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1. BACXGROUND AND RATIONALZ
A. zconomic ané Politizal Background

The Republic of Uganda, a landlocked nation of lé-plus milli=n
peovle, {3 a country of abundant water and aransl=a land

asources, conmzrised of 151,000 sguars xilomerers,
Jistorically Uganda's people have been abdble to feed zhamsalvas
and generacte sufficient surplis to engage in lively canmercial
activities. The major food c¢crops grown include bananas,

matooke (plantain), beans, maize, cassava, 3wWweet potazoes,
groundnuts, sorghum, and millet, Livestock yislds mil<, nea-,
S

norns, hides and skins. Vircually all these commodi:i=s ar
traded in botna local and reqgional markets within Jgandz, a3
wall as across Uganda's borders into9 neighboriang counzrias.
food crops dominate agricul:ure, with about 90 percenz of Lne
araole langd tha* is under culzivation being devotad =5 nenm,
and the remaining 1@ percan* given to export crops. Srevious
export crovs cultivated inclide coffee, tea, cotton, 2ad small

rn

amounts of cocoa, nuts, and spices. Formerly, small anounts 2
sugar and tobacco were also exported but now these crsos are
‘locally processed to meet domestic demand. Coffee remains the
single most important tradi:=ional export crop.

Agriculture accounts for over two=-thirds of Uganda's 52P, and
an even larger share of government revenues. Most farnms (%
average size of which 1is 2.5 hectares) are held by small-scal
producers. Except for tea and sugar, which are grown an
estates (with some outgrowers), most other production for
export, as well as for domestic consumption, is produzed on
smallholdings.

during its recent past, Uganda has depended primarily udpon
coffee to generate foreign exchange earnings, with over 95
percent of export revenue accruing from coffee exports. Taxes
on coffee exports have also been an important source, as much
as 20 percent government revenue, Hence, the 1989 collapse of
the International Coffee Agreement and the accompanying
precipitous fall in world coffee prices has created a severe
economic crisis for Uganda, affectting not only the balance of
payments but also fiscal policy objectives.

Severe deterioration in the economic situation began after Idi
amin seized power in January 1971, Real GDP declined about 20
percent during the 1970s. Many of Uganda's most talented
citizens either fled into voluntary exile (estimates range from
530,000 to over one million people), or were forced to leave,
as in the mass expulsion of Asians in 1972. <The successor
Obote government in early 1981 initiated a recovery program
with consideranle assistance from the donor community, Despita
some recovery 1in the early 1980s, there was increased political



and ailitary instability begianing ian 1984. Governmen:
spending escalated, inflation accelerated, the exchangs rate
became increasingly overvalued, and GDP declined in absolute
terns, A militazy coup, followed by a civil war, inflizced
furtner Zdes-ruction on infrastructurse, and brougat the =conomy
to a virtual standstill.

The Museveni-led government inherited an extremely difficuls
situza-i0on when it came to power in January 1986. A great part
of tnre major trunk roads nhad deteriorated to the poiant of
reguizing substantial new investments, rural feeder roads
generally had received even la2ss attention to maintenance,
large por:tions of the nation's vehicle fleet were either
destroyed or stolen, most manufacturing plants had closed down,
and oroductive agricultural areas had been ravaged. The new
government: also inherited a considerable deot burden.

In January 19387, rhe government approached the donor communiity
for financial support to arrest the economic decline and set
the basis for sustained development. The IMF and the W#orld
3ank initiaced stabilization and structural adjustment
programs, with sizable financial support. At the time, the
economy faced 4 number of serious problems:

-- the private sector was legally excluded from most
marketing, including external trade, transactions,
and had effectively no legal access to foreign
exchange;

- the official eXxchange rate was grossly overvalued,
with the parallel market rate almost ten times as
much as that rate;

.- the Government of Uganda (GOU) was heavily involved
in barter trade, the terms of trade for which were
against Uganda; and

- inflation was very high due to the pressures of
inappropriate monetary and fiscal policy, and
interest rates were decidedly negative.

In May 1987, the GOU announced an Economic Recovery Program
ERP, to restore price stability and 3 sustainable balance of
payments position, substantially improve capacity utilization
in indystry and agriculture, improve producer incentives,
restore efficiency in the public sector, and improve public
sector resource mobilization and allocation. This ERP a1as Deen
underway for three-plus vyears, and has seen significant
improvements in Uganda's economic¢ policy environment, GDP
growth has been in excess of six percent annually, and the rate
of inflation has bSeen reduced from 200-plus percent at the
outset of the period to within the 30-percent target for 1390,



?inally, active exchange rate management has resulted in
reducing the premium on the exchange rate from 900 percent in
the mid~1980s to just over 60 percent today.

3. A.I.D.'s Strateg;c Objectives in Yganda

The country program is directed at supporting the goverament's
policy reform program. USAID strategy 1is centersd on
increasing agricultural growth with emphasis on private sector
car=icipation. The project and program portfolio consists of a
package of complementary activities: research, commodicty
imports, input distribution, crop production, agroprocessing,
and commodity marketing with an overall emphasis on sectoral
growth and diversification of agricultural exports. Most
rasources go toward support of the private sector, except
research and allied training. An integral part of this
strateqy i3 policy reform which is aimed at improviang the
scructure of incentives, the private investment climate, and
addressing constraints to expansion of export trade. Beyond
project level assistance directed at these areas including the
non-traditional export promotion and develooment program, a PL
480, Title I program reinforces the strateqgy with related
policy measures, balance of payment support, and local currency
for the development budget.

A second element of the country strategy is to preserve the
natural resource bases in the nation's parks and protected
areas, in order to stimulate Uganda's tremendous tourism
potential, further diversifying its sources of foreign exchange
and fiscal revenues. A third leg of the strategy is to address
the issue of rapid population growth through a family planning
program., Finally, an important target of opportunity is in the
health sector.,

C. Program Ratiocnale

ANEPP I's purpose was to increase rural incomes by overcoming
short-term constraints to exporting nontraditional agricultural
products. This was to be accomplished by assisting the GOU in
developing and implementing a program for promoting and
exporting nontraditional agricultural exports (NTAE). By the
end of the program, ANEPP I was to have established an
environment in which Ugandans could produce and sell crops for
export in an open competitive market.

The analysis that was done during design of ANEPP I identified
three basic reforms which were needed to arrive at such an
environment. These reforms were, briefly: (1) regular exchange
rate adjustments, (2) streamlined foreign exchange approval
process for imports, and (3) GOU approval of private sector
export of nontraditional agricultural commodities. In
addition, the GOU, with technical assistance, would develop a



tegy7 and program to promote NTAZ and establish the
nizational structure to implement the straz-=qgy.
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Over thnese fizszt two years, in addition %2 carszving ciz all
these reforms, the GOU also (1) legalized the pa:allz; exchange
rate, (2) established a foreign exchange rsten:zion sys=em for
exporters, (3) noved from a system of single transac-:2n 2xpor:
licenses to one of unlimited, time-based licenses, ani (4)
removed the air transport monopoly.

A3 a rasult of these reforms, the envirenment in whica
axporters operate changed to one more conducive to increased
production for axport. Motivated by the changes in ths polizvy
envi:orﬂent, exoorters more than tripled their non-coifes
2Xxporks, most of which were purchased from small farnmers and
fishernen. Increased competition with the parastacals and
among private traders has led to better prices for prsducers,

more diversity in production, more areas of the count:-y
involved in praduction for export, and more consumer 300ds
availanility. ANEPP I has, indeed, estaolished the environment
iz set out to Dbduild.

Despite greater than planned progress made under ANEP? [, &:he
anility of the small-scale producer, both farmers and
fishermen, to fully participate in the benefits from NTAEZ, 1is
dependent on the continuation of these policies, A nunber of
constraints still exist. ANEPP II will focus on some of :zhe
constraints, principally those related to infrastructure, the
dual exchange rate, market expansion, availabili:ty of credi:,
petroleum pricing policies, and inefficiencies in licensing.
Through conditionality for cash disbursements, continued
dialogue, continued technical assistance to EPADU export
oroducers/marketing agents and budgeting (and spending) of the
caunterpart deposits, the GOU will address these conszzaints.
As a result, the economic environment for small scale farmers
and fishermen will stabilize and improve.
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II. ACCOMPLISHMENTS TO DATE AND LESSONS LEIARNED

Duriag July and August 1990, A.I.D. conducted an impact
evaluation o ANEPP I, in part to examine the merits of this
currently proposed second phase of the program (ANEPP II).
(This PAAD Supplement is to amend the program, but for ease of
discussion the existing program 1s referred to as ANEPP I and
the proposed amendment as ANEPP II.) Although the terms of
reference for this evaluation team explicitly excluded
designing ANEPP LI, the team was invited to provide the Missiox
with recommendations for inclusion in that design, based on the
evaluation and the lessons learned from ANEPP I. It is
important to understand that the impact evaluation focused its
analytical efforts on impact, rather than on success in zmeetizg
the policy dialogue, CIP, and local currency aims of ANEPP I,
Thus, 1f a routine program evaluation had beean carried out,
focusing on whether implementation of each program element had
proceeded according to plamn, the findings against such criteria
would have doubtless been positive. With the impact evaluation
coming as it did only one month after the announcement of
sweeping policy changes, and only two years after signiag of
the Program Agreement, it faced a difficult challenge to
confirm the degree of impact that would otherwise have been
expected once the economy has digested the reforms. In
addition, the evaluation included a discussion of some aspects
of the management and implementation of ANEPP I. The following
discussion draws heavily on that evaluation report, which 1is
included as Annex B to this PAAD Supplement.

A, Achievements Under ANEPP I

1. Policy and Regulatory Changes

The most Important aspect of the ANEPP program 1s the effect it
has had on the overall development strategy of the Government
of Uganda. Through constant policy dialogue, through the work
of EPADU, and through program conditionality, ANEPP has been
responsible, at least in part, for a major sea change ia the
Government's attitude toward Uganda's development. Perhaps
nowhere else in Africa has a Government so openly and so
self-consciously embarked on an outward oriented development
strategy as in Uganda.

This 4{s particularly marked in the budget speech of the
Minister of Finance in June, 1990, which: (1) legalized the
parallel market in foreign exchange; (2) further devalued the
official exchange rate; (3) outlined streamlined provisions for
export licensing; and (4) promised tax relief for
noutraditional exporters. As lmportant as these reforms are,
perhaps more lmportant is the government's overall posture,
Commenting on the budget speech, President Museveni stated that

the reason for taking these measures (particularly the



devilia=ion) Was o enable the export sect2r to be compezitive
in Wworld markets, and to diversify an econonmy, wnhnich for koo
long nhas been propped up by “"the coffee man.,®

These latest measurss build on earlier important policv refarms:

(1) Macroeconomic stabilization which nas seen a raduc:zion of
inflation f£zom annual rates of over 200 percent to annualized
races of between 20 and 30 percent;

(2) A fairly continual devaluation of the 2fficial 2xchange
rats, which has sa2en a depreciation of 16 peccent in real
effective terms since 1388, There remains 1dch to be doae in
this area;

(3) The estapblishment of the dual licensing program for
nonzzadisional exporta:s, which wWwas the kevystone of ANZIP? 1;

(4) The ramoval of monopoly control of exports by the Produce
Marketing S8card (?MB); this change was a cavenant under ANEP? I;

(3) =Zlimination of monopoly positions of tea authority, nides
and sxins pacascatal, and other parastatals.

Taken together all of these reforms substanzially removed
policy impediments to nontraditional export trade. For the
firse time, exporters were free to legally sell their goods
abroad at the rteal opportunity cost. This liberalization of
the policy regime, taken together with dramatic improvements in
trzanspor= infrastructure and the return of confidence in th
economy and ia the Government has led to substantial incrz2ases
in nontraditional export trade.,

2. Performance of the CIP? Component

The CIP component of ANEPP [ was designed to provide the
private sector of Uganda (defined as including the cooperative
gsector) with access to foreign exchange to purchase imported
inputs for producing, processing, and marketing nontraditional
exports., Funds available included $12.5 million provided by
A.I.3. and $5 million provided by the GOU, all in support of
the CIP. At the outset of the program, the specific list of
commodities eligible for import under the program included
seeds, fertilizer, steel for basic agricul:tural implements,
jute for gunny bags (as well as gunny bags), packaging
materials, and other non-specified goods. Subsequently, in 4ay
1989, the eligibility list was substantially expanded to
include any commodity (primary, intermediate, or capital) that
can be funded under any A.I.D. commodity import program., in
January 1989, A.I.D. indicated to the GOU %:hat the first
tranche ($7.5 million) was ready for disbursement, and that a
Letter of Commitment in that amount had been opened ian the
apprepriate correspondent hank.



Disbursement of the second tranche, $5.0 milliocn i A.I.D.
funds, 1s being delayed pending GOU provision of its matchinag
$5.0 million contribution.

Performance under the CIP, especially during the first vear,
was spotty, partly because of a disagreement on the coanversiocn
rate between CIP dollars and local currency generations. By
June 1989, six months after the opening of the Letter of
Commitment, A.I,D. had concurred in import applications
amounting to approximately $2.0 million. At that polnt, the
GOU opened a new forelgn exchange allocation mechanism, usi:zg
an exchange rate of USh 400 per dollar, compared to the USh 207
per dollar official exchange rate at which the A.IL.D. CI? was
generating local currency. A.IL.D. asked that CIP generations
occur at the more depreciated rate, but the GOU refused.
Ultimately, the CIP process was in hiatus uatil Yarch 1390, at
which point the official exchange rate had been depreciated to
the point that it nearly coincided with the rate in the
aforementioned GOU allocation mechanism, thereby removiag the
disagreement between A.I.D. and the GOU,

As of August 1990, the BOU (Bank of Uganda, the central bank)
has received $16.6 million in applicatioms, of which it has
approved $15.0 million for A.I.D.'s CIP. Of these, the Mission
has concurred with a subset totalling $7.3 million, or 96
percent of the first tranche fuads. A smaller subset of these,
approximately $3.1 million, have resulted in opened and
confirmed Letters of Credit. USAID/Uganda anticipates the CIP
funds (USAID and GOU) will be depleted prior to the ead of
March 1991, assuming the GOU adds its $5.0 million by October
199%90.

At the outset of the program three choices were offered in
terms of local cover payment. They were revised ia Jume 1990,
to permit importers under the CIP to make local currency
counterpart payments according to the following three options.
First, 100 percent of the cash cover could be provided prior to
opening the L/C. As a second alternative, 50 percent of the
cash cover could be deposited prior to opening the L/C, with
the balance payable within 180 days, at 3.5 percent 1lnterest
per moath on the unpaid balance. The third optiom 1is for a 35
percent cash cover deposit, with the balance payable within 120
days, at an interest rate of 3 percent per moanth on the unpaid
balance. Apparently, the vast majority of applicants have
opted for the optiomn involving the least up=-frout deposit.

According to information available io USAID, over 60 percent
(in value terms) of the applications A.I.D. has approved have
been for the importation of gunny and other bags. There is
clearly a strong demand for, ifmported bags iz Uganda and,
although one can not of course state that the bags ilmported
under this program were in direct support of export activities,
anecdotal evidence suggests that bags for the export of



maize and other commodities were indeed in short supply this
Jear. 7he second largest category of imports among the
A.I.D.-approved applications (15 percent) was for fishnets and
boar engines for individual Lake Victoria fishermen. Traders
report a significant expansion of fishing and praocessing
activity. The bulk (15 percent) of the remainder of the
approved applications was for agricultural production inputs,
but there i1s no evidence that these indeed went as inputs to
egxport activity., At the same time, it is understood that such
inpats are fungible between activities relating to exporcs and
domestic sales. The important point is to ensure that
export-related activities are not hamstrung by lack of access
to necessary imported inputs.

3. Technical Assistance

The PAAD for ANEPP I described and justified the provision of
project assistance funding to establish and support an Zconomic
Policy Analysis and Development Unit within the Ministry of
?lanning and Economic Development (EPADU). EPADYT, with its
technical assistance funded by A.I.D. and other costs met by
ANEPP CIP proceeds, was to serve three functions: carry out
policy analysis for the GOU, carry out export promotion
aczivities, and assist in the monitoring of ANEP? I impact.

The following comments on achievements under this technical
assistance component are brief, inasmuch as a follow-on to this
assistance has already been authorized in a separate document
prior to the preparation of this ANEPP II PAAD Supplement.

The A.I.D. @valuation team report for ANEPP I (see Annex B)
contains an assessment of EPADU, and a more detailed appendix
to that report describes EPADU's activities through August
1990. EPADU has prepared a preliminary export strategy for
Uganda, and this strateqy has been reviewed at the highest
levels of government., Initially, EPADU and its technical
assistance personnel focused on policy analysis. Only recently
has EPADU beqgun to turn its attention {(and technical assistance
resources) to export promotion activities. Under the technical
assistance contract, external advisory services in this aspec:
of ZPADU's mandate also have only rtecently arrived in Uganda.
Finally, as to the ANEPP I monitoring aspect of EPADU's work,
the evaluation team found that this has lagged behind the
Unit's. establishment by approximately eight months.

B. Impact of ANEPP I on Intended Beneficiaries

The impact analysis that was the primary focus of the recent
ANEP? I evaluation {see Annex B) discussed (a) macroeconomic
impact, (b) impact on nontraditional exports, and (c) impact on
key economic actors., The following is a summary of the
evaluation findings:



1. Macroecconcmic Impact

The evaluation notes that in each of the past two years =he
Jgandan economy has grown at a rate exceeding six percent, and
that inflation appears to have been sharply reduced from over
200 percent in 1988 to less than 30 percent in 1999. The
evaluation points out A,I.D.'s program was a major stimulus f2r
that improvement,

2. Impact on Nontraditional Exports

The AFR/PPC impact evaluation on ANEPP I was unabdle to fiad
definitive answers to the question of what impac: this progran
has had in the nontraditional export sector. Ia particular,
customs data on nontraditional exports are inadegquate, I- is
estimated that 70 percent of all exports pass through eizher
Entebbe (for air freight out of the region) or Rampala.
According to official statistics, nontraditional =2xports at
these two customs points were valued at $5.5 million dollars in
1988, $8.5 million in 1989, and $5.8 million for the first six
months of 1990. Annualized, these data imply a doubling of
nontraditzional exports in two years, albeit from a very low
oase., IM? estimates show an even more marked increase, Erom 36
million in 1988/89 to $19.0 million in 1989/90Q0, a 200 percent
increase in just one year. The IMF attributes the large
increase to the suspension of foreign exchange surrender
regquirements.

The IMF estimates are consistent with the customs data. On the
other hand, both sets of numbers may understate the volume of
non-coffee exports., PFor example, during the first 21 months of
the 1988/89 - 1989/90 period, export licenses in an amount of
$88 million were granted by the GOU. An unverifiable amount of
such licenses may have been taken out for speculative purposes,
especially since the license fee was low (0.25 percent of the
value of the license)}, and was only payable upon actual export
of the commodities. The impact evaluation team estimates that
one~-half of the export licenses were actually used. An
evaluation team sample of eighteen established firms determined
that these exporters used approximately 70 percent of the
licenses they took out.

Complicating the quest for sound data on growth of non-coffee
exports is the problem of illegal exports in the period
preceding the liberalization. A certain portion of the
statistical growth of exports may have occurred as exports that
were in previous periods illegal (and therefore not included in
the data) began to flow through official channels. It is
important to begin to verify from this point on what is
happening to non-coffee exports.
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rae facts stand out:

(1) the grawth rate of nontraditional exports has been
high, perhaps exceeding 40 percent per year, albeit from a
low base;

(2) the diversity of these exports 1s very broad, both in
terms of commodities (hides and skins, tea, fish and fisn
products, ginger, maize, beans, sesame, horticul=ural
products, etc.), and destination (regional markets, tnha
Middle East and Europe); and

(3) all exporters indicate that only the tip of =1e
iceperg is now visible, and that the growth rate will
con-inue to be very high.

The following examples from the evaluation team's survey are
illustratcive:

One grower has negotiated new contracts for =2xporting
raw sugar cane to the Netherlands;

The same grower, who exported 2.5 metric tons of
ginger to EBurope between December, 1989 and June,
1390, plans to export 24 metric tons to Abpu Dabai ina
Augusz 1990 (incidently, they received technical
assistance from Abu Dabai in ginger processing and
drying).

Another exporter has just built a f£ish processing
plant which will begin operation in August 19390.

They are also exploring the possibility of importing
flower seeds from Hawaii for exporting cut flowers :to
Burope in 1991.

Another exporter spoke of Canadian buyers contacting
Ugandan exporters with an offer to negotiate a five
year contract for sesame whereby Uganda would supply
12,000 metric tons of sesame a year. At $7 per kg,
this contract would be worth $84 million per year.

Another interviewer spoke of Greek interest in smoked
and fresh Ugandan fish.

Another fish producer is test-marketing its smoked
tilapia in Paris and London (Marks and Spencer), and
attempting to refine its product on the basis of
consumer response (koo salty, too smokey, etc.).



The leather processing firm iandicatsd that interas:
is being expressed in the products by buyers from
Greece and Izaly (who are also now purchasing the

experimental fish leather).

7he point to be made here is that the nontradit-ional expor:
sector 1in Uganda is demonstrating that iz is becoming the
dynamic engine of growth that A,I.D. believed i: would be w=-
thlis program was beqgun. This strategy 13 now the centarpi=2
of the Government's development plan, and with continued ca
and nurturing can lead to a major turn-around in Uganda's
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fartunes. There's every reason to believe, thas noncradizisnal
exports can grow as a percent of total export earanings by Lz =3
5 percent per year. Assuming coffee resources remain stabdla ov

1995 nontraditional exports should represent 25 percent of
value of total exports.

3
[

3. Impact on Xey Economic Aczors

As of *=he moment there 1is no quantifiapla data on the econonic
benefits of this program on specific actars in the system.
Current estimates are based on a series of key iaterviews.
3ased on this data base the following generalizations seem
defensible:

(1) Exporters. Exporters wWwere clear beneficiaries. Many 3§
them have expanded their activities because profits wWwere =20 32
made. Some have been willing and able to make major new

investments (in processing plants, transgort equipment,
mechnolcgy development, marketing, etc.) All the above
indicates exporters are likely to do very well under the new
regime.

