistical data from ,M" on the historical cooperative credit scheme and 
considering provisions of the BOU credit Guarantee sche4ne, a weighted
default rate "as ierived. The technical coamittee reviewed salary 
structures of all financial institutions in Uganda including BOU and 
adopted weighted but. competitive salary structure for UAFA. Assumptions 
were up-dated on stat'fing, sources and cost of funds, loa n volume, premises 
and equipment to de'.ermine annual variable and overhead costs of the UAFA 
headquarters and branches. Break-even scenarios were prepared, discussed 
and reviewed in several rounds by the establishment comrittee. Tom Carr, 
the ACDI credit Planning advisor completed the work and a formative 
financial plan/break-even budget was finally discussed by the establishment 
comjnttee on August 8, '986. Financial projections capable of guiding ah 
investment decision were processed and constituted Memo C in the credit 
planning manual prepared by the ACDT credit planning advisor Tom Carr. 
That document was distributed to commercial bar-'; early this year.
 

MANAG MIENT AND SYSTEMS MANUALS
 

The basic tenet of a credit programme is pragmatic and well conceived
 
systems, policies and procedures. A major task of the establishment
 
committe waus to conceive such systems to guide the establishment and
 
operation of a credit delivery programme for smallholder farmers in Uganda
 
of course taking cognisance of the conflict between the demand and supply
 
sides of credit. That is, while the demand side craves for softening
 
bolts and easing credit procedures, the supply side on the other hand
 
advocates tightening those same bolts to guarantee loan recovery and 
institutional viability. That reconciliation was no easy task for the 
establishment committee. Upon the request by BOU Development Finance, 
USAID fielded two ACDI systems specialists L. Wisniewski and J. Gardner in
 
May-August 1987 to assist the committee with manual preparation. These
 
were assisted by MCN counterparts familiar with operations of the
 
historical cooperative credit scheme J Mpungu and L. Kyazze. These were
 
later joined by A. Mbangi of IPA whom ACDI contracted out of the ACDI
 
manual budget to assist with certain aspects of Accounting and audit. Their
 
work which extended over a four months period centred on specific credit 
functions namely management, Accounting, Audit and field operations. 
Drafts of their work were presented in twelve romds to and for discussion 
and review by the establishment committee.
 



On September 5, 1986, final drafts of the manuals were presented and
discussed by the Committee. Tom Carr and Lew Clark of ACDI carried out the
editing and reproduction of the four-volume manual Junein 1987. Each 
volume covers a major function of UAFA" operations: Volume 1 Management,
Vol.2 Accounting, Vol.3 Internal Audit and Vol. Field operations. 

We now have on hand these four volunes which together constitute the 
systems which should be put in place 
to support the successful launching of
 
UAFA on receiving a GOU decision. 

AITATION OF UAFA MANAGEMENT SYSTEM 

As the establishment committee worked on UAFA systems (Management,
accounting, audit, and loan procedures) it became increasingly clear that 
UAFA would face an uphill struggle in clearing its loan transaction load if

loan processing and accounting were manual thanrather an automated 
function. 
 In recognition of the need for auto-nation, the establishment
committee prevailed upon USAIL' to provide under ACDI cooperative agreement 
a compiter systems specialist to assess UAFA's computer requirements. 

In October 1986 USAID/ACDI fielded Edward Murrary to work with the
establishment comni:, rtee and determine computer needs of UAFA. The 
consultant observed during thethat pilot stage of UAFA's phased

development programme, the ransaction load will be about 400 per day and 
as UAFA gets to full implementation, the load could grow to as much as 3600
transactions per day and possibly even three times that number when all
eligible primary societies are participating in the programme. If UAFA 
assumes responsibility for providing loan accounting for primary societies, 
as may well be necessary to ensure that the programme works effectively, it
will be possible to handle th is load only through the use of computers.
The key to UAFA's success lies in the analysis of large amounts of data to 
manage its cash, fulfil its input coordination requirements, maintain up
to-date accounting records and properly analyse the risks involved in 
loans. 

During, the course of his work and in addition to analysing UAFA's 
computer (hard and soft ware) requirements, Murrary assisted in stream
lining and strengthening management systems as they related datato 
processing requirements and ease of reference.
 

The Murrary report entitled "Review of the Computi Requirements of
UAFA" was compiled and reproduced by ACDI Washington and copies are now
available with the establishment committee for distribution. On receipt of 
that report, USAID in January 1987 approved the purchase of two IBM 
compatible micrc computers for UAFA Head office. 
 These were acquired in
 
May 1987 and are in the custody of the USAID Mission Kampala pending a GOU 
decision on UAFA. 
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AGRICULThUhL IPWULT SITUATION STUDIES 

Small farmer credit is predominantly farm-inputs oriented. Questionsof farm inputs presented themselves in almost all of the establishment
commttee'z planning tasks. 
 To address these questions a technical subconrnittee was designated tackleto problems related farmto inputs. This
sub-committee which assumed an inter-agency composition was chaired byS.Mukasa of BOU and drew representatives from MCT-, MAF, MAIF, UCCU, andUSAID/ACDI. The ultimate goal was to enable UAFA to know what could bemade available where and at what prices sc that the in-kind creditcomrxpnent of the credit programme could be estimated and availability and
distribution better '!oordinated. A comprehensive list, identifying 
sources
of inputs, 
 both locally produced and imported was researched and compiled.All sectors 
involved in production and importation of inputs were listed
(commercial, government, 
donor agency, cooperative 
and NGO ), contactnames and addresses were included a'ong with type of business and related
products. Surveys on 
input availability and retail prices were 
conducted
at various farm shops in Kampala, Jinja and Luwero, 
 later hoped to be
extended to Masaka and Mbale. 
 Recommnendations on UAFA's role in the input
supply 
process and strategies were made. 
 The complete work of the Inputs
Sub-committee 
 is compiled and constitutes Memo D/Report 4 and Memo
F/Report 6 in 
 the UAFA Planning Report by the 
 ACDI Credit planning

specialist referred 
to earlier.
 

COST OF PRODUCrION S1JDIES 

The establishment committee had as cne of its tasks to determineand profit parameters cost
of various enterprises (crops/livsestock) and to work
out 
 farm models for use in agricultural lending. A sub-committee chaired
by S.A. Okello MAP and composed of D. Lubega MAF, T. Kiwanuka-Mayega MCM,Akenda Ondoga BOU and Tom Carr USAID/ACDI conducted farm surveys in Jinja,
Iganga, Kamuli, Mukono and Luwero, collated production statistics andprepared farm production models for 17 of the 30 or so crops commonly grownin Uganda. Their analyses provide a basis for ranking the crops 
 in the
model according to their profitabilities and the extent to which they would
benefit from loan funds. The results of these studies make it possible toestimate loan break down ratios with regard to cash and inkind components.The formular used does present a reliable method of projecting inputrequirements (volume and value) for a credit prograne in a given district,
or ecological zone in Uganda. 
 Working papers and reports on farm 
models
and cost of production have been compiled by the establishment committeeand are now available 
for use in preparing and/or appraising loan
 

applications.
 



FARMER PROFILE STUDIES 

The establishment committee recognized that in order to have credittailor-made to the end-user, production behaviour related characteristicsof the farmer and his environment had to be delineated to facilitatetargeting of UAFA services. Using various statistical reports includingthe report on Uganda census of Agriculture 1966 and actual housesurveys conducted 
 in Jinja, Iganga, Kamuli, Mukono and Luwero 
hold 

duringOctober-November 1986, Kiwanuka-Mayega of MCM compiled characteristics of i
typical farmer in tuo of the start areas 

East 

for the UAFA credit prograamme viz
Mengo and Buso&a. Farmer profiles derived provide a firm basis
characterizing the recipient of UAFA credit. 
for
 

The profiles included: age,
sex., size of' holding, enterprises, 
cultural practices and farm income.
According to the profiles, 
UAFA will be dealing with predominantly
subsistence farmers. 
 The profiles are reproduced in Memo G/Report 7the UAYA Planning Report 
in 

by the ACDI Credit Planning speciafist and 
contain very useful baseline information.
 

TRAINING
 

Training directed 
at building capacities is a critical input
credit programme. in aTo address this problem, the establishment Cojmittee
desi.6M-ated a training and Education sub-committee in December 1986 tocoordinate and facilitate the planming and designing of that programnme.The sub-committee was necessary due to the number of instituiotis involvedwith the planned rural agricultural credit programme and also to ensurethat all sur-, institutions have the opportunity and forum to make 
contributions and to share expartise.
 

To achieve the objectivity and professionalism necessary, the subcomnmittee was formed from the two line Ministries which are direw-tlyinvolved in the formation of the credit organisation and which are directlyconcerned with the welfare of the farmer namely the Ministry Agricultureand the Ministry of Cooperatives and Marketing. The sub-couittee chairedby T. Kiwanuka-Mayega of MCiM, 
 and consisting of A. Nyamayarwo MCM, S.A.
Okello MAF, J.W. Mpungu ?M7, L.M. Kyazze MCM, E. Onega UCA and T.H. Carr
USAID/ACDI assessed training needs and designed a Training/education manual
for various target groups including: shareholders, UAFA management andstaff, involved Ministries Input related conmercial firms/donor agencies,primary society officials, 
 farmers and the General public. The Training
and Education proposal for UAFA credit programme was prepared and formattedaccording to target groups, their respective training requirements and thesequence in which they should occur. 7he programme is arranged in threephases. Th-e first is a ccmbination of R public relations programme and aninformation/education/orientation of programme. The second phase concernsthe training of UAFA management and staff using the manuals designed forUAFA oDerations (Mnagement, Accounting, Internal Audit and fieldoperationsi and the Memorandum and articles of Association. Phase threerelates to the field components of the creLit programne at the grassrootslevel involving recipients of UAFA credit (Cooperative societies and farmermembers) and extension staff (MCM, MAE and MAIF) whose job is to providesupport services to borrowers. The training/Education Manual is noi
available for use when UAFA is given take-off orders. 
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The Governor, 
 4th August, 1987. 
u.f.s, The Director, DFD
 

J. Nsereko,
 
CkDiman UAFA Establishment Committee. 

Ref: DF/8/.85
 

TE INAL REPORT OF T .UAFA ESTABLISHENT CM1ITEE 

Mr. Governor, I submit the terminal report of the UAFAestablishment committee which
April, started its work in earnest in1986. This committee was charged by BOU Managementwith the task of facilitating the launching of UAFA. Thereport which is attached underscores what seems to be a factthat UAFA as a concept and system has come to = unceremoniousend and has either been shelved or cast aside. Hitherto,inspite of BOU and your incessant effort, it has not beenpossible tp gev a definite answer from the GOU as to whetherUAFA would or would not be sanctioned.-he precipitate of thisimpasse has put the committee in disarray and it has in effectbeen disbanded. 
In Annex 1 I present for your reference the
chronology of the UAFA decision scenario since 1983 to-date.
 

Governor may recall that UAFA represented an Interministerial, Inter-Agency Cooperative effort to facilitate
the establishment of a small holder production credit system
based on the salient features of the historical Cooperative
"Credit Scheme (CCS). 
 UAFA was to-have been a farmer sensitive,
non-parastatal entity Jointly owned and controlled by the
cooperative movement and the banking system as a whole.
 

Hr. Governor, Agriculture being the lead sector wherety a
slight increase in productivity nets a dramatic impact in the
GDP I don't think the Bank of Uganda, given its mandate tonurture bouyance in the economy, should give in on the UAFAproposal. We as Centrala Bank shculd endureconcept with UAFA as aand system until it is translated into reality.is not the institution in the 
It

physical sense that we are concerned about, What is at stake, and indeed a key issue, isputting in place a pragmatic and self-sustaining system forproduction credit to small holder farmers who carry the burdenof Uganda's economy. 

The task of mobilizing financial resources and delivering
credit to small holder farmers is specialized and enormous.
It cannot receive sufficient attention and impact if it is
treated as a surrogato annex to 
a single bank such as the UCB or
CBU. Acting singly, any commercial bank which takes it on will 

../2
 

http:DF/8/.85


-2
soon discover that it is a lose leader to be discarded at the
earliest oppertunity. This is-primarily because the undertaking
carries with it a very high inherent social charge calling upon
a Joint and cooperative effort in which the government may have
a big initial role to play. Certainly we need to avoid asituation of trial and error and demonstrate some semblance ofseriousness in the eyes of the farming public. 
The fundamental
premise and indeed the botton line is that if the CCS is to berevitalised, it needs to have an institutional home stronger
than that which could be provided by even the largest bank in
Uganda. 
It would need to be lean, efficient, cost effective
and able to gain access to funds from the domestic money market
exceeding the capacity of the cooperative movement and the largest
commercial bank. The design qmbodied in the UAFA concept attempts
to cause this to happen. 

Unfortunately, due to circumstances beyond the control oithe UAFA establishment committee, the committee was precludedthe opportunity to have dialogue with and explain what the UAPAsmall holder credit programme was al. about and to orient thecooperative novement at the grassroots level. Without thebenefit of the background and facts concerning TTAFA's proposed
structure and cedit programme, the cooperative mvement wasdenied the opportunity to promote and defend the effort whichcould have produced substantial economic and financial benefits

for rural pgople and for Uganda.
It is clear that small holder farmers have in the past and millin the future carry the burden of the Ugandan economy. Withunfavourable input/output price relationships, prolonged delays
in payment for importaut crops, lack of 
 access to purchasedinputs, lack of access to production and development'-credit from
viable credit institutions with which to purchase inputsfarmers have been deniod the opportunity to increase theirproductivity and incomes and to adequately capitalise their
cooperative movement.
 

It is hoped that the work which went into the development
of the UA2A concept as a system, including the preparation of the
manuals and planning documents will not go in vain. 
With or
without external assist,-nce, UAFA is the kind of project the
Government of Uganda should sanction and support.
 

