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AGRICULTURAL MARKETING IN UGANDA HERLEHY
I. INTRODUCTION!®

*We are earning so much money frowm growing vanilla. Now we can
pay school fees for our childrer, buy paraffin for cooking and
afford enough flour, sugar, salt and oil to feed our families.
This vanilla is really helping us.®

Mrs. Banakola

Mbazi (Mukono District) Uganda

M~s. Banakola's enthusiasm is shared by almost 1000 other farmers
living in Uganda‘'s Mukono District near the shores on Lake Victoria.
With assistance from the US Agency for International Development
(USAID), they are participating in an innovative project to re-
establish vanilla exports from Uganda. The svvanilla scheme is just one
of several export oriented projects that are being supported by the
USAID Agricultural Non-Traditional Export Promotion (ANEP) Program.

Since 1987, the Government of Uganda (GOU), has been engaged in
an ambitious and highly successiul economic reform program. The
central tnrust ot the GOU reform program has been to rehabilitate
Uganda's economic infrastructure while openinyg economic activities to
the private sector. One key assumption underlying the GOU reform
program is that by implementing policy reform, the government will
encourage the private sector to invest in new activities, thereby
leading to greater rates of growth.

Recent experience with policy reform programs in many African
countries illustrates that while policy changes are necessary to
create an enabling environment for private sector investment, without
dditional complementary actions the private sector will not be able
nor willing to make the investments needed to generate sustainable
economic growth. The private sector also needs clear assurances from
the government that policy reforms will not be cancelled; the private
sector must have confidence that the government is relying on private
entrepreneurs to be the catalysts for growth.

Private agribusinesses especially need transparent enforcement of
streamlined regulations, access to financial resources and market

IThis is a revised version ovi a paper initially prepared for the USAID Mission
in Kampala, entitled “The Impact of the USAID/Uganda Agricultural Non-Traditionai
Export Promotion Program: An Analysis of Recent Developments, 1990-1991" (October 1,
1991). A condensed version of this paper was also presented at the 1992 African
Studies Association annual meetings in Seattle, Washington (November, 1992). The
auchor thanks the USAID Mission in Kampala and Government of Uganda staff for their
assistance and support during the fieldwork for this study.

1



AGRICULTURAL MARKETING IN UGANDA HERLEHY

information, technical assistance to produce and package commodities
for the market, and assistance in reaching those markets, especially
international markets. Without such a systemic approach to growth,
policy reforms alone will not generate the sustainable growth needed
to improve the living standards of African households.

This paper analyzes the new systemic approach to generate growth
being implemented by the Government of Uganda with critical assistance
from the multilateral and bilateral donors. As GOU policy reforms
create opportunities for private investment, donors such as USAID are
providing the private sector with the means to take advantage of the
new opportunities. That is, a systemic approach to development of the
entire agricultural marketing system is being implemented.

In Uganda, policy reforms have been reinforced by regqulatory
reform. These reforms are being complemented by improvements in the
infrastructure necessary for marketing activities, notably primary and
secondary roads. In addition, the institutions and services for
agribusiness are being strengthened. Moreover, specific inputs needed
to help foster increased agricultural productivity were initially
supplied by the donors, especially USAID, the UK ODA and the World
Bank. Finally, technical assistance and training for agribusiness
firms is helping to improve their capacity to expand their existing
activities and to invest in new activities.

This paper is based on an analysis of gquantitative data and
qualitative information culled from a variety of sources.

Statistical data is presented to illustrate the arguments made
about the successful results of the systemic approach to agricultural
non-traditional export growth. The statistics are complemented by
information gleaned from in-depth interviews with GOU officials, staff
of multilateral and bilateral donor agencies based in Uganda, and with
public sector agribusiness staff and private sector agribusiness
owners and farmers.

Interviews with agribusiness owners, farmers and local officials
were conducted in major commercial centers for non-traditional exports
including Kampala, Jinja, Tororo and Mbale (towns handiing exports to
Kenya) , Masaka (a center for exports to Tanzania), Kasese and Bwera
(centers for exports to Zaire) and in farming areas in Mukono, Masaka,
Mpigi and Tororo Districts. Security considerations did not permit a
visit to Kabale (a market town handling exports *o Rwanda). The
interviews were conducted in July-August 1990, August 1991, and in
April, 1592.
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II. THE AGRICULTURAL NON-TRADITIONAL EXPORT PROMOTION (ANEP) PROGRAM

In 1987, Uganda was heavily dependent uporn coffee exports for
foreign exchange earnings, Recognizing that this dependence made the
nation extremely vulnerable to international price movements for
coffee, the GOU began efforts to diversify of its agricultural exports
while simultaneously trying to increase foreign exchange earnings from
all exports.

To support this GOU goal, the USAID Mission in Kampala initiated
the Agricultural Non-Traditional Export Promotion (ANEP) Program in
1988. The ANEP program is significant because it represents a unique
systemic approach taken by the GOU with USAID support tc improve the
efficiency of the entire marketing system for non-traditional
commodities at all levels. The USAID ANEP program has bkeen working
closely with the Government of Uganda and private agribusiness owners
to identify export opportunities which will help diversify and raise
the foreign exchange earnings of Uganda while simultaneously raising
farmer household incomes.

When the ANEP program was designed in 1987, USAID/Uganda defined
agricultural non-traditional exports as any commodity except coffee,
but also excluded cotton, tobacco and tea because the marketing of
these commodities was dominated by state-owned enterprises. With
market liberalization by late 1991, however, all commodities,
including ccffee, are now being marketed by the private sector and
USAID has been assisting all such NTE agribusinesses.

The ANEP Program was designed to support improvements in all
three elements of Uganda's non-traditional agricultural marketing
systems:

1. policies and requlations;

2. infrastructure and institutions; and

3. agribusiness firms or market participants.

A. The ANEP Program Systemic Approach

The strateqgy which the GOU, supported by USAID/Uganda, has been
pursuing under the ANEP Program is "to provide the private sector with
the necessary incentives for increasing the range and volume of non-
traditional exports." To implement this strategy, the ANEP Program
has three components:

* FIRST: the ANEP Program, through its conditionality, supports
reform of macroeconomic and sectoral policies and requlations and
improvements in their administration. These reforms provide the
incentives for agribusinesses to invest in new or to expand existing
activities in order to meet market demands.
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« SECOND: the ANEP Program, through technical assistance,
training and provision of commodities, is strengthening the
institutional capacity of the Export Policy Analysis & Development
Unit (EPADU) in the Ministry of Finance & Economic Planning (MFEP) to
advise the Government of policy and regulatory changes which can
stimulate export development and to provide assistance to private
sector exporters of non-traditional commodities.

USAID/Uganda provides funding, training and technical assistance,
as well as commodities (e.g. computers and vehicles) to the staff of
the EPADU. Moreover, local currency generated by USAID programs is
being utilized to support improvements in the hard infrastructure
(such as primary and secondary roads and airport cold storage
facilities) and soft infrastructure {such as financial services and
market information services). These provide the means by which
agribusinesses can meet market demands.

* THIRD: the ANEP Program, through a Commodity Import Program
(CIP), funded the importation of specific items which market
participants themselves, such as farmers, fishermen and agribusiness
owners, needed to increase the production, processing and marketing of
non-traditional commodities. Technical assistance funded by USAID and
provided through EPADU also helps improve the ability of small, medium
and large aqribusinesses firms to engage in new marketing activities
or expand existing export-oriented activities.

As a result of this systemic approach, Uganda's non-traditional
exports (NTEs) are experiencing robust growth and farmers' household
incomes are rising accordingly. Agricultural NTEs have been growing
at a 50 percent per annum rate from 1987 to 199%91. During the 1987-
199). period, the agricultural NTEs earning the most foreign exchange
have been: Hides & Skins, Sesame, Maize, Beans, Fish and Timber.
Horticultural products are also improving, but infrastructural
constraints (especially appropriate storage and transport) are
constraining the rapid success of these NTEs.

Commodity specific analyses indicates that most domestic and
international marketing arrangements for NTEs remain fragile. Lack of
adequate financing to maintain high levels of marketing activities is
a common constraint cited by agribusiness firms involved in virtually
every NTE commodity. In addition, the ability of speculators to
undermine contractual relationships between exporters and producers
poses a threat to the development of suscainable growth in NTEs and
sustainable income growth among farming houssholds. Nevertheless, the
potential for continued growth in NTEs remains high. Additional
investments in marketing infrastructure, including storage and
transport, could increase exports at an even faster rate than has been
achieved to date. ifore focussed technical assistance to specific
firms and farmers could also help them improve their ability to
increase exports.
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TABLE 1: UGANDA'S EXPORTS, 1987 - 1991

COMMODITY 1987 1988 1989 1990 1991
Coffee $311 m $276 m $195 m $142 m $120 m
Agricultural NTEs S 8 m $ 12 m S 20 m S 34 nm $ 56 m
Others $ 1m $ 1m $ 2 m $ 2 m $11m
TOTALS $320 m $289 m $217 m $178 m $187 m
NOTES:

Agricultural NTEs inciude cotton, tea, tobacco, maize, sesame, fish, hides and
skins, beans and other commodities.

Others refers to electric current and non-agricultural exports (e.g. gold and
manufactured goods).

SOURCE: GOU Ministrv of Finance & Eccnomic Planning.

B. Macroeconomic and Sectoral Factors

During the past few years, international and domestic events have
combined to create economic difficulties for Uganda which have
constrained the ability of agribusinesses and farmers to increase
significantly non-traditional exports and household incomes. Among
these factors are the following:

* First, international petroleum product prices rose immediately
after the Iraqi invasion of Kuwait in August, 1990. While prices
eventually stabilized by mid-1991 at about the pre-war levels, the
shock of the quick rise in prices reverberated throughout the Ugandan
economy and added to inflationary pressures. The rise in petroleum
prices caused the GOU to request additional donor assistance with its
balance of payments (BOP) problems. USAID/Uganda provided the GOU
with an additional $20 million in foreign exchange through the ANEP
program for petroleum imports during 1991.

* gecond, international coffee prices remained low. Moreover,
because of continued relatively low domestic producer prices paid by
the state-owned Coffee Marketing Board and related marketing
inefficiencies, Uganda's coffee production fell from 169,000 metric
tons (MT) in 1989 to 137,000 in 1991. As a result, Uganda's foreign
exchange (FX) earnings from coffee exports continued to decline,
falling from $311 million in 1988 to only $120 million in 1991.

* Third, war broke out in Rwanda _and Kuwait during late 1990.
The conflict in Rwanda has not yet been peacefully resolved and the
border between Uganda and Rwanda is not safe for commerce. This has
had a tremendous adverse impact on Ugandan non-traditional exports, by
stopping all direct trade between Uganda and Rwanda. Maize, bean and
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fish exporters and producers were especially adversely affected. The
var in Kuwait also had a noticeable impact on Ugandan non~traditional
exports. Middle Eastern buyers of Ugandan NTEs (e.g. ginger, sesame,
hides and skins, tea and cotton) cancelled their orders because of the
war. While some exporters of tea and cotton found alternative
markets, other exporters were less successful in locating new markets
and new buyers.

* Fourth, inflation continued to be a pernicious problem during
this period. For example, inflation was an estimated 38.7 percent
during FY 1991 (July 1, 1990 - June 30, 1991). The rise in domestic
prices adversely affected the costs of doing business for non-
traditional exporters. Marketing costs for NTEs, especially transport
(domestic fuel costs increased 67 percent in 1991) and packaging
costs, increased significantly creating serious difficulties for many
private agribusinesses. This effectively constrained the ability of
exporters to continue significant increases in prices to farmers
growing NTEs.