(2) Importers. Importers of CIP commodities have profited by
buying inputs at official exchange rates and selling
commodities at parallel rates. Most CI? inputs (the exception
being fishing nets and marine engines) appear to have been udsed
for marketing rather than for production.

(3) Producers. It is difficult to determine the degree to
which producers have benefited. Most producers are
smallholders (pastoralist producers of hides and skins,
fishermen, producers of traditional commodities such as maize,
heans and sesame, and outgrowers of horticultural crops).
There are, however, several more commercial ventures (tea
olantations). Many horticultural crops (ginger, pineapple,
vegetables, etc.) combine commercial farms wikh outgrower
schemes,



Certainly, 1f smallholder produce were nct exported iz would
nave increased supply on domestic markets and depressed
prices, Current market information does not enable
determinazion of the effect of export ouz:lets on domestic
prices, Por example, data are unavailable on the premiunm
export pineapples receive over pineapples for the local
markets. There are indications, however, that there are many
axport commodity markets which are quite competitive,
Jevertheless, the gap between export price ($7,000 a ton for
sesame) and farm gate price ($700 a ton}) can be quite large.

) Traders and Employees. Other participants in the expor:t
ade include middlemen, plantation workers, and employees of
pocrters and producers (drivers, graders, packers, workers in
processing plants, etc.). The numbers of these beneficiaries
and the difference between the wages they earn in these
occupations as opposed to their next best job opportunity is
dnknown,
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(e) Consumers. Consumers as a dgroup were substantial
beneficiaries of this program. Since at present the actual
total value of nontraditional exports is unknown, the volume of
iaports can not be determined. However, most exporters
interviewed suggested that the bulk of the imports through the
dual-license system consisted of consumer goods both for the
low income consumer (batteries, used clothing, pots and pans)
and high income consumer (vacuum cleaners, lawn mowers, and
cosmetics).

C. Lessons Learned from ANEPP I

The draft of the recent impact evaluation available to
UsaID/Uganda was complete, with the exception of the section
entitled "Lessons Learned." The Mission nas reviewed the
evaluation report, as well as our own experiences with ANEPP I,
to derive ®“lessons learned" that affect this PAAD Supplement.

First, it is clear that adequate, active impact monitoring and
evaluation are critical not only to ensuring that a program
meets ilts purposes, but also that impact analysis is an
important aspect of discussing alternative reform scenarios
during our policy dialogue with a government., We have
therefore included as a covenant to the Program Agreement
amendment that the GOU establish and maiatain a baseline data
collection system under EPADU.

A saecond lesson from ANEPP I is that program management must be
coordinated, despite the somewhat heterogeneous elements of a
program such as ANEPP. For example, policy dialogue under
ANEPP?P I has usually occurred between the Mission and the GOU at
a fairly exalted level, as should be the case. On the other
hand, the CIP component requires, to some extent, a different




ser of skills from the policy dialogue. The managemen: of :he
EPADU project component probaoly requires yet another sat 0Ff
sxkills. 7SAID is planning, under this amendment =0 ANEI?P, tha-x
overall responsizility for ANEPP II be assigned to a siagle
officer, who will coordindte and be knowladgeable abou- all the

activities under the program. Although this approach will
still probably entail some delegation of management aut=ori:vy,
orimary responsinility will still reside with that manager.

The third lesson is that success in the dialogue effor: denenid
on very close working relationships between the Mission and <2
individuals in the GOU. This rapport, now that it has »neen
developed, will be nurtured and enhanced by the Mission over
the continued course of ANEPP,
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III. CONSTRAINTS 7Q DEVELOPING NONTRADITIONAL EXPORTS

AID/Washington's recent impact evaluation of the ANEPP has
idenzified a number of constraints still facing the private
sec=or in its attempts to increase production and marketing of
nontzadi=ional exports. Similar descriptions of constraints
thaz continue to inhibi: nontradi-ional export develooment ara
con=3ined in a GOU policy paper enticled *2reliminary ExXpor:
Strategy for Nontraditional Expor: Commodizies," produced bv
the AID-supported Export Promotion and Development Unit

(ZPADU )., These constraints appear to fall into four general
categories. First, one can identify additional policy and
regulatorv constraints, such as the still-overvalued excnange
rate, Second, one c¢an identify infrastructclire constrain:zs,
suca as poor road systems. Third, one can identify financial
cons=raints, such as the nascent state of development of
financial intermediation in Uganda. Pinally, one can identify
marketing and information constraints, such as the inexperience
of Ugandan traders with quality requirements in external
markats.

A, Policy and Regulatory Constraints

The major policy constraints that affect the willingness of
producers to produce for export, or traders to engage in expors:
activity are policies that directly affect =2he prices facing
individuals involved in exports. Key among these constraints
are che price of foreign exchange and various taxes and duties
assessed by the Government on exports themselves and on

imported inputs to the production and marketing of exports.



1. Exchange Rate Policvy

In -he case of the price of foreign exchange, different actors
in the economy still face different prices, (See Annex D for a
discussion of Uganda's foreign exchange allocation and priciag
system.) Qver the past two years, the GQU has significancly
liberalized :the foreign exchange regime, In response :9
USAID's policy dialogue, the GOU in 1988 introduced a dual
license system to permit exporters of selected nontradizional
exports to import goods equivalent in value to their foresign
exchange earnings realized through exports of nontraditional
agricultural products. Although this approach had merit, in
that it represented a tacit recognition by the GOU that the
exchange rate matters to exporters and in that it permit-ed
exporters to sell any imports at the Uganda shilling parallel
market equivalent of their export earnings, the system was
perceived as cumbersome by most exporters. This export
retention scheme was broadened in March 1989 to include all
nontraditional exports (i.e., export crops other than coffee),
but the options for use of retentions for either imports bv the
same exporters or sale of foreign exchange to the GOU at the
official exchange rate still made the retention scheme less
than optimal.

In June 1990, the GOU took a major step in liberalizing the
foreign exchange regime by legalizing the parallel rate
prevailing. It became legal for licensed vendors to buy and
sell foreign exchange at market-clearing rates, thereby
permitting exporters to sell their foreign exchange to these
vendors, at an exchange rate that was market-determined, rather
than forcing them to realize the incentive effects by
conducting import operations themselves,

At this stage, there should be few, if any, foreign
exchange-related price impediments to producing or marketing
nontraditional exports, other than the indirect disincentives
noted in the following paragraph. A nontraditional exporter
can immediately convert his foreign exchange earnings to local
currency at a market-determined exchange rate. Producers (or
processors) of exports can freely obtain foreign exchange for
requisite imports at the same, market-determined rate. Thus
nontraditional exporters (and producers) obtain a "real® return
on their activities and can make production and marketing
decisions on this basis.

At the same time, however, the subsidy provided to Ugandan
manufacturers producing for domestic markets is significant,
and serves to skew incentives unduly in favor of these
manufacturers. This subsidy is provided by the GOU through the
QGL (open general license) and SIP (special import program)
schemes, whereunder qualified importers can import production
inputs at the overvalued official exchange rate. (See Annex D



discussion of "qualified importers®" under the SI>.) In the
case of the OGL, such imports are confined to a specifiz list
of products and to a specific list of manufacturers. In the
case of the current SI? mechanism that is ian force, imports are
mora “open®' and "general' than the 0GL in terms of commadi-=ies
and eliginsle importers, but the amcunts of foreign exchange
available are meagre and the pricing of this foreign exchange
at the official rate results in an allocation system tha: does
not reflect market forces and efficiency.

While exporters do use imported inputs in production and
marketing, they almost assuredly have a lower ratio ¢f iaportad
inputs to gross value of production than do many domestic
producers, particularly in tae manufacturing industry. The
continuation of a foreign exchange regime which provides two
prices (tne official and parallel rates) and uncertain accaess
(35ee Annex D) results in excessive protection for domes:tic
industries and a continued, albeit much reduced, bias ia favor
of import-competing production and non-~tradables vis-a-vis
exportables.

Morsover, the existing exchange regime imposes heavy implicit
Laxes on the coffee sector, The promotion of non-tradi<ional
exports should not be seen as development of an alternative to
coffee, but as a complement to the coffee saector. The coffee
industry is in substantial decline, not only because of the
world coffee market, but also because of a history of heavy
implicit and explicit taxation, Farmers currently neglect
husbandry, cut down existing trees, and fail to plant new ones,
solely because of the wedge between external and domestic
prices, It is imperative that the government gquickly move to
bring coffee on to the same exchange regime as non-traditional
exports. If non-traditional exports grow at 25 percent pert
year, while coffee declines at 5 to 10 percent, the net rasults
for the econeomy will be negative.

Ffor both these reasons (the continuing bias to domestic
industries and the heavy disincentive to coffee) it is vitally
important that the GOU move to a market-clearing exchange rate
and all import licensing be eliminated. Movement toward a
market-clearing rate for the official exchange rate will be
part of the conditionality of ANEPP II,

2. Trade Licensing Procedures

During the course of the improvements in exchange rate policy
over the past two vyears, one of the constraints to the
achievement of immediate impact from such liberalization was
the complex process for obtaining licenses to engage in
external trade, on both the export and import sides. The
delays inherent in licensing procedures were much less
problematic prior to exchange rate policy liberalization,



because most trade transactions outside the official systen
were carried out illegally anyway, As noted a2lsewhere in tnis
PAAD Supplement, a recent assessment of the export licensiag
process revealed that 25 approvals and 13 fees were requiirad £»o
obtain an export license.

In August 1990, <“he Ministry of Commerce established new
procedures on external trade licensing. Exporters will be anlsa
to apply to a "one-stop shop®" in the Ministry of Commerzce for
an export license, good for six months, upon presentation of an
application form containing information on his firm, on
products to be exported, and on probable markets for those
products. Prospective importers will have to praesent the sane
documentation to obtain a six-month import licenss, and in
addition produce evidence that the previous year's taxes ar2
paid up, as well as holding a valid trading license, business
registration, and gquotations from probable suppliers. 7To
facilitate small-scale border trade, new regulations are soon
to be published t-o enable small (less than $5,000) transactions
Lo occur with a minimum of procedures. The new export
licensing system is to take effect from September 1990, while
the import licensing system will be placed into effec: later in
1990,

While the Government of Uganda has gone a long way in
streamlining its export licensing procedures, implementa:zion
has been spotty. What is needed is a simple, one-stop
mechanism for providing licenses and an efficient process for
measuring and monitoring actual exports. Interviewers suggest
substantial improvements in procedures, but transactions costs
are still too high, Progress on implementation of streamlined
export procedures is also a conditionality of ANEPP II.

3. Petroleum Pricing Policy

Government pricing policies for petroleum products have
resulted in inefficient use of petroleum products, both
compared with other production inputs and among petroleum
products themselves. A large implicit subsidy to the use of
petroleum exists in that pricing is based on the overvalued
official exchange rate. Although the GOU has apparently been
able to satisfy demand at this excessively low price in the
past, shortages are likely to occur in the near future simply
because the GOU's foreign exchange position cannot finance
sufficient supplies at the now much higher world price.

Although there is little that the GOU's domestic pricing policy
on petroleum products can do to alter supply, given the
dependence on Uganda's severely overstrained access to foreign
exchange resources, Ugandan policy makers must give serious
consideration to altering boéth the magnitude and the structure



of domestic demand for petroleum products through pricing
paolicy refoarm, There appears to be government resistance to
allowing the doma2stic price to move high enough t> reflect the
opportunity cost of foreign exchange. Indeed, there is
evidence that a portion of the assessed duties on petraleun
products are rebated to oil importers when CIF Uganda prices
increase, in an attempt to protect the c¢onsumer, Such measdrcsas
not only hurt the government's revenue position, but also
further encourage inefficient use of petroleum products.

Should the GOU he unable to make sufficient foreign exchange
available to the petroleum companies to purchase petroleum at
the current world market prices, petroleum impor=s could fall
by 40 percent. The resulting impact on the transpgortation of
goods could be severe. A disruption of this magnizude at a
time when exporters are just beginning to get a foothold in
Zuropean and Middle Eastern markets could be devastating and
have a long-term detrimental effects on the development of
nontraditional export markets. The effect will be particularly
severe for markets that require an assured supply of reliabdle
deliveries,

Therefore, it is essential that the Government move to
rationalize petroleum import:ing and pricing policy. Currently,
the GOU sets petroleum prices for petrol (gasoline), kerosene,
and diesel fuels. Prices are set to cover costs for petroleum
inports valued at the official exchange rate, transporct costs,
other operating costs for the petroleum companies, a margin
over costs and a duty. If a devaluation of the official
exchange rate or an increase in the world prices results in an
increased cost to the o0il companies, the duty is reduced
through a rebate system to accommodate the changes and
compensate the oil companies. Thus, the shilling value of the
levied duty may vary considerably from the authorized rates,
revenue collections will fluctuate, and prices may not reflect
these cost changes.

The increase of the retail price for petroleum products may
nave an impact on the inflation rate as calculated in the
Consumer Price Index (CPI), however, the magnitude of the
impact may be far less than is sometimes suggested. The CPI
for Rampala indicates that fuel and power represent 7.3 percent
of the consumption bundle and transport costs represent 5.9
percent, Since power is supplied by hydro, it will not be
directly affected by petroleum price increases. Therefore, the
components of CPI that are directly related to petroleum range
around 10 percent of the CPI. Additionally, there may be
second-round effects as petroleum prices lead to increased
costs for transport of other goods, however, since transport
costs are only a small portion of total costs the effects will
tend to be small.
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3ased on this estimate, a 50 percent iacreases in pet
prices could produce an increase in the C2I 0f 5 pertc
June figures for the CPI shows the inflation race £ra
1989 to Juns 1990 was 25.6 perzent, I% has decliae
percent in 1388 and stood at 72.4 percent as recen-ly
January. Further declines have been forecasted and prior
petroleum price increases, it was projected that i1z woulsi
ko 15 percent in the next year.
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Combining these estimates, if the retail price of getr
products is raised by 50 percent, the first-round impa
raise the rate of inflation by S percent. This increaa
produce an inflation rate under 30 percent whicn c¢ouild
decline over the next yvear to 20 percent,

To encourage efficient use of resources, prices for perroslaunm
products must reflect the actual c¢osts of imported petroleum,
Additionally, there is the problem of the implicit subsidy due
to importation at the overvalued official rate. Finally, the
conversion from petrol to diesel is important for conservation,
particularly where imported petroleum products use up scarce
Foreign exchange. The GOU already has a policy to apply a
higher duty to petrol than diesel fuel. Consideration shoulid
he given to increasing the differential in the duties to offar
further price incentives for conversion,

The conditionality and covenants set forth in ANEPP II will
require that the GOU rationalize the pricing system for
petroleum products. This rationalization will include regular
periodic reviews of the retail price of petroleum products ta
ensure that they reflect the actual costs of imported oil at no
less than the official exchange rate. Additionally,
conditionality regarding moving the official exchange rate
toward a market-clearing rate will effectively reduce the
implicit subsidy for petroleum.

4. GOU Revanue Measures

Another potential policy constraint lies in duties and taxes
that directly or indirectly affect nontraditional exports.
Removal of these constraints are complicated by the fact that
government revenues are already a very low share of GIP, and
there is a need to raise this share, while ensuring that
revenue measures do not discourage exports. The GQU with the
assistance of the IMF is making an effort to rationalize tax
collection.



Preliminary reforms are already underway. In his budge: speech
of June 1990, the Minister of Tinance progosed a scheme for =n=
refund of sales tax and excise duties paid on imported inputs
used in the production of manifactured exports., A similar
scheme for nonhraditional agricultural export-related inputs i3
a necessary next step.

5. Uganda's Investment Code

The GOU is currently drafting a new investment code, t2 clarify
ri1les and regulations governing domestic and foreign inves:tnmen-s
and replace the Foreign Investments (Protection) Act of 1964
and the Poreign Investment Decree of 1977. The transparency
and credibility of an investment code is not only o0f use to
Ugandans considering initial or expanded investment in the
country, but is also critical to the decisions of potential
foreign {nvestors. The publication of a sound, clearly defined
and transparent investment code is, of course, only the Eirst
step in the process of encouraging investment. Rey to any of
these actions will be the maintenance of a stable political
economic environment and a positive investment climate., 1In
addition, the best«framed investment code must be followed by
government actions and statements that adnere to the content of
the code.

The GOU is currently (i.e,, in August 1990) sharing the draf:
code with interested parties, including donor agencies, to
ensure that on its publication the code truly reflects
government's policy intentions with respect to investment and
achieves the incentive effect which it desires. USAID expects
to continue play a major role in the code's review,

B. Infrastructure Constraints

Analyses by EPADU, the impact evaluation team and USAID all
indicate that as policy constraints {(exchange rates, licensing
procedures, etc.) are eased infrastructural constraints
increase in significance. The major infrastructural constraint
teo nontraditional agricultural export (NTAE) growth in Uganda
derives from the absence or deterioration of &transportation and
marketing infrastructure,

The conditions of Uganda's road system deteriorated
substantially during the 1970s and early 1980s due to
mismanagement and civil strife., Roads are severely eroded and
approximately 25 percent are impassable in the rainy seasons,
There are over 20,300 km of rural feeder roads and over 60
percent need rehabilitation. After this massive rehabilitation
effort, an additional 10 percent will need to be rehabilitated
on an annual basis and on-going maintenance will be required,
The GOU has designed a strategy for rehabilitation and
maintenance of rural feeder roads, however, constraints to
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financing are considerable. On average rehabilitation costs
are $14,000/km. and total program costs would be $147 million.
The GOU i3 committed to financing 100 percent of annual costs
by the end of the S year period but has requested donor supoor:
fFor 80 percent of costs in the first year and a diminishing
percentage of the total costs thereafter,

The rehabilitation program for Uganda's rural feeder roads
offers large economic returns for the agricultural sector.

Road access to urban marxets is expected to lead to increases
in cultivaced area, improvements in crop yields and
diversification into nontraditional crops. A feasibility sctudy
on tdral feeder roads estimated that the potential benefits for
the program for renabilitation of rural feeder roads could adi
7sa. 33 billion in value added to the agricultural sector, a li
perzent increase in GDP of this sector.

Rolling stock does not appear to be a serious problem, although
some refrigerated or otherwise specialized transport nay be
raguired.

Inadequats access and high tariff structures for irregular, low
volume shipments remain significant stumbling blocks for many
exporters, and potential exporters, of high-valile fresh
produce, fish and ornamentals. The shortage of flights or
their indizect routings to Europe and the Middle-East, 1is
compounded by the inadequacy of handling facilities at the
airport. Additional competition among air carriers and
expanding export volumes will help to bring costs down and
improve service. USAID has received reports confirming that
British Airways, Air Prance and a German air cargo f£irm are all
planning to introduce service between Europe and Entebbe in
1991,

Airport facilities for handling cargo have deteriorated and are
inadequate to meet present needs much less accommodate future
growth, The African Development Bank is reviewing a GOU
request for the rehabilitation/expansion of the airport., The
Spanish Government has offered to provide financing for the
development of private cold storage facilities in Entebbe.

Presently, there are inadequate facilities for collecting,
storing, transporting, grading and packing and exporting fresh
and/or processed fish, horticultural products and ornamentals,
Outside of a few parastatals, very limited facilities exist in
the country.

USAID anticipates that as the volume of NTAEs handled by
exporters expands they will need and demand better public
infrastructure (improved roads, reliable electrical power and



telscommunications, etc.) and seek private investment in
marketing infrastructure (handling and processing facilities).
Iaizially, due to the relatively low produiuction base, it
appears that: iavestors Wwill establish simple facilities for
collecting, szoring, grading and packing produce for export at
sites convenient to the production area. A3 the volume of
traded goods expands, exporters and others in the marketing
chain will undoubtedly monitor the demand and evaluate tae need
to expand facilities and/or increase their level of
sophistication.

The Mission is committed to active private sector leadershins in
developing marxet infrastructure plans. 7Those whose livelinsod
and profits are at stake allocate resources more efficiently
than those removed from risk/rewards.

As Jgandan exporters prove their capacity to suoply quali:sy
oroducts reliably, the demand for exports will increase. At
this point exporters and others will want to invest in
marketing infrastructure and we expect that access to capital
may, in reality, become the constraint. With EPADU's
encouragement, USAID has already proposed, and AID/Washington
has approved, a fourth alternative payment procedure (3 vear
credit) for the ANEPP CIP, In addition, EPADU and USAID will
continue to monitor this constraint and, if the credit is no-=
sufficient to ameliorate it, USAID may consider jointly
programming some of the local currency generations into some
sort of a credit fund for the private construction of essential
market infrastructure. If through our monitoring the lack of
technical knowledge or managerial capacity emerges as a
constraint, these can be addressed through the complementary
technical assistance project.

C. Financial Intermediation as a Constraint

Critical to all exporters, not only those with import
requirements, is a banking system that provides medium=-term
credit for working capital. At the same time, importers who
are faced with long periods between ordezing from suppliers and
selling these imports also require credict. Finally,
individuals who are importing capital egquipment will generally
require some form of term credit until this equipment produces
sufficiently to cover amortization costs. Uganda's relatively
underdeveloped financial system, compounded by the necessity to
adhere to credit ceilings in pursuit of price stability, poses
propblems for exporters and importers alike.
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Jganda is by no means a special case in this regard: poor
financial inctermediation 135 pervasive throughout Afr
addizion, this constraint to export devslopmen: 2d0es not anmarss
un=il more oinding policy and reguilatory constriints on =he
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£oreign exchange side are reduced, as they recently have been
in Uganda. Unfortunately, financial syszem reform is generally
a complicated matter which cannot proceed at a rapid pace. In
the short term, the GOU may be abple, with donoz approval, =o
ralax (oy extending) cash cover requirements for importers.
This coulrse must be carsfully c¢crafted, however, to ensur=s tharc
subsegusant-period spending of cash cover generztions does notk

undermine price stability targets in subsequent periods. On
rhe side of export credit for working capitcal requirements, in
particular, as well as on the side of import credit, Uganda's
sanking system must alter the way i1t does business. an
"attitude™ change is regquired such that bankers begin t2 look
17 and czrefully at Drospective earning potential of
rs, ratnher than solely at available collateral and ats
vserience with the borrower. This is, of course, not to
say tha:z these considerations are not important, but that they
should not be overriding.