Against this background, I now turn to specific activities,and accomplishments of the committee. Tho main task towasetudy and attempt to crystallize all aspects relating to theincorporation and successful launching of UAFA .includingformulating proposals for the procurement and distribution of
farm inputs to end-users of UAFA credit facilities. Mr. Governor,with the asaistance of USAID/ACDI consultants, all pre-incorporationfoundation documents and manuals named in the attached reportare available to guide the incorporation and implementation ofthe UAFA credit system. 
Given the terms of the establishment
committee, the work that remains to be done can only be undertaken aftsr the GOU has sanctioned the incorporation of UAFA. 
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Dueto exteaided delays in getting a GOUtechnical assistance personnel 

deeision USAID/ACDI
and all counterpartsUAFA establishment an theCommittee have since July ]. 1987 been
redeployed by the Ministries of Cooperatives and Marketing


and Agriculturs.
 

Besides withdrawj-npersozrnel from the committee, it
agreed between UAD was
= 
 the flinistery of Cooperatives and
Marketing that eight of the ten Suzuki vehicles granted to
UAF4 be handed over to MCM to 
be replaced with new ones byUBAI on receiving GOU sanctioning of UAFA.Suzukis have These eightalready been collected from Luzira Upper prisonwhere they were kept for safe custody since- June 1985 andhanded to MCN. Two vehicles iere left with BOU to support On.going work of the UAPA establishment effort. 
We also have in custody 50 bicycles granted by USAID/FPSP
to UAFA, two IB type-writers and vehicles spare for the tenSuzuki vehicles. 
There may be a need to transfer these itemsin a formal and. documented manner. 
I suggest this because
certain officers in MCK have approached me about re-allocation
of equipment and vehicle spares provided to UAFA by USAID. 

It had been agreed between USAID aad MCM during October
1086 that out of the generated FPSP funds, Sha. 50 million beput into UAZA pro-.incorporation account to supplement BOU/tAPA
budget. Following instructions by USA D
opened by BOU C2 ; the account wasto pay for specific expensessurveys such as pilot areaand per diem to MCM/MA counterparts, However, due tofailure to receive signatories from MC, 
the account never
became operational and it has since been closed. 1,ring
October 1986 and January 1987, the Chief Accountant on the
strength of the US_f/CM 

expenses of the UAFA 

letter to open the account paid
pilot area survey (Shs. 5.52m/-)counterpart re-imbursement and
allowanoes for October-January(She. 5.76m/-). It will be in order for BOU to claimShs. 11,280,000/.. (112,800/) from USAID/11CM out of the FPEPgenerated funds. 

It would bo desirable 
some for you, Mr. Governor, to ensuretormal and smooth dissolution of the UAFA esta-blishment
effort and in the disposal of commodities grarted by USAID to
support the launching- f UAFA. To this effect, you may convene
a meeting to up-date ;ncarned parties on the status and future
of UAFA in an effort to elicit appropriate decisions with regard
to a GOU decision, the fate of UAPA vehicles, spares, bicycles and
typewriters* 

Joseph Nsereko
 
CHAIRNN UFA ESTABLISMENT COMMITT
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CONCLUIING Rg1ARKs 

After years of intense effort, the work of the establishment committeehas reached the final stage of dialogue with potential shareholderscome close to instituting a system 
and has

that could address the smialholderproblem. creditThis report has outlined basically what has gone into the
establishinent effort, It must be pointed out that the work on theprogramme was a long four year UAFA
struggle involving personnelline Ministries namvely MCM, from the threeMAF ai,d MAIF including MPEDUSAID/ACDI and severaladvisor and consultants. 
 During this time period UAFA concept
had to be sold to 
three different COU administrations, 
two different USAID
administrations and two BCOU administrations.
 

It is unusual ard ironical that a country such on smallholder agriculture does 
as Uganda so dependent

not have a national agricultura creditsystem to 
 serve the needs of the key producers of Uganda's 
wealth. The
propriety and roles of the Uganda Commercial Bank and the Cooperativein bridging the credit Bankgap are overstated. Perhaps these could serve as astop gap measure but not as a long term strategy.
contemplated If an institution isin the future, it would be 
 inconceivable 
to ignore the
structure and features contained in
Inter-ninisterial, the UAFA concept. UAFA represented anInter-Agency Cooperative effort to facilitateestablishment theof a smallholder production credit system basedsalient features of on thethe historical Cooperative Credit Scheme (CCS) UAFAwas to have been a farmer sensitive, non-para.statal entity jointly ownedand controlled by the cooperative movement and the banking systemwhole. IT as ais not the 5 nstitution in "Lhe physical senseconcerned about. that UAFA design isWhat is at stake, and indeed a key issue, is putting inplace a pragmatic and self sustaining system for production credit tosmallholder farmers who carry the burden of Uganda's economy. 

The task of mobilizing financial resourcessmallholder farmers is 
ard delivering credit tospecialized and enormous. Itsufficient attention canot receiveand impact if it is treated as a surrogate annexsingle bank such as the tk-B or CBU. 

to a
 
which takes it 

Acting singly, any cc-rmercial bank
on will soon discover that it is a loss leader todiscarded beat the earliest opportunity especially if there is a politicalchange often attended by shifts in key personnel. This is primarilybecause the undertaking carries with 
ca.l ng 

it a very high inherent social chargeupon a joint and cooperative effort in which the government mayhave a big initial role to play. 
Certainly we need to avoid a situation of
trial and error and demonstrate some semblance of seriousness inof the farming public. the eyesThe fundamental premiseis and indeed the bottom linethat if the CCS is to be revitalised, it neeas to have an institutionalhome stronger than that which could be provided by even the largest bank inUganda. 
 It would need to be lean, efficient, cost effective and able to
gain access to funds from the domestic money market exceeding the capacityof the cooperative movement and the largest comme-rcial btnk.embodied in the The designUAFA concept attempts to cause this to happen. 

It is hoped that the work which went into the development ofconcept as the UAFAa system, including the preparation of the manualsdocuments will not arid planninggo in vain. With or without external assistance, UAFAis the kind of project the government of Uganda should sanction and 
support. 
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The work of the establishment committee cannot proceed any further 
without receiving a positive GCC decision on UAFA. Consequently, the
 
following tasks and activities remain outstm.nding: (1) Convening

shareholders meetings and inducing them to accept the UAFA concept and sign

the Investzent 
 agreement (lemorandum and Articles of Association); (2)
Calling Capital subscription for UAFA (capitalising UAFA); (3) Registering

UAFA as a Limited Liabili"ty Company, (4) ConstLtuting a Board of Directors
 
for UAFA; (5) Recruiting Management and 
staff; (6) Identifying and
 
securing premises for UAFA branch locations and (7) conduicting training
preceeding credit operations and disbursement. On receiving GOUsanctioning, UAFA could be tranislated fr-om concept to reality (operations

stage) within a period of 6-9 calendar months. 

----------- 000--------
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I .kNNEX 

TERMS OF REFMENCE OF THE UAFA ESTABLISMB
 

Cxfl. I'TEE
 

To review and to-date the 
June 	 6. 1985 proposal for the establishment 
of' l. 	 F,\. 

4. 	 To ,esian sv-r.,ns and prepare operations, accounting and audit nanuals 

w.'hich are -;ensr.ie and responsive to situations in rural Uganda. 

3, TO nieslkzn prrwmatic, simple but effective lending procedures and 
p rografmnes. 

4. 	 T() ties Lni suCh forms. as will be required bNised on systems and 
procedures develope- in 2-3 nibove. 

5. 	 To propx)se . -aLnpower requirement. and development plan including job
descriptions for (-'AF.-\ personnel.
 

r the
F,. 	 To tviewbackground information relating to the organizational
structure f I\:-A and the nature of its planned lending operations and 
rural savirigs xogrammes. 

7. 	 To 
 review the financial statistics and other information relating to
\ational arid District Cooperative Unions and primary Cooperative
societies as contained in 1985 Report theon National Cooperative 
Survey.
 

8. 	 On the basis of 7 above to recommend Cooperative Unions and societies
 
which appear 
to have the financial and managerial characteristics
 
which would make them viable candidates for inclusion in the UAA
 
credit progra ne for each of the initial three years. 

9. 	 To identify and provide decision data for selecting UAFA branches and 
expansion progranme. 

10. 	 ro design a Corporate plan includirg the research and planning
functions for I.FA. 

11. 	 Prepare and process a draft Memorandum and Articles of Association for 
UAFA. 

12. 	 To prepare proftorma financial plans and bugets. 

13. 	 To review the up-dated UAFA proposal with commercial Banks, Apex
Cooperative Lonons, District Cooperative Unions and Marketing Boards 
and finalise the proposal. 



14. 	 To prepare a comprehensive Training/orientation programme.
 

15. 	 To identify and make proposals on any other matters and issues 
incidental to the successful incorporation and implementation of UAFA. 

--------- 000------
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ANNEX 2 

ITINERARY OF THE ESTABLISHMFNT CMMII=IEE (APRIL 1986 -JUNE 1987)
 

April 4, 1986 	 First 
working meeting to review TORs and draft 
the
 
agenda for action.
 

April 10, 1986 	 Negotiated technical assistance 
 for manual
 
preparation with Rowland Thurlow ACDI Froject
 
Officer for Africa.
 

April 10, 1986 Second meeting of the establishment Committee.
 

April 11, 1986 
 Met UNDP Assistant Resident Representative Mustapha 
Hamid Jaff to establish present position of UNCDF 
(LIJA/85/C002 & UGA/85/C06) and any other funds which 
could be channelled into UAFA. 

April 15, 1986 	 Collected 50 bicycles granted by USAID to UAFA 
from
 
Kawempe UCC warehouse and stored them at Mbuya
 
USAID/ACDI Flats. 

April 15, 1986 Explored availability of safes with chubbs agents -
Industrial area Kampala.
 

April 16, 1987 Met 
with World Bank Resident Representative Grant 
Slade to discuss possibility of World Bank long term
 
Techniml Assistance to UAFA (Development of Rural
 
Credit).
 

April 17, 198G 	 Negotiated EAGEN premises for UAFA.
 

April 17, 1986 	 Third working meeting of the establishment committee. 

April 24, 198r. Fourth meeting of E/Committee. 

April 28, 1986 Met with World ChiefBank for African Region M. 
Altaf Hussein as followup on discussions held with 
World Bank Rep. Grant Slade. 

May 2, 1986 	 Fifth meeting of E/Committee. 

May 5, 1986 	 Met Italian Commercial attache Giovanni Storchi to 
discuss possiblity of UAFA acquiring safes from 
Italian Aid to Cooperative Unions/societies 
especially out of the 300 safes !CB was purchasing 
from Italy utder the grant. 

May 8, 1986 	 Sixth meeting of E/Committee. 

May 15, 1986 	 Seventh meeting of E/Committee.
 

ty 23, 1986 Eighth meeting of E/Committee. 

May 29, 1986 ACDI Consultants met with BOU Governor for briefing. 



May 30, 1986 Ninth meeting of E/Committee.
 

June 6, 1986 Tenth meeting of E/Committee.
 

June 13, 1986 Eleventh meeting of E/Coamittee.
 

June 19, 1986 	 Met Permanent Secretary of the Ministry of 
Cooperatives and Marketing for a progress brief on 
UAFA. 

June 23, 1986 
 USAID Mission Director I Coker held a debriefing 
meeting with ACDI Consultants prior to his 
departure. 

June 26, 1986 	 Chairman and ACDI Consultants travelled to Entebbe 
to brief the Commnissioner of Agriculture' Mr. A. 
Osuban and staff concerning UAFA organizational 
status. 

June 27, 1986 	 Thirteenth meeting of the E/Committee. 

July 4, 1986 	 Fourteenth meeting of E/Connittee. 

July 11, 1986 Fifteenth meeting of E/Committee.
 

July 25 1986 Sixteenth meeting of E/Committee.
 

August 8, 1986 Seventeenth meeting of E/Committee. 

August 22, 1986 Eighteenth meeting of E/Committee. 

September 5, 1986 Nineteenth meeting of E/Committee. 

September 11, 1986 	 ACDI Consultants met BOU Governor for debriefing 
prior to departure at the end of their assignment . 

September 15, 1986 	 Negotiated the second round of USAID/ACDI technical 
assistance with Rowland Thurlow ACDI Project Officer 
for Africa.
 

September 17, 1986 	 Negotiated ACDI technical Assistance with ACDI Vice 
President Ron Callehon. 

September 22, 1986 	 Met. World Bank Resident Representative Grant Sl&ae 
to discuss Terms of Reference of World Bank 
Agricultural Credit Mission. 

October 27 -
November 6, 1986 Pilot Area surv-eys of Jinja, lamuli, Iganga, Mukono 

and Luwero. 

October 31, 	 Edward ACDI Systems1986 Murray Computer Consultant 
commences work on UAFA's computer requirements. 



November 21, 1986 

November -

December 9, 1986 

December 19, 1986 

January 6, 1987 

January 9, 1987 

January 13, 1987 

January 16, 1987 

January - March 1987 

January 6; 1987 

January 13, 1987 

March 6, 1987 


April 26, 1987 


April - June 1987 

Twentieth meeting of E/Comnmittee.
 

World Bank Agricultural Credit Mission - by Sant 
Da,.3. 

Twenty First meeting of E/Comrurttee. 

Meeting with cohvnissioner for Cooperative
Development 
 to arrange for dialogue with
 
shareholders (Unions and Boards). 

Meeting with USAID Mission Director Podol to review 
UAFA Status. 

Meeting with Commxissioners of Veterinary, 
Agriculture, Cooperatives, and Marketing to review 
UAFA Status. 

Twenty Second meeting of E/Comiittee.
 

World Bank/G' Agricultural Task Forces programme

(Group 10. Agricultural Credit). - World Bank 
mission - by Richard Saunders (Dr.). 

Twenty third meeting of E/Cocinttee. 

Distributed UAFA Planning documjent to all 
executives of comnercial banks.
 

Twenty fourth meeting of E/Committee.
 

Distributed training docunent for conduct 
of a 
comprehensive orientation and training programme to 
UCA.
 

Editing and Completion of manuads. 