* Fifth, in an attempt to hold down the rate of inflation, the
Government put more strict limits on the money supply and credit. GOU
statistics indicate that the supply of credit to the private sector
increased by 41 percent or 29 billion Uganda Shillings (U Shs.) during
FY 1991 over FY 1990 levels. Crop Finance absorbed almost 40 percent
of the jump in private sector credit, a value of 11.6 billion U Shs.

However, interviews with private commercial bankers, exporters
and GOU officials indicate that scme of the funds designated for crop
finance loans were actually used by borrowers for other purposes. 1In
addition, larger firms which met the high collateral requirements
(often 80-100 percent) of the commercial banks tended to secure loans
whereas medium-sized firms, especially those located outside Kampala,
had difficulty securing adequate financing for export marketing
operations. 1Indeed, interviews with buyers in market towns throughout
Uganda indicate that limited access te financial rescurces prevented
genuine buyers and exporters of NTEs from achieving even higher levels
of exports of NTEs.

* Sixth, there was brief drought in some parts of the country
during late 1990 and early 1991. The crops which experienced a modest
drought~related decline in production were millet, maize, cassava, and
tobacco. Nevertheless, total food crop production grew by an
estimated 3.6 percent because of the impressive productivity gains in
other crops, including many agricultural NTEs.

Again, in early 1992, there was fear of food shortages in Uganda
such as those being experienced in Zimbabwe and Kenya which caused the
GOU to ban all food exports in March, 1992. The ban endured for
several months and this effectively discouraged farmers from making
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the investments necessary to sustain increases in productivity which
led to declines in production of many NTEs in 1992.

Despite these pressures, non-traditional exports continue to
demonstrate robust growth because the Government of Uganda (GOU) has
maintained its strong commitment to promote private sector investment
and economic activity and because USAID/Uganda has maintained firm
support of private agribusiness activity and because many
agribusinesses have been successful in adapting to the changing
economic environment in which they operate.

Among the favorable policy and regulatory changes which the GOU
has made and which have been supported by USAID/Uganda through the
ANEP Program are the following.

#* First, the GOU has contirued the process of reforming the
Foreign_ Exchange regime. In 1989, the GOU liberalized marketing
restrictions so that private businesses could export non-traditional
agricultural commodities directiy and receive an import license of
equivalent foreign exchange value. After exporters complained that
this system did not yield significant benefits to them, in 1990 the
GOU subsequently legalized the parallel (kibanda) market for foreign
exchange by licensing private Forex Bureaus to buy and sell foreign
exchange.

The impact of this policy reform has been tremendous. According
to the Bank of Uganda, by September 1991 forty-one private Forex
Bureaus hzd opened in Uganda. While most Forex Bureaus are in
Kampala, two were opened in Jinja and one is located at Entebbe
Airport; and several investors in other towns are also applying to get
licensed.

Hence, exporters of NTEs are no longer constrained by foreign
exchange regulations on their export earnings. Agr.ibusinesses
exporting non-traditional commodities can sell their hard currency
earnings at the Forex Bureaus and get thz highest market price in
terms of Uganda shillings. This enables the exporters tc maintain
their liquidity, which is especially important during the critical
months of the buying and exporting season. Thus, the volume of Forex
Bureau transactions reflects the growth in NTEs during the year. (See
the chart on the following page.)

* Second, the BOU has made several devaluations of the Uganda
shilling official exchange rate, moving from 400 U Shs. per $1.00 in
May, 1988 to over 1000 U Shs. per $1.00 by April, 1992. Reducing the
gap between the official and Forex Bureau rate has helped to make
Ugandan exports more competitive in world markets and has helped to
send real market price signals to producers and buyers of NTEs.
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TABLE 2: VOLUME OF FOREX BUREAU TRANSACTIONS
(July, 1990 - May, 1991)

MONTH PURCHASBES BALES
July, 1990 $ 1.76 m $ 1.13 m
August, 1990 S 4.67 m S 4.05 m
September, 1990 $ 4.94 m $ 4.14 m
October, 1990 $ 6.21m $ 6.25 m
November, 1990 $ 6.90 m $ 6.12 m
December, 1990 $ 4.95 nm $ 4.68 m
January, 1991 $ 7.78 m S 7.61 m
February, 1991 $ 8.16 m S 8.09 m
March, 1991 $ J).08 m $ 8.59 m
April, 1991 $ 8.49 m $ 7.18 n
May, 1951 $ 9.65 m $11.70 m

TOTALS $72.61 million $69.56 million

SOURCE: Bank of Uganda (extracts from Forex Bureau receipts).

*# Third, in January, 1991, the GOU enacted a new Investment Code
designed to promote more domestic and foreign invest in Uganda. In
addition, the GOU established the Uganda Investment Authority within
the MFEP to implement the Investment Code and to act as a one-stop
center for investors. It is anticipated that the UIA wili coordinate
its efforts with those of EPADU to promote investments in the
marketing systems for NTEs. This should have a beneficial effect on
the future growth of NTEs.

An indication of the positive response these changes are
generating within the Uganda economy, especially the financial sector,
is that investors applied to open three new private commercial banks
in mid-1991 and one (Greenland Bank) is already operational. 1In
April, 1992 there were 13 commercial banks licensed to do business in
Uganda.

* Fourth, the GOU has contirued the process of opening up all
agricultural marketing systems to the private sector. During 1991,
private firms were licensed to begin exporting tea and coffee. The
only commodity which stil) has some restrictions on marketing is
cotton, for which the Lint Marketing Board retains an export monopoly,
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although direct sales by cotton ginneries to local private textile
mills are now allowed.

While GOU policy reforms have opened marketing for export to the
private sector, infraestructural deficiencies (e.g. lack of buying and
storage centers) and institutional rigidities (e.g. commercial bank
lending practices) have limited the impact of the GOU policy and
regulatory reforms. Consequently, two agricultural state-owned
enterprises (SOEs): the Produce Marketing Board (PMB) and the Foods
and Beverages Limited, still dominate much of the domestic and export
marketing of some non-traditional agricultural commodities, especially
beans and maize. Thus, many farming households can only sell their
commodities to these SOEs because there is insufficient competition in
many parts of the country.

* Fifth, the GOU continues to simplify the export license system
and procedures. A new Export Certificate, introduced in March, 1991,
has replaced the cumbersome and time-consuming process of applying for
an export license. The Export Certificate is valid for six months, is
not restricted to the export of specific commodities, quantities or
values and has a negligible fee.

The impact of this requlatory reform has also been very positive.
Exporters report that they only need one day in Kampala to get the
Export Certificate. All the paperwork is now handled by a single
office within the Ministry of Commerce, Cooperatives and Marketing.
This has greatly simplified the export certification process and
reduced the opportunities for rent-seeking behavior on the part of GOU
personnel.

* S8ixth, in April, 1991, the GOU introduced a Border Permit to
complement the Export Certificate. The Border Permit has been
instituted to facilitate legitimate exports by resident Ugandan
traders of districts which border Kenya, Tanzania, Rwanda, Zaire and
Sudan. The Border Permit is valid for six months; it carries a
maximum limit of $5000 worth of exports; it is free; and if a firm or
individual possesses a Border Permit, they do not need an Export
Certificate.

Interviews with local district border officials, traders and
farmers provide clear evidence that the introduction of the Border
Permit has had a positive impact on formalizing a significant amount
of trade that was still being carried on outside official channels.
The Border Permit allows many small and medium-sized agribusinesses
and even individual farming households in remote, border areas to
engage in the legitimate export of NTEs without having to incur the
expense of coming to Kampala to apply for an Export Certificate.

While the <reation of the Border Permit may help the GOU to track
and monitor more of its exports with neighboring countries, (because
Customs Officers check and record export transactions), small amounts
of exports still go unrecorded. District border Trade and Customs

9
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officials explain that any firm or individual that exports
(transports) less than $100 worth of merchandise does not need any
paperwork from the GOU to execute that transaction. Valuation of
individual export shipments is left to the discretion of the Customs
officer.

* Finally, the GOU has maintained its commitment to rehabilitate
and maintain _the primary and secondary roads in the country. With
support from the donor community, including USAID/Uganda (i.e. some
local currency from the ANEP Program), the road networks are
improving. Among the other donors supporting the GOU road
rehabilitation and maintenance are the EEC, the German Government, the
World Bank IDA, the UK ODA, the African Development Bank and
Development Fund, the United Nations Develcpment Program (UNDP), and
the Japanese Government.

C. Institutional Support for NTEs: The EPADU

Institutional support for private sector exporters of non-
traditional commodities has come primarily through the Export Policy
Analysis & Development Unit (EPADU) which USAID/Uganda helped
establish and is funding. USAID/Uganda is funding short-term and
long-term technical assistance to the EPADU and to specific export-
oriented associations and firms.

During 1991 there was a noticeable increase in EPADU's research
and technical assistance activities over 1990, as EPADU reached its
full staffing levels. According to the EPADU staff, the unit focusses
on research related to policies that will provide incentives for
export development while sponsoring specific seminars for various
commodities or aspects of trade development. For example, the EPADU's
research efforts in 1991 resulted in two major Policy Papers which
went to the GOU Presidential Economic Commission for consideration and
implementation.

There is a general consensus among both public officials and
private entrepreneurs that EPADU is doing thorough and sound research
and analysis. The EPADU is making a significant contribution to the
reform process which has resulted in more incentives to private
exporters than were availakle two or three years ago. For example,
the streamlining of export procedures and regulatory reforms which the
GOU has implemented since 1988 have been based on the analysis and
recommendations of the EPADU.

The EPADU's technical assistance to private firms engaged in non-
traditional export marketing has increased tremendously since 1990.
EPADU has conducted an Exporter Survey (August - September, 1990),
prepared a draft "Exporters' Handbook" (March 1991i), organized five
seminars for private sector exporters of NTEs, and sponsored several

10
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exporters on promotional and familiarization tours of European
markets.

Th2 Exporters' 8Survey was conducted in August, 1990 but data
analysis problems and printing complications delayed its release for
more than 16 months. Nevertheless, the information collected proved
useful to EPADU in making policy recommendations to the President.

The EPADU has also compiled an Exportercs' Handbook. The Handbook
is intended "to provide a basic introduction to exporting techniques
for the small and medium-sized exporter.? The Handbook provides
broad, general guidelines about how to select an export commodity
market, how to sell the product, definitions of the key terms used in
export marketing (e.g. CIF, FOB, FAS), suggestions regarding
despatching experts and methods of export shipment, methods of
financing exports and insurance for exports. The Haadboo., is a very
basic reference book and a good source of general information.
However, agribusinesses needing more specific information about
commodity specific export marketing would have to consult additional
reference material.

During 1990 and 1991, EPADU put on five export-oriented seminars
with another planned for September, 1991. These were:
* May, 1990: a packaging seminar for all exporters;
March, 1991: a general export-oriented seminar;
April, 1991: a seminar for cocoa exporters;
May, 1991: a seminar for fish exporters;
July, 1991: a seminar for exporters of beans; and
September, 1991: a seminar for textile exporters.

* ¥ ¥ % %

The seminars are designed to increase awareness among exporters
of the opportunities for trade, provide basic training in what is
required to export, and disseminate market information. Developing an
awareness of the demands of the export markets and publicizing recent
policy and/or regulatory changes is an important aspect of the
seminars. The seminars also are a forum wherein the exporters can
make their own views known about what kinds of problems theyv are
having and tell GOU officials what they would like done to help
resolve problems.

As of September, 1991, virtually all the export-oriented seminars
sponsored by the EPADU had been held in Kampala. Exporters who are
based outside Kampala complain that they do not have access. While
some traders come to Kampala regularly for business, for those
exporters who live in Kasese, Kabale, Masaka and Mbale, attendance at
these seminars has proved virtually impossible. The EPADU staff
indicate that there are plans to convene export seminars outside
Kampala in the future.