At thnis stage, ANEPP is in fact providing credi: to importers
by allowing them to delay full provision of their cash cover on
ANEPP-funded CIP imports by up to 180 days {(in the case of
non-casital imports) and up to three years (in the c¢ase of
capital imports). It will be important for ZPADU to carry ou:n
an assessment of credit constraints to exportsrs having
adequate working capital, and for EPADU to recommend to the GQU
a remedial course of action if such credit constraints are
found to be serious.,



D. Marker Information Cons%=raints

Since Uganda's non-coffee exports have become rel v
insignificant in recens< years, i2 has lost muzsa o
expertise in meeting the exacting demands of tne ex
market. farmers wishing to produce for expor: are ex
naive about the tastes and standards of their foreizn
customers. Zxporters Will assume part of the role of
communicating nmarket opportunities, tastes, etc. back
producers. 3Ixporters struggling to re-establish marke
channels likewise f£ind their naivete about the marke:z,
contractual tazms etc. quite costly.
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This constraiac will bpe addressed through needs analvsis to2
confirn informational requirements of the various aczoars
involved 12 the export of NTAEZs. ZPADU will not have =22 do 1

great deal of original market analysis, but may merely identi
the appropria=e subscription services relative to the needs o
its clients. With technical assistance provided undzar the
companion project, EPADU can initiate the developmen: and
dissemination of market information.
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E. Currzent Programs for Addressing Constraints

To put the foregoing into perspective, one must remember tha- 3
scant § percent of Uganda's merchandise expor:s are
nontraditional, and that even sustained, rapid expansion of
that export subset will only have a small impact on the bala
of payments in the medium term, On the other hand, given &t~
current situation in the world coffee market and given the
desirapility of export portfolio diversification,
nontraditional exports are critical to Uganda's future,
Furthermore, the foregoing litany of constraints to Uganda's
sustained expansion of nontraditional exports suggests that
there are many constraints which may profitably be addressed.

ce

Within this listing of constraints, we have tried to give sonme
flavor of the relative importance of the various types of
constraints. The policy/regulatory constraints have besen among
the first with which the GOU has deal:t, and in addition these
constraints act on other elements of the macroeconomy. Thus,
given stabilization goals ¢of the GOU, and given the
conventional development wisdom that stabilization should
precede structural adjustment, this early attention was
appropriate., As noted in the earlier discussion, the GOU has
made inroads against several constraints, but much more remains
to be done in this regard, and this continues to be a GOU
priority, with the assistance and advice of the multilaterals
and A.I.D.




As to financial intermediatcion constraints, we have noted
thay are beginning to become ninding as the policy framewo
improves. Dealing with these constraints will require a
comdination of technical assistance, dialogue, and zanxing
systenm confidence in the economic stability 2f Jganda.
Although there is undoubtedly a valid objec:izsn to creatcing
myriad credi: programs: within one country (similar =22 the
objection to the coexistence of myriad foreign exchaage
allocation schemes), one approach to improviag finaancial
intermediation is to provide specific c¢redit crograns of
various types. If these are carefully conceived, they can
serve a demonstration effect as the larger banking systen
begins to develop expanded services. It is inzended tna:z T2A30
will carry out an examinazion of these constraints.
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The GOU has paid a good deal of attention ko certain aspec:=s of
infrastructure constraints over the past :two s2ars, =e2specially
on the transport infrastructure side, It will be inportant for
Jganda to catch up and stay ahead of transpor: regilirements so

that this does not become a binding constraiat to
nontraditional export development. The primary emphasis of
this lagitimate public sect-or interest in imprzoving the
transpozt system has been in the modern sector. Given the fact
that the source of most nontraditional exporss is likelvy to be
the rural areas, the GOU should ensure that i- does not ignora
that aspect of the transport system, Indeed, local currency
generations under ANEPP? will be programmed, inter alia, =z=o
support feeder road improvement efforts.

Market information constraints also need to be addressed. 9n
the one hand, such activicy will in the mediun term logically
be taken up by the private sector, if there is merit to the
activity and if providers can effectively seek reimbursement
for their efforts. However, in the immediate future there is a
strong argument for the public¢ sector to provide appropriate
assistance in this regard. The problem with such public sector
involvement is to guard carefully against providing anything
but the most neutral information and anything but the most
neutral dissemination of that information. Otherwise, there is
a danger of introducing substantial inefficiency into the
nontraditional export sSubsector. Efforts to deal with
marketing and information constraints are still nascent in
Uganda, and are a new focus of EPADU work using A.I.D. funding.
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The elements of the ANZPP II program laid out in :zhe p 3
section lead conveniencly into a discussion of how ANE o
will deal wizh each of these specifically. Components 2f ANI??
IT will include: (1) conditionality under the program,
including conditcions precedent to disbursement and covenan
to improve and consolidate the policy and requlatory
environment in which nontraditional exporters operate:
orovision of foreign exchange for petroleunm imporsts, £o
private sector imports, and for debt service; (3) =he i
provision of short- and medium-term credit by the GOU =
£
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imoorters to meet local currency cash cover requiremen
purchase foreign exchange; and (4) joint programming o
local currency by A.I.D. and the GOU.

T

A, Improving the Policy and Regulatory Environment

The constraints analysis suggested a number of areas that
require further GOU efforts, even given significant improvement
during the ANE?? I period, if efficient production and
marxet-ing of nontraditional exports are to be encouraged, The
following, outlines how various elements of the ANEPP [:
program will assist Uganda in constraint ameliora=ion.

Zxchange rate policy, the promulgation of an investment code,
petroleum price policy, and progress on implementing tzade
reforms will be the subject of conditions precedent to
disbursement. The implementation of improvements in the
foreign trade regulatory system, wvarious other GQU actions, 3and
reqular GOU-USAID consultations wiil be the subject of
covenants under this program. :

1. Exchange Rate Policy

Conditionality under this program will require that the GOU
adhere to its agreements with the multilateral agencies on
excnange rate policy, as expressed in various PF?Ps (policy
framework papers)., We believe that suitable exchange rate
policy is critical to expansion of nontraditional exports, the
focus of ANEPP II. USAID/Uganda will be responsible for
monitoring GOU progress both in preventing real effective
appreciation of the official exchange rate, as well as in
moving the official exchange rate in discrete steps such that a
market=-clearing rate is attained by year-end 1991, per
agreement in the PFP.



2. Uganda's Investment Code

A,I.D., as one of the donors with whom the GOU i3 discussiag
successive draf:zs of the investment code, will encoudrage %tha-=
the code is 1n fact promulgated within the next six moncths
according to GOU plans, and that the code is satisfactory,
especially as it impinges on decisions to invest in
nontraditional export capacity.

3. Petrolaum 2ricing Policvy

As discussed earlier in the constraints section, domestic
prices contain a large implicit subsidy due to procurement of
petroleum imports at the overvalued official exchange ra:-=2,
Moreover, unless retail prices are adjusted regularly, taey may
noz fully reflect the costs of imported petroleum ani
devaluacions that occur. Tinally, duties applied to peczral angd
diesel may not sufficiently encourage the conversion to diesel
fuel. Policy changes in these areas will be the subject of
conditcions precedent to disbursement and/or the covenants.

4, Requlations Governing Poreign Trade

The GOU is clearly proceeding apace with a streamlining o
foreign trade licensing system, as witnessed by the Augus
announcement by the Ministry of Commerce discussed asove.
Experience suggests, however, that implementation of a
streamlined system is more important than the announcemenct, and
we should encourage the GOU to implement rapidly. A.IL.D.
should also be prepared to consider providing technical
assistance to the implementation effort if that appears a
critical need. In addition, to the extent possible, A.I.D.
should present the GOU with credible arguments in favor of even
greater streamlining and perhaps even removal of the licensiag
requirements in future. A covenant under the program will deal
with this policy aspect.
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5. Export Promotion Activities of EPADU

As noted earlier, EPADU has been established and has focused
its activities to date primarily on export policy analysis and
recommendations. However, at this stage an active promotion of
exports has begun to assume at least equal importance. A
covenant under the program will require that the GOU provide
evidence that EPADU is proceeding according to plan on its
export promotion activities.



6. Monikoring, =Evaluation, and Consultations

In order to ensure that adequate jus:zification for reforms is
docunenzed and o judge whether the progranm impact on
beneficiaries in fact occurs, regular monitoring and
evaliasion, including the development of a bcaseline survey, a
critical, A covenant will ensure that monitoring and
avaluiat-ion are carried out by the GOU, and that the GOU and
USAIS meet no lass frequently than bimonthly to discuss
implementation of the policy agenda affecting nontraditional
2Xpor=ts.

(a1
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3, Provision of Foreign Exchange Resources

Foreign exchange resources under ANEP? I were provided through
a CI? (commodity import program) mechanism, in support of
impozrss of inputs to production and marketiag processes
involving expor=s of nontraditional products. According to
Mission estimates, funds remaining under ANEPP? I, including an
addizional $5.0 million contribution to the CIP from the GOU's
own foreign exchange resources, would carry the program into
the tnhird quarter of FY 1991. Thus, there appears to be no
raguirement at this stage that these resources be increased
from ANEPP II funds.

Currently the GOU has other serious balance of payments
problems requiring foreign exchange, Pirst, recent increasss
in the international prices of petroleum products have added
substantially to the CIF Uganda price of petroleum products.
Second, slower-than-anticipated delivery of donor-pledged
balance of payments support, coupled with lower-than-expected
coffee prices have put a further squeeze on the balance of
payments. Consequently, the foreign exchange made available
under ANEPP II will be provided as cash disbursements to
support petroleum imports, private sector imports related to
production and marketing of non-coffee exports, and official
debt service.

Funds under ANEPP II will be disbursed in three tranches into a
separate interest bearing account in the name of Bank of Uganda
in a commercial bank in the United States. The first, expected
to be disbursed in October 1990 in an amount of $8.0 milliocn,
will be used by the GOU to finance imports of petroleunm
products. The second and third, in equal amounts of $6.0
million, are to be disbursed in January and April 1991, and
will be used for petroleum imports, private sector imports of
export-related commodities, or debt service. USAID/Uganda has
not sought a waiver of Section 592(B)(1l) of the FY 1990
appropriations legislation, inasmuch as although there have
been distinct improvements in the foreign exchange allocation
system in Uganda over the past eighteen months, the allocation
system is still heavily controlled. <Consequently, the USAID



Cen=roller will certify that dollar tracking mechanisms ara
adequate to safequard funds provided under the casn
disbursement mechanism employed for ANEP? II.

llowing the signing of this agreement and the GOU's
esentacion of evidence that it has met zne condi:ions
scedent to the disbursement of the firss tranche, USAID wil
tify the GOU that the conditionality has been met and regua
El
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oursement f£rom the U.S. Treasury. The J.8S. Treasury will
nsfer the first $8.0 million tranche to the Federal Reserw
ak of New York with instructions to transfer it into a
ecial account in the BQU's correspondens bank (Cizibaak).
This will be a special account with a single payor (Federal
Reserve Bank of New York) establisned for the sole purpcse o
receiving the $20.0 million authorized by this PAAD Supplamen:z,

W

3 ora

For the first tranche, upon confirmation of credit for tne
deposit at Citisank, the 30U will advise the petroleun
companies and their commerzcial banks of the availability of 7X
and confirm its reservation against outstanding, approved prs-
formas. The commercial banks will then confirm to the 30U tnre
availability of sufficien< local cover, through the sudmission
of Form “"E", the B30QU's FX application. The BQOU will procass
the approved petroleum conpany(ies)'s application for FX. Jgon
no-ification from the BOU that the FX purchase has been
effected, the commercial bank will open a Letter of Credit
(u/C).

Simultaneously the 80U reduces the commercial bank's account 5y
the Uganda Shilling equivalent (local cover) of the foreign
exchange (and the commercial bank reduces the petroleum
company's account by the same amount) and deposits these
shillings into a special (ANEPP) account established in the
BOU's Development Finance Department,

The BQU will either provide importers with the special account
number and authorize direct disbursement from the special
account to the importers, upon presentation of an executed L/C,
or treat it as a routine commercial transaction completed
between the BOU and commercial banks following which BQOU will
replenish its commercial FX account from the special account
subsequent to authorized drawdowns.

Basically, the same procedures outlined above for petroleum
procurement will apply for the second and third tranches. In
addition, USAID will establish, through an Implementation
Letter, criteria for the application of the available FX,. This
Implementation Letter will specify program guidelines and make
allowance for post-audit disallowances in the case of deviance
from those guidelines.
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2 300 will document every withdrawal from the special acccunt
4 track and advise USAID on their movements through to thair
nal disbursenent. TJSAID has reviewed the GOU proposed sys:zenm
r disbursement of the first tranche and found it adequata.
system basically entails direct disbursements to the
ivate importsrs out of the special account to be estanliszed
correspondent: bank in New York (Citibank). OSAID
cipates following similar procedures for the second and
tranches. These procedures will be defined more cleazly
bsequent Implementation Letters.,
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Grant Agreement Amendment covering ANEPP II funds shall
vide the requisite assurances that to the extent possible
funds are used to purchase imports f£ram the U.S. At
ent, given historical levels of activity, it is anticipazed

the level of general impor%ts from the United States will
rapidly drcaw down grant dollar proceeds in the separate
ount. This may be especially true if, for reasons of
ficiency of special account administration, smaller impor:
nsactions are not financed from the separate account or if
nda's petroleum reqguirements continue to be compelling.
lar proceeds may also be used for settlement of official

nda Government debtc owed to U.S. Government agencies or t»>
cilateral financial institutions such as the World Bank, the
, or the African Development Bank.
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C. Joiat Programming of Local Currency Generations

Following the BOU's transfer of PX to the commercial bank's
account, the local currency proceeds of this sale will be
deposited into a special account., USAID and the GOU will
jointly program the estimated Ush. 9.6 billion which will be
generated by this transaction. (Not«+ that pursuant to a waiver
of A.I.D. exchange rate policy approved by the Acting AA/AF2 on
July 18, 1990, local currency will be counter deposited at the
official rather than the “"highest rate not unlawful®, presently
the parallel rate.)

All importers utilizing this USAID CIP will be required to
deposit into the special account (maintained by the Bank of
Jganda) the shilling equivalent of the CIF (Kampala) dollar
value of the items to be imported prior to the establishment of
tne L/C., The schedule of deposits is subject to agreement



be:waen USAID and the GOU. The Bank of Uganda will submizx
monzaly statements on the special account to USAID and the
Miaistry of Planning and Zconomic Development who will mutuallv
progzram the use of these local currency gensrations,

A nimber of GOU institutions and programs central to
transformazion of the nontraditional expor:ts sector are
candidate recipients of segarate account local currency. Among
otners these may include feeder road rehabilitation and
devalopment, surface communications and telecommunications
imzrovements. With reference to the 1987 A.I.D. guidance on
programming of local currency, the mission is consideriag
programming local currency deposits for program budge= su
for GOU ministries, agencies, and programs in addition =2
support of specific projects. As under the ANEPP I CI?, a
pozrzion of %tne local currency deposits will be designated for
52 as trust funds in supoort of the A.I.D. Mission in Jgandsz.

popor:

=

to final joiant programming decisions on use of local
ncies, USAID and the GOU will consider the following
ation criteria for candidate programs and ministries:

QO o~

- EPADU's requirement to support its policy analysis
export promotion, market information dissemination, etc.
activities.

- ©EBvidence that such programs or activities have been
designed in accordance with sound technical, financial,
and environmental practices, that implementation and
monitoring capabilities of the implementing entities are
adequate, and the periodic audits of relevant activities
will be undertaken. Those programs which require a
minimum of A.I.D. monitoring by virtue of their soundness
of design and management will be favored.

It should be emphasized that in cases where local currency 1is
used for GOU program budget and support, USAID does not
anticipate tracing local currency funds to specific budgetary
line items or end-uses since A.I.D.'s development goal in such
a program would be a level of overall financial support to
programs or institutions advancing nontraditional expor: sector
development objectives., Indeed, depending on GOU budgert
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allocation, accounting and cash management procesures, separate
account local currency funds might be commingled at the cen-=ral
Treasuzy level, under the Development Fund, or at the niaistry
or progran lavel, The key element in such releases from tae

separate account will be financial processes whizh assure
vimely, expendable budgetary resources for target prograns and
ministries,

On at least an annual basis, the mission will review progran
vperformance to determine whether continued allocazions of
separate account funds are warranted and overall »rogran
purposes are being met. Periodic audits of local currency
uses, and GOU reports on supported programs, will be stipulated
in Implementation Letters, as discussed in Section VIII of this
PAAD Supvlement.

D, Negqotiating Status

Preliminarzy negotiations have been held with senior government
officials and conditions precedents and covenants identified in
Section V helow. Alt-hough there likely will be some further
modifiations, agreement in principle has been reached with the
points se: forth in this section, We anticipate the GOU
signing the Project Agreement very shortly after the PAAD
Supplement is authorized.



Ve TRANCHING AND CONDITIONALITY

We recommend that funds proposed by this PAAD Susolement be
made availaole in three tranches. Generally speaxing,
condi=ions precedent for the three tranches will ze parallel.
Thne first tranche, $8.,0 million, will be re2leased as soon after
signing of the Grant Agreemen: Amendment as condi:ions
orecedent are merz, We expect that this will occur within no
more than a month following the late-September signing of =ne
amendment. The second tranche, $6.0 million, is planned for
January 1391, and will be released when conditions precedenc:
are met. In a similar manner, the final tranche of $6.0
million will be released during April, assuming that conditions
precedent are met.

A, Conditions Preceden: to Release o0f First Tranche

In addition to any standard C?s regquired for a Grant agreement
Amendmen%t, the following are CPs to first tranche disbursement.

l. The GOU shall provide to A.I.D, in writing, in
form and substance satisfactory to A.I.D., a
discussion of the status of implementation of
significant reform actions taken since June
1990, including those on devaluation,
legalization of the parallel foreign exchange
market, establishment of foreign exchange
bureaus, streamlining of export and import
licensing procedures, and refund ¢of sales taxes
and excise duties on imported inputs for the
production of manufactured exports. A Key
element of this discussion shall be the extent
to which progress has been made with respect to
implementing the June initiatives on foreign
exchange markets.

2. The GOU shall provide A.I.D. with evidence, in
form and substance satisfactory to A.I.D., that
it continues to adhere to agreements batween the
GOU and the multilateral agencies (the IMPF and
I3RD), particularly those regarding exchange
rate management, including (a) regqular and
frequent adjustment of the official exchange
rate to ensure that this rate is not allowed to
appreciate in real effective terms over time,
and (b) periodic examination of the official
exchange rate with the intention to effect real
effective devaluations such that the official
exchange rate is market-clearing by year-end
1991,



3.

The GOU shall provide A.I.D. with evidence, in
form and substance satisfactory <90 A.I.D., =nrart
it continues to confer wita all relevant parcties
(including relevant GOU agencies and UJganda's
private sector) as it considers tnz new

investment cod=e.

Conditions Precedent to Release of Second Tranche

l.

The GOU shall provide to A.I.D, ian writiang, in
form and substance satisfactory to A,I.D., a
discussion of the status of implamencatiosn of
significant reform aczions taken since
disbursement of the first tranche, incluiding
those on devaluzation, legalization of the
varallel foreign exchange markec, escablishment
of foreign exchrange bureaus, streamlining of
export and import licensing procedures, and
refund of sales taxes and excisgse dutiss on
imported inputs for the production of
manufactured exports. A key elenent of :=his
discussion shall be the extent to which
continued progress has been made with respec: to
implementing the June initiatives on forsign
exchange markets.

The GOU shall provide A.I.D., with evidence, in
form and substance satisfactory to A.I.D., that
it continues to adhere to agreements between the
GOU and the multilateral agencies (the IMF and
I8RD), particularly those regarding exchange
rate management, including (a) regular and
frequent adjustment of the official exchange
rate to ensure that this rate is not allowed to
appreciate in real effective terms over time,
and (b) periodic examination of the official
exchange rate with an eye to effecting real
effective devaluations such that the official
exchange rate is market-clearing by year-end
1991,

The GQOU shall provide A.I.D. with evidence, 1in
form and substance satisfactory to A.I.D., that
it continues to confer with all relevant parties
(including releavant GOU agencies and Uganda's
private sector) as it considers the new
investment code.

The GOU shall provide A.I.D. with evidence, 1in
form and substance satisfactory to A.I.D., that,
in the period since disbursement of the first
tranche, it has regularly carried out changes in



pricing peolicy for domestic sales of petrolsaun
products such that the retail price of petrco!
products fully reflects the CI? Uganda cos:
no less than the official exchangs rate) olu
delivery costs within Uganda, plis governamen
taxes.

 and
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C. Conditions Precedent to Release of Thi

rn

4 Tranche

l. The GOU shall provide to A.I.D. 12 writ
form and substance satisfactory 2 A.I.D. a
discussion of the status of implementacicn of
significan: reform actions taken since
disbursement of the second tranche, incliding
those on devaluation, legalization of the
parallel foreign exchange market, establisnhman:
of foreign exchange bureaus, str2amlining of
export and import licensing procedures, and
refund of sales taxes and excise duties on
inmported iaputs for the production of
manufactured exports. A key element of this
discussion shall be the extent to which
continued progress has been made with respect to
implementing the June initiatives on forzign
exchange markets.

2. The GOU shall provide A.I.D. with evidence, in
form and substance satisfactory to A.I.D., thact
it continues to adhere to agreements betwesn &the
GOU and the multilateral agencies (the IMT and
I3RD), particularly those regarding exchange
rate management, including (a) regular and
frequent adjustment of the official exchange
rate to ensure that this rate is not allowed to
appreciate in real effective terms over time,
and {(b) periodic examination of the official
exchange rate with an eye to effecting real
effective devaluations such that the official
exchange rate is market-clearing by year-end
1991.