ANNEX 3
 

MEMBERS OF THE UAFA ESTABLISHMNr CMM4I TrE 

A. From Bank of Uganja (BOU). 

1. J. Nsereko - Development Finance Department
2. P.Owani-Olet - - do 
3. D. Serebe/Kakaire-Tampa - Accounts Department.
4. M. Matovu/P.Bitwire - Banks Supervision 
5. S.K. Mukasa - Development Finance Department

6. F.E. Karugonjo - Legal Office 
7. J. Kyamanywa - Agricultural Secretariat 

B. Ministry of Cooperatives and Marketing (MCM) 

8. D. Mubalya - Savings and Credit Section 
9. J.W. fpunrj  -do

10. T. Kiwanuka-Mayega  -do
ll. L.M. Kyazze - -do
12. A. Nvamayarwo - Training/Education Section 

C. Ministry of Agriculture and Forestry (MAF)
 

13. F.A. Ojacor -- Development/Production Sections 
14. -A.S. Okello - Credit Section 
15. D. Lubega 
 - - do -

D. USAID/ACDI Advisors/Consultants
 

16. L.E. Clark - Credit Advisor/Chief of Party ACDI 
17. T.H. Carr - Credit Planning advisor/consultant 
18. L.P. Wisniewski 
 - Credit Systems consultant 
19. J.W. Gardner - Management systems consultant 
20. E. Murray 
 - Computer systems consultant 
21. A. Mbangi - Accounting/Audit Consultant IPA 

Kampala-Uganda 

E. Uganda Cooperative Central Union (UCCU) 

22. H. Nanyonjo 
 - Projects Research/Planning 
23. J.L. Picho 
 - - do -

F. Animal Industry and Fisheries (MAIF) 

24. F.R. Munyigwa (Dr.)
 

G. Uganda Cooperative Alliance (UCA) 

25. E. Onega - Training Officer
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LGANDA AMIJLTnRAL FINANCE ACCY (UAFA) 

TRACK HISTCRY AND iRTIONALE
 

The UAFA is a financial Institution proposed and designed to reach
small farmers with production credit. 
 It reflects a deliberate effort to
harness and redirect financial resources within the banking system towardsagricul tural production using 
proven cooperative and group
techniques. lendingWhile -mall farners produce over 90% of Uganda's exports 
and
render support to commercial banking activity through deposit accretion,crop finance and foreign exchange dealings, the small farmer sector remains
starved of institutional credit. This has remained recognized since1950 whien the Uganda Savings and cREDi*f' Bank (USCB) now IXCB was establishedwith a sole aim of reaching African" farmers with credit. 

Upon .the establishment of the Cocperative Eank ( -BU), in 1964, aomof the African farmer credit funds in tSCB were passed on to the
agurnent CBU to
in 1974 what is now referred to as 
 the historical Cooperative
Credit Scheme (CCS). That scheme thcugh considered successful during itsearly years 
 on the basis of its repayment performance never reached 
more
than 5 percent of the target recipients. The CCS though still alive is invirtual state of donincy due to -he ipact of the Amin years on the ecuwmyand the stagflaticn that ensued ez'od.ng the fund to abject nothingness.The only money for lending is presently provided by fewcooperative districtunions for on lending
Union area and 

to primary societien in the respectivethe amount involved is a pittance 
in relation 
to the
magnitude of production credit needs of small farmers. Outside the CCS, no
institutional 
credit reaches the small farmer who spells the difference
between progress and stagnation in Uganda. shallscenario later. We rturn to thisHowever,

sti'ctured 

the point to note is that UAFA is designed andto accommodate measures to overcome logistical failurespast in as far of theas they relate to management and 
access to dependable
sources of funds for credit to small 
farmers. Efforts are being nde to
put the Smnll farmer credit system viz UAFA 
on .the national Grid of
financial resource flows - the broad domestic money markert.
 

THE TRAX HIIORY OF UAFA
 

In 1983, following the return of the ISAD Mission to Uganda, effortswere made to find a pragmatic and efficacious way of reaching small farmers
with production credit.. 
 Group lending through the Cooperative Movement was
considered to the be best option using the CS. 
However, it was noted that
lack of funds was a major impediment to the expansion of the OCC. Efforts
wre then initiated to find a way to revive the CCS on a scale which wouldhave 
a significant .mpact on agricultural productivity. It became clear
that 
lack of access to funds would still be a major constraint.
obvious that a It was"one short" infusion of external donor funds would notproduce the desired result of 
a growing and eventually very
institutional production credit programme for the masses 
large 

of smallholder
farmers. It
was clear to personnel from the Savings and Credit,Section of
the 
KN that the Minisatry could never gain access to the large volumefunds required, given the competing demands 
of 

for limited funds available tothe 
Ministry. This was recognized as early as August 18, 
 1983 when a
working committee from the Savings and Credit Section submitted a 
proposal
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the inistry. This was recognized as early as August 18,working committee 1983 when afrom the Savings and Credit Section submitted a proposalto the Commissioner for Cooperative Developme.t entitled, 
 'THE pROPED
CXOPFR4TIVE FA CREDIr SYSTEm." It was that proposal which was theof the sourceideas, which when expanded on by the Governm"nt of UPandafor ask Forcethe Development of the Rural Credit System which begandeliberations itson November 24,
of the Bank of Uganda, 

1983 under the Chairmanship of the Governoreventually led to the conclusion 
 that the CCSapprnach had contint.Ld merit out that it w-_ uld have to be institutionalisedin i- financial institution which could gain access to the indigenous
finar-ial resources (:,f Uganda. 

Frlier in 1983, USAID, in search for a suitable delivery system andfinancial intermediary thrQugh which development loans could be madeUSAID Commodity generated underfunds (FPSP) and the Rehabilitation of ProductiveEnterprise (RPE) Pcoject, USAID fielded three studies on the CBU, one inApril 
 by Deloite Haskins and Sells,the second in June by M-J. 
Carter
the third in August by Technoserve Inc. 
and 

BMsed on the bleak situation madeclear by these studies, USAID concluded that a finarnial institution otherthan CBU should sought to become the financial intermediary for FPSPgenerated 
funds and RPE project. The stud:es indicated that where as theCBU was ostensibly organized &s a Bank for, Cooperatives,evolved it had drifted andinto largely a Cormercial Bank and it not only alienated itselffrom the Cooperative Movement but its status had degeneratedof apparent insolvency requiring an estimated U.Shs 
to the point 

additional capital 1.2 billion into restore its financial soundness, Later reports
by Bank of Uganda and onethe other by the CBU Auditors indicated that th-.
problems 
were more serious than USAID studies had earlier 
thought.
loan and other required %Tite-offswere likely to be-much more 
The 

than U.Shs.1.2 billion. 
 Even administered loans which Deloitte felt were reasonably
secure, appeared quest-onable especially with respect to Cottonrehabilitation Factoryloans. Most disturbing 
was the fact that "items in
transit" constituted 47% of CBU's assets.
 

Upon this background efforts to identify an alternate andhome suitablefor the small 
farmer credit system intensified. 
 The need to
establish 
an institutional 
home for the OCS outside of the MCM
affirmed by was reforty credit officers from the Ministry of Cooperatives andMarketing and the Ministry of Agriculture and Forestry when they metweek long Conference at Rubaga in January 1984. 
for a 

These credit officers who
as a group had some 370 years of experience with the CXI3 expressed the viewthat the CBU would not be a suitable institutional home for the CCS. Theyrecotwnended the establishment of a new Cooperative Institution to beas the knownUgtuada Cooperative Farm Credit Services (UCFCS). In their report,
delegates underscored the necessity of having 
an autonomous
Cooperative Credit System in order to 
Apex 

institutional credit. 
reach masses of small farmers withThey noted that the Cooperative Bank was then
would not andin the near future be able to provide production credit to smallfarmers 
and that an autonomous Apex Farm Credi.t Institution would 
be the
nost feasible approach to provide dependable credit. 

Following delegates reccmmendations, 
MC2, constituted a Task Forceto examine the proposals. 
 That Task Force unanimously endorsed
proposal to establish the UCFCS the 
as an apex Cooperative entity having
linkage albeit 
a weak one to CBU along lines of an autonomous subsidiary
 

2 

'V 

http:contint.Ld


instead of being q mere department of the CBU to provide an independent
command of resource., and freedom of action. It further agreed that the 
task of providing farm credit requires efforts of Government, donor 
agencies, and all financial institutions in the country in order to ensure 
constant flow of capital funds for lending to small farmers. All these 
parties should be involved in deciding the type of institution which will
administer the funds. The Ministry (MCM) accepted the proposal to elevate
considerations of CCS/UCFC to an inter Ministerial Conmittee including
the Ministries of Finance (B.O.U.), Planning and Economic Development
(MPLED), Cooperatives and Marketing (MCM) and Agriculture and Forestry
(MA). The Permanent Secretary MCM took the matter up and requested the
Governor BOU to constitute a High Level Credit Committee under his
Chairmanship to rev1:w and make recoaxendations to the Government. 

As a consequence of deliberations relating to the UCFCS and 
subsequent alternate proposals including the possibility of establishing
the Uganda Agricultural Finance Agency (UAFA), Governor sought approval
from H.E. the PResident/Minister of Finance to constitute a High Level 
Credit Committee. The Governor's argument in his letter of November 26, 
1984 was and quote: 

"USAID is prepared to channel ShB. 300 million from the 
funds genereted under the Food Production Support Project
(FPSP) into a financial Institution to provide production
credit services to smll farmers .... Following
discussions between USAID Mission Director and Minister of 
Cooperatives and 4arketing, USAID proposed the formation 
of a Subsidiary Entity to the CBU in which the above funds 
would be invested to provide & capital baset for on-lendirn 
to small farmers. 

I would support the formation of a subsidiary eptity if it 
would have its own Board, staff, accounts and would be 
she'tered from the constraints now obtaining in the CBU. 

There sefts, however, to be a legal constraint in allowing
the new entity to be a wholly-owned subsidiary of the CBU.
As & subsidiary of the Bank, the organisatiot would be 
subject to the terms of Section 9 of the Banking Act which 
states that, "a bank shall not, with its resources in 
Uganda, acquire or hold any part of the share capital of 
any financial, agricultural etc. undertaking exceeding
25% of its paid-up capital and reserves. The CWU's paid
up capital and reserves are roughly about Shi. 596 million 
(after revaluation) and may not, therefore permit capital
investaent on a scale required to establish a subsidiary. 

Further, I am also of the opinion that the mw.ll farmer 
oriented production credit system will need to have access 
to steadily increasing amounts of funds for its capital
base and for expanding its lending operations to meet the 
needs of a large proportion of Uganda's credit-worthy
small farmers, We need to look beyond the possible access 
to the limited amAnt of external donor commnodity
generated funds such as may be available' through the USAID 
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and to find t,;ys of facilitating the orderly flow of funds 
from our Comercial Banks into the small farmer credit 
system. h's can be done if Commercial Banks are 
actively involved in the scheme, if necessary, by 
providing appropriate incentives.
 

Therefore, il rr-y be advisable to make the new entity
a Joint. venture of all thu comnercial banks. At the 
grassroots level, however, the credit services to smallfarmers can be most efficiently and effectively delivered

by rmaking ] ans to credit-worthy primary cooperative
societies 'n- orn-lending to their creidt-worthy farmer
 
members in ;t manner similar to that employed under the
historical CCS. The CCS approach involved loans being
made in kind in so far as possibli, close supervision of
 
tcooperative societies and their borrowing members and the 
provision 
 )f marketing services to facilitate loan
 
collection.
 

Tf the new entity is organized as a joint venture of all 
the commercial baniks with the CBJU taking only a portion of
the shareholding, it could be done under the Banking Act .
The joint venture entity could be an "Agricultural Finance 
Agency" whc.,o could not only secure share capital frommember banks but also draw on experienced staff from all
the promoter banks without unduly straining the manpower 
resources of the CBU. It is assumed that experienced
credit personnel from the Ministry of Cooperatives and
Marketing and from vhe Ministry of Agriculture and 
Forestry would also be available for employ-ent by the 
Agricultural Finance Agency. 

... The Agency would also need to supplement the capital
fund by accepting deposits ... ern obtaining credit
 
facilities 
 from banrks and other financial institutions to 
ensure a viable lending base. It will therefore, be 
better if the new entity is modelled on the lines of a
credit institution which can accept time deposits from the
public t agrtuent its resources. It should not,
however, resort to cosnercial banking which is fraught
with greater risks, requires more seasoned manpouvr and 
high security operating systems. 

The above approoch would have the dual advantages that the 
loans to far-ers would be funnelled through their primary
cooperative societies along historical CCS lines and the
Agricultural Finance Agency would be well positioned to
gain access lo both domestic and external sources of funds 
needed to sustain an expanding loan portfolio. 

... The foregoing approach which has been evolved by the 
Bank of Uganda has been informally discussed with the
Mission Director of USAID, Mr. Coker and he has welcomed 
it as being more advantageous in all respects. 
understand from Mr. Coker 
that if the proposed
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Agridultuxml Finance Agency can demonstrate that itscredit supp'rt is reaching the deserving small farmersand the crelit system has been effective in improvingtheir productive capacity, USAID would be prepared to
infuse additional grants to 700of up Shs. million in thenext two years and also mobilize support from other
external donor agencies. 
... I therefore, request, Your Excellency, for your

agreement tor to
me c nstitute a 
small committee

including the officials of USAID, to go into the mechanics

of the proposal and give recoftmendation for further 
action."
 

Following the Governor's letter, the Ministry of
Cooperatives and Marketing echoed 
the wisdom of the
proposal as expressed in 
N.K. 

the Acting Permanent lecretaryKebba's letter of December 11, 1984 and quote:
 

"... this letter is to update you concerning the results

of the 
 meeting held today relating to the institutionalframework or structure under which production credit
 
services will be provided to the masses 
of small farmerswho produce the bulk of Uganda's farm commrdities fordomestic consumption and for export. 

I wish 
 to advise you that there was unanimous agreement
among those ,Thoattended todny's meeting that there is anurgent need for the small committee which you, by your
letter of 26th November, 1984 have requestedExcellency the PResident/inister of Finance 

Hi3 
for agreement

to constitute. There ws firm agreew-nt that such a highlevel committee is required to facilitate a finaldecision as to the structure of the financial Institutionwhich is most likely to be able to launch a sustainable
and expendable production credit service for smallfarmers. The approach you have suggested in your letterto Ris Excellency appears to offer the dual advantages of
providing credit services through viable primeary
cooperative 9ocieties the grassat roots level while atthe same time taking full advantage of the financial and manpower resources of the banking commamity. 