11
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The only seminars which have been convened outside Kampala to
date have been to publicize the new export promotion project facility
which is being jointly funded by USAID/Uganda (under the Operational
Constraints Analysis component of the ANEP Program) and the Africa
Project Development Facility (APLD.') of Nairobi, Kenya. These seminars
were held in Mbarara and Tororo. Attendance at the seminars was
impressive, with about forty participants at each one.

Most private entrepreneurs who

are involved in NTEs expressed | Mrs. Ndekera, the owner of a small
general satlisfaction with the | garment manufacturing business in
quality of the EPADU seminars, ¥ Jinja, wanted to help other women
describing them as interesting and j impost small-scale vegetable cil
enjoyable. However, very few firms processing equipment. Lacking a
. P . . H source of foreign exchange, Mrs.

can cite any specific information B Ndekera established the
or techniques which they have § Association for Women in
applied to their agribusiness or { Industrial and Agricultural
export activity. @ Development (AWIAD) to help women
I market the handicrafts which they

. . § made. Mrs. Ndekera approached the

For example, according to the # EPADU for assistance and EPADU
EPADU 1990 Exporters' Survey, of ® agreed to fund a promotional tour
the nine firms attending the | for two AWIAD staff at a Berlin
packaging_seminar, five firms made Trade Fair in July, 1991.  Mrs.
no changes in their business | Ndekera purchased extra airline
. . . tickets for two women who make the
OP?ratlons b‘-f‘sed ori the semlr}ar handicrafts being marketed. As a
while four firms made only minor, result of the promotional tour,
basic charges in their operations, ] AWIAD received orders for $40,000
such as to standardize their weight worth of handicrafts from German

firms.

and grading systems and to use
boxes (instead of gunny bags) for
horticultural exports. 1In
addition, fish processing companies
interviewed for this report which had sent representatives to the

fish export seminar could not cite specific changes made in their
operations based on the seminar. Horticultural exporters who had
attended or sent a representative to the seminars for beans or
packaging also gave favorable but very general comments on the content
and utility of the seminars.

On=2 of the most effective activities which the EPADU has
undertaken is to provide direct assistance to exporters of
agricultural NTEs. This includes technical assistance to resolve
specific production and marketing problems and market tours.

Exporters express great enthusiasm for promotional tours in Europe
because they bring the Ugandan exporter into direct contact with the
European buyers and allow the exporters to see for themselves what the
demands of the market are, especially in terms of product quality and
packaging for sophisticated markets. Every firms which has gone to
Europe under EPADU sponsorship expressed great support for such

12
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activities in the future. Moreover, some exporters suggest convening
a seminar in Uganda to which European buyers would be invited to meet
with the producers and exporters of specific agricultural NTEs.

D. The ANEP Commodity Import Program (CIP)

The Commodity Import Program (CIP) component of the ANEP program
has had a beneficial impact on the agribusinesses which have been the
recipients of items supplied under the program. A 1990 USAID Impact
Evaluation of the CIP component of the ANEP Program noted that most
commodities financed through 1990 were basic items which were used in
both the production and marketing of agricultural NTEs. For example,
gunny bags (used to bag fish, bananas and other agricultural NTEs)
were one of the most popular items imported financed under CIP
component through 1990. In addition, fish nets and steel (used to
manufacture machetes) were also imported under the CIP component.

In 1990, however, the CIP

component of the ANEP Program | RECO INDUSTRIES LTD. (Kasese)
shifted emphasis and financed the received $206,508 worth of apple
importation of processing pectin and  fruit processing
equipment. Several agribusiness | equipment in July, 1991, under the
firms received ANEP program CIP gr:gZessf:;gr:;dipment Tl:;me f’;‘r‘i:\
fundlpg to i1mport equ1pmgnt which | Denmark and the apple pectin
1s being used to processing # processing facility came from the
agricultural commodities for Federal Republic of Germany., RECO
export. This is a positive § plans to export fruit preserves

and jellies to Kenya, Tanzania and
Europe.

development under the CIP cowmponent
of the ANEP program. One of the
critical constraints in Uganda is a
lack of the equipment necessary to
perform marketing functions effectively. By financing the importation
of capital esquipment used by private agribusiness firms, the CIP
component of the ANEP Program enabled Ugandan agribusiness firms to
add value to the agricultural NTEs which they produce and process for
export. This is helping increase foreign exchange earnings for
Uganda.

As the CIP component of the ANEP program ended, USAID funded the
importation of only petroleum products. During 1991, the ANEP Program
provided a supplemental allocation of $20 million for petroleum
product imports. Undoubtedly, the support for fuel, oil and
lubricants has had a beneficial impact on the export of NTEs. While
private sector exporters were generally unaware that USAID/Uganda had
contributed such a significant amount of funds for fuel imports,
public sector officials indicated that this support was critical in
maintaining transport services in Uganda. Given the underlying
importance of road, rail and air transportation to the land-locked
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exporters of Uganda, there can be no doubt that these additional ANEP

Program funds for petroleum products helped sustain marketing of NTEs.

Some residval support is still
coming from USAID/Uganda under the
CIP component of the ANEP Program.
However, no new CIP allocations for
agribusinesses have been approved
since Lecember, 1990, when abhout
$7.3 million in commodity requests
received USAID/Uganda concurrence.
The importation of commodities
financed by previous disbursements
is ongoing, albeit at a more
reduced rate than in 1990-91.

Despite the success of the CIP
component of the ANEP program,
there were administrative problems
associated with its implementation.
Several firms interviewed for this
report were disappointed that their
applications for CIP funding were
not handled more efficiently.

These firms complain that in late
1989 and early 1990, they waited
many months without receiving any
formal notice from either the USAID

NGE-GE LIMITED, a fish-processing
company, applied for CIP funding
in February, 1990. RAfter waiting
eighteen months, the application
was approved but only for a
portion of the money requested. A
total of $2.32 million in foreign
exchange was made available from
the BOU to the Standard Chartered
Bank (NGE-GE's commercial bank),
to import equipment for a fish-
processing plant. The original
invoice indicates that the
equipment would come from Ireland,
but because of delays in
processing the application and
disagreement between NGE-GE and
the supplier, NGE-GE made a new
contract with a Swedish firm to
supply the fish processing
equipment. The fish processing
plant wae finished in October,
1991 and processing began
thereafter. MNGE-GE is the LuGanda
word for tilapia fish.

Mission or the Bank of Uganda (BOU) regarding the receipt or the

disposition of their application for funding of equipment.

(Note:

Disagreements between the BOU and the USAID Mission regarding the
effective foreign exchange rate to be used for the commodity import

program delayed decisions on applications in the 1988-89 period.

It

was the responsibility of the BOU to notify ANEP Prcgram CIP

applicants regarding decisions taken on requests for funding.)

problems, as well as the 1990 reform of the fcreign exchange regime,

encouraged USAID to phase out the CIP component of the ANEP Program in

1992.
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III. AN ANALYSIS OF NON-TRADITIONAL EXPORTS, 1%88 - 1991
A. The sStatistics

Based on the most current and complete statistics available from
the Uganda Customs Department and the Bank of Uganda, agricultural
non-traditional exports have increased at a 50 percent rate per annum
since 1988. As Table 3 illustrates (see the following page),
agricultural NTEs were valued at $11.88 million in 1988, almost
doubled to $20.13 million in 1989, surged tc $34.29 million during
1990, and increased again to $55.98 million in 1991.

B. The Commodity Marketing Systems

1. Hides & Skins: All hides and skins marketing arrangements
are in the hands of the private sector. Most expcrters maintain a
network of buying agents throughout the country. Hides and skins
bought up-country are transported and stored in Arua, Mbale, Jinja and
Kampala. Selection and sorting of the hides and skins purchased from
herders and farmers is usually done by the buyer at the warehouse
where they are stored before being exported. Exports are usually made
in containers going by truck through Malaba to Mombasa from where they
are shipped to Europe. The biggest markets for hides and skins are in
Europe (about 70 percent of exports) and the Middle East (about 25
percent), where they are processed into finished leather.

There is a lively, competitive

market within Uganda for hides and A prolonged drought in western
skins. The September 1991 prices Uganda is driving up the price of
for hides and skins were: Cattle both cattle and meat products.
hides are 600-700 U. Shs. per kg.; ' gne.cattle trader COF;;Pla:lned ffihat
. : : _ erders are now chargin rom
Goat hides and skins are 600-700 U. | 150,000 to 200,000 Ugsﬂg. per
Shs. per kg.; and Sheep skins l  head, excluding transport costs
average about 400 U. Shs. per and other handling charges. At
piece. 8 the same time, butchers complain
tnat the exporters are offering

All hides and skins exported only between 150 and.350 U Shs.

per kg. for green hides. The

are unpx_'ocesseq. . Th? only Chairman of the Cattle Traders and
processing facility in the country, Butchers Cooperative Society, Haji
the Uganda Leather and Tanning N. Mutumba, urged the Government
Industry Ltd. (ULATI) in Jinja, is || to improve the capital base of
a state-owned enterprise scheduled j ULATI to enable it to purchase all
. . . the country's green hides for

for prlvatlzatlon. ULATI has been | processing rather than allow them
running at less than 10 percent to be exported in their raw form.

capacity for several years. The ] THE NEW VISION, August 15, 1991.
most recent export shipment made by
ULATI was concluded in 1990, when
ULATI made a small shipment of
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AGRICULTURAL NON-TRADITIONAL EXIPORTS

(Value in millions of US Dollars)

TABLE 3:
COMMODITY 1988
Hides & Skins 4.08
Sesame NA
Beans NA
Maize .26
Fish .26
Timber .40
Bananas .27
Pineapples .25
Cocoa Beans k&
Other Vegs k&
Ginger .11
Pepper *k
Other Cereals .06
Groundnuts LA
Salt * &
Leather * &
Mixed Fruits .03
Papain .01
Handicrafts ok
Miscellaneous N2
TOTAL: 5.77
Cotton 2.97
Tea 3.08
Tobacco .06
GRAND TOTAL: 11.88

8:

4.02
3.19
.57
20.13

1990
6.17
4.87
2.51
3.35
1.35
1.00
.30
.14
.50
.26
.08
.15
.10
.08
.08
.14
.04
.01
%
.76
21.89

5.82
3.56
3.02
34.29

24.54
15.61
8.18
122.28

NA = No statistics available for the commodity for that year.

** = Amounts exported were negligible or less than $10,000 in value.
Hides and gkins includes cattle hides, goat and sheep skins.

Beans includes green beans and all other bean varieties.
Fish includes fresh, frozen, dried and smoked fish products.
Bananas includes matooke,
Other cereals are wheat, millet and s~rghum.

Ginger includes fresh and dried ginuer.

sweet and bagoya bananas.

Groundnuts also includes modest amounts of cashew nuts.

Pepper includes black pepper and red chili peppers.
Miscellaneous includes live animals, oils and fats.

8OURCES: Uganda Tea Authority, Lint Marketing Board, British-American
Tobacco (U) Ltd., the Customs and Excise Department and the Statistics
Department (Ministry of Finance & Economic Planning).
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processed leather valued at 560,700 to Cuba as part of a barter trade
agreement concluded by the GOU. Uganda imported sugar in exchange for
the leather.

The biggest problem exporters have is the quality of the product
they are trying to export. Exporters complain that the hides and
skins which they receive from their buyers are not dried properly by
farmers or herders. The skins are usually dried on the ground where
sand and dirt tend to get imbedded intc the hide or skin. 1In
addition, sometimes the hide or skin has knife marks or other cuts and
bruises. Exporters and their agents are trying to work with farmers
and herders to improve their drying techniques but it is difficult to
persuade farmers to change their habits. ' The poor quality of many of
the raw hides and skins makes it difficult to get a high price for
them in world markets.