3. The GOU shall provide A.I.D. with evidence, in
form and substance satisfactory to A.I.D., that
it has enacted the new investment code to A.IL.D.



The GOU shall provide A.I.D., Wwith evidence, 1in
form and substance satisfac-ory to A.Il.2., =Zna:,
i1 the period since disbursament of the second
=ranche, it has regularly carried out changes in
oricing policy for domestic sales of pektroaleun
products such that the retail price of petralaun
oroducts fully reflects the CIF Uganda cost (a:
no less than the official exchange race) pl:s
delivery costs within Uganda, plus governnment

consultations between the GJOU and USAID shall
cccur on (a) progress to da<-e on, and fi-curs
intentions with respect to, the overall =sccnomic
reform program, and (b) success to date in, and
fiture intentions with rescgect to, reducing
constraints to efficient nontraditional expor:
sroduction and markering. Such consultasions
shall occur no less frequently than bimonzhly.

The GOU shall covenant that EPADU shall expand

The GOU shall covenant that it shall refine i:s
nmonitoring system to establish a daseline for,
and a regular updating system for, assessing
progress and impact under the GOU's trade
liberalization program. In this regard, special

nontraditional exports and to impact of the
liberalization measures on relevant groups of

The GOU shall covenant that there will be
continued progress on economic liberalization
moves, especially with regard to policies and
regulations affecting nontraditional export
production and marketing, and most especially
with regard to changes made in conjunction with

4,
tayges.
Covenants Under the Progranm
l. The GQOU shall covenant that regular
2.
its export promotion activities.
3.
reference is made both to changes in
actors in the econonmy.
4!
the overall ANEPP program.
S.

The GQOU shall establish a reqgular review process
for the price of petroleum imports to ensure
that the retail prices are cost-based and that
the structure of duties on petroleum products
reflects the GOU's priorities with respect to
the appropriate consumption mix between petrol
and diesel fuel.



VI. PROGPAM IMPLEMENTATION

This section ou:lines the implementation responsibilitiss of

those involved in ANEPP II and a schedule of implemen=zz-ion
actions.

- Implenentation Responsibilities

1. Government o0f Uganda

The GOU responsibilities set out in the original PAAD za2main
essentially unchanged. The Bank of Uganda (B0QU) will zonzinzs2
as the coordinating agency for the Commodity Importc Pragran
(CI?) portion of the activity. The 80U has primary
responsinility £or transaction data collection, analysis, and
reporting. As the entity with oversight and monitoring
responsibility, it is a logical choice for collecting da3ta and
monitoring records on the CIP utilization program. This the
Bank will also be responsible for the implementation of the
cash disbursement component of the program. Specific
procedures for the cash transfer element are outlined elsewhere
in this PAAD Supplement.

As discussed earlier, USAID assumes primary responsibility for
the establishment of baseline data and a system for measuring

overall program impact., This will be complemented by Z2ad0's

own surveys.

2. USAID/Uganda

ANEPP will be implemented under the overall supervision of the
Chief, Agriculture and Natural Resources Office, while the
day~-to-day implementation and monitoring will be the
responsibility a designated USDH project manager. After
extensive involvement during the initial implementation phase,
USAID anticipates reducing its direct involvement in some parts
of the management of the cash disbursement, The Mission will
initially focus on developing the procedures and the terms, and
will consult frequently with the BQU., This will ensure
compliance with the objectives of the program, i.e., fostering
exports of nontraditional agricultural products. In addition,
the Mission will actively monitor the program to ensure that
the institutional contractor is providing, on a timely basis,
the technical services required.

The USAID Program Evaluation QOfficer and Economist have primary
responsibility for specifying baseline data and means of
measuring program impacet.

3. Technical Assistance Project Component

The technical assistance rééuirements are essentially the same
as envisioned in the original ANEPP PAAD.
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3. Schedule of Implemen=ation Actions

1. Technical Assis=ance

In July 1990, USAID amended the Project Agreement: for che
tachnical assistance, which ooligates an additional $1.3
million to the technical assistance activiuy. Following =he
recent impact evaluation and its recommendations, the Mission
135 ra2viewing the need and the proposed terms of reference for 1
second long-term technical advisor. B8y October 1990 a decisiocn
will be made as to whether to seek a waiver to amsesnd the
exXxiscing technical services contract or prepare a solicitasion
for technical assistance that would extend into the ANEDPP II
2nase.

2. Foreign Exchance

The $20.0 million FX componen: will be disbursed to the 300 in
three tranches, the first being $8.0 million, specifically for
petroleum procurement, and the second and third beiag $6.0
million each. In order to obtain the disbursement of the first
tzanche, the GOU must meet the conditions precedent idencified

in section V.A:l, 2 and 3 above. USAID expects that these
conditions will be met within three weeks,

The USAID project manager will work closely with counterparcts
in relevant GOU entities to ensure that the condi-2ions are nmet
in a timely fashion and that disbursement proceeds rapidly.

3. Local cCurrency

- The exchange rate used for the local currency deposits
will be the official rate as long as the appropriate
waiver is in force.

- The local currency will be deposited into a special ANEPR?
Account, and will be jointly programmed by USAID and the
Gou.

The GOU and USAID agree to pragram $3.2 million (16 percent of
$20.0 million) of the Ugandan Shillings generated for the
support of USAID's local operating expenses. These funds will
be disbursed in an agreed upon schedule established by an
Implementation Letter,

The balance of the shillings generated will be programmed to
assist with agreed upon activities which support agricultural
development, primarily nontraditional exports.



VII. PROJECTING AND MEASURING PROGRAM IMPACT

A, Progran Impoact

Program impact in this near term focuses on policy adjussments
asscciated with meeting the Conditions Precedent :to
disbursement, Beyond the immediate impact of these poli:zy
initiatives, USAID and the GOU anticipate these measures will
contribute to the creation of generally more favorable nusiness
climate which in the medium to longer term, will encourage
producers, marketing agents, exporters, etc. to expand the
production and exportation of NTAEs. By 1993, USAID projec:s
that this program will already have assisted Uganda with the
diversification and expansion of its foreign exchange-earninjg,
NTAEs by over 100 percent.

3, 3eneficiaries

Participants in the NTAE marxketing chain, from producer through
exporter, are the direct and immediate beneficiaries. Through
the companion technical assistance project, USAID seeks to
extend the benefits of participation in the NTAE sector to
potential as well as present participants. This will be
accomplished through continuing identification of constraints
experienced by exporters, the generalization and disseminat=ion
of information gained and the negotiation of needed
policy/administrative reforms identified. The expanded
participation anticipated will be captured through EPADU's
producer and exporter surveys. Local currency support for the
GOU's Rural Feeder Roads (RFRs) program offers the opportunity
to extend (geographically) the potential for beneficiaries to
participate in production for export and, by reducing transport
costs in an increasingly competitive market structure, should
increase producer prices.

The realization of a market-clearing exchange rate will
eliminate the implicit tax on coffee exports and contribute to
the stabilization of coffee production and FX earnings at
approximately 70 percent of 1988/89 levels. This will provide
small scale farmers with a stable base income, thereby
providing sufficient security to enable more small farmers to
assume the risks associated with production of NTAEs.

Any FX used for the importation of capital equipment to assist
NTAEZ's (cold storage, packaging production, processing
capacity, etc.) will expand the capacity to handle and hence
the demand for NTAEs thereby increasing their farmers' prices
for them,
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5 noted in Section II, above, the evalua=ion team was able 2
iscuss, subjective and gqualitazive terms, The impacnt of ANI??
I to date 15 described in the evaluation report (3ee Annex 3).
Yot only was it difficuls to assess impact on t2e various
economic actors identified in the original PAAD, but curren
no adequate baseline data exists agains: which <90 measure
changed conditions. This is true with respect not onlv to
purpose=-level impact, but also to people-~level impact.
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a1 part, this informaticon gap is attributable =0 the facz tha-
Z2ADU was established only eight months ageo and has been fu
scaffad £o5r less than one month. USAI2> and EPADU agree tha
i3 imporzant =20 be able t0o guantify the gains fzom policy
reform, in order to be able to persuade :those opposed =0 policy
cnhanges of the merits and validity of a proposed reform courss,
and to assess the relative importance of the various
constrainecs. Therefore JSAID and EPADU are reviewing the dacza
and reporcing requiremencs in order to address issues
identified by the impact evaluation team,

o -
b

Jnfortunately the limited time between USAID's receipt of the
avaluation report {(only a draft is available to incorporate as
Annex B8) and the Mission's preparation of this PAAD Supplement
precludes a more thorough response in this document to the
evaluation team's recommendation that the Mission establish
specific, quantitative benchmarks for either goal/purpose-lzval
artainment or people-level impact. Such a task will requirs
additional analyses which USAID is committed to undertaking and
now has the personnel and skill mix to address. Consequently,
USAID will work directly with EPADU to ensure that such
analysis and monitoring are carried out and that suitable
baseline data are collected in the period immediately following
the signing of the Amendment; and (2) on the basis of those
baseline data, establish realistic targets and benchmarks on
which to evaluate ANEPP impact by the end of the activity.

The foregoing said, the Mission wants to restate its strong
commitment to this impact evaluation task. The discussion of
expected impacts of the program were discussed in detail in the
original PAAD, and the belief in the soundness of that original
discussion has not altered. The Mission accepts responsibiiity
for ensuring adequate data collection and analysis to estabplish
a baseline and a basis for measuring change.



VIII. EVALUATION
A. Systenm

USAID is taking an assertive position on the establishment of an
evaluation system for this program, both internally and in the
Government's own analytic and program apparatus. ZPADU has
assumed responsibility for estabnlishing and maintaining certain
baseline data which will be used to measure the impact of this
activity on producers, marketing agents and exportsrs
participating in the production and marketing of nontraditional
exports.

USAID, in conjunction with EPADU will commission a series of
studies over the next six montihs which will be used to further
clarify the current situation in the nontraditional expork
sector, The information obtained from these studies will be
periodically updated to determine progress, identify problenms
and sugges: solutions. These studies will focus on the
structure, conduct and performance in markets for
non-traditional exports such as maize, beans, hides and skins,
fish products, etc, The studies will:

1. Descripe the current marketing structure (numdber and size
of exporters, number and size of middlemen, number and size
of producers;

2. Estimate the profitability along the marketing chain;

l. Determine the number of employees, incomg, gender, benefic
packages and other employment arrangements at each level of
the chain;

4, Determine the effect of the export sector on local markets;

5. Determine significant policy, regulatory, infrastructural,
financial, information, technological, et¢c., constraints to
business expansion: and

6. Attempt to determine the changes that have taken place and
the plans for future changes.

In addition to meeting the program's monitoring and evaluation
needs, the information from the studies discussed above as well
as the ongoing analytical work at EPADU is critical because:



1. It is important to broaden the conssensus i the
Goveramen=- for the policy reform initiatives whicn
will be required as the knowledge azout the sector is
enhanced:

2. The sector is in its infancy, new problems will emerzge
as old coanstraints are removed. In order for the
Mission and the Governmeat to respond effeccively, 1=
is critical to keep abreast of the changes and to have
plans £or dealing with them;

3. There arz2 substantial opportunities for
monopolistic/oligopolistic structures, and theresfore
for narrowing the benefit incidence. It will be
importan: -0 continuously monitor the structure of rhe
market o assure that necessary poiicy revisions ara
made to ensure that the benefits reach the
smallholderzs,

The exporter surveys undertaken earlier by EPADU will
provide some data on what has taken place at the export
and marketing levels of this project. Based upon ths
results of their survey, the Mission will be working with
EPADU to develop and implement a survey of the producers
participating in the project. This will be completed by
the end of the current calendar year.

Initially Usa:Id will work with the information developed
by E2ADU and establish a baseline survey of all the key
actors in the production and marketing chain. Any
deficiencies relative to USAID's specific needs will be
subsequently addressed by the Mission, This will be
completed by the end of February 1990. Although the
baseline survey will not capture the conditions prior to
policy reform and the past two years of production under
the program, it will provide USAID and EPADU with a clear
base from which to measure impact over the next two
years.

With the objective of measuring the impact of the program
on 1) export value and volume; 2) employment: 3) changes
in production choices 4) volume of output at the producer
level; 5) consumption patterns:; and to the extent
possible, 6) changes in income; the survey and monitoring
process will be vigorously implemented over the next two
years.



B. Benchmarks

The following preliminary targets and benchmarks have been
estanblished and will be refined as the baseline survey 1is
completed.

The mission will use the baseline analysis to amend and
further refine the following benchmarks proposed for
evaluating program impact.

- 8y 1993, a 10 percent increase in employment in the
NTAZ subsector. Data differentiated by gender will bhe
collected on the number of personnel employed, hours
worked and the total wage bill.

- Private Ugandan exporters' FX earnings from NTAZs will
grow by over 100 percent by 1993,

- The barriers to entry into export marketing and access
to FX will have been sufficiently eased to stimulate
new entries, increase competition and pass a portion
of the economies achieved back to producers in the
form of higher product prices which will encourage
increased production for export. This will be
measured by evaluating, (1) the number of export
licenses issued and used, (2) the change in prices
farmers receive for their produce entering the expor:
market, and (3) the growth in production of NTAEs,

To further refine our internal evaluation program, the
Mission is considering using the rapid rural appraisal
methodology to measure program impact and, as a result the
targets and benchmarks may change. Also, as part of the
Assessment of Program Impact (API) exercise, the Mission
will work directly with Management Systems International
(MSI) to assure that the targets and benchmarks
established for our overall program will accurately
measure impact. The work with MSI will encompass a review
of the data generated by EPADU as well as the:
identification of other data needs which will probably
have to be generated by the Mission.

In addition to a continuous assessment of program impact
as required for the annual submission of the API the
evaluation schedule for the project is as follows:

Implgmentation Evaluation=--12 months from the signing of
the grant.

Impact Evaluation--30 days following the Terminal Date for
Requesting Disbursement.



c. Audiz

The program w#ill make provision for an end-of-progranm
audit. The Regional Inspector General/Audit (RIG/a) in
Nairobi will arrange for a non-Federal audit to be carriasd
out by an independent audit firm, If warranted, USAID nmav
invite an independent auditor to examine any elements of
the program relating to program expenditures,
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SUMMARY DESCRIPTION

The attached PAAD Supplement coantains justification for, and this
facesheet approves a $20,000,000 addition to the program to be
provided with preference being a cash disbursement. Funds
previously authorized and obligated will continue to be disbursed as
a Commodity Import Program (CIP). While this Supplement is s
continuation of the Agricultural Nontraditional Export Promotion
Program, the term "ANEPP II" refers to the compoment authorized
hereby; the term "ANEPP I" refers to the originally authorized CIP
compounent.,

The purpose of the program remains the same: to increase rural
incomes by overcoming short-term constraints to exporting
nontraditicnal agricultural exports. The specific objectives of
ANEPP II will be to provide foreign exchange to, among other things,
alleviate the immediate constraint to transport created by the
scarcity of petroleum imports. ANEPP also will provide foreign
exchange to private sector importers for inputs and equipment
related to production, processing and marketing of nontraditional
exports and will continue to support the various policy reforms
concerned with nontraditional exports. These will fnmclude: 1)
exchange rate policy; 2) licensing regulations governing exports and
imports; 3) tariffs and taxes affecting nontraditional exports; 4)
promulgation of a new liberalized Investment Code, and 5) pricing
policy with respect to petroleum imports. Additional asaistance to
the GOU will be provided through the provision of local currencies
to support, among other things, improvement of farm to market roads
and the Export Policy Analysis and Development Uait ("EPADU") of the
Ministry of Planning and Economic Development.

Pursuant to provisions in the appropriation heading "Sub-Saharan
Africa, Development Assiastance” contained in the Poreign Operations,
Export Financing, and Related Programs Appropriatioms Act, 1990
[e.g., D.F.A.], I hereby approve and authorize the $20,000,000 cash
disbursement coaponent described herein.

The First Amendment to the Program Grant Agreement ("Pirst
Anendment”) will contain the following essential teras, conditions
and covenants, together with such other terms and coaditions as the
A.I.D. officer executing such Agreement may deem appropriate:

Disbursement {an Tranches

After satisfaction of the conditions precedent specified below, and
following the written request of the Grantee for each disbursement,
A.I.D. will disburse the additional funds authorized hereby in three
separate tranches: $8,000,000 not sooner than October 1990;
$6,000,000 not sooner than January 1991 and $6,000,000 not sooner
than April, 1990. Disbursements will be made into a separate dollar
account to be egtablished by the Grantee pursuant to the First
Anendment to the Program Grant Agreement dated August 26, 1988,

BEST AVAILABLE COPY e



Conditions Precedent to Disbursement

Seetion 5.1. Conditions Precedent to Ianitfial
Disbursement

Prior to the first disbursement of the additional
funds granted by this First Amendment, or to the igsuance by
A.I.D. of documentation pursuant to which disbursement will be
made, the Grantee will, except as the Parties may otherwise
agree in writing, furnish to A.I.D. in form and substance
satisfactory to A.I.D.:

5.1.1 Documentation evidencing that the Grantee has
established a separate, non-commingled dollar account as
required by Article 7 of this First Ameandment.

5.1.2 A discussion of the statugs of implementation of
significant reform actions taken since June 1990, including
those on devaluation, legalization of the parallel foreign
exchange market, establishment of foreign exchange bureaus,
streamlining of export and import licensing procedures, and
refund of sales taxes and customs tariffs on imported inputs
for the production of manufactured exports. A key element of
thias discussion shall be the extent to which progress has been
‘made with respect to implesenting the June initiatives on
foreign exchange markets.

5.1.3 Evidence that the Grantee coantinues toc adhere
to agreements between itself and the multilataral agencies (the
IMF and IDA), particularly those regarding exchange rate
management, including (a) regular and frequent adjuatment of
the official exchange rate to ensure that this rate is not
allowed to appreciate in real effective terms over time, and
(b) periodic examination of the official exchange rate with a
view to effecting real effective devaluations such that the
official exchange rate is market-clearing by year-ead 1991.

Section 5.2. Conditions Precedent to Second
Disbursement

Prior to the second disbursement of the additional
funds granted by this First Ameandment, or to the issuance by
A.I.D. of documentation pursuant to which disburseasent will bde
made, the Grantee will, except as the Parties may otherwise
agree in writing, furnish to A.I.D. {n form and substance
gatisfactory to A.I.D.;



5.2.1 A discussion of the status of implementation of
significant reform actions taken since disbursement of the
first tranche, including those on devaluation, legalizatiom of
the parallel foreign exchange market, establishment of forefgn
exchange bureaus, streamlining of export and import licensing
procedures, and refund of sales taxes and customs tariffs on
imported inputs for the production of manufactured exports. A
key element of this discussion shall be the extent to which
progress has been made with respect to implementing the June
initiatives of foreign exchange markets.

5.2.2. Evidence that Grantee continues to adhere to
agreements between itself and the multilateral agencies (the
IMF and IDA), particularly those regarding exchange rate
management, including (a) regular and frequent adjustment of
the officilal exchange rate to ensure that this rate i3 not
allowed to appreciate in real effective terms over time, and
(b) periodic examination of the official exchange rate with a
view to effecting real effective devaluations such that the
official exchange rate is market-clearing by year-end 1991.

5.2.3. Evidence that the Grantee has brought the
draft Investment code before the National Resistance Council
(parliament) for full and open debate with a view to 1its
enactment,

5.2.4. Evidence that, in the period since
disbursement of the first tranche, the Grantee has regularly
carried out changes in pricing for domestic sales of petroleum
products such that the retail price of petroleum products fully
reflects the CIF Uganda cost (at no less thkan the official
exchange rate) plus delivery costs within Uganda, plus
government taxes.

Section 5.3 Conditions Precedent to Third Disbursement

Prior to the third disbursement of the additional
funds granted by this First Amendment, or to the issuance by
A.I.D. of documentation pursuant to which disbursement will be
made, the Grantee will, except as the Parties may otherwise
agree in writing, furniash to A.I.D. in form and substance
gsatisfactory to A.I.D.:

5.3.1 A discussion of the status of implementation of
significant reform actions taken since disbursement of the
second tranche, including those on devaluation, legalization of
the parallel foreign exchange market, establishment of foreign
exchange bureaus, streamlining of export and import licensiang
procedures, and refund of sales taxes and customs tariffs on
imported inputs for the production of manufactured exports. A
key element of this discussion shall be the extent to which
progress has been made with respect to implementing the June
initiatives on foreign exchange markets.
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5.3.2 Evidence that the Grantee coatinues to adhere
to agreements between itself and the multilateral agencies (the
IMP and I.D.A), particularly those regarding exchange rate
management, including (a) regular aand frequent adjustment of
the officlial exchange rate to ensure that this rate is not
allowed to appreciate in real effective terms over time, and
(b) periodic examination of the officlal exchange rate with
view to effecting real effective evaluations such that the
officlial exchange rate 18 market-clearing by year-end 1991.

5.3.3 Evidence that, in the period since disbursement
of the second tranche, the Grantee has regularly carried out
changes in pricing for domestic sales of petroleum products
such that the retail price of petroleum products fully reflects
the CIF Uganda cost (at no less than the official exchange
rate) plus delivery costs within Uganda, plus government taxes.

Section 5.4. Notification. When A.I.D. has
determined that each of the conditions precedent specified
above have been met, it will promptly 80 notify the Grantee by
Implementatlon Letter issued pursuaant to Section 9.1 of the
origiral Program Agreement.

Section 5.5. Terminal Dates for Meeting Conditions
Precedent.

(a) Tranche Number One: If all the conditioas
precedent specified in Section 5.1 of this First Amendment have
not been met by January 31, 1991, or such later date as A.I.D.
may agree to in writing for any or all such conditions
precedent or parts thereof, A.I.,D. at 1its option, may terminate
this Agreement in whole or in part by written notice to the
Graatee.,

(b) Tranche Nuaber Two: If all the coaditiouns
precedent apecified in Section 5.2 of this First Amendment,
have not been met by April 30, 1991, or such later date as
A.I1.D. may agree to in writing for aay or all asuch conditions
precedent or parts thereof, A.I.D. at its option, may terminate
this Agreement in whole or in part by written notice to the
Graatee.