Those in attendance today recognize that small farmers donot have access to dependable sources of production creditand there is an urg(-nt need for a viable
institution/system. Therefore, if His Excellency agreesto the appointment of the small high level comaittee you

have recommended, 
 you may count on our strong support toplan, organize and implement the agreed upon credit

institution as expe7itiously as possible. 



Not 
withstancing that affirmative commumication, the Minister 
of
Cooperatives and Marketing was not yet satisfied with the proposal and held
divergent views 
 on the matter as reflected in the 
 loose minute from
Permanent Secretary J.A. Okodoi to the Minister dated December 20, 
1984 and 
quote: 

I understand ... that the decisions If the Thsk Force on
the Revised Recovery Programme were not available for 
 the
meeting ... ()n 
the 11th December, 1084. 
1 wonder whether
it is possible 
 for that record to be availed to me tostudy, other. ;e, I proceed as follcws:

.Much as our linistry may wish to defend 
the Cooperative
Bank and 'o 
 insist that it be the institution to handle
farm credit, it is obvious from the 
present stF.te

affairs, including the recent detention of 

of
 
the Deputy


General Manaer 
and the Chief Accountant, that the
Cooperative Rank 
 is not yet in a position to regain the
confidence of 
 the Bankers and the Organisations which
might wish 
 ro contribute funds to 
 the credit scheme.
 
Therefore, the more 
 we resist the majority
reforiendations 
 is of l1th December, 1984, 
 the less
chance-s we 1--tve :'or obtaining funds for the reactivation
 
of the Scheme(
 

rt is my considered view that we should not lose sight 
of
the target of the proposed Credit Scheme, 
namely, the
rural 
 farmer to whom our focus is increasingly directed.
I suggest that we relax our attitude and accept the
reactivation 
 of the 
Scheme through a most acceptable

arrangement 
of all parties concerned. I am saying this
because, as you are aware, Sir, this Scheme has ever been
dear to H.E. the President's heart. 
 Terefore, the morewe spend time on discussing the future location 
of the

Scheme the greater the chance of our coming urder fire in
 
early 1985.
 

Having said the above, 
 I request you to agree 
that the
Task Force proposed 
be
by the meeting under reference 


accepted 
by this Ministry in the interest of speeding

the progress of reviving this scheme. 

up
 
I personally do 

not see 
how we could break throzgh the Bank of Uganda,UCB, USAID, etc. 
 short of going with their agreed
recoimendation that a Task Force Committee ( the last 
one
 
on this, I hope) delve into th 
is matter. Of course, we
shall 
 r'ill have the chance to discuss their ideas before
 
they ar- implmented."
 

As more 
init.nsive and elaborate discussions were held 
within and
outside MCM and Bank of Uganda, an inter-Ministerial/Inter-Agency Committee
Meeting was convened )n March 22, 
 1985 under the Chairmanship of the
Governor 
 to consider the possibility of establishing the Uganda

-kgricultural Finance Agency (UAFA).
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Given the proposed support 
 roles of Bank of Uganda in the

establishment of the[JAFA, matter was presented to and later approved byManagement and t ie Poard of Directors of the 9ank of Uganda.Recommendations were firned January 1986up on 8, in a Cabinet Memorandumand -3ubmitted to the Secretary to the Treasury for a government decision. 

On April 21, 1986 the Secre'ary, before he could fair the Memorandumfor his Minister raised two 
issues one relating to the ju-itification of
setting up a new institution instead of using the CBU and the otherquestioned the wisdom of the Bank of Uganda being involved and holdingshares in a financial institution it is supposed to exercise surveillance 
on as and quote: 

.... Before a memorandum is sent theto Cabinet, I
 
personally would towant clarify two matters both relating
to policy and principle...
 

... I am not sure whether it would be appropriate for a
Central Bank to get involved o.. in the manner 
propose. A Central Bank by its 

you 
nature is supposed tosafeguard and in a way is the embodiment of a country's

financial integrity. I believe coimercial banks 
themselves are prohibited from acquiring shares
Companies x' iuse, supposed, 

in 
I allowing them to acquire

such shares could probably force them to eventually get
compromised ......
 

The question of policy is equally important. I have noted
that the Minister of Cooperatives and Marketing
proposing to do something about 

is 
the crippled CBU. You 

are aware that the CBU has never had a capital base to
talk about and that since 1974, bank beenthe has 
literally plundered by management teams usually
politically selected. On top of that the bank was forced 
into opening of a branch network all over the country it
could not rxssibly sustain, apart from the fact that the 
bank has always lacked trained and efficient staff. TheMinister of Cooperatives and Marketing now proposes to 
make the Bank a Cooperative Institution which should 
not
 
accept deposits from and render services to the public.

It is therefore necessary to coordinate that policy withthe establishment of this agency because establishment 
of
 
both institutions could lead to misallocation of resources 
and.... would wish to avoid that.
 

I would suggest that you put these views to the Board 
of

Directors of 
 the Bank who approved the establishment of

this Agency so that a more coordinated policy emerges,
taking into account the policies the Government apparently
wishes to initiate in th is area."
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On 6th May, 1986, Covernor responded to the issues raised in theSecretary y to the Treasury's letter as follows: 

to encourage Agricultural PRoduction in the country
there is an urgent need to introduce a farm credit 
agency.., designed to give specialized attention to
production needs of small farmers. The success of such an agency requires the participative support and

cooperation of all the established banking institutions
the countr'-. T1his would enable the Agency 

in 
to have a

capital base itnd access to the money market to facilitate
transfer of funds from the banking system to the farm
credit system thereby provid-ing a viable lending base.
The proposed Agency will not only be a mere financing
Agency but has to distinguish itself as a progressive
develcpment finance institution that should facilitate
innovation and adoption of scientific farming practices...
to increase agricultural production. 

As you rightly point out.., the CBU givern its present
constraints is not in position to provide the above

support. The process of restructuring and
rehabilitating the Bank, however well conceived and necessary, will take a long time before the bank can take 
on additional credit sche*ea. For the time being the bank
is m mRaking arrangements to consolidate its operations,
rationalize its branch network and reduce its operating 
losses.
 

Regarding ownership of the proposed Ag.ncy, I wish toclarify that the Bank of Uganda will not be a permanent
shareholder.... In the event that subscriptions to theshares issued.., are not forthcoming... to the required
level, the Bank of Uganda may be requested to invest in
the shares to the extent of shortfall in subscriptions.
The Bank of Uganda tnder Section 21 (2) (d) of the BarJK ofUganda Act 1966 is authorized to subscribe to the shares

of Corporation established by or with approval of theGovernment... for the purpose of facilitating the
financing of economic development. The shares held by
Bank of Uganda shall, however, be sold to eligible
institutions as and when the latter are able to acquire

them. 

The proposed participation by commercial banks is intended
mainly to en-able the Agency to have recourse to thefinancial resources and expertise of the banking system as 
a whole including CJU. Provisions of the Banking Act 1969
Section 9 (b) (ii) allow any bank or any creditinstitution to acquire or hold any part 
of the share

capital of 
or make any other capital investment in any
financial or commercial organisation set up for the 
purpose of promoting development in Uganda provided such
shareholding is approved by the Minister of Finance. As
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a shareholder, the CBU should eventualy gain a majority
shareholding and directorship position in UAFA directly or
indirectly and or through the cooperative unions if it 
solves its problems. 

The pr(,posal to establish UAFA was examined by the
Ministries of Ag-riculture and Forestry, Animal Industries
and Fisheries, Cooperatives and Marketing and also by the 
commercial tvindis and oredit institutions in Uganda and it 
was agreed thaLt establishment of the Agency would enhance 
the development of credit facilities to the agricultural
sector. It is proposed that the Agency would also be 
involved in mobilizing rural savings which will assist 
Government development efforts...."
 

Meanwhile, 
 the Joint Government of Uganda/World Bank Task Force on
Agricultural supporl ser-vices (Food Crops) had submitted its Interim Report
to -PC (Agricultur-l Policy Committee) in which they recooernded to
Government 
to expedite the establishment of the small farmer credit system
with special reference to UAFA to address the production credit problem.
The APC accepted the recoaynendation arid presented it to the Planning and

Investment Sub-Cournittee of Cabinet on Tuesday July 8, 1986.
Committee chaired by the Minister of Planning and. Economic 

Tha 
Development andcomposed of among others, the Ministers of Finance, Agriculture andForestry, Cooperatives and Marketing and Governor Bank of Ugand& approved

the Task Force recommendation to establish UAFA and directed the Secretary
to Treasury to fair the UAFA memorandum for his Minister to present to 
Cabinet for a Government decision.
 

On the following day July 9, 1986, the Secretary to Treasury
communicated his inability to Governor to fair the memorandum for
presentation to Cabinet. 
 This waa in reaction to Governor's reply of 6th
 
May 1986 and quote:
 

My om-i views on this subject... have not
 
changed. What 
you state in ycur letter, however, is
 
surprising. You said that vehicles have already arrived
 
in the country including personnel for purposes of
 
implementing the Agency. 
 I cannot understand h how legal

and administrative steps can be finalised to the extent of 
making commitment 
of that nature before the creation of
 
the Agency itself has even reached the Cabinet.
 

This seems to be a problem I cannot possibly handle 
because I would not know how to introduce the subject in 
the Cabinet Memorandum."
 

On receipt of a copy of the ST's letter, the Director Development

Finance Department 
of the Bank of Uganda suggested to Governor 14th
on 
July 86, as follows: 

"Governor may consider convening a meeting 
with the
 
Secretary to the Treasury so as to thrash out the issue 
and merits )f establishing UAFA. It appears that the
 
matter cannot be made clearer in mere correspondence......" 

9 



On August I, 1986, Governor rendiered a further explanation to theSecretary to Treasury's querry and reluctance to fair the memorandum as 
follows:
 

,,... You are no doubt aware that in 1984 the USAID
offered to channel Shs. 300 million from the funds 
generated under FPSP into a financial Institution.... 
Following discussions between USAID Mission Director 
and

Minister of Cooperatives and Marketing, USAID proposed the
formation 7f a subsidiary entity to the CBU in which the 
above funds ould be invested to provide a capitals base 
for on-lending to small farmers. 

It was discovered that amongst other things there was a 
legal barrier in allowing the new entity to be wholly
owned by the GBU... In addition, the CBU was not managed 
-n 

of& manner conducive to effective supervision 

additional projects. 
 It was then that decision was made 
to make the new entity joint venture of all commercial 
banks with the CBU taking only a portion of the 
shareholding. Such Lrrangement is acceptable under the 
Banking Act....
 

The Board of Directors of the Bank of Uganda at their 
meeting held on Thursday December 19, 1985 unanimously
approved the proposal to establish... UAFA. Te same 
meeting was attended by Secretary to the Treasury as a 
Board Member. The cabinet Comittee on Investment
Programme also recently endorsed the establishment of UAFA 
as a means of channelling resources to the small borrower 
in the rural areas. 

Apart from Shs. 300in ... the USAID indicated willingness 
to provide a total of Shso 1.0 billion (generated from
sale of 11,000 bicycles they brought into the country in 
1984) for use by the new entity. The USAID also agreed to
 
provide ten four-sheel drive vehicles, nineteen motor-
cycles and fifty bicycles and tu meet the cost of
maintenance and operation of vehicles. The vehicles 
provided have not been registered until the Cabinet 
authorized the establishment of UAFA. 

The proposal to establish the Agency is only at a 
preparatory stage. Neither norlegal administrative steps
have been finalised as mrch. The USAID has availed 
financial resources, vehicles and technical assistance for 
use when the Agency is established. 

It would, therefore be appreciated if the matter could be 
finalised by 
 the Cabinet to ailow establishment of the
 
Agency." 

10
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The Secretary to the Treasury was still not convinced and on August
7, 1986, he again re-affirmed his objection and quote: 

... This subject continues to come up because
 
clearly no policy decision has been defined on 
 this
 
matter. 
 On my part I would wish to repeat what I said at

the beginning and this is as follows: 

a) I have no problem with the agency as 
 such. However,

the agency :hould be created with capital 
raised from
 
different cormrcial or development banks in the 
country

in full consultations with the 
 inistry of Cooperatives

and Marketing, with the assistance of USAID. The
Cooperative Bank which should be the beat channel for this 
type of financing does not have sufficient capital but

that is why I have insisted that the Ministry of
 
Cooperatives and Marketing be fully involved.
 

b) I pointed out and I would like to repeat it that 
the
 
central bank is the
which guardian of the country's

financial integrity should be dir'±ctlynot involved in
promoting business. The central bank could encourage
financing in certain areas by acting through commercial
banks and if necessary giving guarantees. In a way this

is how crop finance should, for instance, be handled. In

this case, however, this agency is supposed to be located

in the central bank itself and I am not sure that I agree

to such a proposal. This is my position and in fact this

is what I indicated to you right from the beginning.
 

On the following day, 
August 8, 1986, the Minister of Finance
convened 
a* meeting to be briefed and up-dated on salient projects and
 programmes. The meeting 
was attended by the Secretary to the Treasury
(ST), Governor Bank of Uganda and the Director, Development FinanceDepartment of the Bank of Uganda. 
 Among the projects discussed was UAFA.
Clarification was made on establishment of the proposed Agency (UAFA). The
role of Bank of Uganda in the managing of UAFA was defined and agreed that:
 

"(a) The Agency shall be a limited Liability Conpany with
its equity shares made available for subscription to all

financial Institutiorm, Cooperative Unions and Comodity 
Marketing Boards.
 

(b) The Bank of Uganda would play a promotional role by

providing office accommodation to UAFA in a rented

building and stationery in the initial period after which,

the shareholders will take up full responsibility.
 

(c) The Cabinet Memorandum on the establishment of the 
Agency was to be faired and presented to the Catinet at
its next meeting."
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On the following day August 9, a public pronouncement was made bythe Cooperatives and Marketing Minister Dr. Crispus Kiyonga about UAFA at
the 22nd AC of tjCCU at the International Conference Centre as follows: 

"Government is to channel all farm inputs and implements through
the distribution system of the Uganda Central Cooperative Union 
(IJCCU) when the newly established Uganda Agricultural Finance Agency
is implement-d. UAFA will give through the Cooperative structure 
farm inputs aind implements on credit in kind." 