Maintaining consistently high standards of quality control over
their exports is the most difficult task which all exporters of
agricultural non-traditional commodities have in Uganda. Very few
Ugandan non-traditional exports have a reputation for consistently
high quality in world markets. Improvements in quality have to made
at every transaction point in the marketing chain if Uganda is going
to realize higher foreign exchange earnings for its agricultural NTEs.

2. Sesame: The most dynamic growth in NTEs has been in sesame.
Eighty percent of the sesame is going to three destinations: the UK,
other European countries and the Middle East (Dubai and Oman). The
remainder is being exported to Asia (China and Japan), neighboring
African nations and Canada.

Because sesame was in such high demand in 1990, there were many
speculators engaged in marketing who tried to undermine the marketing
relationships and contracts that had been established between other
buyers and farmers. This created a situation in which many farmers
scld to the buyer with the best price at h~-vest time. While farmers
may have realized a short-term gain from such sales, stable and
sustainable marketing relationships are not being established.
Indeed, the presence of speculators, many of whom are unscrupulous
traders willing to lure farmers and intermediate buyers away from
contractual relationships, is emerging as a serious constraint to the
establishment of reliable marketing relationships which are critical
to the sustainable growth of agricultural NTEs and rural household
incomes.

Without reliable marketing relationships between exporters and
the farmers from whom they buy the agricultural NTEs, private
investors will be reluctant to make the investments needed to sustain
export growth. Exporters will be especially reluctant to work with
farmers to improve the quality of the product if they themselves do
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not reap the benefits for such
extension work. Thus, over the
long term, the quality of Ugandan
agricultural NTEs may not improve
and prices may not raise either.

The high demand for sesame in
1990 encouraged farmers to plant
more of the crop in late 1990 and
early 1991. At that time the world
market price was about $850 per MT
for high quality sesame. By late
1991, however, the price fell to
about $620 per MT. As a result,
many speculators lost money and
stopped buying sesame.

The volatility of the sesame
market is indicative of several

Trucks carrying soap went to Arua
and Gula, where sesame is grown.
About 2400 MT, worth 52 million,
was purchased from farmers. The
sesame was cleaned, fumigated,
bagged sent by truck to Mombasa,
where it wac shipped to Jordan,
Saudi Arabia, Iran and Lebanon
(via Cyprus). In order to
penetrate these markets and make
buyers aware of the quality of
this brand of Ugandan sesame, %he

exporter sold the sesame below the
world market price. As a result,
buyers eagerly tried it and now
the firm has orders for an

additional 5000 MT. The firm,
MUKWANO INDUSTRIES (U) LTD,
distributed new seeds to farmers
and paid a higher price to farmers
in 1991 because it had proven the

quality to world ltuyers and was
able to command the prevailing
world price.

traits of the marketing systems for
other high value NTEs in Uganda.
Private marketing arrangements for
many nontraditional exports are
fragile and much private sector
marketing has been conducted on an ad hoc basis. Many entrepreneurs
are watching world and domestic markets to see which commodity may be
the most profitable one for the coming season, rather than following a
marketing strategy that involves investments in infrastructure and
relationships that could lead to improvements in the cguality of the
crops grown and processed for export which would sustain export
marketing through times of moderate as well as high international
demand.

3. Beans: Despite policy and requlatory reforms which allow
private sector marketing, state-owned enterprises (SOEs) still play an
important role in the marketing systems for a few NTEs, such as beans.
About 88 percent of bean exports go to neighboring African countries,
especially Rwanda, Zaire, Tanzania and Kenya. The rest have been sold
to the Middle East and EEC countries as well as to the World Food
Program for their food aid programs in Sudan and Mozambique.

With the outbreak of the civil war in Rwanda in late 1990, bean
exports to Rwanda stopped. Some exporters from Masaka who had shipped
beans to Rwanda were never paid because of the war. This created
severe financial problems for many small traders and for the farmers
who were not yet paid in full. While a few traders shifted their
trade and exported more beans to Zaire, from where some of the beans
were forwarded on to Rwanda, many exporters were left without
alternative marketing arrangements. As a result, many private buyers
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welcomed the opportunity to sell
their beans to the FOODS &
BEVERAGES when they began
advertising for beans to meet their
export contracts.

Although the private sector
has increased its share of bean
exports since 1989, state-owned
enterprises (SOEs) are becoming
more aggressive in marketing beans.
For example, the FOODS & BEVERAGES
LTD. exported only 16 percent (1615
MT worth about $395,000) of
Uganda's beans in 1990; but through
August 1, 1991, FOODS & BEVERAGES
increased its exports to more than
6500 HNT of beans worth over $Z.00
miliion.

FOODS & BEVERAGES LTD. recently
completed a 5185 MT bean export
contract with ConAgra valued at
sl1.8 million. The last
consignment of 25 MT left Kampala
on 1 August 1951. The Minister
for Commerce, Cooperatives and
Marketing, Honorable Richard
Kaijuka, criticized the Management
of FOODS & BEVERAGES for

celebrating the completion of the
shipment with a champagne toast.

The Minister raid that such a
small shipment did not desercve a
toast, but when a shipment of
20,000 MT was made, then such a
celebration might be in order.
The Minister urged all Ugandans to
grow more NTEs, such as maize,
sesame and beans, which could be
purchased by FOODS & BEVERAGES and

the Produce Marketing Board.

FOODS & BEVERAGES and the PMB THE NEW VISION, Rugust 2, 1991.

are not losing their dominant role
in the marketing of beans these
SOEs have an infrastructural advantage over the private exporters:
they have the facilities to handle large consignments while most
private firms do not. Both the PMB and the FOODS & BEVERAGES already
have a network of buying and storage centers throughout Uganda, a
fleet of trucks available to carry the beans into the central depots
and processing centers for sorting, grading and packaging for export.

The continued importance of SOEs, such as FOODS & BEVERAGES, in
marketing agricultural NTEs, illustrates that policy reforms are
necessary but not sufficient to ensure that the private sector can
compete fairly and effectively against SOEs in export markets.
Privatization of some of the assets and facilities of the S80Es is also
necessary to ensure that private agribusinesses have access to the
same infrastructure required to conduct marketing activities. 1In
addition, providing the private sector with equitable access to market
support services, particularly financial services, is essential to
ensure that private agribusinesses have the resources to compete
effectively with the SOEs.

4. Maize: Because of their infrastructural advantages, much of
the export-oriented trade in maize is also handled by the PMB and the
FOODS & BEVERAGES. 1In 1990, these two SOEs accounted for 86 percent
of Uganda's maize exports: FOODS & BEVERAGES exported 6246 MT of maize
worth $613,350 (16 percent of maize exports) while PMB exported 24,700
MT worth $2.7 million (70 percent of maize exports). Private traders
constitute the vast majority of local traders buying maize from
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farmers and transporting it to PMB and FOODS & BEVERAGES collection
points.

Given the high demand for beans and maize, many farmers are
interested in putting more land under cultivation. However, farmers
are unable to secure sufficient financing from the commercial banks to
buy the inputs required to increase production for export. One farmer
in Masaka, who had collateral to offer the bank, was told by the bank
that there was no money to loan until outstanding loans made to other
customers were repaid. Another farmer in Masaka was told by the bank
that he could borrow 20 million U Shs. to buyv a tractor, but when he
went to collect the funds, the loan officer said that the bank could
only loan 10 million shillings and that the balance would come later,
at some unspecified date in the future. 2Zs a result, the farmer was
unable to purchase the tractor and increase maize production for
export.

Even the costs of hiring labor to increase production for market
is very expensive in Uganda. In Masaka, farmers report that it can
cost as much as 30,000 U Shs. to hire two laborers to work for two
weeks preparing a quarter of an acre of land for maize. To prepare
five acres would cost about 6 million U Shs. Access to this amount of
financing is beyond the ability of most farmers except through the
banks but the banks are maintaining tight control over loans for
agriculture.

The inability of the commercial banks to mobilize sufficient
funds to make loans to productive farmers is preventing more
significant increases in NTEs from being achieved. Moreover,
exporters who want to purchase maize and beans for export also
complain that they cannot secure sufficient marketing finance from the
commercial banks to meet the large consignment contracts that foreign
buyers offer. These infrastructural impediments to marketing must be
overcome before farmers become demoralized because they cannot take
advantage of the new marketing opportunities available to them.

5. Fish: Fish exports demonstrated remarkable growth from 1988
through 1991, as a result of the opening of new private sector fish
processing facilities by GOMBA FISHING INDUSTRIES LTD., VICTORIA FRESH
FOOD INDUSTRIES LTD., and NGE-GE LTD. Two of these fish processing
plants have received assistance from the USAID/Uganda ANEP program:
the GOMBA FISH INDUSTRIES LTD. (GFIL) and NGE-GE LTD. GFIL began
processing fish for export in July, 1990, while the NGE-GE facility
began operations in October, .991.

Fish exports are dominated completely by the private sector. The
one state-owned firm, UGANDA FISHERIES ENTERPRISES LTD. (UFEL), in
late 1991 had not yet made any significant export sales. UFEL had
hoped to enter the smoked fish market in Europe. Unfortunately, the

20



AGRICULTURAL MARKETING IN UGANDA HERLEHY

response to marketing samples of

smoked tilapia which were sent to | Under the ANEP Program, GOMBA FISH
the UK by UFEL were not very good. ] TINDUSTRIES LIMITED (GFIL) received
Good quality smoked tilapia has a N funds to import cardboard cartons
taste and texture comparable to § valued at $52,400, and jute bags
smoked salmon, but costs half the § valued at 5192,800. The jute bags
. # were sold to fishermen who supply
price. But UFEL.has not bgen aple | the plant with fish while the
to perfect a recipe yet which will 8 cartons were used to package fish
result in a high quality product; y for export. Between July 1990 and
rather the processing of the smoked Sgptimb:fsras 1331' fGI;;ILLh E;“rChazgd
. : ~ 4 N abou o 8 rom e
tllal?la results in a very Salt.:y il fishermen who land at the GFIL
tgstlng produc?, a product which [ jetty. GFIL has a 35 percent
will not sell in the Eurcpean ¥ recovery rate, which means that
market. about B00 MT of Nile Perch fillets
{ were processed for export. GFIL

: : exports its frozen fillets

Ugandan fish ar?d fish prOdlZICtS ovgrland by refrigerated trucks to

are be}ng expgrteq 120 other African | Mombasa and then by sea to
countries (primarily smoked and | international markets. GFIL pians
dried fish to Zaire and Kenya), to i to export fish maw to Asia, tanned
Europe (primarily frozen fish), the § fish skins to Europe, and fish oil
Middle East (new markets for frozen [ £o Europe and North America. A
fish), Asia (primarily fish { feed processing facility, using
= 4 p Yy el fish by-products, is also
products such as maw) and even | operational at the GFIL facility.

Australia (frozen fish). 1In
addition, one exporter has
identified a potential market for
tanned fish skins. And a grcup of women artisans, the Association of
Women for Industrial and Agricultural Development, are utilizing
tanned Nile Perch skins to make leather handicrafts which are being
exported successfully to Europe.

The potential for fish exports is limited only by the capacity of
fishermen to exploit the many rivers and lakes in Uganda and the
capacity of fish nrocessing businesses to prepare the fish for export.
The fish processing industries are totally dependent on independent
fishermen for their supplies. In addition, there is some seasonal
variation in fish catches which makes it difficult to plan on regular
supplies. Hence, the importance of establishing and maintaining
reliable marketing relationships between the processors and the
fishermen.