(e) Tranche Number Three: If all the conditions
precedent specified in Section 5.3 of this First Amendment have
not beean met by July 31, 1991, or such later date as A.I.D. may
agree to in writing for any or all such conditions precedent or
parts thereof, A.I.D. at ita option, may terminate this
Agreement in whole or in part by written notice to the Grantee.
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ANNEX B

Agency for International Development
Washingron, D.C. 20523

TP 12 1993

TO: See Distribution
FROM: Jay Smith, AFR/D
Joe Lieberson, P Aéigiji
mpact Evaluation--Uganda

SUBJECT: Review of Draft AEPRP I
. Agricultural Non-Traditional Export Promotion Program

Attached please find for your review and comment the latest
draft of the subject evaluation report. This is the sixth in a
series of impact evaluation reports carried out by PPC/CDIE and
the Africa Bureau during fiscal year 1990 with significant
participation as well from officers in ANE and LAC bureaus.
African Economic Policy Reform programs were evaluated in
Senegal, the Gambia, Mali, Malawi, Cameroon and Uganda.

We would appreciate receiving any comments you care to make by
October 1. Following this review, the report will be edited
and published in the CDIE series of impact evaluations.

Attachment: a/s

Distribution:

John Eriksson, AAA/PPC

Wendy Stickel, PPC/CDIE

Annette Binnendijk, PPC/CDIE/PPE
Bob Maushammer, PPC/PB/CD

Phil Boyle, PPC/WID

Jerry La Pittus, PPC/EA

Larry Saiers, DAA/AFR

David Lundberg, AFR/EA

Barbara Howard, APR/EA/TU
Margaret Bonner, AAA/AFR/DP
Emmy Simmons, APR/DP/PPE

Cindy Clapp-Wincek, AFR/DP/PPE
Jerry Wolgin, AFR/DP/PAR
Raghawendra Dwivedy, APR/DP/PAR
Tim Bork, AFR/PD

Carlton Terry, APR/PD/EAP
Warren Weinstein, AFR/MDI

Dick Cobb, AFR/TR '
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UGANDA: THE AGRICULTURAL NON=-TRADITIONAL
EXPORT PROMOTION PROGRAM

A.I.D. PROGRAM IMPACT EVALUATION REPORT NO.

Joan Atherton, Team Leader
U.S. Agency for International Development

Edward Costello, Economist
U.S. Agency for International Development

Thomas J. Herlehy, Agricultural Marketing Specialist
U.S. Agency for International Develcpment

Joseph Lieberson, Economist
U.S. Agency for International Development

August 1990

The views and interpretations expressed in this report are those
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PROGRAM DATA SHEET

COUNTRY: Uganda
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1.  INTRODUCTION

In 1988, the U.S. Agency for International Development (A.I.D.)
obligated $14 million for the Uganda Agricultural Nontraditional
Export Promotion Program (ANEPP!. This program was designed to
move the economy away from reliance on a single commodity,
coffee, which generated almost all foreign exchange earnings by
1987. As indicated by its performance up to the mid-1970s,
Uganda has great potential for a diversified agricultural export
bass. The A.I.D. Mission in Uganda (USAID/XKampala) wished to
support a set of policy initiatives that would provide incentives
to the private sector to take a lead role in expanding foreign
exchange earnings through the promotion of agricultural
nontraditicnal exports (NTEs). This program would have the
benefit of immediately raising earnings and the longer-term
effect of demonstrating the efficiency of private sector-led
growth., The purposes of the impact evaluation were to assess the
impacts to date, to draw lessons learned from the performance of
the preogram, and to maks recommendations that will assist the
Mission in its proposed extension of the ANEPP.

A four-person evaluation team visited Uganda in August 1990 to
investigate and assess the impact of the ANEPP after two years of
implementation. The team formulated hypotheses based on the
program design document, and sought appropriate data sources to
field-test those hypotheses. A variety of information sources
vere used, including interviews with numerous private exporters,
users of the commodity import program (C.I.P.), key Government of
Uganda (GOU) officials, beneficiaries of the technical assistance
activity, Mission perscnnel, other donors and a few
nontraditional export producers; program files; GOU documents and
site visits. Time, and security considerations in certain areas,
did not permit extensive field visits for producer interviews,
and, after only two years of operation (one planting season in
some areas, and two in others), impact would be difficult to
ascertain. Instead, the team focused its efforts on assessing
the impact on the program's direct beneficiaries: the exporters
and importers, and its impact on the economy. Quantitative data
weres particularly scarce and unreliable, so the team examined
trends and perceptions of key actors as its main means of
assessing program performancs.

2. SETTING
2:.1. General Description and History

The Republic of Uganda, a landlocked nation of about 16.9 million
people, is a country of abundant land and vatsr resources about
the size of the stats of Oregon. Historically Uganda's pecple
have been able to feed themselves and generats sufficient surplus
to engage in lively commercial activities. The major food crops
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grown include bananas, matocks (plantain), beans, maize, cassava,
swveet potatces, groundnuts, sorghum, and millet. Livestock
yields milk, meat, horns, hides and skins. Virtually all of
these commodities are traded in both local and regional markeats
within Uganda, as well as across Uganda's borders into
neighboring countries. Food crops dominate agriculture, with
about 90 percent of the arable land that is under cultivation
being devoted to them, and the remaining 10 percent given to.
export crops. The traditional export crops cultivated include
coffee, tea, cotton and small amounts of cococa, nuts and spices.
Formerly, small amounts of sugar and tobacco vere also exported
but now these crops are used in local agroprocessing industries
to meet domestic demand. All of the commodities discussed above
except coffee ares now considersd nontraditional exports.

Agriculture accounts for over two-thirds of Uganda's Gross
Domestic Product (GDP), 99 percent of export earnings, 80 percent
of employment and 60 percent of government revenues. Most farms
(average size 2.5 hectares) are held by small-scale producers.
Except for tea and sugar, which are grown on estates (with some
outgrowers), all production for export, as well as for domestic
consumption, is produced on smallholdings.

During much of its recent past, Uganda has depended primarily
upon coffee to generats foreign exchange earnings, with over 95
percent of export revenue accruing from coffee exports. Taxes on
coffee exports have also been an important source of government
revenue, though this has declined in the past six years from 46
percent in 1983/84 to 14 percent in 1989/90. Still, the 1589
collapse of the International Coffee Agreement and the
precipitous fall in world coffee prices created a severe economic
hardship for the Ugandan Government.

Severe deterioration in the economic situation began after Idi
Amin seized power in January, 1971. Real GDP declined by about
20 percent during the 1970s. Many of Uganda's most talented
citizens either fled into voluntary exile (estimates range from
500,000 to over 1 million peocple), or wers forced to leave, as in
the mass expulsion of the Asians in 1972. The Obote Government
in early 1981 initiated a recovery program with considerable
assistance from the donor community. Despite some recovery in
the early 1980s, with increased political and military
instability beginning in 1984, expenditures escalated, inflation
accelerated, the exchange rate became overvalued, and GDP .
declined in absoluts terms. A military coup, followed by a civil
war, inflicted further destruction on infrastructure, and brought
the econoay to a virtual standstill.

2.2 TIhe Naturse of the Problem

The Musaveni Government inherited an extremely difficult
situation when it came to power in January 1986. A greater part
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of the major trunk roads had deteriorated, large proportions of
the nation's vehicle fleet were either destroyed or stolen, most
manufacturing plants had closed down, and productive agricultural
areas had been ravaged. The new Government also inherited a
considerable external dedbt burden.

In January 1987, the Government approached the donor community
for financial support to arrest the economic decline and set the
basis for sustained development. The IMF and World Bank
initiated sizable stabilization and structural adjustment
programs. Recognizing the need to reduce Uganda's extrenme
dependence on coffee, A.I.D. concentrated on nontraditional
export promotion supported by an active policy dialoque.

At that time the economy faced a number of problems:

the private sector was not permitted to formally export
most commodities;

the official exchange rate was grossly overvalued;

the GOU was heavily involved in barter trade, for which
the terms of trade were against Uganda:

there werse severe shortages of foreign exchange, with
the BOU allocating only small amounts to the private
sector. Imports financed by official foreign exchange,
especially for consumer goods and productive inputs,

declined;

inflation was very high; as the banking system was
operating with negative real interest rates, savings
rates were meager and therefore domestic resourcs
mobilization was unable to finance the required private
investment in productive capacity.

2.3,  The Government of Uganda's Rssponse

Beginning in 1987, and with broad support from the donor
community, the GOU initiated a substantial series of policy
reforms. Many of the reforms related to changes in the trade,
payments, and tax regimes that affect production incentives for
both exports and import-competing industries. Critical reforms

included:

: In May 1937 the GOU devalued the

Exchange rate adiustment
Shillinq by 70 percent followed in mid-1988 by an IMF supported
policy of periodic devaluations - two in 1988, four in 1989 and
five thus far in 1990. The stated intention is to merge the
official and parallel rates scmetime in 1991.
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' t As an interim measurs
to encourage exports, in 1588 an A.I.D. condition required the
Government to provide exporters of nontraditional crops with an
import license equal to the value of their exports. Any
disadvantage suffered from exporting at the official exchange
rate was balanced by the ability to import scarce goods that
could be sold at a large profit at open market (i.e., parallel
exchange rate) prices. This reform was the first official
recognition that the exchange rate was overvalued, and that
exporters should have access to the parallel market rate. In
effect, the GOU removed itself completely from requlating
exchange rates for those participating in the dual licensing

prograa.

Foreign exchange retention account: This option, in responss
to shortcomings in the simultaneous import/export scheme offered
exporters several choices: holding the foreign exchange, using
the foreign exchange to import goods or selling the foreign
exchange initially to the GOU and later (sese below) on the
parallel market, and receiving the premium rate from that market.

Barastatal control of the export trade: The Government ended
the Produce Marketing Board's (PMB) monopoly on the export of
non-traditional crops (beans, sesame ssed, nmaize and groundnuts).
The PMB could still export those crops but it would now have to
compets with the private sector. From 1988 to mid=-1990 the
Government steadily abolished parastatal export monopolies on all
crops, except cotton and coffsee.

- : A.I.D. conditionality
called for a reduction in the buresaucratic procedures and costs
for both export and import licenses. For exports, the Government
established a streamlined, "one-stop” window and also reduced the
number of forms and required approvals. Instead of requiring an
export licence for each and every shipment, a system is being put
in place for a six-month certificate with no volume limits. As a
result of these reforms, exporters now facs much lower costs and
a reduced processing timeframe.

- : Uganda is a low-cost producer

Export of horticulture crops
of a large variety of fruits and vegetables that could be
exported by air freight to Buropean marksts. In order to
encourage such exports, the 1990 P.L. 480 agreement include these
conditions: a two-thirds reduction in the airport handling fes,
the elimination of royalties paid by private carriers to Uganda
Airlines, a commitment from the Government to bring in additional
air carriers, and a commitment by the Government to encourage
private firms to invest in cold storage facilities at the

airport.

’

- _No FOREX Imports: Under the current government, an importer
7
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who has access to foreign exchange abroad has been allowed to use
that foreign exchange for imports. He/she does not have to show
where the foreign exchange was kept or whether it was obtained
legally. This is an effective policy that allows flight capital
and "informal®™ foreign exchange earnings to return to Uganda. 1In
1989 there wers approximately $100 million of "no FOREX"™ imports.

- _Parallel Foreign Exchange Market: The Government condoned the
emergence of, and then officially recognized, the parallel or
kibanda market, wherein foreign exchange is traded freely at a
rate that was much higher than the official rate. In July 1990
the Government moved all exports except coffse to the kibanda
rate. By formalizing and expanding the kibanda market, the
government has introduced effective market pricing and incentives
which is likely to boost nontraditional exports and the level of
private sector imports. This represents the final step in the
adoption of a market-determined exchange rate policy applicable
to nontraditional exports. Only the coffee sactor and sslected
other inflows remain subject to exchange controls.

3. THE A.I.D. RESPONSE

The A.I.D. policy reform program was designed to increase ncn-
traditional exports over the long-term through a threse pronged
approach of: 1) improving export incentives; 2) providing
imports needed by NTE exporters and producers; and 3) building
capacity to continue the peolicy reform process and to provide
assistance tc private exporters. These efforts would demonstrate
to the GOU that the private sector was critical to Uganda's

development efforts.

3.1, Policy Reform and Policy Dialogue

The GOU had established two major objectives in its policy reform
program: stabilization and restructuring toward demand restraint
and increased foreign exchange earnings from exports,
particularly nontraditional ones, to address its chronic balancs
of payments problems. A.I.D. macroeconomic policy reforms
supported the IMPF stabilization program, which was designed to
restors price stability and to adjust the foreign exchange rate
to a more market oriented level. 1In addition, A.I.D. policy
reform conditionality (under ANEPP and P.L. 480) included a
number of reforms designed to encourage private sector, non-
traditional exports. These included policy reforms and
implementation procedures designed to:

- maintain the exchange rate policy agreed to in consultations
betwveen the GOU and the IMF:
- streamline the export/import license application and

approval process; and
- establish a USAID commodity import program within the BOU to
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finance imported agricultural inputs for the production of
NTEs and to streamline the GOU application and approval

process for that progranm.

Throughout the course of program implementation, extensive policy
dialogua took place at a relatively high level within the GOU and
A.I.D. regarding the appropriats macroeconomic and trade policy
environments for accelerated private sector-led growth.

With a severely depressed econocmy and a shortage of imports, many
exporters lacked key inputs that were vital to their expeort
efforts. The ANEPP included a C.I1.P. component that financed the
import of seed, fertilizer, raw materials for the manufacturs of
farm implements, and packing materials and bags for export
commodities. During 1989, the list of eligible items was
exparded to all those that could be shown to contribute to
ANEPP's purpose. The dollars were purchased by private importers
at the official rate, which wvas substantially below the parallel
market rate. The local currency C.I.P. counterpart supported
non-traditional exports by funding programs designed to improve
marketing, training, rssearch and technical assistance.

3.3, The Technical Assistance Activity

A.I.D.'s support of policy reforms and the funding of CIP inputs
was clearly needed to solve the immediatse problem, but it would
not address Uganda's longer-term need for a capacity to continue
economic monitoring and new policy formulation. The Uganda
Government needed the capacity to analyze data and to exanine
issues in order to develop a continuing series of policy reforms,
and the A.I.D. Mission needed a means of monitoring the
performance of its program.

To solve these problems, an A.I.D. technical assistance component
provided support for three functions: trade policy analysis,
export promotion, and ANEPP monitoring. A covenant stipulated
the establishment of a unit for trade policy analysis and progranm
monitoring, later named the Export Policy Analysis and
Development Unit (EPADU), in the Ministry of Planning and
Economic Develcpment. A.I.D. provided EPADU with expert
advisors, consultants, equipment, training and CIP local currency
support. By the end of the program EPADU was to have the
capacity to analyze and develcp policy cptions for the
Government. The Government was also to have expanded capability
to provide direct support and services to non-traditional
exporters by the project's end.

3.4, The P,L. 480 Agreement

As one if its first contributions, EPADU produced a position
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paper on constraints to air cargo shipment and provided stafft
time to a commission investigating air cargo constraints.
EPADU's analysis brought to A.I.D.'s attention that the small
numbers of flights and overresgulation of air cargo arrangements
through Uganda's major airport at Entebbe was significantly
impeding its NTE promotion efforts. Therefore, it included in
the self-help measurss of the 1590 P.L. 480 Agreement two policy
elenents

- permission for at least two private air cargo carriers to
operate at the airport, institution of internationally
competitive airport charges and fees to privats carriers and
the abolition of royalties chatch by the national carrier

for NTEs; and

- encouragement for at. least two privatse firms to invest in
and operats cold storage and warehousing facilities at or

near Entebbe Airpert.

4. TIHE IMPACT OF THE AGRICULTURAL NONTRADITIONAL EXPORT
EROMOTION PROGRAM

4.1, Macroeconomic Impacts

The content and thrust of the policy reforms discussed in
Sections 2.3 were influenced and supported by several key actors,
including the IMP, the World Bank, A.I.D. other bilateral donors
and, of course, the government itself. Because many of the
reforms were interrelated and mutually reinforcing it is not
always possible to pinpoint the precisse impact of the measures
supported by a given donor. Further, the GOU's reform efforts
represent a processg whereby one measurs leads to or paves the way
for follow-on reforms. Thus, the impact of one reform typically
is overtaken by the effects of the next reform. Nonetheless,
there is broad agrsement that the GOU's policy reform program was
a resounding success. Two major macroeconomic impacts can be

highlighted:

= The economy grew at more than § percent per yYear between
1987 and 1989, and,

- Inflation has been brought under control, falling from over
200 percent in mid-1988 to 26 percent by June 1990.

The GOU learned two important lessons from its experiences since
1987 which are shaping its policy agenda for the 1990s:

- The root cause of inflation is excessive government spending
a::, without disciplined budgotinq, inflation will continue;
a

- An overvalued exchange rate creates imbalances. Therefors,
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the exchange rats must reflect market prices so that
Uganda's exports can be competitive in world markets.

4.2, Inpacts on Nontraditional Exports
4.2,1.,  Yalue and Volume of NTEg

It is difficult to measure the impact of the ANEPP on actual °
growth in volume or value of nontraditional exports because the
program is only a little over two years old. Although the GOU
liberalized trade and opened marketing of most nontraditional
exports to the private sector, during the first two years of the
ANEPP, some state-owned enterprises still exerted an important
and even monopolistic role over a few key commodities. Moreover,
effective agricultural marketing systems require not only a
policy and regulatory environment that offers incentives to
producers and marketing agents, but also a strong infrastructural
base with reliable services, and this is still lacking in Uganda.

4.2.1.1. Actual Exports

It is also difficult to measure ANEPP's impact on nontraditional
exports because of the dearth of accurate data. Much of the data
available from various GOU agencies is incomplete and
contradictory. The most reliable data at the time of this
svaluation came from the Customs Department. The tsam had access
to information from the Customs collection point at Entebbe
(predominantly airfreight shipments) and from its inspection and
certification office in Kampala (predominantly overland
shipments). Together it is estimated that these two points
comprise the sources for information on at least 75 percent of
NTEs. (It should also be noted that the Customs Department has
not published any reports in more than 15 ysars, sO no trend data
prior to the ANEPP was available.)

The Customs data from these two stations indicate that the value
of nontraditional exports has mors than doubled between 1988 and
1990. The total values of nontraditional exports passing through
Entebbe and certified at Kampala were: $5.5 million in 1988, $8.6
million in 1989, and had already reached nearly $6 million by
July of 1990.

1]
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Customs Data: ENTEBBE
(Value in US Dellars)

COMMODITY i988 1989 1990 (Jan=July only)
Pineapples 494,473 252,106 89,466
Bananas 25,303 120,668 28,158
Fresh Fish 4,339 23,213 38,002
Fresh Ginger 1,850 72,847 6,256
Mixed Fruits 5,796 37,339 20,785
Processed Tsa 0 0 132,878
Maize 0 0 9%,139
Others 60,833 52.57% 83,197
TOTAL: 592,594 558,448 493,876
Table 2

Customs Data: KAMPALA
(Value in US Dollars)

COMMODITY 1388 1289 1990 (Jan-May only)
Hides & Skins 4,083,421 6,098,360 1,924,797
Dry Fish 6,000 34,333 12,657
Beans 0 427,941 32,127
Timber 330,031 168,180 86,777
Sesane 0 1,012,148 2,399,449
Maize 263,542 60,202 545,951
Cocoa Beans 0 0 307,181
Others: 211,203 23,113 90
TOTAL: 4,894,299 8,032,279 5,308,908
GRAND TOTAL: 5,486,893 8,590,727 5,802,784

4.2.1.2. Licenses to Export
The above statistics confirm the trends that emerge froa
analyzing the other two sources of data. One source is the

Ministry of Commerce which maintains a list of export licenses
taken out by exporters.

The total value of nontraditional commodities which were licensed
for export by the Ministry of Commerce from June, 1988 through
March 31, 1990 is $88.1 milliorf. This figure more than four
times greater than available Customs data suggest for the sane
period. Bven if just one-fourth ($22.0 million) of the exports
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licensed during this period were actually made, nontraditional
exports would have increased significantly during the first two
years of the ANEPP.

Ministry of Commerce data for nontraditional agricultural export
licenses granted during the ANEPP to date are given below. The
table below includes those five commodities for which the most
licenses were granted, and the seven commodities with the
higherst aggregate facs value of licenses.

Table 3
Selected License Data: Ministry of Commercs

COMMODITY 1988 4989 1390%¢ TOTAL YALUE
{USS)

Fish 21 827 37 118 4.9 n
Beans 15 36 - ¥4 108 13.9 »
Hides & Skins 14 53 15 82 20.2 n
Timber 42 11 15 68 7.6 @&
Tea 9 38 12 58 12.5 »
Sesane 3 14 21 38 7.0 m
Maize 10 3 11 24 10.4 n
TOTALS: 114 209 168 491 76.5 n

*The data for 1990 only cover the pericd January 1 - March 31l.

While this data must be used with caution, it confirms the trends
that smerge from the Customs Deptartaent statistics and froa
interviews with exporters. That is:

- Rides and skins are the leading non-traditicnal export
commodity;

- Sesans is growing rapidly in importance;

- Poodstuffs (e.g. maize, beans and smoked/fresh fish)
are nontraditional exports of significant value:; and,

- Perishable fruits and vegetables depend heavily upon
air cargo and the loss of Uganda Airlines' air cargo
capacity has affected the export of those items.