On August 2.1, 1986, the Minister of Finance when presenting the
1986/87 budget to the National Resistance Council noted and proposed at 
follows:
 

In addition to growing government deficits to f finauice 
consumption and services, a large portion of bank credit 
went to finance commerxcial activity and speculation. Even 
where production was possible, credit to finance it was 
not available in banks because there were more profitable
ventures in commerce and speculation for banks to finance. 

The financial institutions, therefore, ignored Agriculture
and Industry because it did riot pay as well. This 
government is determined to reverse the trend. 

Mr. Chairman, some of the measures that have already been 
taken to correct this unhealthy situation included the 
recent setting up of the Rehabilitation of Productive 
Enterprises Programme which, with supporting foreign 
resources supplied by the United States Government, will 
specially finance Agriculture and agro-related industries. 

Before the end of the year, another organisation to be 
known as Uganda Agricultural Finance Agency (UAFA) will be 
set up with he single objective of financing agriculture." 

It is apparent from the budget speech that the UAFA proposal had 
been elevated to a government level decision beyond a single Ministry to 
reverse. It also clearis from the debate of the budget proposals that 
Government raised no objection to the proposals. 

As delays in approving UAFA continued, Governor on 1st September
1986 wrote a reminier to the Secretary as follows: 

"The subject. matter has attracted lengthy correnspondence
in the past. Recently, it was agreed with the Minister of 
Finance that the proposals be PIt to cabinet for approval.
As you are aware, the Government economic policies are 
designed, interalia towards moderaizing the agricultural 
sector so as to increase production and raise the level of 
industrial and agricultural production. Credit is needed 
for modernization of agriculture for it serves 
as a
 
crucial element in icquisition of capital assets and 
adoption of new technologies that go with it .... 
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For the majority of farmers in Uganda, the main source of 
short term credit is the delayed payment for agricultural
inputs allowed to them by th their cooperative societies. 
In order to increase agricultural production, it is 
imperative to ensure a steady flow of credit for farm
 
production. The Bank of Uganda, 
 Ministries of
 
Cooperatives and Marketing, Agriculture and Forestry,
Planning and Econoirc Developrent Finance and \SAID have 
been examining ways of increasing agricultural credit to 
small farmers, and have formulated proposals for
 
establishment of a separate entity known as Uganda

Agricultural a anai ..- dAF... J t.zrlose 
inemorandnn -ettiLng out details of the proposals to 
establish the Agency. The Board of Directors Bank of 
Uganda at its meeting held on 19th December 1985
unanimously approved the proposal. The Board resolved 
that the Bank of Uganda takes appropriate steps to 
establish the (UAFA) and provide such firnancial and
technical assistance as may be considered necessary by
providing office accoianodaticn to UAFA's Headquarters
non-charge basis 

on a 
for a period of three years, meeting the 

cost of stationary and related items. 

... the Minister of Finance mentioned the 
establishment of UAFA, when he was presenting the 1986/87
Budget on August 23, 1986.
 

It *;ould be appreciated if you could initiate necessary

action to get cabinet approval for establishment of UAFA. 
The promotional role by Bank of Uganda in the project is 
based on section 21 (b) of the Bank of Uganda Act 1966 as 
amended by Decree No. 1 of 1986 
.......
 

On 
September 23, 1986, the Permanent Secretary, Ministry of

Cooperatives and Marketing asked the Governor Bank of Uganda to 
up-date

him on the latest position and quote: 

"Please refer to your letter ... of 1/8/86 to the
 
Secretary to Treasury Ministry of Finance concerning UAFA.
I should be most grateful if you could let me krnow the 
latest position. My Minister's view is that this fund
should eventually be absorbed by the Cooperative Bank. 
Would you please confirm that if the share capital of the 
CBU is increased to an acceptable level and the Bank is 
efficiently managed, then 
UAFA would eventually be
 
absorbed by the CBU." 

On Oc;.ober 28, 1986 Governor responded as follows:

"The UAFA Establishment Committee which is canposed
of officials from the Ministries of Agriculture and
 
Forestry, C ooperatives and Marketing, the USAID and Bank 
of Uganda has completed the preparation of the UAFA 
Project which incorporates the physical and financial 
aspects of the Agency and a draft memorandumi and Articles 
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of Association of the Agency. 
 With technical assistance
 
provided by USAID, the Committee has also prepared 
the
Management, Accounting and Audit manuals and is at present
engaged in quantifying the credit gap in the pilot areas

which have b-een 
 identified as the 
 initial operational
 
areas of UAFA. 
 Since technical assistance is already on
the grotud, the remaining pre-incor-poration activities
would be undertaken as soon as Government has given its
 
approval.
 

If UAFA is established along the lines proposed, 
it would
be the shareholders of UAFA viz the commercial banks,
commrrodity marketing boards, 

the 
and the cooperative unionswhich 
will consider any proposal involving the merger 
of
 

UAFA and the CBU. 

Following this reply, the PS. Ministry of Cooperatives and Marketing

wrote on November 11, 1986 as 
follows:
 

"Contents 
of your letter have been noted with great

interest. 
 As I have already indicated to you, our backing

the establishment of UAFA 
 is conditional on the fact that
 
at some appropriate time, 
 tha shareholders of UAFA 
will

positively consider proposals involving the merger of UAFA
 
and the CBU."
 

The exchange of comments within Bank of Uganda revealed that at this
point, in time it would be premature and counter-productive to contemplate or
promote a merger. 
 It is most unlikely that commercial banks wouldwilling 
 to consider participation in UAFA if they know they will be 
be 

under
 pressure 
to divest their interests in UAFA in a few years in favour of the
CBU. It simply would not be worth the bother for them to 
 get involved.
Without the participation of commercial banks, 
 the essential linkage with
the Ugandan financial market would not exist and the objective of providing
a viable and eventually very large production credit 
system for small
holder farmers would not be achieved. However, Bank of Uganda noted that
there is a simple solution to this matter. 
 All that would be needed to
increase the farmer-cooperative level of ownership and 
control of UAFA
would be for the CBU, 
either alone or on behalf of the other participating

Cooperative Unions, 
 to purchase additional shares in UAFA. 
 This would be
a practical approach, but the incentive to do so would be contingent on the
success 
of UAFA and the success of the CBU in becoming a strong "Bank for
 
Cooperatives. "
 

Meanwhile, during October-December 1986, 
 the Government of Uganda
agreed with the World Bank 
 to provide a consultant (Mr. Sant Dass) to
review the proposals to reactivate production credit to small farmers underthe auspices of the APC (Agricultural Policy Committee). 
 The consultant's
impressions were presented and discussed by APC 
on December 9, 1986.
Interim conclusions and recommendations were as follows 
:
 

"In view of the urgent need to provide credit facilities
 
to 
 the small and medium farmers in Uganda the Government
 
is presently considering setting up a new 
specialized
 
agency 
 (UAFA) to cater to the production credit needs of
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the farmers who are not being served by existing finacial 
institutions. The Bank of Uganda has since provided 
expert and secretariat assistance for giving a concrete 
shape to the proposal. The World Bank has been 
approached by the Government of Uganda to look into the 
feasibility of the proposed Institution.
 

It is true that there is a felt need for providing credit 
to farmer" to enable them to procure essential 
agricultural *npuI.s and services, as none of the banking
institutions in Uganda are today meeting this need. The 
main function of the banks has been to provide funds for 
the procurement, movement and processing of major crops
like coffee a-d cotton from farmer3 to the relevant 
marketing boards generally using the coopecative 
structure. Provision of essential inputs has 
not
 
received their attention mainly for the reason that it 
involves iraking unsecurel loans to the small and medium
size farmners who have no tangible security to offar. 

The Mission recognizes the need for providing production
credit to the fiarners, but it is of the view that first of 
all it is necessary to attend to certain macro-level 
problems in the e..onomic scene of Uganda.
 

The Mission feel.s that in view of existing constraints 
there is need for a very cautious appro&ch to the question
of setting up a new financing agency for serving the 
farvers.
 

The first attempt should be to use one of the existing 
Institutions for the purpose in view. This approach will 
be less time-conuming and there should not be much 
problem in kitilisizing existing staff and branch network 
of one of the institutions such eas the Uganda Caumiercial 
Bank." 
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A follow-up Mission in January-April 1987 (Uganda Agricultural TaskForce Programme) reviewed the production credit scenario and atAgricultural Polic'v Committee (APC) meeting 
the 

at Jin.ja held on April 10-11,1987 adopted and r ecommended a three pronged approach to agricultural
credit as follows: 

"The task of providing credit to farmers is a huge
and diversified one. Also several channels will create adegree of competition and allow for 
variations in
approach, The Uganda Commercial Bank (UCB) and the UgandaDevelopment Bank (UDB) schemes for agricultural credit tosmall farmers should be complimented by establishing a new
institution (I]AEA) to serve the cooperative movement." 

On 27th De~cmber 1986 Hon. Sebaana Kizito, the Minister ofCooperatives and Nhrketing following a meeting with the USAID MissionDirector and the 1!SA Ambassador to Uganda expressed the views of the
minirtry as follows:
 

... I noted with appreciation the various
 
activities 
 of" your agency in 
 aid of our cooperative
 
movement.
 

For a long time, there has been discuseions between
various organs of the Government of Uganda and your Agency
conceriing (LUAFA). It is ry understanding that yourAgency would make funds available to aid small farmers and
that you :onsider setting up a special agency
administer these funds. When 

to 
we held our discussions, Imade it clear to you that the idea of your agency bringing

in funds to help our farmers is very much welcome.
However, 
I do not consider that it is necessary to set up
a separate Agency for the administration of these funds. 
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YouVs know. in L'ganda,
is one we have a Cooperativeby the vasious Bank whichCooperativeCooperatj\.e Unions 
wa y that hvement in the country in tjie country.
Taerefhat, 1:V ar e s,. is organized in such a,:v C'a-ers are membersTherefore, the of the movement.Cooperativ.e Movementfairl representative is wide spread andof isConsequently, the farmers of thisI consider country
has a gooa that the Coopertivenlttwork Bank whichof brancheshas got in the countrya lot of potentia! and whichto expand,unds in question can administerwith.ojit setting the up any new organisation.
I admit that 'urrently
problems of 

the Coope-ative Bank hasmanaqement got somebut theserind Tam confident. that 
are being ta ,r. carethe steps ofthe Bank am takbing Wailto -tren~gthen enableits managementeffective. lesipe and to became mores , - at aby several recent meeting which)ig Cooperative was heldreiterated Unions,
their (at Masaka) 


pledged 
confidence in the Cooperative Bank 

they 
to strengthen and.the capitalwould basego a long way of the Bank whichto makefinancial itinstitution a thoroughly strogreadymovement. to serve theSuch cooperativea body would no doubtadministrator be the bestof the funds in question."


What 
that 

the view seem to haveCooperative lost sightUnions of issystem and and Societies the fagthave no arefunds net borrowersof their own fromignores to transfer the bankingthe fact that a single short to the CBU. ItProduce the infusion of funds in 
also 

endurance desired CBU/CCS notwoulddesired asis & credit these would soon runsyste out. What isfirmly connected mostbanking system to resource flowsas a whole including of thethe Bank of Uganda.

On January II, 
 1987, Director Richard Podol of USAIDSabnana Kizito as follows:- replied Hon. 

"This letter is in response29, 1986 and to your letter datedas a follow-up December
Ambassador Houdek and I had with 

to 
you. 

19 meetingthe December 

opportunity I appreciated
to discuss themattersof assistancf relatingto to USAID'sthe Ugandan cooperative programknow, movement.our bilateral program has a long history and I wish
to assure you that we will continue to assist programs and
 

As you 

activities 

benefits 

which will result in significant and
for the enduringUgandan people.approximately Given the90 percent of the volume of 
fact that

for domestic farmconst~zption products 
smallholder farmers, 

and for export is producedand byfarmers an estimatedare cooperative two-thirdsmembeis, ofviable private we recognizeenterprise that aorientedwill enhance cooperativethe movementeconomic well being of farmers and thecountry. 
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Since you ra,sed the issue of the future of the Uganda Agricultural
Finance Agency (WAFA) as the institutional home for a revived and 
modernized version of the Cooperative Credit Scheme (CCS) I believe that I 
shouid present the background leading to the desire to create UAFA.
 

UAFA has a Long, history. AID"s decision to support it'sestablishment was rceonfirmed in the July 29, 1986 amendment to thePro iction Support. Project agreement 
Food 

signed by the Minister of Finance and
myself. The pertinent section of the agreement reads as follows: 

"The C. wil1. ensure that the (UAFA) is registered as a 
limited ]iahi ity company under the provisions of Uganda's 
company Act..... 

,,s, we kre dealing with an agreement between your
Government and mine that involves several other ministries 
- Finance, Agriculture, Livestock and Planning  as well 
as the Bank of Ugan-la. Changing that agreement may well
require -'oncurrence at the Cabinet level as well as by my 
own Government.. 