The manager of a Lake Victoria fish processing plant explains
that competition between the fish exporters gives the fishermen an
advantage:

"Fishermen are the same all over the world: you can never trust
them. The only thing that will make them deliver their fish to
me is if I pay them the best price. There is no law out on the
Sese Islands on which they live; there are no Police out there.
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So, if we give them something on credit and they never come back
again, it is just a loss and we have to write it off. There is
nothing we can do about it. Therefore, it is important that we
pay a competitive price to the fishermen.

"We have made mistakes. We have extended credit to about 6
fishermen for new motors who, after coming back just once with
their new motors and selling us fish and making only one payment
towards that motor, never returned. We lost money there. There
i1s no way to recover that money either because there are so many
buyers on this lake that the fishermen can just go to the other
buyers and never return here again as long as they live."

In addition to the importance of establishing good relations with
the seemingly fickle fishermen, the exporters must work with the
fishermen to ensure that the quality of the catch brought to their
landing docks by the fishermen is often low. This is because the
fishermen come from as far as 70 miles out on Lake Victoria to the
shore with their fish. Making the trip during the day, under the sun,
the fish can lose some of their freshness.

Indeed, despite the rapid

growth in fish exports, more
accelerated growth is being
constrainad because of a general
lack of sufficient infrastructure.
For example, most fish processing
firms made initial modest
investments in cold storage
facilities, trucks, fish nets, out-
board motors and processing
equipment. VYet many firms still do
not have the capacity to process
all the fish that Uganda's
fishermen can supply them. As a
result, Uganda's fishermen are

VICTORIA FRESH FOOD INDUSTRIES
LTD. has exported about $400,000
worth of frozen fish to Greece,
Spain, France, the UK, Israel and
Australia, since opening in
January, 1990. An additional
order worth $125,000 is sitting in
cold storage because the
refrigerator truck from Mombasa is
late in picking up the fish for
export. Until that order is
shipped, VICTORIA cannot purchase
and process any more fish beczuse
its 40 MT cold stores are full. A
small order of frozen Nile Perch
is ready for ashipment to Zaire
where it will bring about $12,000.

taking their catches to the Kenya
side of Lake Victoria and selling
to Kenyan export processing firms.
Without additional investment in more cold storage capacity and more
refrigerated trucks, Uganda's fish processors fear that their growth,
and growth in Uganda's foreign exchange earnings from processed fish
exports, will be modest and slow.

6. Timber: Timber exports rose from 1988 through 1991 and only
declined after late 1991 when the full effects of a March 1990 GOU ban
on the licensing of timber exports were felt. The GOU Forestry
Department banned exports so that a forestry resources assessment can
be done with World Bank assistance. However, firms that hold timber
export licenses granted before March, 1990 can still make exports for
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the quantity specified on the license. Timber exports are handled
almost entirely by the private sector since the monopoly over expurts
held by Uganda Hardwares, a state-owned enterprise, ended in June,
1989.

7. Bananas and Other Horticultural Exports: Banana exports
include matooke (green bananas), "apple" bananas (small sweet yellow

ones) and bagoya bananas (long sweet yellow ones). While bananas
remain one of the top seven exports, in terms of “evenue generated,
their export seems to have reached a plateau. Most bananas (82
percent) are exported to neighboring countries such as Zaire, Rwanda
and Kenya. The balance are exported primarily to the UK.

Banana exports to neighboring ccuntries are not difficult to make
because most border districts grow bananas and matooke and can make
small exports. Banana exports to Europe and other overseas markets
are more difficult to make for a variety of reasons. Indeed, in
examining the problems faced by all horticultural exporters, including
pineapples and other fruits and vegetables, several themes emerge
regarding the constraints to high value horticultural exports.

First, tbere is not a very deep appreciation among exporters of
the rigorous standards and high quality expected of horticultural
produce that is to bz sold in the European market. Exporters who have
been successful over ¢ few years have an appreciation and
understanding of these demands of the market. Many of these exporters
have been to Europe and seen first-hand what the quality should be for
that market. However some exporters, even experienced business owners
who venture into horticultural produce, do not have a keen
appreciation of the strict standards of quality that must be net.

Second, many farmers who produce these non-traditional
commodities are not receiving sufficient training in the best method
to plant, weed, tend, and harvest agricultural NTEs. Moreover, prices
paid to farmers, especially by speculators and transient traders,
often do not reflect the difference in the quality of the produce
being marketed. As a result, farmers do not develop an appreciation
of the importance of producing a high quality fruit or vegetable and
sorting and grading according to quality standards.

Third, once harvested, there is insufficient cold storage at all
levels in the marketing system: at the farm level, among buyers (e.g.
cold storage trucks), among wholesalers (e.g. warehouses), and at the
airport (cold storage space). Without refrigeration, the freshness of
fruits and vegetables cannot be maintained for very long in the
tropical climate of Uganda and the price received in the European
market declines proportionately.
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Fourth, many farmers and exporters are cautious about increasing
production of horticultural commodities for export because they
perceive that there are insufficient regular air cargo flights to
sustain large increases in horticultural production. However, this
perception, itself, illustrates the depth of mis-understanding among
many entrepreneurs about export marketing. Without more demand for
cargo space from producers themselves who demonstrate ‘he capacity to
produce reliable quantities of standard quality on time, there will
not be a greater supply of air cargo space. Moreover, even in the
best of times, there will always be an excess demand for air cargo
space; "sufficient" air cargo means, implicitly, that there will be an
excess supply of exportable commodities. A regular excess supply of
exportable high-value horticultural commodities will generate the
demand needed to add more air cargo carrier capacity at Entebbe
Airport.

In late 1991, air cargo space to Europe was available through
Sabena, Dairo, Bond, Egypt Air, Zambia Air and Air Tanzania, albeit
via circuitous routes with the last three carriers.

Sabena Airlines had about 14 MT capacity of air cargo space
available per week. About 60 percent of that space is already
committed to four exporters who have demonstrated the ability to
deliver specific quantities of produce on a regular weekly basis.

Dairo Air, owned by a Ugandan businessman with commercial
agricultural holdings, also has the capacity to carry about 10-20 MT
per week but it does not fly on a regular commercial schedule and
consequently exporters find it difficult to coordinate their shipments
with Dairo.

Bond Air Cargo Services, a German firm, has recently opened in
Entebbe and it handles about 10 MT per week during the horticultural
season.

In addition, Egypt Air, Zambia Air and Air Tanzania are carrying
small shipments from Entebbe Airport to Cairo, Lusaka and Dar es
Salaam, respectively, from where the cargo is carried directly to
European markets. Exporters hope this modest improvement in air cargo
capacity will help them increase their shipments during the 1991-92
season.

Fifth, the rise in air cargo rates, caused by the rise in the
cost of fuel and inflationary pressures, has made it unprofitable for
anything except. the highest quality fruits and vegetables to be air
shipped to Europe. As a result, the value of some NTEs, such as
pineapple exports, has actually declined during 1990 and continues to
decline in 1991, according to the anecdotal evidence collected during
the interviews for this report. 1Indeed, the value of pineapple
exports fell from $252,000 in 1988, to $198,000 in 1990 and are
projected to be only $128,265 in 1992.
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Sixth, Ugandan exports are not being paid premium prices because
the exporters find it difficult to get attractive packaging materials
and exporters do not use packaging materials correctly. Indeed, early
in 1991, SABENA Airlines told several exporters that the airline would
not accept some of export shipments because the fruits and vegetables
were improperly packed. SABENA feared being held liable for damage to
the goods while in transit because of improper packing.

Exporterc sometimes try to jam
twelve pgunds of horticulture # The management of MULBOX LTD., a
produce into a box meant for only H  box manufacturing company in
ten pounds of produce; this causes d Jinja, maintains that their boxes
stress which breaks the box. Yet are of equal quality and strength
the exporters characteristically to those imported foom Kenya or

Europe. Recently, MULBOX upgraded
blame the manufacturer of the box its plant and materials to produce

(MULBOX LIMITED). Alternatively, a variety of boxes in three and
in order to try to save money, § five-ply strength using white as
exporters buy and use a three-ply f well as brown paper with a
box for heavy produce, such as { colorful variety of inks.  The

X . § Madhvani Group, which owns MULBOX
pineapples, when a five-ply box ! LTD., has made this investment

would be much more appropriate.

because it hopes to meet the

After SABENA Airlines threatened to
stop carrying any produce
improperly packed, and after having
shipments rejected at market in
Europe, exporters began to pay more

packaging needs of more exporters
of agricultural NTEs. In
addition, a wax machine is on
order from India so that MULBOX
will be able to manufacture better
quality boxes for frozen fish.

attention to proper packing
methods.

MULBOX LIMITED is the only Ugandan firm which manufactures boxes
that firms can use for horticultural exports. But MULBOX has had
difficulty competing with imported (Kenyan or European) boxes because
of the unfavorable tax structure. MULBOX pays tax twice on its
product: once when the raw materials used to manufacture boxes are
imported, and again when the finished box is sold. (MULBOX imports
all of the material it uses to manufacture boxes: glue, paper, tape,
staples, colored dye, inks, etc.) The GOU recently (July 1, 1991)
reduced import duties by 20 percent, but the tax structure still
discriminates against local manufacturers which must import their raw
materials. Modifications in the tax structure could make Uganda's box
industry and other manufacturers more competitive and better able to
meet the demands of agribusiness firms marketing agricultural NTEs.

Seventh, there are insufficient checks and balances in the export
system to protect Ugandan exporters when their shipment finally
arrives in Europe. Ugandan exporters are concerned that European
buyers are taking advantage of their inability to check the status of
their shipments once they arrive at market. Some Ugandan exporters
have established European offices specifically to monitor their
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shipments and to handle marketing in Europe themselves. The EPADU may
soon provide an inspectorate service in selected European markets for
Ugandan exporters to overcome this difficulty with European buyers.

8. Spices: While spices are not yet ranked among the leading
earners of foreign exchange, they are demonstrating the potential to
grow into a strong NTE. 2Among the spices being exported are salt,
pepper, papain, ginger, garlic and vanilla.

There are sound reasons to be optimistic about the potential for
spice exports from Uganda. The country has an excellent environment
for the production of spices for export and farmers are eager to
diversify their sources of income by growing these crops. However,
unless the marketing arrangenents for these commodities are handled
properly, sustainable increases in spice exports will not take place.
The possible hazards that Uganda exporters face are best illustrated
by case studies of ginger, vanilla and chili pepper exporters.

The spice trade tends to be one of the most conservative trades
in international commodity markets. There are few brokers and
supplies are concentrated in a few countries. Therefore, in order to
penetrate that market, Ugandan exporters must be able to produce and
sell a spice of high quaiity at a price below prevailing world market
prices. Selling at below world market prices initially may be
critical to gaining access to the market so that Ugandan produce can
re-establish an internatinnal reputation for gquality. Once Ugandan
produce gains a sound reputation for high quality, exporters will be
able to raise their price to levels commensurate with competitive
spice products.

Setting an appropriate price and marketing a high quality product
are essential to the successful marketing of any NTEs, but this is not
vnderstood by 31l Ugandan exporters. To ensure high quality of the
product being exported, exporters may find it necessary to work
closely with farmers at during all stages of the production and
harvesting process and maintain tight control over sorting, grading
and processing operations. Without adequate technical advice during
production and harvest, farmers will not produce a high quality
product. Without adequate controls over sorting and grading and
processing activities, exporters will not market a consistently high
quality product.

Finally, exporters who have invested in working with a group of
farmers to produce a quality product to penetrate international
markets require institutional support from the government to ensure
that their investments and marketing relationships are not undermined
by unscrupulous speculators looking for a quick profit. The
government must ensure that contracts are enforced and that the legal

26



AGRICULTURAL MARKETING IN UGANDA HERLEHY

and judicial system is transparent and will support the efforts of
investors in NTE development.