4.2.2. Bxivate Sector Participation in Noptraditional Export
. Marketing

Exporters noted in interviews that an export license is

frequently not used. Interviews with 18 well-established

exporters of nontraditional crops indicate that they used about
70 percent of the licenses which they took out. In contrast,

13
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socme traders (businesses engaged in any kind of buying and
selling, not primarily in the export business) have also taken
out licenses for speculative purposes and never used then.
(Currently, many traders are speculating by taking out sesame
export licenses.) These speculators are able to do this because
the export license fee is relatively low (one percent of the
C.I.F. value of the export shipment) and not payable until the
exports are actually ready for shipment. The team was unable to
ascertain the precise percentage of licenses taken out on
speculation and not used. Best estimates made by GOU officials
are that no more than S0 percent of all licenses issued have been
used:; but given the Customs data above, even that estimats may be

too high.

The export license data is, however, indicative of the private
sector response to the growth in opportunities to engage in
nontraditional exports during the pericd of the ANEPP. Indeed,
the velocity of licenses being taken out for most nontraditicnal
exports is increasing, which indicates that nev marketing
channels are being established by the private sector. During the
period under review, the role of state-cowned enterprises in
nontradtional exports was evolving. Major changes for those of
greatest importance included:

- Hides & Skins: the Uganda leather and Tanning Industry
moncpolized raw exports until November, 1588, and it
still controls exports of treated hides and skins by
virture of its ownership of the only processing
facility in the country;

- Tea: the Uganda Tea Authority monopolized exports until
July, 1990 when the first few private traders and
cooperatives vers allowed to enter the markst;

- Timber: Uganda Hardwares Ltd. monopolized exports until
June, 1989, thus permitting private sector involvement
until March, 1990, when the GOU suspended further
tinber export licenses until an assessment of forestry
resources could be made. :

An analysis of the Customs Deptartment statistics, export
licenses data, and interviews with exporters indicates that:

- The policy reforms supported by the ANEP Program 4id
provide incentives to exporters to commence or
accelerats purchases from NTE producers. This led to
an increase in the volume of nontraditional exports.

- Increases in the volume of exports came from increasss

’ in production of commodities that were fairly easy to
achieve because the commodities were ones which many
Ugandans are already harvesting, they do not require
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special farming and husbandry practices and markets
exist vithin the region for them. Indeed, most staple
foods licensed for export wers sold to neighboring
countries and could easily be transported to markets by
truck. Hides and skins, although exported to Eurocpe
and the Middle East, are also transported overland and
then by sea. While not a focd crop, these points also

apply to timber.

- The dramatic improvement in the main highways within
Uganda during the past three years greatly facilitated
the increase in marketing of commodities both within
Uganda and for nontraditional exports to neighboring
countries.

- Some nontraditional commodities, especially exotic
fruits and vegetables, did not experience the same
dramatic growth in export volumes because of their
special production and marketing requirements. These
commodities are highly perishable and require
refrigeration from point of harvest to point of sale.
Most require air cargo shipment to reach their ultimate
market while still fresh. (Hence, the loss of aircraft
by Uganda Airlines adversely affectsd pineappls
exports, for example.) Moreover, attractive and
appropriate packaging is required for thea because of
the highly competitive markets for which they are
destined (primarily Europe and the Middle East).
Unfortunately, the marketing infrastructure required
for these commodities has been almost totally lacking
for the past two years.

Finally, it should be emphasized that marketing arrangements for

all nontraditional exports are fragile; most marketing has been

conducted on an ad hoc basis. Llack of infrastructure and the

absencs of relationships of trust between most producers, buying

agents and exporters has limited the growth of effective

:;rkotinq systeas in response to the policy reforms supported by
@ ANEPP.

4.2 Iapacts on Key Economic Actors

4.3.1,  Benefit Incidence Among Tardet Groups

The design document identified five principal categories of
beneficiaries. These vere: NTE exporters, C.I.P. importers and
their clientele, producers of NTE commodities, buying agents in
the marketing process for various commodities and users of

imported commodities brought in under the import half of the dual
licensing schene.
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Bxporter incomes do appear to have risen, though largely from the
import trading margin and not their export earnings as expected
under the dual licensing scheme. Those who wers also C.I.P.
benaficiaries imported bags and other items they had previously
been unable to obtain in the quantity and quality needed for
export. Through the C.I.P. they recsived the bags they needed at
a price that was at least 50 percent below the local market price
in contrast to other importers of bags who only had access to
foreign exchange at the parallel market rate.

Importers and Users of C.I.P, Commodities: Under the C.I.P. to
date, the folloving commcdities directly related to production
and marketing have been imported:

Iable 4
C.1.P. Commodities under ANEPP

SOMMODITY QUANTITY YALUE ($)
Gunny bags 4,530,400 3,830,580
Fishnets 66,300 512,668
Fertilizer 1,000 n.t. 441,500
Denier bags 528,200 - 300,000
Improved seeds not available 187,853
Panga materials not available 93,519
Pineapple/Vagetable

Cartons 206,000 180,440

In some instances, the quantities of these commodities suggest
that benefit incidence has been relatively narrow. Fev seeds
have actually been imported, and the amount of fertiliszer is
negligible. Thus, the evidence that farmers directly benefitted
on any broad scale is scanty. C.I.P. importars benefitted
extensively, due to the windfall realized by the foreign exchange
rate differential. Those vho were also exporters benefitted from
obtaining the necsssary packaging materials to permit them to
realize income gains on their exports.

The importer of fishing nets and outboard motors sold those
products to individual fishermen, mainly near lake Victoria. The
fishing industry is growing. Traders report that there has been
an increase in the number of fishing boats, there ars three new
fish packing plants and a number of small, informal processors
have expanded their operations. These plants reflect major
capital investaents by donors and other private sector donor
guarantee programs, but are preaised on the greatsr and more
:;;iablc supply of fish generated in part by the imported nets
motors.

The firm that imported steel, manufactured 52,200 pangas, a small
number relative to the potential market of i million rural
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households. A panga is the East African machete which is one of
the major farm implements of small-scale farmers (the other being
the hoe). Almost all of these pangas have been sold and are
being used by farmers and others in rural areas.

Marketing systems, outside of outgrower schemes (many of vhich
pre-dated the ANEPP) are so weak that it unlikely that consistent
price signals are being sent to producers of nontraditional
export commodities as yet. Although for certain commodities,
such as hides and skins, beans and sesane, price incentives have
affected the availability of marketable surplus, there is less
certainty that actual changes in on-farm resource allocation
towvard NTEs has occurred. Counter examples, such as the crest
and crash of maize prices, suggest that producers will continue
to rationally diversify their risk across a number of
commodities.

There is also anecdotal evidence that non-price factors influence
producer decisions. The civil disruption had returned certain
communities to barter trade, but now traders are purchasing for
the export market, which has reintroduced cash to the rural
economy. Lack of immediate payment has been an issue in the
coffee sector, causing many producers to minimize their
investments in coffee production. Buyers of NTEs have been
paying cash on the spot, thus providing an additional producer
benefit. 1In a fev instances, exporters or marketing cooperatives
have been providing difficult-to-obtain inputs (such as soybean
seed) to farmers, easing another non-price constraint.
Information on the benefit incidence of these other factors is
extremely spotty, however, and requires additional verification

and quantification.

Others in the Marketing and Processing Systeams: Many of the
‘buying agents live in Xampala. Some are put on very limited
contracts by the exporters; others are full time employees. The
systen is, as yet, not generating large amcunts of employment.
There may be some employment being generated in rural arsas in
guarding storage sites and, on a sporadic basis, ia handling.
Hovever, these income gains cannot be considered significant, or
videly distributed at present. PFurthermore, many processing
facilities lack adequate supplies, or have recently been put on a
competitive footing, and are thus not operating at full capacity,
or are actually reducing employment to realise efficiency gains.

The volume of imports under the dual licensing scheme has been
snall, 30 benefit incidence to end-users of imports under the
export/import scheme was probably also relatively low. WNoreover,
these benefits are indirect and very difficult to trace.

4.3.2. Geographic Distribut{on of Benefits
It is notevworthy that an unintended benefit of the ANEPP's
17
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reduction in emphasis on coffee as a major export earner, and the
consequent emergence of crops such as sesarme, beans and hides and
skins as significant NTEs, shifts the locus of benefits awvay from
the "fertile crescent (Buganda, Busoga and Bugisu)® and toward
some of the less well-endowed regions, which have, at least since
the colonial era, been the have-nots in Ugandan society. Sesame
is grown in the drier northern regions, livestock are raised in
the west and the northeast and beans ars produced in the populous
far south. The significance of this distribution of NTE benefits
should not be underestimated in terms of its political impacts,
especially if the development of infrastructure and market
information systems follows these lines as vell as the glitzier
horticulture subsector.

5. FACTORS INPLUENCING PERFORMANCE AND IMPACT
5.1. Macro and Sectoral Economic Factors

The ANEPP CIP was obligated in August 1988, By January 1589 a
$7.5 million Letter of Commitment had been established for the
first tranche of funding. By June 1989 the CIP application
process was moving along smoothly ~- A.I.D. had received 27
import applications and had approved transactions valued at
approximately $2 million. A problem deveicped with the exchange
rate. The official exchange rate was USh 200 = $1, the parallel
rate vas over 400 and the Government's Special Import Prograa
"used a rats of USh 400 = $1. The Bank of Uganda vanted the
A.I.D. CIP to move at the 200 rats vhile A.I.D. wanted to use the
400 rate in order to eliminate windfall profits. There was an
impasse and CIP disbursements ground to a halt. By March 1590
the official rate had been raised to nearly 400, which was by
then close to the parallel ratse. At least nine months passed
with no C.I.P. disburssments before the problem was solved. The
delay in CIP disbursements also meant that local currency wvas not
being generated. The limited amounts of local currency available
wvere programmed to support EPADU's operating costs and the USAID
Mission's Trust Fund, but these vere inadequate, and the Mission
wvas forced to request from the GOU an advance of USh 248,000,000
on expected generations from the C.I.P. in order to mest its
local operating expenses during the period.

The indigenous private sector is favorably viewved by policy
makers, and, indeed, is seen as the prime mover of the econoaic
revival. As one high-level GOU official remarked, "they are on a
roll.® However, the private sector is rebuilding from a
shattered base and, remembering the lesssons of history, extremely
cautious. Thus, the supply respoase of the productive sectors
may have been slower to date than the policy makers would like, .
and there is the risk that "refora fatigue” will set in and the
government will back-pedal on policy reform. This points up the
critical role that balance of payments support has had in
sustaining a high level of imports, i{.e., providing the inputs

is
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and the time to allow the productive sectors to accelerats
ocutput.

There are a fev initial indicators of business confidence. A
local banker reports that the ratio of term deposits (savings) to
current deposits (checking) has doubled from 15 percent a ysar
ago to 30 percent today. This is in response to a series of
refornm measures to control inflation and liberalize control over
interest rates. Interest rates are nowv real and positive and
individuals feel comfortable holding savings deposits as a store
of wealth. Also, thers is currently a private sector residential
and commercial construction boom in Uganda in response to the
generally improved business and security climate. The GOU has
-provided no foreign exchange for privats sector building supplies
and equipment and informed officials report that such imports
vere financed largely via the "no forex required® regisme.

Until early 1988, state-owned enterprises dominated export and
domestic marketing of the major agricultural commodities produced
in Uganda. As part of its policy reform program, however, GOU
policy makers decided in 1988 that the Government did not have
the financial resources to sustain the marketing operations of
inefficient state owned enterprises.

The lifting of monopoly rights to market specified commodities,
combined with an end to the subsidization of the state owned
enterprises has meant that the state owned enterprises have been
directed to specialized marksting niches, such as barter trade,
and the provision of grading and quality control assesszent
services. This has leveled the playing field considerably for
private sector operators. Evidence from the licensing and export
data indicates that private entrepreneurs are moving strongly
into marketing of commodities formerly nonopolizod by the state

owned enterprises.

5.2. The Physical and Institutional Infrastructurse

The traansport network -- road, rail and air -- provides the vital
1ink betveen the farmer and the foreign consumer. In the last
three years most of the trunk roads have been rebuilt and work on
the feeder roads is just starting. Areas of the country that
veres completely cut-off can nov ship goods in and out. Areas
that took days to reach now can be reached in a matter of hours.
A similar effort has been launched to upgrade the railroads.
wWhile in 1986 only 264,000 tons vere carried by rail, the tonnage
had increased to 912,000 tons in 1989. Air cargo facilities at
i:;.bb:dAirport are outdated and inadequats and have not been
roved.

Marketing faoctors affecting exports: Increases in volume came

from increases in production which wvere fairly easy to achieve
for the major commcdities menticned above because they are crops
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that many Ugandans are already growing, they arse familiar with
their farming requirements, and the marketing of such commodities
does not require sophisticatad infrastructure nor specialized
knovledge and skills that are not easily obtainable. The ANEPP
helped to increase opportunities for marketing for bulk
commodities that wers alrsady being produced but not marketed

effectively.

On the other hand, scme of the other non-traditional exports,
especially fresh fish, spices (such as ginger) and exotic fruits
and vegetables, do have special marketing requirements,
especially in terms of the kind of infrastructure, institutions,
services and skills and knowledge needed to produce and markest
thea effectively. 1In addition to the air cargo probleams
exporters of fresh produce for the Furcpean and Middle Pastern
markets have, there are other infrastructural and service-related
problems for these commodities.

The lack of reliable, attractive packaging materials is another
major constraint. In addition, production of these crops
requires tight control over the quality, sise and appearance
(color, shape and lack of bruising) of the product. This will
require closer coordination betwesn exporters and buyers in
overseas markets as well as between exportsrs and producers.
Indeed, at this time, the most successful exporters of fresh
producs are the farmers' organizations and businesszen and vomen
vho exert more quality control over the production and packaging
of these commcdities. Once produced, these commodities require
careful handling from the farmgats to the point of export. There
must be adequate and appropriate transport, especially cold
storage trucks and varehouses at collection and shipment points.
These facilities are virtually absent at the present time in the
marketing systea for horticulturs.

A distinct difference in the effects of the improveseants in the
administrative system emerged in discussions with exporters.

For large-scale operators, while the process is still cumberscme,
the uncertainties and the long processing time has been graatly
reduced. Non-traditional exporters are generally satisfied with
the progress in streamlining the systeam and lock forvard to more
promised improvements. For these exporters, thers has been a
clear reduction in export controls, regulations and processing
time. Non-traditional exporters are encourage by these changes.

On the other hand, for firms with smaller valuse and volume,
streamlining or simplifying the procedures for getting an export
licenses does not seem to have taken full effect during the
period under reviev. One woman exporter stated that last year it
tock her one month from the date of application to the date she
received her export license; but this year it only took her two
veeks. Implementation of this aspect of the refora for small-
scale entrepreneurs is proceeding slowly.
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Mission-GOU policy dialogue on the major issues of ANEPP (i.s.,
foreign exchange regime, reduction of bureaucratic controls on
exports and greater involvement of the private sector in all
phases of NTE production and marketing) was carried on at a
senior level on both sides. The team was informed of this at the
outset, wvhen it was indicated that all of those able to discuss
to reform progran in detail were at the level of the Permanent
Secretray or above (with the exception of cne or two heads of
departments within the BOU and the Director of BEPADU). This
approach to the policy dialogue had its strengths and weaknesses.
On the one hand, it lent a great deal of credibility to decisions
reached. On the other hand, it probably led to some slowness in
policy impleamentation.

The Mission worked well with other donors, sach of vhom appears
to have found a coafortable niche in the dialogue in Uganda. The
Mission both provided information and served as a sounding board
and source of support for market-orientsd GOU proposals.
Recsntly, the Mission contributed an economic background paper,

, to the World Bank's Structural Adjustaent Credit
design, drafted by the Assistant Director. A.I.D.'s overall
stance in policy dialogue can be characterized as positive,
encouraging and csllegial, and key to the realization of the
export/import licensing schene.

In regard to policy implementation, the kind of dialogue in which
the Mission engaged was very effective for decisions that could
be taken by and implementsd by small numbers of people. So, for
exanmple, the decision to establish a dual licensing systea was
followed by effective implementation of that systans.

Decisions that had to be implemented by large nunbcft of civil
servants at lowver levels in the bureaucracy were less
successfully operationalized for a variety of rsasons.

- Those responsible for implementation wvers sometimes
simply ignorant of a change. The customs agents on the
border with Kenya, for example, asserted that the dual
licensing system requirement that sarned foreign
exchange be returned to the country in the form of
goods vas still the sole means by vhich an exporter
could repatriate his or her earnings.

- Slowness in refora implementation often arises from the
fact that the primary "losers” are those vho must put
the refora measurs into practice. This was likely the
case in respect to streamlini licensing procedures.
The granting of official sanctions such as licensses
often affords an oppdrtunity to wield powver
legitimately (as well as affording magendo
opportunities). The Deputy Minister of Commerce stated
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that his most difficult challenge was reorienting the
MOC civil servants awvay from an enforcement mindset and
toward a servicse orientation, and that this process had

only just begun.

- Inadequate planning (l.e., a lack of clarity as to who
will take action and what sequence of steps is to be
followed) also cause implementation breakdownsa. The
regicnalization of licenses, part of the package of
streanlining, appears not to have occurred because the
responsible entity at the district level had not been
identified, and a series of steps actually transferring
the function had never been cutlined.

Equal credit for effective policy dialogue in Uganda must be
given to the Government of Uganda policy reform process, and to
an increasingly articulate and organised private sector. EPADU,
in its six month of full operation, has made a significant
contribution to strengthening the GOU in bringing empirical
analysis to bear on policy probleas. 1In fact, as far as trade
policy is concerned, responsibility for analysis, vhether for
A.I.D. of for the GOU, has largely shifted to EPADU.

If the Mission's approach has any drawbacks, it is that there is
heavy dependence on a few key players, who, on both U.S. and GOU
sides, are vulnerable to replacement or rspositioning at any
time. It might also have provided more assistance in assuring
that those in lower ranks responsible for implementing the policy
had the knowledge and the will to act with all deliberats speed
on the changes. The team did observe some rivalry and delays in
implementing policy decisions which might have benefited froa

outside assistancs.

In Uganda, the years of political turmoil and economic
mismanagement have taken their toll on market relatioaships.
Private businesses lack most of the basic conditions that are
essential to any free market system: assured land use rights for
commercial properties; a system that recognizes and enforces
contracts: established and accepted responsibilities between
buyers and sellers; information on marksts and prices; and
liaison and contacts in toroiin markets. As a result, mcst
enterprises are highly diversified against risk resulting in many
short-term, ad hoc, "one-shot" transactions. The past political
and economic situations also resulted in a lack of trust and
confidence that have delayed the development of longer-tera
projects and business relationships, again because entrepreneurs
remain risk-averse. A

6.  LESSONS LEARNED
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6.1, Policy conditionality is the Critical Factor in An Effective
Reform Prodranm

The A.I1.D. grant agrsement and the P.L. 480 agreement for the
ANEPP contained a number of conditions and covenants related to
the exchange rate, monetary policy, export regulations and
procedures, and incentives for non-traditional exports. The
impact of the reforms was dependent upon the Government's ability
to successfully adopt and implement the new policies. The
assistance could have been in the form of a loan or a grant and
it could have been provided as a cash transfer, a commodity
import program (CIP), P.L. 480 commodities or even a project.

The key factor was the quality and appropriateness of the policy
reforms, not the A.I.D.- financed commocdities. In fact, there
wvas little relationship between the commodities financed and the
reforms: e.g., PL 480 tallow for changes in air freight ratss
and air freight facilities; CIP gqunny bags for changes in trade
regulations and export incentives. ]
wall conceived and implemented policies are critical to success:
the modality of assistance is not the critical facter,

6.2, Physical Infrastructure is cCritical

The yesars of political and economic turmoil had greatly damagad
Uganda's transport systaa, and many regions vers isolated. 1In
the last 3 years most of the railroads and trunk roads have been
rebuilt and wvork on the feeder roads is underwvay. Areas of the
country that wvers completsly cut off can now ship goods in and
out. Areas that took days to reach now can be reached in a

matter of hours.

Policies are important but if the physical infrastructure is
lacking, the results will be minimal. The road and rail
rebuilding prograa has been a major reason behind the growth in

non-traditional exports.
good policies.

$.3. Marketing Systems and Business Infrastructure are also
cxucial -

The private sector proved able to take advantage of markst
opportunities to turn a quick, speculative profit. However, it
takes a long time to establish reliable market and business
relationships, and to realize the payoffs to necessary capital
investaents which will provide the foundation for sustainable
increases in production, marketing and exports. The market and
business environments are also, affected by ernment policies.
In addition, the business environment is still constra by
excessive government regulations and bursaucratic procedures
along with government parastatals that remain deainant for many
. - e e T




crops and industries. pPolicy reforms and transgort

infrastructure are important but businesses aleo require a
supportive market svstem and business infrastructure if thev are
to undertake longer-term investment,

6.4 Success Depends upon Choosing the Best Tactical Approach to
Policy Reforn

. Ma LDC
government officials are not fully convinced of the valucngf free
markets and private sector-led growth. The ANEPP used &
demonstration approach to both forsign exchange liberalization
(1.e., shoving hov the private sector would respond to higher
foreign exchange ratss and the ability to retain foroii: exchange
earnings) and to greater privats sector participation
production, marketing and export.

inpressed with the performance of the private sector and are
considering further policy reforms that will expand the role of

Lthe private sector.
$.4.2. W
v . A.1.D. successfully supported

poelicy reforms that have greatly improved the prospects for
non-traditional exports. As a tactical measure this made
sense--in 1988 Uganda had a vast array of seriocus difficulties
and A.I.D. had limited resources to tackle such problems as:
rebuilding the transport system, encouraging agricultural
developnent, and reforming fiscal and monetary policy. By
focusing on a limited sector A.I.D. vas able to successfully
apply its expertise and rescurces. Iactically, at the start of a
program, it pakes sense to concentrate on a limited and
Ranageable task., However, as a program develops A.I.D. needs %o
Rove to other, complementary reforms.

$.4,.3,

. While the successful A.I.D.-supported reforams
are important, non-traditional exports account for only 5 percent
of total exports. Uganda needs to move the other 93 cent of
its exports to a realistic foreign exchange rate and it needs to

improve its import licensing system. While A.I.D. is a
relatively small donor, it can build on its demonstrated success

vith non-traditional exports as it

sSYstenm. :

$.3 A_Sustained capacity for Policy Analysis Supports the Reform
Exocess

In Uganda at the present time, ‘there are in place several Xkey

factors wvhich appear to facilitate market-oriented policy reform.