Rased upxn nrior approvals we have already expended
cor-jiderable funds on technical and capital assistance to
UA..,A. In fa,'t the roots of UAFA and our involvement go
back to 1983. It is my understuunding that although the 
Cooperative ('redit Scheme (CCS) successfully demonstrated 
a workable approach under which loans were made to primary
societies Cor on-lending to credit-worthy fanner members 
it never reached more than five percent of those eligible.
Lack of funds was reported to be a major impediment to the 
ex-pansion of the CCS. In 1983 when efforts were initiated 
to find a way to revive and expand the CCS on a scale
which would have a significant impact on agricultural
productivity, it became clear, once again, that lack of 
access to funds would be a major constrait. It was clear 
to personne! from the Savings and Credit Section of the
,CVI that the Ministry could not gain access to the large
volume of fids required, given the Government is
budgetary situation. This was recognized as early as 
August 18, 1983 when a working conmittee from the Savings
and Credit Section submitted a proposal to the
Commissioner for Cooperatives Developvment entitled, "THE 
PROPOSED COOPERATIVE FARM CREDIT SYSTEM". That proposal
was expanded by the Task Force for the Development of the 
Rural Credit System which began its deliberations on
Vovemver 24, 1983 under the chairmanship of the Governor 
of the BOU. The Task Force's conclusion was that the CCS 
approach nat! merit bit that it would have to be placed in 
ar, institut.i,)n which could gain access to the financial 
resources of the Cor(rinrcial Banks. 
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The need to establish a home for the CCS outside the MCMwas reaffirmed by forty credit officers from the Miiistry
of Cooperatives and Marketing 
and the Ministry of
Agriculture and Forestry when they met for weeka longconference at Rubaga in January, 1984. We also see acontinuing role for the Co-operative Bank (CBU). Webelieve that the CBU could,if its finanIcLal condition and other factors permitL berevitalized as a true "Bank for Cooperatives." Even so,suggest that you may wish to review the enclosed August,
1983 report by Technoserve, Inc. relating to the CBU, andthe reports of M. J. Carter and Delo4, ;te Haskins & sellswhich should be inM", files. 
 A s pecialized "Bank for
Cooperatives" would have a large and challenging r-ole tofinance the agri-business requirements theof cooperativemovement. By agri-business finance I mean workingcapital for unions and societies including crop financeand capital funds for facilities (i.e. buildings,factories, stora&e, and materials handling and processing
equipment), transport vehicles and tractor hire services.For example, in 1985 thc CBU provided only 16 percent ofthe crop finance disbursed by comnmerclal bari's ard thisrepresented 96 percent of CBU's advances to agriculture.
Since demands for crop finance may be expected to increaseduring the years cropahead, finance lending by itself islikely to require more fur /s than the CBU will be able to 
conmmand.
 

Again we th ink that only by mobilizing the commercialbanks will sufficient credit be available to small
farmers, a-.i opposed to co-operative needs. Thus, thereis an erroneous presixuption that the establishment andexpansion of .-UAFA ou]-O have a negative impact on thefuture of the CBU. On tie c -trary, theve institutions,iould compliment each other. The UAFA lending programwould provide loans to primary societies to enable them toon-lead to their members for production increasing
activities. This will result in a gretter demand forinputs and for marketing and processing services throughthe cooperatives. In order to finance these input andmarketing services the unions and societies will need toheavy demnds on the Co-operative Bank for agari-business 
finance. 

It should also be pointed out that the CBU is expected tobecome one of the founding members and shareholders inUAFA. The financial extent of its shareholding
(ownership) would beonly limited by its financialcapacity and willingness to participate. This involement
of the CBU will help to assure that UAFA is cooperativeoriented and farmer sensitive. The participation ofother apex and district unions would also contribute to
the achievement of these ends. 

20
 



.\l. that .,uld be needed to increase the farmer
cooperatUve K-ve1 of ownership and control of UAFA would
 
be fur t,hF' C,(operative Bank and/or the apex and district 
unions tr' the purchase additional shares in UAFA: This
would be a prnctical approach, but 'he incentive to do so 
would he con ingent on the success of IJFA and the success

iof tj CRP f ec) ,.ming a strong "Bank for Cooperatives." 

In summary, e basic premise underlying the necessity for
di rel invrl[.ement of the coimnercial banks is that thecnmerciaL b.inking comnunity has the bulk of the funds 
available for lending. Only these banks can provide the
funds needed for full capitalization of the institutional 
home of the ('CS. The commercial banks have made it clear 
that they wiIL 
not make their funds available to the Co
operative Bank. (iven appropriate incentives and with the 
facilitatir role of the Bank of Uganda, there is a 
reasonable c:hance that they will co-operate in forming

IAFA. In uliition to funds, we believe these banks would 
have a st,g interest in providing their expertise to 
promote the Hfficiency, financial strength and integrity
of UAFA. -s a businessman you can appreciate that they
would want lo do this in order to protect their investment. 
Likewise, the involvement of the farmer cooperative
movement cot jld help to assure that UAFA will be 
cooperative oriented and farmer sensitive. This would be 
the best of both worlds. 

You can now see why we have supported the creation of
UAFA. After years of intense effort the work of the 
Establishment Committee has reached the final stage of
 
dialogue ;-Lth the potential shareholders (i.e.
cooperative unions, marketing Boards and commercial 
banks). It is essential that your concern be 
resolved
 
soonest and final decisions made on the respective role of
 
UAFA and the CBU. 
 Delay means a loss of credit to the
farmers in this critical period in Uganda's history. It 
is also important to keep in mind that the planting season 
is fast approaching. We are ready to meet with you orwith the Estiblishment Comnittee if it can help resolve
 
the si tuation." 

On January 13, 1987, the Director of Development Finance Bank ofUganda convened ;t meeting with the Commissioners of Cooperatives,Marketing, Veterinary Services and Agriculture to arrange for getting the
feel ings of the proposed UAFA shareholders. The meeting noted and agreed 
as follows: 

"Because 
of the felt need to increase input supply to

farmers to increase productivity a system to avail credit 
failities to small farmers has to be established. 
Because of the many risks in agricultural credit, as many
institutions as possible should be involved so as 
to:
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(I) Irprove accessibility to resources in the 
commerc'ia banks. 

(ii) Spread risk sharing and lessen the burden of
Ioasses. 

(iii) Ease availability of suitable personnel. 
Thusthe need to set-up UAFA to be jointly owned by the banks,marketing Boards wnd the unions and access the backing of
the country' - financial system, cooperative movement and 
marketing irs.itu.ions.
 

However, some of the authorities involved have divergent
views on the .'TAFA concept and system. For example: 

(1) The Secretary to Treasury feels that instead ofcreating 
a new institution, 
 the Cooperative Bank 
 should

be rehabi l itated and strengthened. The UAFA
establishment 
 committee feels that because of the many 
hhigh demands9 
 on CBU's resources 
to finance on-going

processing hind marketing of produce, 
CBU cannot provide

adeqtate prrdiuction credit. Hence the need for a
 
specialized 'istitutinn (UAFA). 

(ii) Fhe Ministry of Cooperatives and Marketingview is that UJAFA and CB'J should be merged some time after
take-off. However as 
UAFA is planned to be 
a limited

liability entity, such a merger is a prerogative of
shareholders, The Ministry feels 

the 
also that USAID/FPSP

funds should be placed with CBU. 
 Here the problem is
that such funds are limited anrd may not make the desired 
impact over time.
 

(iii) Cooperative 
Unions (6)resolution 
at the
Mnsaka meeting rejecting Government decision to establish

IJAFA. 
 From the Masaka minutes, it is evident the Unions
 were 
not clear on the UAFA concept and the'role of Bank
of Uganda in the venture. 
The six unions cannot be taken
 as being representative of the entire cooperative unions
in the country. Further no one should think that 
 there
 are any ready resources being denied the Cooperative Bankor 
that unions have funds of their own to transfer to the

CBU as 
they are net borrowers of the banking system.
 

To exTedite the establishment of UAFA, dialogue
should be initiated with all shareholders particularly
cooperative inions and societies."
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On January 2 *, :987, Hon Sebaana Kizito re-affirmed "Il's view for
 
CBU to administer USIAD/FPSP funds in his letter to USAID Mission Director
 
R. Podol as follows:
 

"lam gratefui to you for the long explanation you have 
given of the origins of this agency (UAFA). 
 I L-i sure
 
that in Uganda we have too many parastatal organisations.
The NRM gov,.rnment has taken some steps to identify the
parastatal bodies that have got to be scrapped merged or
sold to pri vate business enterprise. Although 
 an
 
announcement. "us made to create the above Agency by the
Minister nt 7inajice in his last budget speech, I do not
think that we should not feel free to look at the question
of UAFA afresh. 

.... when a decision to create UAFA was taken, and ...
when the Minister of Finance announced the Government's 
intention to set 
up the Agency, the state of the
 
Cooperative Bank and indeed its future was uncertain. We 
now know the state of the Cooperative Bank and we have 
taken steps to ensure that it will have a good financial 
future. Therefore, I wish to reiterate my earlier
 
statement that the Government feels that the Cooperative
Bank will bo in a position to administer funds that UAFA 
wouild have administered. 

In your letter (11th January 1987), you have
 
mentioned that commercial Banks have made it clear that
they will not make their funds available to the 
Cooperative Bank. I am not expecting them to make their
funds available to the CBU. What I am expecting, however,
and which I Fn certain of, is that Cooperative Unions have
expressed their confidence in the CBU and they have
pledged to support it financially, first by purchasing 
more shares in it and secondly by banking with it. As the 
Cooperative movement in the country mobilizes a lot of
funds and as these funds are now kept in the coa;ercial 
banks which you have referred to, when they are removed
from such Banks to the CBU, it will not need the support
of the commercial tanks. 

In conclusion, I wish to state how weary 
I am of 
setting up more new organisations. Taking into account
the experience we are discovering , I think it is better 
to strengthen the existing institutions, to see that they

are on sound financial footing, to see that the management
is re-structured and strengthened, 
and to see that they

really serve this nation in accordance with the objectives 
of the NM (.,vernment."
 

In all foundation documents of UAFA, the agency is conceived as aprivate company limited by shares although there is indirect government
participation through and Boards.UIXB, Marketing The CBU and the
Cooperative movement are private entities. If any parastatal is needed it 
is a small farmer credit institution. 
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On 25the February 1987, Permanent Secretary S.B.wrote Rutegato the Secretary of MCMto the Treasury comunicatingdecisions arrived at the points anda meeting convened by him to determineUAFA. Those the futurewho attended ofthe meeting included GovernorCommissioner P.K. S.T. Kiggundu,Ratarinyebwa, Senior officialsAgriculture, from the Ministries ofand Finance and the General Manager of the Cooperative Bank.The ST was 
advised as follows:
 

1. The USAID participation in the formation of UAFA wasafter a request from the Uganda Government. The decision
took a long time to be arrived at. 
 Any structura change
concerning UI\V4 wc-uld necessitate protracted negotiationswhich would 
 take a long time 
 to finalise. 
 It is,
therefore, important that the present arrangeients should
not be unduly altered in order to save time.
 
2. The re-organisation of the Cooperative Bank Ltd. which
is currently going on will take 
between 6-9 
months to
complete. 
 While this exercise is going on therefore, the
operations of UAFA should continue:
 

3. The 
credit facilities which will be provided by
Cooperative Bank theLtd. and UAFA will be complimentary and 
not competitive. 

4. 
 The 10% shareholding in UAFA which is supposed to be
taken up by the Cooperative Unions can temporarily bepurchased by 
the Bank of Uganda while 
the Cooperative
Unions concentrate on re-organizing and financing the CBU 
Ltd.
 

5. At some stage when the CBU is ready to purchase sharesfrom UAFA, it will be authorized to do so.
 

6. 
 After the UAFA is fully operatior al it wiil 
operate
as an inder*.ndent 
body and will not appear tooperatir g as a branch of the Bank 
be seen 

of Uganda.
 
It is therefore clear that UAFA can go ahead with its work
while 
the CBU is being re-organized. 
 At an appropriatetime in future, the two institutions can be merged if
is considered necessary. it


I have accordingly advised myMinister to discuss this issue with your Minister sothe future of UAFA can be settled without 
that 

any further
delay. 
 You may wish to advise your Minister accordingly." 

24
 



On 9th Mrch, 1987, Governor S.I. Kiggundu wrote to the ST advisinghim on the decisions reached at the Farmers House meeting of 24th February
1987 as follows:
 

"At a meeting held in the Ministry of Cooperatives and 
Marketing on the 24th February 1987, it was recommended

that the Uoarida Agricultural Finance Agency should 
 be
established o compleinent the efforts of the CBU, in

extending prc'Juction credit to the farming public. Please

refer to the minutes of this meeting which were sent out
 
by the Permanent Secretary, MCM for ease of rejerence.
 

It would, therefore, be appreciated if you would, please,
expedite the presentment of the Cabinet Memorandum for
discussion. [ append amendedan draft mzorandum for your
consideration."
 

On the 11th March i987, the ST J. Kahoza responded to Governor 
Kiggundu's letter as follows:
 

I received the minutes of the meeting in the

Ministry of Cooperatives and Marketing 
 on 24th February,
1987. 
 1 have passed on these minutes to the Minister of
Finance who asked a number of questions on the minutes

which he had apparently received. Certainly, 
 I have to
wait for his further instructions." 

On 17th March 1987, the Chairman/Managing Director of UCBcommunicated their intentions to Governor Bank of Uganda to launch the
small Rural Farmers pilot scheme and requested as follows:
 

"Since this i:-the first time that UCB has undertaken such
large scale rural credit programme, we are soliciting

views ... on the proposed ... scheme. We would appreciate
 
your comments...."
 

On 20th March 1987, the Governor Bank of Uganda responded to the
Chairman/Managing Director of UCB as follows:
 

I am glad to learn that you will soon be launching a

"small Farmers Pilot Scheme" for assisting Rural farmers.

I wish to draw your attention once again to the fact that
 
Government has already set in the
motion process of

establishing the Uganda Agricultural Finance Agency (UAFA)
which is already at an advanced stage. UAFA is intended to
 
make credit readily available to rural farmers. USAID is

assisting this effort and it is hoped 
that all cxmercial
banks will put funds into its capital outlay since they 
will own the agency jointly.
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By copy of this letter, I am requesting the Director
Development Finance of the Bank of Uganda to 
arrange a

meeting with you 
 in order to provide you with further
 
details , UAYA. 
 Phis is to try to avoid
 
unnecessary duplication of effort since the objectives of

UAFA are also directed at reaching the rural farmers."
 

On the 6th M'ty 1987, Dr. F.A. Mhwine of UCB responded to Governor
 
Kiggundu as follow-:
 

I wish to agr,:e with your Director of Development Finance 
that most coimmercial Banks have shown negqative response

towards demand for credit by farmers so much so that there 
can be no talk of duplication in this sector even if 
all
 
banks came out tomorrow to provide credit for 
production

in the agricultural sector. 
 As you Imow, all credit 
currently attributed-to agriculture is for processing and

marketing what 
hanks don't help to produce in the first
 
instance!
 