GINGER: Ginger exports from Uganda were valued at about $153,000
in 1989 but declined to $129,000 by 1992. One of the reasons why
ginger exports have been declining is that an important market in the
Middle East was escentially closed in August, 1990 with the outbreak
of the Gulf War. (About 40 percent of Uganda's ginger had been sold
to Middle Eastern buyers.) Exports of ginger to the Middle East had
not yet resumed as of April, 1992.

One of the largest ginger exporters, the Ntangauzi and Vegetable
Growers Association (NVGA), was adversely affected by the closure of
the Middle Eastern market for their crop. But with the EPADU
assistance, NVGA searched and found alternative ginger buyers in
Europe. Nevertheless, NVGA experienced severe production and
marketing problems in 1990 that led them to cease export operations by
January, 1991. Their problems illustrate the difficulties involved in
the non-traditional export business.

The Ntangauzi [Ginger] and Vegetable Growers Association (NVGA)
of Mpigi District, organized in 1985 by commercial farmers and
agribusinessmen, Degan exporting fresh and dried ginger samples to
Europe and the Middle East in 1989. Exports during 1989-90 were
modest, but the quality of the fresh and dried ginger was sufficient
to secure additional orders for the 1990-91 season. As a result, NVGA
set up an out-growers scheme wherein more than 500 farmers were
growing ginger for export. NVGA also made plans to process (dry) the
ginger themselves in order to add value to their crop and realize
higher foreign exchange earnings.

In 1989, the NVGA borrowed 70 million U Shs. from a commercial
bank in order to modify a coffee-drying factory into a ginger-drying
facility. NVGA made the factory modifications and investments without
the assistance of ginger processing technical experts. The purchase
of several diesel-powered dryers to process the ginger for export was
one of the most costly investments.

To finance its large-scale buying operations for 1990-91, NVGA
secured an aaditional loan of 30 million U Shs. from another
commercial bank in mid-1990. NVGA was now carrying 100 million U Shs.
in debt at the prevailing interest rate of 40 percent. The costs of
servicing these loans made it critical that NVGA market a quality
product at a high price during the 1990-91 season.

With its office located in Kampala, however, the management of
the NVGA was not in close, direct contact with the ginger farmers on a
daily basis. Consequently, not all the farmers received adequate
technical assistance in producing and harvesting ginger. In addition,
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when marketing operations began, coordinating the movement of buyers
and their trucks between the farms and the sorting and grading
facility at the ginger-drying factory became very difficult. As a
result, after being harvested, the ginger was not moved expeditiously
to the factory for drying.

Finally, with the sharp rise in diesel fuel prices after the
outbreak of the Gulf War (August, 1990), it became very expensive to
process the ginger using the diesel dryers. Moreover, while the
diesel dryers lowered the moisture content of the fresh ginger from 95
percent to 12 percent, this was still 2 percent above the optimal
moisture content for dried ginger.

In late 1990, when the first shipment of NAVGA ginger to Holland
arrived, the buyer complained that the quality of the spice was not
optimal, there was too much moisture in it. As a result,. the buyer
only paid NAVGA $15,000 for the shipment instead of the agreed upon
and quoted price of $40,000. MNAVGA sustained a $25,000 or 200,000 U
Shs. loss on that shipment. This transaction wiped out 67 percent of
the operating capital loan.

As a result, NAVGA had to cut back and sventually cease its
buying operations. Immediately, the ginger farmers involved with
NAVGA complained about the lack of buyers. NVGA tried to renegotiate
its loans with the commercial hanks to maintain buying operations, but
was unsuccessful.

The NVGA management then requested technical assistance from the
USAID Mission and the EPADU. 1In late 1990, a USAID-funded technical
advisor made several recommendations for improving the management and
operations of NVGA. Some of these suggestions were eventually
implemented, such as moving the management off‘ce from Kampala to
Mpigi and reducing the number of farmers involved in the -.iport
scheme. But other recommendations, such as changing to a bio-mass
rotary dryer for the ginger, cannot be implemented unless the NVGA
gets additional funding. The management of NVGA is currently
discussing loan re-negotiation with the commercial banks and hopes to
involve the EPADU and USAID in a project to revitalize the
association's export efforts.

Lesson learned: The ginger export venture was overambitious.
Management could not provide sufficient assistance to its farmers

because there were too many farmers involved in the scheme. MNVGA
could not maintain strict control over the quality of the spice from
production through harvest and processing to the point of delivery in
Europe. In addition, too much money was borrowed; not enough local
capital was invested by the farmers themselves. And the investments
in processing equipment were made without adequate research into
alternative, less costly processing techniques.
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This NAVGA experience contrasts sharply with the experience of a
vanilla exporter who has successfully mobilized farmers to produce
high quality vanilla for the export market.

VANILLA: Vanilla is grown in Uganda's Mukono District around the
shores of Lake Victoria. But Uganda stopped exporting vanilla in 1971
when Idi Amin came to power and expelled the British and Asian
managers and technicians working for a Mitchell-Cotts vanilla
agribusiness. Almost twenty years later, Mr. Aga Sekalala, Jr., a
commercial dairy farmers with a 500 acres farm near Kampala, made
contact with the EPADU about export marketing opportunities. After a
1990 feasibility study determined that Ugandan farmers could produce a
vanilla bean of export quality, Mr. Sekalala, jr., approached the
USAID and EPADU about helping tc promote a pilot project to export
vanilla.

Mr. Sekxalala, Jr. was willing to invest his own money and time to
get the pilot project started, but he realized that he could not cover
2ll the project costs himself and that he would technical assistance
with various aspects or the project. Sekalala needed technical
assistance to identify an international buyer, to establish a vanilla
curing (drying) facility, and to train farmers in sound methods of
growing nurturing, pollinating and harvesting a high quality vanilla
bean.

"T spent a long time discussing this project with the USAID
staeff. At first, USAID was reluctant to provide fiaancial
support and technical assistance to just one businessman. But
after T explained and demonstrated that the biggest beneficiaries
of this project would be the many men and women who would receive
additional income from growing vanilla for export, USAID agreed
to help me."

Aga Sekalala, Jr.

With a grant of $86,000 from USAID/Uganda and $20,000 from the
Africa project Development Facility (APDF) in Nairobi, Kenya, Sekalala
began working. He made contact with four international spice
processing firms and sent test market samples. Based on their own
tests of the samples, one firm, McCormick & Company Inc., of
Baltimore, Maryland agreed to purchase the vanilla from Sekalala.
McCormick also agreed to provide advice on quality control and made
recomnmendations for low-cost equipment which could be used in the
vanilla processing facility.

In 1990, Sekalala made arrangements with several hundred farmers
around Lake Victoria to cultivate and sell vanilla beans to his firm,
Uganda Vanilla Inc. (UVAN). Using the USAID grant and a commercial
bank loan, Sekalala purchased five metric tons (5000 kgs.) of raw
vanilla beans which yielded about one metric ton (actually 990 kgs.)
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of cured vanilla beans. The entire quantity was sold and shipped to
McCormick in January, 1©91.

"I paid the farmers 3600 Uganda shillings [about $4.00] for one
kilogram of fresh vanilla beans. This is frar above what farmers
are being paid for coffee [220 U. Shs. per kg. of arabica
coffee], our main export, so farmers became very enthusiastic
about growing vanilla."

Aga Sekalala Jr.

McCormick paid UVAN $40 per kg. for the cured vanilla, much less
than the premium price of $72 per kg. paid for Madagascar (Bourbon)
vanilla. Sekalala accepted McCormick's price because it gave UVAN
the opportunity to establish a market niche in a highly competitive
and conservative commodity market. Sekalala set the price to farmers
accordingly so that UVAN transport, processing, storage, packaging and
air freight costs would also be covered. Sekalala agreed that the
price differential was justified until Uganda could demonstrate that
UVAN can deliver high-quality produce on a consistent and regular
basis.

"My tests and McCormick's tests confirm that Ugandan farmers can

produce a vanilla bean that meets the strictest standards of
Madagascar Bourbon vanilla. But first, we must produce
consistently high quality beans, then everything else will
follow.*

Aga Sekalala Jr.

Since February, 1991, Mr. Stephen Caiger, a spice production and
marketing specialist funded by the USAID grant, has been working with
local farmers to achieve that high quality vanilla bean. Caiger
identified several men and women progressive farmers, especially those
who can speak and read English, and has trained them as extension
agents to work with other vanilla farmers. The extension agents help
survey and register men and women vanilla farmers in Mpigi District
and teach them appropriate cultivation, pollination and harvesting
practices. Sekalala pays the extension agents 1000 U. shs. per month.
Vanilla demonstration units have been established and the extension
agents are working with men and women .armers to improve cultivation
practices. The USAID granrt has also he...ed defray the costs of
producing an illustrated field manual in both English and the LuGanda
language which the extension agents use to train farmers.

Sekalala continues to invest his own time and money irto the
project. He makes no-interest loans to farmers so that thz:y will buy
the machetes they need to cut weeds and rejuvenate their vanilla
vines. Sekalala also sponsors monthly meetings for vanilla farmers at
his own estate where he provides advice on farming practices. At
these meetings, Sekalala also awards bicycles and farming tools to
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progressive farmers. In addition, every Friday, Sekalala sponsors a
30 minutes radio program in the LuGanda language known as "Calling
Farmers." On this program Sekalala also offers advice and news about

a variety of crops which Ugandan farmers cultivate.

Interviews with

farmers are also broadcast on the program.

"We believe that the proiject is succeeding because it is

proceeding slowly, involving the local people themselves, and not

overwhelming their capacity to manage things. After a month of
visiting and working with the men and women farmers, we leave

them alone for several months before coming back to see how they

have done. Then we give them more advice and encouragement.”

Stephen Caiger

The vanilla project has the chance to be very successful because
of Sekalala's willingness to take risks, to invest his own funds in
the project and to manage carefully all critical points in the

production and marketing process.

Other reasons for the success of

this prcject include: training local people as extension agents to

work in their own districts with their neighbors.

This ensires that

there is a sustainable relationships being built between the

agribusiness and the farmers through the UVAN buyers and the extension

agents.

Since 1991, Sekalala has been
able to raise the price which he is
paying farmers because McCormick &
Company, Inc., has also raised the
price which they are paying UVAN
for the cured vanilla. The price
paid to farmers has increased an
incentive price of between 5000 and
6000 U Shs. per kg.

The only danger to the
ultimate sustainable success of the
vanilla project is coming from a
local cooperative society and a few
unscrupulous speculators. Both the
cooperative and these speculators
learned that high quality vanilla
commands a high price in the world
spice market and so they have tried
bidding up the producer price in an
attempt to corner the Ugandan
vanilla trade and reap all the
imagined profits.
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Vanilla growers in Mukuno District
have formed a cooperative
association known as the Mukono
Vanilla Spices and Horticultural
Growers Cooperative Group with the
aim of boosting vanilla production
and securing a better price for
the crop. Mr. Tamale Musoke, the
newly elected Chairman of the
group, disclosed that while the
world market price for vanilla was
between 70,000 and 80,000 U Shs.
per one kg. of processed vanilla,
individual buyers have been paying
only 2,500 U Shs. per one kg. "“As
a unified group we are now able to
negotiate with exporters for a
reasonanle price; we <an export it
ourselves and thus get rid of the
middleman."

THE NEW VISION, August 10, 1991.

In addition, attempts have been made by the
Cooperative's management to keep the vanilla technical expert, Caiger,
from coming back to Uganda to assist UVAN.

This attempt to undermine
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the technical assistance being given to Ugandan farmers was defeated
by the leadership of EPADU.