There are: a) a critical mass of policy decisionmakers, b) open
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and honest debate on proposed neasurss, ¢) a steady supply of
empirical analysis supporting the policy options presented for
action and d) a supportive body politic. The country's recent
history suggests that the economic goals toward which it is
striving can be reached. Repudiation of econocmic amismanagement
and political repression of the Amin era may also maks the rsform
task more accsptable to the majority of Ugandans.

A.I.D. has made a significant contribution to assuring that there
is a steady supply of empirical analysis in the consideratiocn of
policy options by its support to EPADU. Currently, hovever, the
functions that EPADU is undertaking are partially trade peolicy
analysis and partially exporter advisory services. These
"functions fall within the purvievs of two different ministries at
best, although the latter may mcst appropriatsly be a private
sector function. Morsover, as nowv planned, BPADU will be
disbanded when A.I.D. support ends.

Rolicy reform process with a constant flow of emprirical
analysis. provision should be pade at the outset for Government
support to such capacity in the long term. Items to be
considered include: the appropriate institutional location for
such a function and rscurrent cost financing,

6.6, Adequate Bassline Data Collection and Monitoring are a Must
if the Benefits of the Reform Measures are to be Fully
Measured

The ANEPP design document detailed an extensive, and probably
impractical, data collection, monitoring and reporting plan. The
original design of the technical assistance component suggested
that it would largely be responsible for these activities, but
that was not fully translated into the terms of rsference for the
technical assistance contract, or into EPADU's terms of
reference. Thus, the actual benefits of this program to the
Government of Uganda as wvell as to the groups of beneficiaries
identified in the design remain the source of speculation. The
data on licensing, although indicative, is unreliadle and has
created inflated expectations of economic performance in the
changed environment.

aspects of program implementation. Simple, indicative indicators
nust be chosen and reqularly sampled, supplenented by in-depth
case studies to better understand causality,

6.7, Foreiqgn Exchangs Subsies Should be Avoided

Throughout the program A.I.D. provided C.I.P. rescurces at the
official exchange rate. The parallel rate vas almoet alvays much
higher. 1Importers vere sager to recsive a C.I.P. allocation,
since imports vere scarce, and they wers receiving cheap foreign
exchange (often at half the free market rats). There may have

L
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been scme justification in 1988 to provide a subsidy to put life
into Uganda's moribund non-traditional export market. Now that
exporters have become established, and now that the parallel
foreign exchange rate applies to most privats sector imports and
all non-traditional exports it makes little sense to provide CIP

importers with a windfall profit. A,I.D, should not provide
cheap foreign exchange. Any exceptions should be for very
specific purposes and for a very limited time period,

6.8 Administrative Allocation of the C.I.P, Subsidy Sets a Bad
Exanple

The USAID Mission decided, on a case-by-case basis, vhich C.I.P.
commodities could be imported and vhich firms would recieve the
imports. Only a very few importers vers lucky enocugh to received
the cheap C.I.P. imports. Other firms did without imports or
paid the higher free maket price. A.I.D. would not have to be
involved in administrative allocations if the C.I.P. dollars
moved at the parallel foreign exchange rate rather than the
overvalued official rate.

A.I.D. should adequately inform the whole business community
about the availability of A.I.D. resources. If A.I.D. really
vants to promote private sector growth, and if A.I.D. really
believes that governments "should let the market decide resource

allocations®, then

impact.rpt 8/30/90




THE ANEP COMMODITY IMPORT PROGRAM

P Rational

The heart of the ANEP program was the policy reform package,
designed to promote non-traditional exports. With the new
policles, exporters would have the incentive to increase
exports. Most of the new policies could be put in place by
the Government through the announcement of new administrative
regulations. While it was fairly easy to put the policies in
place, they would be meaningless if the private sector lacked
the resources to take advantage of the new opportunities.
Exporters faced a number of constraints: overall economic
activity was severely depressed; since exports had been
depressed for years, production of export crops was also
depressed; export infrastructure was almost non-existent; and
probably most important -- there was almost no foreign
exchange available to import inputs needed in the productioen
and processing of export crops. While it would take time to
increase overall economic activity and to improve
infrastructure, there were some commodities that were
immediately available, for export. With the proper price
incentives these crops could be exported. In the shortrun
the key constraint was the lack of critical inputs that were
essential to any export effort.

CIP Operations

The ANEP provided a $12.5 million commodity import program
(CIP) to finance the import of inputs needed by private
sector producers and exporters of non-traditional crops. CIP
commodities could be imported from any "free world country"
(A.I.D. source/origin Code 935). The commodities eligible
for CIP financing were limited, and targeted to those that.
supported non-traditional exports. They included: seasonal
inputs (seeds and fertilizers); intermediate goods such as
steel for the domestic manufacture of farm tools; and jute
bags and packaging materials used in the collection and
export of non-traditional crops. As the CIP evolved over
time, the eligible list was expandod. The procedures used by
the private sector to access foreign exchange under the
Government’s Open General Licensing System were used for the
CIP. The only additiocn to that process was A.1.D.’s review
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and approval of each transaction, to assure that the
commodities were consistent with the objectives of the ANEP
program. The CIP would generate local currency counterpart
which would be used for projects that supported ANEP
objectives.

The ANEP CIP was obligated in August 1988. By January 1989 a
$7.5 million Letter of Commitment had been established for
the first tranche of funding. By June 1989 the CIP process
was moving along smoothly == A.I.D. had received 27 import

. applications and had approved transactions valued at
approximately $2 million. A problem developed with the
exchange rate. The official exchange rate was USh 200 = $1,
the parallel rate was over 400 and the Government’s Special
Import Program used a rate of USh 400 = $1. The Ugandan
Government wanted the A.I.D. CIP to move at the 200 rate
while A.I.D. wanted to use the 400 rate in order to eliminate
windfall profits. There was. an impasse and CIP
disbursements ground to a halt. By July 1989 the official
rate had been raised to nearly 400, which was by then close
to the parallel rate. The problem was solved and CIP
disbursements resumed. However, for more than a year, there
had been no CIP disbursements. 1In addition, the delay in CIP
disbursements also meant that local currency was not being
generated. The limited amounts of local currency available
were programmed to support EPADU’Ss operating costs and the
USAID Mission’s Trust Fund.

At the time of this evaluation (August 1990), CIP
disbursements are moving rapidly (nearly $5 million out of
the first tranche of $7.5 million has been approved) and
A.I.D. is preparing to put the second tranche of $5 million
in place. The eligible commodity import list has been
expanded from the previous 8 items to now include all A.I.D.
eligible commodities. Table X lists total CIP approvals
through July 1990. The major item, at 63.8 percent, is bags
(jute and woven plastic). The other major items are
fishnets, 10.4 percent, and fertilizer, 9.0 percent.

CiP -Impact

Data were collected from all ‘of the firms that have (1)
imported CIP commodities and (2) have already used those
commodities to promote non-traditional exports. These firms



imported: bags for the export of simsim (sesame seed) and
beans; fishing nets and outboard motors; and steel for the
manufacture of farm implements.

Those that imported bags had previously been unable to obtain
the quantity and quality of bags needed for export. Through
the CIP they received the bags they needed at a price that
was at least 50 percent below the local market price. They
were able to profitably export to nearby regional markets and
overseas markets. These traders had only a small increase in
théir own employment levels. For this year, the main
beneficiaries have been the traders and exporters. The
farmers were able to dispose of all of their surplus but they
were not able to increase their productiocn this year. 1In
effect, this year, local production was diverted from local
consumption to the export market. Next year the case may be
different. The growers of beans, and particularly simsim had
previously produced only a small surplus for trade or barter
in village markets. This year they were able to sell all of
their surplus for cash. This was of particular importance
for simsin, which is grown in the semi-arid north where cash
income is low. For the first time in many years those
farmers sold all of their production, and possibly some of
their reserve stocks for cash. As a response to this year’s
sharp increase in export demand, many traders and exporters
expect simsim production to double next year.

The importer of fishing nets and outboard motors scld those
products to individual fishermen, mainly near Lake Victoria.
As a result of these inputs and other factors, the fishing
industry is growing. Traders report that there has been an
increase in the number of fishing boats, there are 3 new fish
packing plants and a number of small, informal processors

have expanded their operations.

The firm that imported steel, manufactured 52,200 pangas A
panga is the East African machete which is one of the major
farm implements of small-scale farmers (the other being the
hoe). Almost all of these pangas have been sold and are
being used by farmers to produce a wide range of crops.

Eindings and Lessons learned,

fficu d n d £ n

the CIP component of policy reform
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The CIP clearly satisfied the objectives of the ANEP
program == inputs were directed to firms that were able to
increase non-traditional exports. In most cases the main
beneficiaries were exporters who were able to increase their
sales and cash income. The effect on smallfarmer income is
less clear.

Non-traditional agricultural exports did increase. It is
probably unfair to give complete credit to ANEP. During 1988
and 1989 the weather was ideal (agricultural growing
conditions were excellent), civil security improved and an
improved road network allowed crops to be easily shipped to
market. As a result prices were lower (in fact extremely
low) for some crops. The farmer’s increased production and
marketable surplus was sold at a lower per unit price.
However, some of the production that would have been sold on
the local market was diverted to exports. From the farmers
perspective, it is not clear to what extent the increased
production and increased exports were affected by the lower
ovarall price level. Therefore, it is not possible tc link
the CIP to increased farmer income.

m d Fu I

Nearly 64 percent of CIP imports were gunny bags or woven
plastic bags. A.I.D. has received a large number of requests
for bags under the next CIP tranche. In many respects the
CIP has become a "bag program."™ Bags were an easy and
effective item that allowed exports to take place quickly.
For the longerrun, if A.I.D. wants to target its commodities,
it might make more sense to choose commodities that have
linkages to local industries, that will create more
employment, and will create local value added (i.e.,
imported inputs that can be processed or used by local
manufactures).

Eoreian Exchange Sybsidv

Throughout the program A.1.D. provided CIP resources at the
official exchange rate. The parallel rate was almost always
much higher. Importers were eager to receive a CIP
allocation, because imports were scarce, and because they
were receiving cheap foreign exchange. There may have been

T \n — - o e g o gy e -
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some Justification in 1988 to provide a subsidy to put life
into the moribund non-traditional export market. Now that

exporters have become established, and now that the parallel
foreign exchange rate applies to most private sector imports

and all non-traditional exports it makes little sense £9Q

vi CIP importers with a windfall profit.

CIP Tar in

The CIP was originally limited to 8 commodities for firms
that weculd use the commodities in support of non-traditional
exports. Every CIP trarsaction was carefully examined and
approved by the USAID Mission. Even with the expansion of
commodity eligibility, the process was very interventionist,
with A.I.D. deciding which commodities and which importers
could benefit from the program. This approach may have made
sense when the economy was severely depressed and non-
traditional exports were insignificant. It makes much less
sense now. A final factor is A.I.D.’s interest in reducing
the Ugandan Government’s regulations and control of exports.
A.I.D. wan the Governmen u its administrativ

ntr A.I.D hould X le.

CIP vs a Cash Transfer

If it seems that improved policies will accelerate non-
traditional exports, then A.I.D. does not have to subsidize
importers and does not have to do administrative targeting.
Since CIP procurement is already open to most countries

(under A.I.D. Code 935), A,I.D could shift from a CIP to a
cash transfer mechanism,

B:\JOE.CIP
8/5/90
Revised 8/6/90
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Commodities Financed Under The
Uganda Commodity Import Program
(as of August 1, 1990)

COMMODITY QUANTITY AMOUNT Percentage
{dollars) —Shazre
Jute Gunny Bags 5,530,400 $2,830,980 §7.7
Danier, Plastic Bags 525,200 300,000 6.1 .
Fishnets 66,300 512,668 10.4
Fertilizer 1,000 MT 441,500 9.0
Fruit Processin Spares  Assorted 192,893 3.9
Improved Seeds Assorted 187,883 3.8
Fruit/Vegetable Cartons 206,000 180, 4490 3.7
Boat Engines 100 131,999 2.7
Panga Materials Assortod 93,519 1.9
Carnation Cuttings Assorted 22,060 0.5
Apple Pectin 1 MT 13,618 0.3
IOTAL $4,907,518 100.0 &
JOE.CIP
8/6/90




The Importance Of Non3Pfce Factors
On Non-Traditional Exports

Transportation

The transport network -- road, rail and air -- provides the vital
links between the farmer and the foreign consumer. Unfortunately,
the years of political and economic turmoil greatly damaged the
system. By 1987 the road network was in extremely bad shape. Most
feeder roads were virtually impassable. The trunk roads were pot-
holed and severely damaged. They were driveable, but only at slow
speed and with the risk of severe vehicle wear and damage. In the
last 3 years most of the trunk roads have been rebuilt and work on
the feeder roads is just starting. Areas of the country that were
completely cut-off can now ship goods in and out. Areas that took
days to reach now can be reached in a matter of hours. A similar
effort has been launched to upgrade the railroads. While in 1986
only 264,000 tons were carried by rail, the tonnage had increased
to 912,000 tons in 1989. Aircargo facilities at Entebbe Airport
are outdated and inadequate and have not been improved.

Policies are important but if the physical infrastructure is
lacking, the results will be minimal. The road and rail rebgilgigg

am_h baen mado reason h n -
nal O n m importan
good policies,
Export Procedures

The proliferation of government agencies dealing with non-
traditional exports, while intended to lend support to exporters
has actually had the effect of complicating the export process.
To correct those problems, therse have been a number of improvements
in the administrative systea. While the process is still
cumbersome, the uncertainties and the long processing time has been
greatly reduced. Non-traditional exporters are generally satisfied
with the progress in streamlining the system and look forward to
more promised improvements. '

eXporters are encourade by these changes.

41 Non-traditi

Rarastatals

Government corporations previously had complets control of the
export of all commodities. In the last year two years they have
lost their monopoly povwer on all but coffee, tea and cotton (and
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- those are being reviewed now). The fact that parastatals have lost

their monopoly control, and their financial blank check with the
Government, has greatly encouraged the private sector. A number
of firms have recently entered the export market. While it is too
early to fully assess the impact of these changes, it appears that
exports will be handled more efficiently under the new competitive
gonditions.

Nonprice.Joce
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Policy Docisionnhkinq and Implementation
Affecting NTE in Uganda

Ihe Actors

There are several key entities in macroceconomic and trade policy
formulation and implementation in Uganda. These include, in the
executive branch, the President, the President's Economic
Committee (PEC), the Ministries of Pinance (encompassing customs,
taxation and central banking functions - MFIN), Planning and
Econcmic Developaent (MPED), Commerce (MC), Agriculturs and
Forestry (MAF), and Animal Industry and FPisheries (MAIP). Also
important for furthering the development of NTE because of the
serious infrastructural constraints are the Kinistries of
Transport and Communications (MTC) and Works (MW). The Natiocnal
Resistance Council (NRC), Uganda's legislature, also plays a
significant role. The donors provide both technical analyses and
advice as do the Ugandan private business and state owned
enterprise sectors. The donors are also perceived as scmetimes
wielding their considerable financial resources as a prod to

certain policy changes.

The Decisionmaking Process

The example of the adoption of policy measures related to non-
traditional exports illustrates the procedure for policy

decisionmaking. An analytical paper,
- ; Vas prepared by

the Export Policy Analysis and Development Unit (EPADU) in the
MPED. During preparation, the paper had been discussed with
USAID, the principal donor supporting trade secior policy reform.
The paper was then revieved at the staff level by various
sections of the MPED, and subsequently, on recommendation of
staff, adopted by the Minister, MPED. The Minister then
circulated the paper to Cabinet for review prior to presentation
at the PEC. Thers vas serious opposition from at lesast one
ninistry, which requested that the paper be vithdrawn froa
consideration by the PEC. However, the acting chairman of the
PEC permitted the paper to be tabled. The EPADU Director
(principal author of the policz paper) vas invited to the PEC to
explain and defend the conclusions and recommendations. After
considerable internal discussion, most of which was actually on
the issues and not arguing matters of bureaucratic turf, the PEC
adopted the paper. Many of the individual recommendations wers
then incorporated in the President's 1990-91 budget speech.

Some of the key recommendations that have moved to almost
immediate implementation include:

- appropriats valuation of the oxéhango rate
. I
p




a N €
- unrestrictad use of foreign exchange earned by NTZ

exportaers
- one-stop processing of licenses and certificates

- multiple export licensing/certification (i.e., time-
rather than commodity-limited permit system)

- reduction of red tape in licensing

- improvement in terms of air transport (removal of
Ugandan Airlines monopoly and other bureaucratic
controls and fees; payment of air freight charges in
local currency)

- pronulgation of an investzment code that will attract

foreign capital.

It should be pointed out that on recommendations such as the

legalization of the kibanda rate and the 1ifting of restrictions
on uses of forex, other voices in the GOU, the private sector and
the donor community were in the chorus, so that no one actor can

claim full credit.

The private sector, as vell as stats-owned enterprises, have
several vehicles available for making their positions known. A
large firm's managing director can seek, and usually obtain, an
audience with a minister or deputy minister. Monthly luncheons,
in which a representative of government (and sometimes of the
donors) is invited to speak on a specific topic and to respond to
questions from the audience, are held by the Uganda
Manufacturers' Association. Documents are sometimes prepared by
the private sector or SOEs related to their own financial
requirements wvhich then illustrate to decisionmakers some of the
issues with wvhich the productive sector of the econcay is
contending. Pinally, there are informal channels. Uganda is a
relatively small country, in vhich many of the elite class now
leading government and industry vere classmates in secondary
school or university, age mates in their communities or
colleagues in their first employment. These individuals often
socialize together and use such occasions as an opportunity to
discuss business matters.

It is less clear that entrepreneurs vith smaller firms and fewver
contacts have easy access to decisionmakers. In scme instances,
the interests of larger firms and smaller converge, but in
others, lack of appropriate channels may preclude decisionmakers .
‘from understanding the constraints experienced by nev entrants or
small businesses. This emphasizes the importance of an objective
analytical base, and perhaps points to the need for special
sfforts at ocutreach to small entrepreneurs and nev businesses.

Belicy Implementation

Although the team was unable to spend a satisfactory amount of
tine investigating policy implementation, one or two examples
actually observed by the team suggest that implementation is
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uneven. A positive example relates to the legalization of the
kibanda rate and the foreign exchange bursaus. A negative
example might be the fact that the customs officers in Busia
appeared unaware that the export-import licensing system had been
modified in 1989 to permit the establishment of foreign exchange

ratention accounts.

The decision to legalize the kibanda rate was announced in the
President's budget speech of June ??, 1990. The effective date
of the liberalization was to be 77?7 1990. The team arrived on
July 18, 1990, and found that foreign currencies vere, indeed,
readily and openly being éxchanged, but that the markets wers as
yet disorganized and lacking information regarding relative
rates. Within a few days' time, all forex bursaus had ratess
posted, and, according to newspaper rsports, the rates vere
rapidly converging from one bureau to the next, although there
was some competitive pricing to try to attract foreign
currencies. Similarly, the team found open exchanging of foreign
currency taking place at the border posts visited, although
formalized offices with posted rates wers not evident.
Authorities wers not, howvever, interfering with the informal
trade (perhaps because the quantities involved were small).

News regarding foreign exchange regimes may travel mors quickly
than news about changes in bureaucratic rules and regulations.
Although the word of open trading at parallel rates wvas quickly
translated into practice, such was not the case with the change
from export-import licensing to the ability to create retention
accounts in a commercial bank, at least for the customs agents in
Busia. When asked to explain the system, they pointad out that
an exporter had to bring in the same value of goods as that
allowed under the export license. Asked specifically whether
exporters had to bring in an equivalent amount, both officers
readily affirmed that this wvas the case. It may have been that
because the volume of trade passing through the border at Busia
wvas so small (other than petrol, wvhich is fully controlled), and
participants in the retention account scheme so few, that the
officers had not actually encountered the situation. Still, it
is expected that a requlation promulgated a year prior to the
tean's visit, and fundamental to the work of the Customs offics,
vould have been better disseminated among employess.

Sustainabjility of Policy Reform Process

There are three major endogenous factors in assuring a
sustainable policy reform process. The first is analytical

capability at the vorkinz level of policy options formulation and
the willingness of decisionmakers to demand and use empirical

information. The second is an implementation and feedback systea
that. works. Both of thess havd been discussed above (feedback
wvas operating through public and private channels in the kibanda
legalization example). The third is political support to

3
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staying in office (the latter a given for any peolitician).

In regard to political will, and the political support on vhich
it is based, Uganda has had a difficult history. Thers are
several reasons for guarded optimism since the advent of the
Museveni goverument. Por the visitor rsturning to Uganda after a
six-year hiatus, the sense of security cited by Ugandans who ars
asked about changes since the early 1980s is immediately
noticeable. Private citizens no longer fear being accostad by
soldiers or police seeking money, or worse, seeking to brutalize
whoever crossed their paths. Many express sadness over the loss
of 20 years' time during which development could have occurred.
There is apparently a broad understanding, at least among the 10
per cent urbanized population of the need for a rsalignment of
the economy. There is also a broadly-based desire for a respite

from civil strife.

There are other indicators of a more open and supportive
political climate. The press appears to operate in relative
freedom, including newspapers published in local (minority)
languages. Almost every day the Kampala-based daily publishes
accounts of corruption and wrongdoing by public officials. These
are coming to light under the auspices of a Public Accounts
Committee that is examining the performance of various GOU
entities and of highly placed individuals within them. Other
signs are the free and fully participatory elections at the
village level of the Revolutionary Council system, the relatively
good record of the government on human rights abuses and reports
of (as well as a few personal encounters with) returned exiles,
many with high levels of education and skills.