I have noted some similarities between UCB Scheme and UAFA 
and can only -ay t-hat this is how it should be if correct

studies 
 have been made. Nevertheless, 
I wish to state
 
that our 
long experience with the cooperatives has not
 
been very happy. 
 I believe two, that whenever you find a
 
good cooperative society or union, you will have 
found

good individual farmers. We shall 
certainly lend to
 
groups but our preference will be individual farmers.
 

We recognise the advantage of peer pressure for repayment

of 
loans but lending to groups is not necessarily a pre
requisite for peer pressure to work in a 
rural setting.

We have designed associations which will bring 
together

borrowers riler the scheme 
at various branches for
 
purposes of education.
 

We have noted the repeated reference to Grameen Bank of
 
Bangadesh 
but wish to point out that Grameen Bank

experience is 
 different and not. necessarily relevant in
 
our context. 
 I, the Grameen Bank concept, credit is

extended for any legal income generating activity, whereas
 
here we are 
talking of small rural farmers who have 
land
to cultivate. 
 The target group under Grameen Bank is
 
overwh6elmingly landless. 
 I should also point out that we
 
have recruited our 
own extension 
officers precisely

because 
we know the limitations of Govek-nment extension
 
services ......
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Finally I wish to point out that .... we are talking about
active prodi,'ers and what we are saying is that they
should be LSsisted to do what they do better for 
everybody's bonefit. is noAFter all, there dispute that 
this sector torms the backbone of this economy. Our view 
is that we should stop paying them lip service. There is 
room for LUB scheme and the UAFA and many more to 
participate. " 

Earlier, on 18th March, 1987 Governor Kiggundu wrote to ST Kahoza
urging for a government decision on UAFA follows:as 

"Further to my letter of 9th March 1987 and yours of 
l1th March 1)87, I have had further discussions with the 
Director of 'JSAID, Mr. Podol on this matter. 

I advised him on the-present status of the project. He 
will be travelling to Washington on FRiday and he wanted 
to have something more definite on this matter as they
will be having discussions in the first week of April
regarding the future of credit finance in Uganda, among
other countries. He thought that a more definite stand 
would help him raise more funds for rural credit. 

Please convey this position to the Minister. It may help
if he can proceed to get cabinet approval for this 
project so, so that word can be conuunicated to the
Director ot' beforeSAID the above-mentioned discussions 
take place." 

During the 
 second week of April 1987, USAID received the FPSP
Evaluation Report which observed and recommended as follows onCooperatives in Ugarndan Agriculture and USAID support to establish UAFA" 

"After the 1979 Liberation War, Uganda's Cooperative
Movement stood out as a furctioning Institution at a time
 
when most other national-level institutions were defunct 
... There are several desirable attributes of cooperatives
which should allow them to play a significant future role 
in input supply and output marketing. First, the 
cooperatives are farmer-owned and oriented. 
 Second, the

cooperatives have reasonably wella articulated netwri of
primary societies and district tunicns through which inputs 
can be delivered and output marketed in the majorproducing areas. Finally, about one-third of the
cooperative rwvement remainedhas financially viable rxnd
credit worthy despite the political and economic upheavals
of recent and serve as theyears can nucleus of a
c(nmercially, oriented agricultural input and marketing
system ....... to ensure that farmers receive good 
service 
at fair prir',,q everywhere in the country ...... 
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Accomplishments and impact of the Food Production Support
Project (FPSP) %ere weekened by ... the ACDI work on
establishing 
 ... UAFA to provide agricultural credit.Right 
 now is not the best time to launch a new financial
 
institution ... 
but from a broader perspective it is clear
that Uganda needs a 
more comprehensive financial
Infrastructir, t'a t is responsive to the capacities and
needs of the 'ural, agricultural population. However, itis possible that too murh effort was devoted toestablishing 
UAFA at the expense of other objectives,

especially 
assisting the Development of planning in

Ministry of Co(operatives and Marketing 

the
 
....
 

... the credit prograinne should not be allowed to dominatethe (FPSP) project and careful consideration should be
given to whether there is a real need for US technical 
assistance .... 

The planning Advisor, who is currently working at UAFA,should return 
 to the MCM planning Department on full
time a
basis to assist in the transition to a follow-on

activity, particularly by 
further analysing the 1985

cooperative survey and by helping to organize the planning 
Department. 

Consideration should be given to whether the creditadvisor who is currently working at UAFA, should return tothe MCM planning Department to assist in assessing theviability and effectiveness of existing cooperative 
union

credit schemes and to undertake other actions that might
be useful townrd planning the follow-on project. 

Final decisions on support for UAFA should be deferred 
rending (a) approval by the APC, (b) provision of fundingin the GOU budget, (c) agreement of commercial banks toinvest in UAFA, and (d) macro-economic stabiligat!.on and areturn to reasonable inflation and exchange rates." 

On 21st April, 1987, USAID Agricultural Development Officer (ADO)Ken Lyvers wrote to Permanent Secretary S.B. Rutega as follows: 

"... concerning the consultants, .. part of the teameffort should 
 be directed to the planning unit of the
Ministry of Cooperatives and Marketing. This would be inline with the recoajmendations of the evaluation team. Ihave asked the credit Advisor (Lew Clark) and the PlanningAdvisor (Tom Carr) to prepare a work plan this week, whichwill allow completion of some of the high priorityactivities of the establishment Committee, 
but will L -tthe planning advisor spend a high proportion of his timewith the Ministry of Cooperatives and Marketing Planning 
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[nit by the -nd cf June .... USAID wants to ensure that
the UAFA establishment Committee continues to function 
Until a final decision is taken by the Cabinet on the 
status of UAF-\. ,e are hopeful that this decision will be 

,taken by Mi, i 'u'iiwr. 

JUSTIFICATION FOR LAIA 

Thi9 far the project path of UAFA has been long, painful and fraught.;ith reversals and inaction short of a YES or NO decision tantamount to a 
waste of resources. 

The UAFA concept has generated divergent feelings and issues. It isbeing, asked whether UAFA is necessary. Whether it is not better andcheaper to absorb the special services of UAFA within the product andservice range of -xisting. banks. It is further asked whether theauthority proposing UAFA has established any sizeable credit gaps which
justify the services of the proposed Agency. If gaps exist, why have 
existing banks failed to fill them up? 
 If they have failed because of
financial limitations - how will UAFA overcome these limitations, at what 
cost and with what effect to the banking industry in Uganda? If existing
banks 
have failed because of managerial shott-falls - how can it be proved
beyond reasonable doubt that UAFA will have beLter personnel and
management? Those against the launuching of UAFA argue that the d decision 

will dissipate resources which should be consolidated. It is further 
argued that instead of re-appraising existing institutions' failures andshortcomings and ,str icture their operations and systems to adequately
reflect the deposit and credit requirements in all sectors of the economy,there is a tendenv or syndrome to introduce new institutions which no sooner than they ire introduced prove the exact replica of those they
replace. 

As planners, we cannot dismiss this view. We recognize some of theviews are raised against a background of weaknesses and threats whileothers are based on purely technical and logistical grounds. What is most
important is to look for evidence in support of these contrasting arguments. The question is where and how does one go abou~t looking for
evidence on each of these issues? 
 On the credit side one needs to examine

registers of each 1ank to establish the profile of borrowers to whom banks
extend their facilities. The results of 
these exercises would then
indicate whether existing banks in Uganda are meeting the deposit andcredit needs of the target segment UAFA is being started to serve. 

We need to make some important but sensitive observations. Thefirst is that inspire of the Charter or Act by which a bank is established, 
once that 
 bank tests the convenience and profitablility of a well to do
recipient segment, it is difficult to bend its operations towards the smalldepositor and small borrower viz the disadvantaged and difficult segment of our society. This is the situation in which existing banks in Uganda find
themselves. The rdinate and act establishing the Uganda Credit andrSavings Bank (UCz, ), later to became the Uganda Commercial Bank (UCB),
expe*cted the inst it ution to attend to the savings and credit needs of the 
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"iittle" natives. s:ince 1954 operations and the portfolio of UCSB and UCB
in the "little" nati, e's segnent have continued to decline and to-date, let
 
us :ace it - UCB has no portfolio for the disadvantaged segment of oursociety. lie 
recognize the existence of various lines of credit especially
the simall scale ind, stry and kgro-credit schemes, but these do not go tothe small borrower 
 UAFA has in mind. Beneficiaries are meditum 
 and
'onim-rcial farmers and industrialists. The loan registers in 11CB testify

to this. Those who have been closely associated with these schemes claim
that beneficiaries have their heads over the crowd. 
 They are tall people

financially.
 

it is possibly difficult for UCB to provide evidence that it 
caters
to the savings and 'redit needs of "small" people and certainly it is nott.'ganda Comercial i tnk'-
 intention to concentrate on providing financial 
servLces to this sc'or. 
Indeed UCB at one time was anxious to be .relieved
of 'small" accounts. 
 Now what has caused this? It is basically the
nature of UGB's resources axnd exposure to the rich and convenient segmentsof our banking public:, especially after the positioning of 1973. The banikhas lade commendable headway in commercial and big business dealings, but
asking 
 it.to develoi) skills and attitudes needed to serve small savers and
borrowers is unlikely to produce the desired 
result. Cun-rently UgandaCommercial Bank ha no "technology" and conduit to deal with thedi'3advantaged segment of the unbanked public and it is improbable that itwill be possible to persuade the bank to revise its corporate policy todeal with the masses of small savers and borrowers. UCB is aiming higherand it would be huu! busLness to become involved with making large numbers
 
of production loans 
.o the masses of smallholder farmers.
 

Turning to the Co-operative Bank Thethe story is similar.
provisions of the Co-operative Act under which the Co-operative Bank 
was
established aim at, ,imong other objectives, extending financial benefits tothe 
 smallest actor within the Co-operative Movement. This objective 
was
partially fulfilled (perhaps five percent) 
through the sixties and early

seventies with the Co-operative Credit Scheme in which the CBU fulfilled a
minor supportive role until the bank went commercial in 1976. 
 From then.
 on, 
 the Oanks' attention was progressively diverted to the easier and more
"profitable" segment 
of the big depositor, big borrower to the t,.tal

disregard of the -;nallholder farmers' credit requirements and 
the neartotal disregard (,C the agri-business finance requirements of the
cooperative movemient. 
 In the process, the bank lost 
 the trust and
confidence of its owner-member cooperatives and the masses of 
smallholder
 
members of primary cooperative societies.
 

The Uganda Development Bank h as no provisions to 
cater to the
credit 
neej of small borrowers. 
 The Decree is silent with respect to
servicing the 
 production credit requirements of smallholder 
 farmers but
articulates 
on "good business" practice especially when one looks at
sections 3a  b of the UDB decree and 20 
- 21 of the by-laws. The decree

and bye-laws require UDB to invest cautiously in all leading sectors of the
 economy following pr-ved practices of lending. 
 Since its inception UDB's
lending practice confirm that operations have been confined to medium and
commercial borrowers. 
 A\s stated earlier UDB, guided by statutory backing
has been ex.posed to the convenience of dealing with large borrowers. Like(1GB and the Co-operative Bank, asking UDB to bend its operations to the

special requirements of the masses of smallholder farmers would sound like
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asking them to enga 4, a reverse gear. LDB has a further limitation in that 
it lhas no deposit -!at.onship with borrowers or non-borrowing depositors.
The administration ,f snll loans calls for this relationship. Although
the develol-nent bank concept is pre-dominant in the less developed regions
of the world, these xunks were established to be recipients of foreign 
Loans and grants "or on lending in development (medium and long term) 
sector.- less attrac~tve i.o commercial and merchant banks. The situation of 
11DB parallels this tradition but it is an approach attended with problems
 
.-t" local resource u,-bilization leading to a narrow or restricted capital

base. The masses of snallholder farmers in Uganda will be difficult 
 to
 
reacn with the narrow capital base of UDB, A further important limitation 
of the Uganda Development Bank is its lack of proximity to the recipient 
masses. Uganda Development Bank has no net-work for servicing the credit 
needs of small borr wers and developing this network is about the same as
 
starting a new harik. 

Finally, when we turn to foreign based banks, we note that 
 those
 
banks have a commercial orientation and it is not logical to expect that
 
they will have the motivation and financial incentive to provide production
 
credit to the masses of small farmers who account for the bulk of 
Uganda's
 
Agricultural production.
 

It. is clear that none of the existing banks is catering to the 
production credit needs of the masses of smallholder farmers who account 
for the bulk of Uganda's farm products. It seems most unlikely that these 
Banks will, on an individual basis, initiate production credit programnes
to satisfy the derm.nd of smsllholder farmers. Thus, there is an urgent
need ror the establishment of UAFA, which is to be launched with a clear 
philosophy and methcoology for dealing specifically with production credit 
requirements of smallholder farmers who as a group comprise the foundation 
of the Ugandan economy. Although this sector is difficult to reach, UAFA 
wherl linked with strengthened input and marketing services of the 
cooperative movement, offers reasonable prosp.cts for success.
 

JUSTIFICATION FOR THE INVOLVEMENT OF THE BANK C UGANDA 

The propriet.y and legality of the proposed role of the Bank :)f

Uganda in fac litating the establishment of UAFA and in becoming a
 
temporary, but rc.ertheless, dcacto shareholder is consistent with the 
provisions of the Bank of Uganda ACt under section 21 (2) (d) of 1966.
 
Indeed, the act urges the Bank of Uganda to spearhead development by

opening up frontiers capable of rendering support to bouyance 'the economy.

It is not in the long run interest of UAFA or the small farmer members of
 
primary societies for the Bank of Uganda to be permanent shareholder in
 
UAFA. Hence, the goal is to have all UAFA shares subscribed and paid-in

by the long-term owmers from the beginning and not by the Bank of Uganda.