Both the cooperative and the speculators are entering a market
without seeming to pay sufficient attention to the important issues
related to producing a quality product over time and selling it at a
competitive price until the product secures a sound international
reputation and the price can be raised accordingly. Moreover, the
cooperative’'s management is exhibiting a lack of understanding about
the costs invoived in collecting, grading and sorting, and processing
the vanilla for export. For example, it takes between 4 and 5 kgs.
of raw vanilla beans to make one kg. of processed vanilla for export.
Therefore, to compare the producer price being paid by Mr. Sekalala,
Jr. for one kg. of raw vanilla beans to the world market price of one
kg. of the best processed vanilla beans in the world, and to conclude
that Mr. Sekalala, Jr. is somehow exploiting the farmers is wrong.
Mr. Sekalala, Jr. has secured the farmers a market for their crop, he
is providing them the best price possible at this time in the
development of Uganda's exports of vanilla, and he is investing in
sustaining and building that marketing relationship.

If speculators and the farmers' cooperative succeed in
undermining Sekalala's investment in building a sustainable marketing
arrangement with vanilla farmers, he will ke unable to deliver
sufficient quantities of a quality product on time to the
international buyer. This will adversely affect Uganda's fragile
international reputation in the vanilla spice trade and could
discourage Mr. Sekalala, Jr. from making additional investments in
vanilla production and processing. Ultimately, the farmers will
suffer if Mr. Sekalala, Jr.'s investment 1s not secured from
speculators looking for a quick profit or cooperatives eager to
capitalize on the marketing and production relationships which Mr.
Sekalala, Jr. has established.

Indeed, speculators and a cooperative have already done severe
damage to the investment made by an international firm in the
production and marketing of chili peppers.

CHILI PEPPER /Pili-Pili): SHELL UGANDA LIMITED identified high
value horticultural crop marketing opportunities in 1990 and began
making arrangements to assist farmers with the production of dried
chilies for export. SHELL sponsored some television and radio
programs on local stations telling farmers how to grow, harvest and
dry their crops for export. SHELL decided to support these
information programs in order to overcome the general lack of
technical expertise among the rfarmers regarding the production and
harvesting of high value horticultural crops such as chili peppers.
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SHELL scheduled the first export shipment for January, 1991, but
i1t never took place because a severe drought in the north-west
devastated the crop. Ultimately, in April and July, 1991, SHELL made
two export shipments with a total volume of about 11 MT.

However, SHELIL had enormous problems in completing its export
shipments. The problems which SHELL has encountered are the same for
all investors trying to establish sustainable production and marketing
arrangements for non-traditional agricultural commodities.

SHELL contracted with the Tukolire Wamu Farmers' Cooperative, a
cooperative society in the chili pepper growing region of north-west
Uganda, to buy produce which they would grow. (Tukolire Wamu means
"Let us work together" in the local language.) SHELL went through the
Cooperative to sign up chili growers and SHELL provided the
Cooperative with tractors and tractor plowing services, ploughs, and
improved chili pepper [pili-pili] seed. In addition, SHELL provided
the Cooperative with financinjy for chili pepper production and
marketing activities.

The Cooperative agreed to put about 5000 acres under chili pepper
cultivation. SHELL estimated that about 180-250 kg. of chili peppers
could be grown per acre, with two harvests per year. Hence, SHELL
estimated that total production and marketing of at least 1000 MT and
possibly 1250 MT of chili peppers per season was possible. SHELL
planned on using its depots to test and grade the chili peppers
delivered by the Cooperative.

The first problem came in the January-February, 1991 drought when
the entire crop was lost. In addition, SHELL recognized that the
initial planting was over-ambitious; far too much land was put under
chili cultivation and all the chili peppers were planted in the direct
sunlight. There was almost no shade anywhere and there were no
alternative sources of water for irrigation.

SHELL had entered into supply contracts with a European buyer,
agreeing to supply 500 MT to a buyer in the UK and an additional 500
MT as part of a joint venture with a Belgiar firm, S.A. Sopex N.V. of
Antwerp. SHELL made the contracts in order to guarantee a secure
market for its produce. When the drought decimated the crop, SHELL
went to those buyers, explained the problem, and the buyers agreed to
postpone the first shipment and still purchase the next available
shipment for the same amount of money. Based on that agreement, SHELL
went back to the farmers and helped them re-plant their fields with
chili peppers.

The second problem which SHELL encountered related to mis-use of
the financing which they had provided to the Cooperative. The
management of the Conperative did not use SHELL's funds for the
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purposes which had been agreed upon. Instead of using the money to
finance their chili pepper production and buying activities, the
management of the Cooperative took the money and used it for something
else. Thus, when it came time to buy the chilies from the farmers,
the management of the Cooperative purchased the chilies from the
farmers on credit. They pledged to pay the farmers at a future date,
saying that once SHELL paid them, they could pay the farmers. But
SHELL had already provided the morey to the Cooperative!

The third problem which SHELL
encountered was that the "The farmers are not the problem.

coperative was not paying the ] They are willing to grow any crop

farmers the price which SHELL had #  that we tell them to grow. They
quaranteed them. SHELL had N are especially eager to grow the
guaranteed a pr_ice of 600 U Shs. # non-traditional export commodity
per kg. to the farmers, but the | crops because they recognize that
o 's b a1 I they can earn a lot of money from
Coop?r?tlve s Dbuyers were o y i those crops. The problem is with
promising to pay farmers about 300 the independent buyers and the
U Shs. per kg. | management of the Cooperatives.
There is very little
Meanwhile. SHELL's buyers in communications infrastructure, not
E had ’ head d 1d th # enough truck transport, not enough
u-z:OEe ad gone anead and so e ] good feeder roads in rural areas
chilies fOl’W&rd, through a futures ! where the farmers live. Without
contract market for spices. The adequate communications, the
European buyers promised to deliver farmer is totally dependent on the
200 MT of the chili peppers; 70 MT Cooperative or the itinerant
firmly committed and there was | C£r39er- They have a monopoly
were J:rm y ; : position over the farmers, and our
an option for their c%lent to take | experience with the Coop has
an additional 130 MT if they were proven that the buyers are not
satisfied with the quality of the gﬁ_mg 'hlolne:t wath dthe dfa_rmers-
'] 4 15 wi arm Uganda's drive to
chili peppers. increase non-traditional
agricultural production for

However, because the export."
Cooperative buyers were paying less Roland Baan, Managing Director

than what SHELL had promised to pay SHELL.

and because the Cooperative was not
paying cash, the farmers were
refusing to _deliver all their
chilies to the Cooperative. As a result, the Cooperative could not
fulfill the contract it had with SHELL, and SHELL could not meet its
contract with the buyers in Europe.

Once SHELL discovered what the Cooperative had done, SHELL sent
its own agents out to the farmers to buy directly from the farmers.
SHELL paid cash and they paid the price which they had promised the
farmers, 600 U Shs. per kg.

However, this led to a fourth problem, a dispute with the
Cooperatives. The management of the Cooperative threatened to sue any
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farmer member of the Cooperative who sold directly to SHELL, even
though the Coop itself had no funds to purchase the crop and they were
promising to pay the farmers less than what SHELL had agreed to pay.
The Cooperatives have most of the farmers in their regions under
contract to produce and sell their produce through their respective
Coops. Thus, the Coop can threaten the farmers with litigation if
they do not market their produce through the Coop. The Coops have
political support, too, which is difficult for a company like SHELL to
overcome . For example, the district administration in virtually
every district urge farmers to sell their produce through the
Cooperatives (or the PMB and the Foods & Beverages) and to avoid
dealing with private entrepreneurs or private companies like SHELL.

Subsequently, SHELL discuvered that the Managing Director of the
Tukolire Wamu Farmers' Cooperative was able to get two large loans
from the commercial banks based on the contracts which the Cooperative
had with SHELI and a sesame exporter with whom the Cooperative was
also working. The Cooperative took out a loan of 50 million U Shs.
with Grindlays Bank and a loan worth several millicn U Shs. from the
Uganda Commercial Bank (UCBj. Soon, thereafter, the Managing Director
of the Cooperative disappeared with that money.

As a result of these problems, SHELL is now facing a claim from
its UK client for $200,000 for failure to deliver the contracted
amount of chili peppers. SHELL made one small shipment in April,
1991, which was based on the meager deliveries which the Coop made to
SHELL. SHELL's second export shipment was comprised solely of what
SHELL's own agents could buy from the chili pepper farmers. SHELL
expects to be able to purchase additional chili peppers this season
from the farmers using their own agents again. Because of the
problems with the Cooperative, SHELL is establishing its own network
of buyers to deal directly with the farmers.

This case study illustrates several problems which a private
investor faces when investing in a production and marketing scheme for
NTEs. One important issue that arises from this case study and that
of the vanilla exporter is: How can the investor or the Government
ensure that when a private firm makes an investment, they will be the
direct beneficiary of that investment? It is especially difficult if
the farmers or the Coop with which a marketing contract or arrangement
is made feels free to break the contract and the private firm has no
recourse except the courts which may be unreliable.

At this time, SHELL 1is in contact now with the Ministry of
Commerce, Cooperatives and Marketing in order to get some assistance
in dealing with the Cooperatives, especially the delinquent Tukolire
Wamu Farmers' Cooperative. SHELL has dealt with the new Minister of
Commerce in his former capacity as Minister of Energy, so SHELL's
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management is hopeful that the Ministry will be able to help resolve
the contractual problenms.

In addition, SHELL has initiated legal action against the
Cooperative. The tractors which were provided on credit tc the Coop

are being repossessed. SHELL also accepted some deeds on property
ovned by the Cooperative as collateral for the crop financing. Now
SHELL is auctioning off that property in order to ricover the funds
that were embezzled by the Manager and stolen by the other buying
agencs.

In order for investments in NTEs to succeed, there must be a
strong legal system that will enable firms to enforce their contracts
and to go after unscrupulous speculators who undermine the legitimate
and sustainable marketing systems that private firms, like SHELL, are
trying to establish. The result of SHELL's litigation will shed some
light on the ability of the Uganda courts to help private investors
enforce contracts.

IV. CONCLUSION

The ANEP Program was designed to support policy and regulatory
reform and institutional development of agricultural NTEs. The ANEP
program has successfully supported growth in Uganda's NTES for more
than three years. The combination of pclicy and regulatory reform,
institution building and commodity specific support for key export-
oriented firms has resulted in very high growth rates for NTEs.
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11.

12.
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Export Policy Analysis and Development Unit (EPADU)

Mr. Nimrod Waniala, Trade Specialist

Export Policy Analysis and Development Unit (EPADU)
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Export Policy Analysis and Development Unit (EPADU)

Mr. Peter Steele, Trade Development Advisor

Export Policy Analysis and Development Unit (EPADU)

Mr. Peter Hodgkinson, Co-Director

Statistics Department

Mr. Samwiri Kanugire, Director General of Customs

Customs & Excise Department
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Customs & Excise Department

Mr. Augustine Owino, Senior Collector of Customs (Busia Customs Station)
Customs & Excise Department

Mr. Makanga Mwononye, Collector of Customs (Busia Customs Station)
Customs & Excise Department

Mr. Tunyamareba, Senior Collector of Customs (Malaba Customs Station)
Customs & Excise Department

Mrs. C.N. Kibuuka, Senior Assessor of Income Taxes

Internal Revenue Service (Masaka District)

MINISTRY OF COMMERCE, INDUSTRY, COOPERATIVES AND MARKETING

Honorable Mr. Gerard Ssendaula

Deputy Minister

Mr. E.K. Busingye

Commissioner for Marketing

Mr. Edward Mukasa, Trade Development Assistant
Bwera (Kasese District)

Mr. Mpanga James, Trade and Development Officer
Masaka (Masaka District)

BANK OF_ UGANDA

1.

2.

Mr. Jaspar Sekitoleko, Head
Export Finance Division

Mr. Joe Kahenano, Director
Exchange Control Department

UGANDA DEVELOPMENT CORPORATION LTD.

1.

2.

i'r. G.S.B. Kinyatta
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Mr. Joseph A. Okalebo

Executive Director for Industry
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BE. MISCELLANEOUS

UGANDAR INVESTMENT AUTHORITY

Mr. George Rubagumya, Executive Director
NATIONAL RESISTANCE COUNCIL

Honorable Mr. Israel Kayonde

Member of Board of Directors, NAVGA
NATIONAL RESISTANCE COUNCIL

Honorable Mrs. Bwambale

Representative for Kasese District
OFFICE OF THE PRESIDENT

Mr. Victor Wanyoto

District Administrator - Kasese District
MINISTRY OF AGRICULTURE
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OFFICE OF THE PRESIDENT
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F. STATE-OWNED ENTERPRISES (SOEs)

1.

2.

UGANDA HARDWARES LTD.

Mr. Levi Zimbe, General Manager

Mr. John Mujago, Operations Manager

PRODUCE MARKETING BOARD

Mr. Tom Opio-Oming, Marketing Manager

Mr. John Bosco Iyadema, Deputy Marketing Manager

Mr. D.T. Kabagambe, Statistician

Mr. Knud A. Rasmussen, Technical Advisor Marketing & Storage
FOODS & BEVERAGES LTD.

Mr. Justus B. Bagambe, Acting General Manager

Mr. Sandy W. Ojambo , Marketing Manager

Mr. Charles Bankobeza, Chief Accountant

Mr. Rajab Mugoya, Deputy Marketing Manager - Imports
Mr. Sam D. Bugeni-Buwolya, Deputy Marketing Manager - Exports
Mr. Johnson D.S. Kwesigabo, Senior l.egal Officer
UGANDA LEATHER & TANNING INDUSTRIES LTD. (Jinja)
Mrs. Mary E. Gumisiriza, General Manager

Mr. Charles Rwemera, Production Manager

UGANDA FISHERIES ENTERPRISES LTD. (Jinja)

Mr. Emmanuel Hashaka, Marketing Manager (1992)

Mr. W. Mashemererwa, Production Manager (1990)

Mr. Kalisa, Assistant Marketing Manager (1990)
UGANDA COOPERATIVE ALLIANCE

Mr. Charles Kabuga, General Secretary

Mr. Leonard Msemakweri, Director of Projects

II. EXPORTERS AND FARMERS OF NON-TRADITIONAL COMMODITIES

A. PRIVATE AGRIBUSINESS OWNERS AND FARMERS

1.

2.

RWENZORI HIDES & SKINS CO. (Jinja)
Mr. Ali Basabra, General Manager
GOMBA FISHING INDUSTRIES LTD. (Jinja)
Mr. Yusuf Karmali, Managing Director
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10.

11.

12,

13.

14.

1s.

VICTORIA FRESH FOOD INDUSTRIES LTD. (Gaba)

Mr. George Epaminondas, Terminal Manager

Mr. S.E. Angopa, Manager (1990)

THE FOURWAYS GROUP (Kampala)

Mr. Mohamood N. Thobani, Group Managing Director

Mr. Igbal Esmail, General Manager (Akamba (U) Ltd.)

Mr. Terry Gavin, Financial Controller

MUKWANO INDUSTRIES (U) LTD. (Kampala)

Mr. Alykhan Karmali, Executive Director

Mr. Amirali Karmali, Managing Director

FRUITPACK (Kampala)

Mr. S. Kibalama Katumba, Managing Director

Chairman, HORTICULTURAL EXPORTERS ASSOCIATION OF UGANDA LIMITED
VICTORIA FLOWERS U. LTD

Dr. Nassan Tandekwire, Managing Director

Executive Director of the Secretariat, UGANDA MANUFACTURERS ASSOCIATION
Executive Director, UGANDA INSTITUTE OF MANAGEMENT

GARUGA GROUP OF COMPANIES

Mr. James Musingizi, Chairman

Member of the Board of Directors UGANDA INVESTMENT AUTHORITY

UGANDA NATIONAL FARMERS ASSOCIATION

Dr. Samuel Nsamba, Chairman

Mr. Henry Mutebi-Kityo, Secretary

Honorable Sepi Kajubi, MP & Chair, UGANDA COMMERCIAL FARMERS ASSOCIATION
Mr. Onesimus Tikodri, I.-na Representative

Mr. Sam Rubagumya, Kasese Representative

Mrs. Harriet Ssali, Managing Director BAMUHALU FLORIST WANDEGEYA
MAKINDU GROWERS & PACKERS (U) LTD.

Mr. Mathias E. Nsabuga, Executive Director

Mr. Grace Matunda, Operations Manager

Mr. Sekubunga, Pineapple Farmer (Bugerere - Mukono District)

Mr. & Mrs. Kitogozi, Pineapple Farmers (Bugerere - Mukono District)
SHELL UGANDA LIMITED

Mr. Roland Baan, Managing Director

Mr. Tadria, Chemicals Manager

UNION EXPORT SERVICFS (UNEX)

Mr. Y. K. ARbainenamar, Sales Manager

Mr. Francis Muhangi, Export Manager ( Bunyankole Cooperative)

TORO AND MITYANA TEA CO. LTD.

Mr. Graham Bush, Financial Director

Mr. Francis Mweheire, Deputy Managing Director

Chairman, UGANDA TEA ASSOCIATION

NTANGAUZI AND VEGETABLE GROWERS ASSOCIATION LIMITED

Mr. David Lule, Managing Director (Mpigi - Mpigi District)

Mr. George W. Semwezi, Accountant

Mr. Joseph M. Matovu, Director

Mr. Henry Mutebi Kityo, Project Manager

Mr. Emmanuel Luswata, Progressive Farmer

UGANDA VANILLA LTD. (UVAN)

Mr. Aga Sekalala, Jr., Managing Director

Mr. Sam Kasirye, Contrict Farmer & Vanilla Buying Agent (Mukono District)
Mr. Joseph Oler, Farmer & Vanilla Extension Worker (Mukono District)
Mrs. Susan Mugabi, Farmer & Vanilla Extension Worker (Mukono District)
Mr. Eddie Kabula, Farmer & Vanilla Extension Worker (Mukono District)
Mrs. Banakola, Farmer & Vanilla Extension Worker (Mukono District)
Mr. & Mrs. Yokere Kosanga, Vanilla Farmers (Mukono District)

Mr. & Mrs. Katabazi, Vanilla Farmers (Mukono District)
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16.

17.

18.

19.

20.

21.
22.
23.
24.
25.
26.
27.
28.
29.
30.
31.
32.

33.

ASSOCIATICN FCR WOMEN IN INDUSTRIAL AND AGRICULTURAL DEVELOPMENT
Mrs. Margaret Ndekera, Chairperson (Jinja & Kampala)
OXY & COMPANY (U) LTD. (Jinja)

Mr. John W.M. Ngobi & Mrs. Rhona Ngobi, Managing Directors
Mxr. Noah Muzire, Horticultural Farmer

JULIAN MPALULE & FAMILY (Jinja)

Mrs. Dorothy Mbalule, Director

Mr. Thomas Mbalule, Director

INTRACO (U) LTD. (Jinja)

Mr. Daudi Migereko, Managing Director

RECO INDUSTRIES LTD. (Kasese - Kasese District)

Mr. P.T. Rwabwogo, Chairman

Mr. J. Mugenyi, Production Manager

AMURALI GENERAL ENTERPRISES (Kacese -Kasese District)
Mr. Haji Mus~ S. Muhindo, General Manager

MASTAKI ENTERPRISES LTD. (Kasese - Kasese District)
Mr. Budduwe K. Mastaki, General Mnager

MAJIDU KABANGIRE & CO. (Bwera - Kasese District)

Mr. Mageed Kabangire, General Manager

MUSIC SERVICE U. LTD. (Bwera - Kasese District)

Mr. Twanir Kisando, General Manager

MIRASALEH TRADING CO. (Bwera -Kasese District)

Mr. Nuhu Swaleh, Managing Director

SEBATA FARM & MAIZE MEAL COMPANY LIMITED (Masaka District)
Mr. Haji Kalibala, General Manager

KASASA ENTERPRISES LIMITED (Masaka District)

Mr. Al-Haji Mohamed Kasasa, General Manager

KIGANDO ENTERPRISES COMPANY (#asaka District)

Mr. Joseph Mukasa, General Manager

HAJI DDUNGU ENTERPRISES (Masaka District)

Mr. Abdu Senyondo, Assistant Manager

NEW HOME FASHIOMS (Masaka District)

Mr. Al-Haji Darawusi Mukasa, General Manager
LUKYAMUZT TEXTILES (Masaka District)

Mr. Francis Lukyamuzi, General Manager

NAGONGERA MILLERS AND FARMERS ( Tororo)

Honorable Mr. Victor Kobel, Managing Director
ELGONIA INDUSTRY LTD. (Tororo)

Mr. Cassi M. Bukawa, Managing Director

INSTITUTIONAL SUPPCRTING SERVICES FOR AGRIBUSINESS & EXPORTERS

1.

2.

MULBOX LIMITED /Jinja)

Mr. Pradyot Somaiya, Financial Controller

Mr. Saul A. Kintu, General Manager (1990)

SABENA BELGIAN WORLD AIRLINES ( Entebbe Airport)

Mr. Tuyearts, Temporary Station Manager (1991)

Mr. Mathias, Cargo Manager

DAIRO AIR SERVICES (Kampala)

Mr. John Kyaligonza, Manager

Mr. Paul Hunt, Regional Manager

Mr. Geoffrey Luwanga, Farm Project Coordinator

NILE BANK LTD. (Kampala)

Mr. Samwiri H.K. Njuki, General Manager (1992)

Mr. John E. Sekaggya, General Manager (1991)

GREENLAND BANK LTD. & GREENLAND FOREX BUREAU (Kampala)
Dr. Suleiman I. Kiggundu, Managing Director

Mr. Harun Sebaggala, Manager - Foreign Exchange Department
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6. BARCLAYS BANK (U) LTD. (Kampala)
Mr. Gerald Thomae, Managing Director
7. GOLD TRUST BANK LTD. (Kampala)
Mr. S. Visvanathan, General HManager
8. INTERNATIONAL CREDIT BANK & INTERNATIONAL FOREX BUREAU (Kampala)
Mr. Thomas I. Katto, Chairmanu
Mr. Patrick Ka“to, Director
Mr. Emmanuel Katto, Director (PHENIX PHARMACEUTICALS (U) LTD.)
9. HIGH VALUE HORTICULTURE plc (Uxbridge, U.K.)
Mr. Stephen Caiger, Agronomist

€. MISCELLANEOUS AGRIBUSINESS CONTACTS

1. SHIP TOOTHBRUSH FACTORY LTD.
Mr. James Mulwana, Managing Director
Chairman, UGANDA MANUFACTURERS ASSOCIATION
2. SPEAR MOTORS LTD.
Mr. Gorden Wavamunno, Chairman and Managing Director
3. UGANDA CROCS LTD. (Mpigi District)
Dr. A. Babitunga, Managing Director
4. POP-IN INDUSTRIES (U) LIMITED
Mr. Charles M. Mbire, Managing Director
5. DANISH AFRICAN FOOD LTD. (Katwe, Lake Edward - Kasese District)
Mr. John A. Stahl, Chairman
Mr. Hans (Rudy) Blaucn, Technical Manager
6. AFRICA PROJECT DEVELOPMENT FACILITY ( Nairobi, Kenya)
Mr. Patrick Henfrey
Mr. Kaitano Chungu
7. EMBASSY OF THE UNITED STATES OF AMERICA (Kampala)
Ms. Beatrice McKenzie, Commercial Officer (1991)
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