The Bank of UgancL- intent and comitment is basically to cause action to 
happen and make up ()n a temporary basis only if absolutely necessary, any 
short fall in the paid-up capital stock which the commercial banks may be 
unable to pay in innediately. Thus the goal of UAFA would be to retire the 
Bank of Uganda shar-s as soon as possible. The Bank of Uganda shares would 
be purchased by bans or other eligible shareholders or the shares might be 
retired directly then the UAFA has the capacity to do so.
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JUSTIFICATION FOR THEM IOLVEMENT OF Cf- IAL BANKS
 

The establ i hnert 
 nd expansion of a financiallyinstitutional viableprxi tiort crelit system for small holder farmers is one ofthe essential pre-r, quisites to increasing agricultural productivity andprofitability. 
 This view is logical in spite of the fact that due toprevailing thehigh rate of inflaton, the lendingwith negative institution will be burdenedr ns covering interest-loan charges to its borrowers.This is one of the important, if not critical, reasons for 
 the credit
institution to hav. the support and understanding of the Ministry ofFinance dan the ank of U'andh as well as the direct involvement ofUganda's Comercial Buks which, through their deposits, comprise theUgandan financial narket. n Uganda, the money market is the commarrcialbanking community Lnd it is the deposits, held by the banks and theasser.s of these %:iks'hich could provide a substantial percentage 0, thefund-: needed to ittlise the, institutional home for the CooperativeCredit Scheme (CCS 
 id to provide funds Zor lending.
 

JUSTIFICATION 
 FOR UAFA AS A JOINT RE AND SPECIALIZED CREDITINSTITUTION
 

The nature of commercial banks resources is short term, so is theirlending and investment pattern. Clearers give short term financingnature of their deposits by
but they also control a sizeable percentage offinancial resources of a long term nature represented by the core. A closeanalvsis of comnne-c-al banks portfolios and resources indicates that theretends to be a core raring between 10 - 40% which is in effect idle forvarit-d periods ani :hich could be redirected into long term investment inagriculture 
and pxosibLy industry. 
 A properly structured financial
institution 
which 'omrrands the confidence of commercial banks' 
 if it
specialized 
in smal , farmer credit, could theseuse core funds in aventure for the development jointof Uganda. Presently neither the CooperativeBank nor the Uganda Development Bank could attract Cogmercial Banks longterm funds represented by the "Idle Core."
 

Agriculture -equires specialized lending techniquessystems. and supportIn Europe sect.ors requiring long term lending are atterd-d to byspecialized subsidiaries or corporations of clearers (Commercial Banks)often in a consort [urn manner and often with support of central monetaryauthorities. The ' ',.nd in U.K. is for clearing banks to invest their longterm resources ('. core) in specialized subsidiaries which develop thenecessary capability to attend to such investment ventures. In Uganda wehave the example of Grindlays Bank with its specialized merchant subsidiary
- Grindlays International. 

There should be nothing to preclude the InvolvementUganda in continuing to 
of the Bank offulfil its facilitating role vis a vis the UAFAestablishment effort. 
 For instance, the Reserve Bank of India initiatedsimilar institutions which started as departments of the Reserve Bank andas time went on they became separate self-sustaining entities. The casesin point are the \gricultural Refinance Corporation of India and theIndu.itrial Develolp. it. Corporation of India now the biggest and most viable 

corporations. 
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The financiai success of UAFA will also require a steady inflow ofdeposits and borrowings if it is to support a growing and eventuallylarge loan portfolio. veryThe agency should strive 
to achieve a capital mix
with sufficient 1owe.r cost sources of fmds/credit in order to minimize itsaverage 'ost of r23ptal and to provide a secure interest spread. To thisend, financial inst itutLons in Uganda should te induced to lend to UAFA ator (,lose to the "prime" rates of interest. Government should participateactivly to promote access to bilateral and multilateral sources of grantsand ('reuits to spur 'he .-\UFA credit programme effort.
 

The primary source 
 of income will be the interest charged andcollected on loans and advance' To help to ensure the viability of UAFA,the -ending decision must he based on project viability coupled with prompttimely loan repaiyment as overdues tie-upand funds and erode the capacityfor capital employed to murn over with the desired frequency and return.For this to happen, the Agency must employ personnel who possess thecapability to appraise projects, monitor the use of credit and secure loanrepayment. It is here where societies have to be appraised careiully toprevent improper pressure from being used to influence loan decisions. Itis here also where efforts must be made to narture institutional linkages
especially between credit, production inputs and marketing. It is expectedthat the Credit Guarantee and Refinance Fund in Bank of Uganda willundergird UAFA which plans to utilize those facilities.
 

Training of personnel both within and without 
UAFA has to be takenseriously 
if the Agency is to reach its objectives. Since training is
expensive for an 
 infant institution, 
 technical assistance should be
negotiated to in
assist the training of UAFA 
staff and build-up the
required capebilities. Similarly, 
Government ought to play its role
providing and strengthening support services such as 
in
 

research, extension
 
and marketing.
 

Evaluative researach 
relating to the smallholder productin credit
programme 
will be needed on a continuing bases in order to 
guide UAFA's
 course and 
 to facilitate adjustments. Like 
 personnel training,
evaluative research 
 is expensive. Technical 
 assistance should 
 be
identified to cover the cost and technical requirements of this function.
 

Technical assistance of vary ing types is needed to ensure thatUAFA is properly launched. The most critical input requirement ismanagaement pers-nnel. 
 it is important during the initial years of UAFA'slife that some line personnel be secured under technical assistance. Thiswould enable the 
 Agency to make savings on its wage bill, 
 get off to
faster start 
 and serve the psychological 
function of stressing the
seriousness of the UAFA establishment effort. 
The replacement of technical
assistance 
personnel should be staggered or phased over a period 
of time
drawing Ugandan personnel from staff who have demonstrated their competence
and integrity. 
 Failure to secure technical assistance may weaken UAFA's
 
projected viability.
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ANNEX 1 

CHIXWOLOGY OF UAFA DECISION SCENARIOC 

1979 - 1983 -	 USAID mission returns to Uganda with aid to support

increased 
 agricultural production and productivity and
Lecame involved with CIP/FPSP and RPE projects. 

1983 	 - SAID searches for suitable credit delivery system to
 
r,sorh RPF irant 
funds and CIP/FPSP 	generated funds.
 

19H.3 April 	 (.'SAID study on Cooperative Bank (CBU) Deloitte Haskins
 
anid Sells.
 

1983 June - SAID study on CBU by M.J. Carter. 

t983 August -	t-SAID 
 study on CBU by Technoserve Inc.
 

1983 %Lu~gtst -	 I'SAID concludes CBU cannot be used as the intermediary
 
PE! 
Funds and that a Financial Institution other 

,:,an ( BU t.as needed. 

1983 August 18 - ' savings and Credit Section submits a proposal to
 
(()operatives commissioner to institute The 
COOPERATIVE
 
FARM CREDIT SERVICES (CFCS) System.
 

1983 November 24 -	 Inter Ministerial/lnter-Agency Committee set-up under
 
Chairmanship of Governor Bank of 
Uganda. Commuttee
 
c,ncluded that CCS (cooperative Credit Scheme) approach

h.-ad 
 continued merit but had to be institutionalised to
 
gain access to resources of commercial banks.
 

1984 January -	 kibaga Conference of Credit officers from 11CM aid MAF
 
r,-affirmed 
 the need to establish an Institutional home
 
for CCS and proposed UCFCS (Uganda Cooperative Farm
 
Credit Services) as an autonomous apex credit system

',,jtsideMCM and the 	Cooperative bank.
 

1984 November 26 -	(Governor BOU seeks approval 
 from !.E. The
 
President/Minister 
of Finance to constitute High Level
 
Credit Committee.
 

1984 December 11 -	 PS/MCM confirms Governor's action to set up High Level
 
Credit Committee as a necessary forun to 
 facilitate a
 
!inal decision on the structure the financial
 
uistitution should assume and which could most likely
al.tract, sustain and ex-pand production credit to small 
farmers. 



1984 December 20 

1985 March 22 

1985 December 19 

1'86 January 8 

,986 April 21 


1986 May 6 

1986 July 8 

1986 July 9 


1986 August I 


1986 August 7 

1986 August 8 


1986 August 9 


1986 August 23 

1986 September I 

- ";I nister querries the logic of setting up High Level 
':edit Committee under chairmanship of Governor instead

n!' putting USAID 
grant funds into CBU which is the
 
Institution set tip to handle farm credit to small 
Carmers within the cooperative movement. 

- rnter-Agency Credit Committee approves the UAFA concept, 

- [B', oaro of Directors discusses and approves UAFA 
proposal. 

- P(. ;overnor submits draft Cabinet Memorandum to the 
-.cretary to the treasury for a GOU decision on UAFA. 

- S'!'/MF querries 
logic of setting up a new institution 
instead of rehabilitating the CBU and BWll involvement in 
a connercial entity. 

- FR(- Governor exqplains to ST and justifies the proposal 
arid BWU roles. 

- APC presents its recommendations to set up UAFA to the 
Planning and Investment Sub-committee of the Cabinet. 

)mmittee directed ST to fair Cabinet Memorandum for 
nis,.er to present to Cabinet for a GO1 decision.
 

- ST/IMF reiterated to BOU Governor that his view had not 
chnanged and he could not therefore fair the Cabinet 
Memorandum for the Minister. 

- B2U Governor clarifies the issues as a sequel to the
 
ST's querries and urges him to fair the Memorandum.
 

- ST re-affirms his reservations and objection on BO 
involvement in UAFA. He stressed the for
need 

consolidation and strengthening of the CBU.
 

- Minister of Finance convenes a meeting to be briefed on
 
1!AFA. He directed ST to fair the Memorandum for a
 
Cabinet decision.
 

- M N Minister announces to UC)CU at AGM the formation of 
UAFA as a GOU decision. 

- 1986/87 Budget Speech where 0OU decision to establish 
I'AYA was announced. Speech elevated UAFA proposal to GOU 
1.evel beyond a single Ministry to reverse.
 

- 'overnor reminds ST to expedite a Cabinet decision 
.-uresaing the fact that establishment of UAFA had 
!Llready been endorsed by all parties concerned including 
4-2M. 



1986 September 23- PS/MCM asks BOC Governor to up-date him on the latest 
rx~sition Lridicating that his Minist :r's view was 
 that
..,FA funds should be absorbed by the CBU and that if
 

. ias rehabilitated and UAFA established it would be 
P-ssilLe for the two to merge.
 

1.H86 October 28 - Gckvernor submits a status report to PS/MCM and indicates
that it is the prerogative of CBU & 
UAFA owners to
 
decide the merger.
 

1986 December 9 - Afr./World Bank Mission discusses UAFA proposal and
recommends that viewin 
 of existing i.acro-econornic
 
constraints, there is need a
a for very cautious
approach to the question of setting up a new financialirstitution for serving farmers. Proposed further thatt.e first. attempt should be to use UCB for the 
purpose

ir 'iew until inflation and exchange rates were
 
,Acidressed by the GOU.
 

1986 December 
 27 - 'YI M!inister seeks USAID approval for funds ear-marke4 r r UAFA to be absorbed by the CBU. He emphasized that
CBU 'as the Ideal home to serve fai-mer members of the
 
Cooperative Movement. 

1987 January 11 - USAID Mission Director documents UAFA origins in 
 his
reply to M minister. 
 He stressed bilateral GOU/USAgovernment commitments to set-up UAFA in the amendmentt the FPSP agreement. He emphasized further thatL AID had already expended considerable funds on setting 
up UAFA. 

1987 January 13 - B(CC Director of Development Finance convenes aCommissioners' meeting (MCM, MAF, MAIF) to arrange andenlist 
dialogue with the proposed shareholders of UAFAand to urge the Ministry of Finance to expedite a
Cabinet decision on UAFA. 

1987 January 27 -
MCM Minister re-affirm his Ministry's stand for CBU 
to
administer USAID/FPSP funds earmarked for UAFA in hisreply to the USAID mission Director's letter of 11/1/87.
 
1987 February 24 - PS/MCM convenes a meeting at Farmers House to determine

the future of UAFA (attended by BOU, CBU, MCM, MAF, andMv) . 

1987 February 25 - PS/MCM communicates decisions of the F/house meeting to

ST and advises him to seek his Minister's decision

LAFA as all concerned parties had agreed to 

on 
have UAFA
 

es tabl i shed. 

1987 March 9 - BC[j Governor requests ST to expedite a Cabinet decision 
Ir.UAFA. 
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987 Marc:h Ii - .2 advises Governor that his Minister still Iasked 
questions about the F/House decisions and that the only
thing to do was to wait for instructions from the
 
.11nist er. 

1987 March 17 - L'GB introduces a new dimension BOU toand asks governor 
- nnent on the 'CB small Rural Farmers Pilot Scheme. , 

187 Lar-crh 18 - wverr~or a ST urgingTites reminder to him to expedite 
GOC decision on UAFA. 

1387 March 20 - n,)vernor comments on LUB pilot scheme and stresses GOU 
i-*cision to establish UAFA had already reached an
advanced stage and that undue duplication should be 
a,'oide_d. 

1987 April 10-11 AVI/World Bank Mission meet at Jinja and recommend a 
three pronged approach to the small farmer creditproblem embracing the launching of UC13 pilot, scheme UDB 
,.ro-.ndustrialist based small farmer scheme and the 
'.;tabiishment of UAFA. 

1987 April 16 - F1P F.va uation report advises UFAID to go slow on UAFA. 
Pr'oposed r(duced emphasis on cretit/UAFA and a transfer 
of TA personnel to M1I Planning Unit. Report noted that 
rLght now is not the best time to launch a new
institution although from a broader perspective it is 
clear that Uganda needs a more comprehensive financial 
Infrastructure responsive to the capacities and needs of 
the rural agricultural population. Recommended further
that final decisions on support of TJAFA should be 
i-ferred pending: (a) approval by the APC (b)
P'movision of funding in the GrJ budget (c) agreement of
(',)mmercial banks investto in UAFA, and (d) macro
e,-onomic stabilizLtion and a return to reast:'nable 
inflation and exchange rates. 

1927 April 21 - U: AID/ADO implements FPSP Evaluation recommendations and 
advises on transfer of ACDI Credit and Planning advisors 
from UAFA to MCM Planning Unit as of July 1, 1987.
 

1987 June 30 - UkFA establishment Committee completes its work and
 
disbangs till a Cabinet YES or NO decision on UAFA IS 
re(ached. MCM and MAF staff returned on a full time
 
l:isis to their respective Ministries. 
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