Sustainability of the Policy Reform Process

If key factors for a sustained policy reform process are a
critical mass of fundamentally intelligent policy decisionmakers
receiving sound empirical analysis on the one hand and popular
political support on the other, then Uganda is comparatively wvell
endoved. The Museveni government's pragmatism is exemplified by
the policy turnaround experienced between 1986 and 1987. Wwhen
the government initially came to powver, it had broken with the
IMF and pursued policies that led to significant inflatioen,
expansion of the money supply (ete., ete. - ED/JOB, CAN YOU ADD
SOMETHING HERE?). Within one year of its accession to power, the
GOU's own economic analysts had determined that this course vas
unsustainable, and, after debate and discussion, the government
changed policy course, came to an agreement with the IMF and
World Bank, and has emphasized stadbilization and sudbsequent
adjustaent since that time. (See the macro section on wvhat has
been done and what remains.) Another example is its willingness
to acknovledge a fairly good economic track record established by
the Obote regime in the 1981-83 period. Many of the same
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technical-level persons vers involved in crafting and
implementing that set of reforms, and the current government
implicitly acknowledges that in its discussions of recent

economic history.

The stabilization and adjustment process must be underpinned by
popular support if it is to succeed. Thus far, that support has
been forthcoming, for many of the reasons cited above. There is
legitimate concern and continued discussion over the following

kinds of issues:
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- once the IMF loans come due, the ability to maintain the 5-7
per cent annual growth rate vill become questionable, thus
the average Ugandan will not be feeling as directly the
benefits of stabilization and adjustment;

- after 20 years of decline and 15 years of disinvestment (the
Amin period and the var years), there is & minimal
rehabilitation of productive infrastructure and investment
in social services, including education, that need to occur
to attain previous levels of GDP growth -- this requires new
invostmont:

- combatting resistancs to the Museveni government continues
to demand large military expenditures, which impedes the
stabilization and adjustment processes;

- expectations among average Ugandan citizens for growth and
prosperity are high, and tolerance for setbacks in living

standards can probably only be expected if those setbacks
are perceived as temporary.
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ANEP Technical Assistance Activity

Rackgroung

The ANEP PAAD described a $1.5 million technical assistance
activity as a component of the overall program. The rationale
for this component was the lack of trade policy analysis and
planning being carried out by the GOU at the time of ANEP
progran's inception. The need for a "comprshensive, medium-tera
trade strategy and program to support nontraditional exports® was
cited. An additional requirement was support to the private
sector "to directly and indirectly expand its role in the export
- of nontraditional crops.® It was also noted that "the country's
trade regime requires diversification and direction on the export
side, and streamlining of administrative arrangements to
encourage greater private sector trade through formal channels.”

The above rationale led to a covenant with the Government of
Uganda to establish an Export Trade Policy Analysis and
Monitoring Unit within the Ministry of Planning and Economic
Development (MPED). The name of this unit was subsequently
changed to Export Policy Analysis and Development Unit (EPADU).
That unit was to be responsible for trade policy analysis and
progranm monitoring. Additional technical assistance funding was
provided to "expand the capacity of the Ugandan private sector to
implement the strategy and to continue dialogue with the GOU on
further policy and institutional improvements; and . . . improve
the knowledge of private marketing agents and exporters on the
structure and functioning of international markets for Uganda's
actual and potential (non-coffee) exports.”

At some point during program implementation, the responsibilities
for trade policy analysis and export promotion wers amalgamated
within the EPADU mandate, and program monitoring. According to
the unit vas supposed to "receive monthly reports from both the
central bank and the Ministry of Commerce regarding foreign
exchange approvals, import license approvals, drav downs on the
central bank's EPFRP funds, record of imports financed, name of
importers and shilling deposits into the ANEPP Special Account.®
It was then supposed to “"set up a computerized tracking network
to identify the location of program resources, at any given time,
and the quantity and types of commodities actually imported,® as
wvell as tracking "compliance with A.I.D. Regulation 1
requirements.® As EPADU evolved more into a line unit within the
GOU, these monitoring tasks were partially assumed by A.I.D., but
aany vere simply forgotten.

The PAAD stipulated the provision of one long-term (at least 24
person months) agricultural trade economist as technical
assistance to BPADU (at $431,000). Short-term technical
assistance (16 person months) and training vers also envisioned,
and $790,000 were budgeted for activities such as: 1) market
surveys to identify major external markets; 2) collection and
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) dissemination of market/trade intelligence data; 3) seminars and
workshops on a variety of specialized topics; 4) advisory
services on packaging, quality control, export pricing and
financing and 5) other specialized technical assistance as may be
required. Support for the purchase of related office equipment
and vehicles vas provided at $75,000, an evaluation vas
programmed at $50,000 and inflation contingency accounted for the
balance of funds to bring the total to $1.5 million over two
years. EPADU's recurrent costs, payable in Uganda Shillings,
such as Ugandan staff salaries, petrol, etc., were to be provided i
from the local currency generated by the sale of commodities
under the CIP compeonent of the ANEP progras.

Activities to Date -
The unit wvas formally established in Auqust 1989, and an
agreement was signed for the rental of offices in Impala House at
about that time. A $1.25 million contract to provide the long-
term technical advisor, the short-teram tachnical assistance, the
training and related commodities vas signed with louis Berger
International, Incorporated (LBII) in August 1989. The U.S.
long-term technical advisor arrived in September 1589, and the
EPADU Director was appointed in October 1989. Extensive
renovation was begun on the office space, which, as of July 1990,
had not yet been completed.

However, the offices were occupied in January 1990, office
equipment was installed and additional professicnal and suppert
staff vere hired, so that by PFebruary, 1990, the unit wvas fully
operaticnal.

The professional staff configuration of EPADU as of July 1990 is
as follovs:

Director: Professor E.O. Ochieng
Trade Specialist: N.N. Waniala
Economist: A.0. Etiaiszi

Agricultural Bconomist: W.H. Ainebyocna
Agricultural Economist: P. Nyabuntu
Marketing Specialist: B.M. Sekabembe
Data Specialist: ??

Five of the seven professionals at EPADU are on leave without pay
from a GOU agency (including Makerere University, Bank of Uganda,
Ministries of Agriculture, Planning and Economic Develcpment, and
Cooperatives and Marketing). Two professionals wvers recruited
from the private sector.

The first long-term technical advisor, Thomas Bennett, served in
EPADU from September 1989 until} January 1990, vhen he vas
terminated due to dissatisfaction with his performance. The
position descriptions for an Export Promotion Advisor and Trade
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Policy Advisor vere rewritten after Dr. Bennett's termination.

An Export Promotion Advisor, Peter Steels vas intervieved in may
1990 and began working with EPADU in July 1990. Plans to recruit
a sacond long-term advisor have been delayed until a PAAD
anendment for an additional $1.5 million could be signed, and the
contract with LBII amended. The PAAD amendment was authorized in
late July 1990, so contract amendment and recruitment had not yet
begun at the time of the impact svaluation.

A fev short-term technical assistance activities have been
provided to the unit under the LBII contract. Two consultancies
by Dr. Walter Hecox, a macroeconomist, whose firm is a
subcontractor to LBII, have provided an initial organizaticnal
assessaent and some background materials for the development of
the preliminary export promotion strategy. A consultancy for
computer needs assessaent and specialized training of EPADU staff
have also occurred. A packaging expert was brought to Uganda to
assess the state of packaging availability and needs, and to give
a one-day seminar to exporters on packaging.

Funds wvithin the project, but outside the LBII contract wers
granted to the African Project Development Pacility for a
Pineapple Export Pilot Project. The LBII contract vas reduced by
$96,000 in order to provide a grant in that amount for technical
assistance from Pintrac to the Ntangauzi and Vegetable Growvers
Association. A $300,000 fund has been budgeted in the grant
amendment to continue financing thess piloet and technical
assistance efforts apart from the LBII contract.

Performance %o Date

The first task of EPADU vas to produce an export strategy for
adoption by the GOU. This entailed the preparation of a sst of
analyses, or background papers, vritten in February 1990 by BPADU
staff, including: .

In addition, the long-term technical advisor, Dr. Bennett
roduced the folloving relevant papers, though they vers not used
the strategy formulation:
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Dr. Hecox, the short-term advisor from LBII contributed Ugandan
H in

August 1989, and a subsequent brief report in February 19%0. The
earlier report was a general overview of the economy, which wvas
consistent with the PAAD analysis of August 1988, and sone
reconmendations for analytical and programmpatic tasks for EPADU.
It was essentially written directly to A.I.D. The team did not
have an opportunity to review the later report, but is informed
that it did not very directly influence the shape of the
prelininary strategy document ultimately prepared by EPADU. -
During March, 1990, a series of discussions vas held among EPADU
professicnal staff, the USAID Project Development Officer, Alan
Lessik, and Dr. Hecox on both content and format issues related
to the development of the strategy. The Director of EPADU
prepared the final paper, and on March 28, 1950, the Preliminary
- vas
presented to the Minister, MPED for review and adoption by the
Ministry and subsequently by the President's Economic Committae

(PEC) in May 1990.

Since that time, EPADU has been working on a number of follow-up
activities, including:

- a survey of exportars to determine the impact of the
pelicy reforms undertaken since 1988;

- a survey of producers to determine the impact of the
policy reforms:

- inventorying information on external markets and
providing it to exporters in a usable form;

- surveying commercial banks to assess the impact of the
1989 establishment of forex retention accounts;

- an assessaent of the cold storage facilities at
Entebbe:;

- a8 review and critique of the liberalizations announced
in the 1990-91 GOU Budget Speech and the plans for
inplementation of same;

- development of information for exporters on guidelines
and operations of the forex bursaus.

In addition, the Export Promotion and Development Advisor has
develcped a set of recommendations related to the organization
and wvork planning of EPADU, vhich vas not yet available for
revievw by the impact evaluation teans.

Analvsis of the Technical Assistance Activity under ANEP

The ANEPP design accurately identified the need for the GOU to
focus on trade policy analysis and planning. The requitement for
assistance to the privats sector in export promotion has alse
been borne out by the number of requests to EIPADU and directly to .
USAID/Kampala for information and/or assistance in various
aspects of business development for export. Establishment of a
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unit within the GOU, and A.I.D.'s initial capitalization and
recurrent cost support to that unit have been critical to the
production of a preliminary export strategy, and to the inception
of activities to monitor the impacts of trade policy reform.
There is an eccocnomy-of-scals argument that can be made for
government involvement in promoting a country's exports in a
least developed country such as Uganda, as well as in providing
variocus kinds of information and other services for which privats
gain is difficult to capture. As private sector capacity to
advise individual exporters on specific aspects of their
businessss expands, however, the rationale for exclusively public
sector involvement will fade. Donors should be consciocus of
assuring that the public sector does not crowd out the private
sector in service provision over time, but does maintain those
roles for which no private gain can be captured.

The means by which the trade policy development and monitoring
and export promotion objectives were addressed under ANEPP have
raised a number of issues discussed in the paragraphs below.

Location of EPADU's Functions within the GOU. The BExport Policy
Analysis and Development Unit has been established within the
Ministry of Planning and Economic Development. Although that
ministry has an important role in the government's development
policy and strategy formulation, it is normally not responsible
for implementation of assistance to the private sector in export
promotion. . In Uganda, that role is usually taken by the Kinistry
of Commerce (MOC):; plans have been drawn up by the UNDP to
provide assistance to the HOC's Export Promotion Ceuncil to take
on many of these responsibilities. Officers of EPADU have
indicated a wvillingness to amalgamats its export proamction
functions with MOC, should the latter's capacity be improved, and
A.I.D. should be villing to support this move. The NOC is also
reviving and upgrading its policy formulation and research
capacity, which will again overlap with EPADU's efforts. As
EPADU has no financial viability beyond the life of the ANEP
program, efforts to merge these two units should be objectively
considered by A.I.D. Its principal criterion should be
sustainability. Capacity should be developed in the
organizational context most appropriate to the GOU and to the
unit's potential clientels.

Bffectiveness of the U.8. Technical Assistance. The U.8.-
provided technical assistance has had, at best, a mixed result to
date. The economic analysis capacity appears to have had no
impact on the major effort of developing the preliminary export
strategy, although the project officer played a very useful role
and, in scme senses, provided the kxind of technical input that
the program-funded assistance failed to provide. The packaging
and computer experts offered a-specific service that vas valued
and not available within Uganda. As the Export Promotion and
Development Advisor had only just arrived at the time that the
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evaluation wvas undorﬁakon, it was too early to assess his
contribution. : :

The strong showing of EPADU despite the poor record of the U.S.
technical assistance as far as trade policy and organizatiocnal
advice i{s concerned suggests that 1) an inadequate assessment of
the state of available, qualified Ugandan perscnnel to staff a
trade policy analysis unit was undertaken during program design,
2) the assumptions that an expatriate advisor is required to
"shape and guide the unit into a highly productive team that will
utilize the talent within. . .®* and "to take the lead in i
promoting an entrepreneurial spirit vith in {sic] the Unit®
(March 30, 1990 PIR) are not valid. It suggests that a mors
consultative approach, vith the Ugandan staff firmly in the lead, .
should be taken to assessing and meeting additional tachnical
assistance needs in the policy analysis area. This kind of
process seens to have obtained more readily in the area of export
promotion assistance. The Export Promotion and Development
Adviscr appears also to have taken cover the role of assisting the
Director to establish the necessary organizational parametars of
the Unit (i.e. workplans, a more hisrarchical structure as a
means for assuring that decisions are taken in a timely manner).
Clearly, there is an element of personality in the effectiveness
of any advisor, but the above speaks mors to accurately
determining the type of need before assuming that A.I.D.'s
standard approach of long-term technical assistance is
appropriats.

Contract Terms of Reference and Position Descriptions. The nixed
record of the U.S. technical assistance also points up the need
for clear, realistic terms of reference. The LBII contract lists
a series of expected outputs, but does not clarify which are
expectad of the contractor as indicators of adequate performancs,
and which are expected of BEPADU as a unit. The original
individual scopes of work for the Trade Policy Advisor attempted
to compensate for the fact that the technical assistance package
had been curtailed from an earlier two long-term positions to one
at the time of PAAD approval. Thus, it loaded into one positica
description the tasks of two persons. The current set of two
teras of refersnce for the Trade Policy Advisor and Export
Promotion and Development Advisor appear almost reversed in title
and function and to have significant overlaps. This overlap .
brings into question the need for A.I.D. to provide the level of
long-tera technical assistance that it proposes for the period
July 1990-1993. .

In regard to the training aspects of ANEP, two of the EPADU staff
vere attending a short course at Earvard Instituts for
International Development during the evaluation team's visit.
Thus, it is not possible to assess the efficacy of the offshore ;
training. Although the packaging seminar presenter vas valued

for his technical assessment of the packaging production industry
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in Uganda, no follow-up had been conducted with participants {n
the packaging seminar, so it was likewise impossible to deteraine
the effectiveness of the short-term technical assistance in
providing targeted information to exporters.

In addition to the matters of organizaticnal sustainability
raised above, there is a serious concern from the point of view
of recurrent costs. At present, EPADU i{s fully funded by the
ANEPP and its local currency generations. FPFunds must either be
allocated from the GOU budget after the end of the prograa, or a
means nust be sought for EPADU (or its successor within the MOC)
to be at least partially self-supporting, for exaapls, by
charging a fee for its services to exporters.

EPADU.JSA




PR s ¥ R e el T N

*h ¢

Mission Hinaqcncnt of ANEPP

Policy Dialoque

Mission-GOU policy dialogque on the major issues of ANEPP (l.s.,
foreign exchange regime, reduction of bureaucratic controls on
exports and greatsr involvement of the private sector in all
phases of NTE production and marketing) was carried on at a very
senior level on both sides. This had its strengths and
veaknessss. On the one hand, it lent a gresat deal of credibility
to decisions reached. On the other hand, it probably led to sone
slowness in implementation because thoss vho actually had to put
the decisions into operation had not been adegquately prepared by
involvenment in the process. The kind of dialoque in vhich the
Mission engaged vas very effective for decisions that could be
taken by and inplenented by small numbers of pootlc. 8o, for
example, the decision to establish a dual licensing system vas
followed by effective implementation of that systaa. BHowvever,
although there was high-level agreenent to streamline the export
licensing process itself, the team found that this decision had
only partially been implemented.

The Mission worked well with other donors, esach of whom appears
to have found a comfortable niche in the dialogue in Uganda. The
Mission's particular niche was at a senior level, conducted
largely by an individual vith extensive background and training
in economics. The Mission both provided information and served
as a sounding board for GOU proposals. Recently, the Mission
contributed an economic background paper, Trade Policy and

v , tO
the World Bank's Econcmic Recovery Prograam II design. The paper
was drafted by the Assistant Director. A.I.D.'s overall stance
in policy dialogue can be characterized as positive, encouraging
and collegial, and key to the realization of the export/import
licensing schenme. o

Equal credit for effective policy dialogue in Uganda must de
given to the Government of Uganda interlocutors, and to an
increasingly articulate privats sector. 1In this gtq:z;nzgo
Mission found like minds and a pragmatic; receptive’ .
EPADU, in its six month of full operation, has made & significant
contribution to strengthening the GOU in bringing empirical
analysis to bear on policy probleas. .

If the Xission's approach has any dravbacks, it is that thers is
heavy dependencse o a fev key players, vho, as vith any
government, are vulnerable to replacement or repositioning at any
time. It also ignores the important task of cultivating those
wvho will be responsibls for implementing the policy changes, and
that can, and in this case did to some degree, lead to
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unnecessary rivalry and to delays in operationalizing policy
decisions. The best example of this is the partial
implementation of license procedurs streamlining, which is under
the purviev of the Ministry of Commerce, an organization with
which USAID has not been intsnsively dialogquing.

Program Desidn

A word must be said about the design document on which the
program was based, if cne is to understand some of the problens
of implementation. The document wvas, in general, long on
economic theory and short, self-contradictory and confusing on
inplementaticn. Thers vers, for example, no

- program logframe
- a realistic implementation plan
- specification of the locus of trade promotion activities.

Moreover, nonproject and project assistance elements vere
intermingled in the document. This has led to subsequent
inefficiencies and confusion. A prime example is the two-part
amendment process now going on. The project was aaended once in
August 13990 to add $1.5 million for technical assistance and to
change the PACD. A second amendment, scheduled for September
1990, will add $15 million in ¢.I.P. funds with yet another PACD.
Another example is that almost all prograam monitoring and
evaluation as envisioned in the original document seems to have
fallen through the cracks. The records related to the
project/NPA components are intermixed. Having a single USAID
project number makes it difficult to understand vhether
activities are considered part of the project or the non-project
component (e.g., the small grants program), and doubtless creates
some accounting issues.

Internal Program Management

The configquration for management of this activity varied during
the life of the prograa. The Assistant Director had overall
responsibility for program management, as vell as for the
technical econoaic analysis that fed into the policy dialogue.
The Project Development Officer (PDO) was responsible for the
Commodity Import Program, supported by three local staff members.
Initially, after an applicant had received 30U approval, the
Assistant Director and PDO together made the final decisions
regarding acceptance or rejection of applications for use of the
resources available under the C.I.P. That configuration was
formalized and expanded with the addition of the Agricultural
Development Officer (ADQ) in ?? 1990.

Backstopping of the technical assistance activity vas initially i
shared betwesen the Assistant Director and the PDO. There seenms
to have been a periocd during which the technical assistance
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¢ component had no clearly designated backstop officer besides the
overall program manager. A Presidential Management Intern (PMI)
arrived in March 1990 for a six-amonth tour, and assumed
responsibility for managing the technical assistance activity.
He reported to the ADO.

Local currency tracking was carried ocut by the office of the
Controller. Local currency programming for ANEP was handled
initially by the Assistant Director. Subsequently, that task has
devolved to the Program Officer for general oversight, with input
from each activity manager.

In regard to program monitoring and tracking, the Nission data
manageaent specialist, a local hire, vas responsible for keeping
an accurate record of export-import litenses granted (with
associated information regrading type of coamodity, velune,
value, destination, etc.). Occasional reporting cables vers
drafted to A.I.D./Washington, detailing policy dialegue and
refors progress to date. Records vere maintained on i{mporter and
commodity approvals, rejections and letters of credit
established. The three local staff working on the C.I.P.
performed end-use checks of the C.I.P. commodities.

Having both project and NPA backstop report to the Assistant
Director does not seem to have enhanced coordination or impact

(witness the lack of program monitoring).

Managerial Efficiency

As noted elsevhere, because C.I.P. funds were made available at
the official (prefersntial) rate of exchange and because of the
lack of a broadly constituted selection committee,the allocation
process for the C.I.P. resulted in both preferential alleccaticn
and an adainistered allocation that impeded market signals froa
dominating the determination of uses, prices and so forth. The
criteria for C.I.P. selection may not have been adequately
publicized, but the records reveal unwvarranted intrusion in the
decisionmaking of individual entrepreneurs, and an overly-fine-
grained interpretation of many of the criteria so as to exclude
potential  importers.

Oon the technical assistance side, there vas ngain, according to
the documentary and verbal evidence, a significant level of .
second-quessing and overspecification. This at least partially
results from the lack of clarity about the ultimate objective of
the technical assistance. It remains unclear vhether
USAID/Kampala believes it is contributing to building sustainable
institutional capacity for trade policy analysis and oxgort
promotion, or whether the technical assistance was provided
largely to facilitate attaining the shorter-term cbjectives of
the ANEP program. The most recent manifestation of this lack of
clarity is the insistence upon adding a second long-tera
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technical assistance position in the face of the lack of succass
of the earlier attempts to provide additional economic analytical
capability, and an articulated preference for sslected short-term
assistance on the part of the Director of EPADU. USAID/XKampala
is currently amending the LBII contract with a position
description that is inconsistent with the recommendation for that
position put forward by the Export Promotion and Development
Advisor. If the Mission wishes the functions to be sustained by
the GOU, it must treat EPADU collegially, rather imposing A.I.D.
priorities on EPADU, which is wholly dependent on A.I.D.'s
goodwill for its continued financing.

conclusions

The fact that the policy dialogue element of this activity has
met vith more thoroughgoing success than the two "legs® on which
it stands is, at least in part, a reflection of the progras
management by USAID/Xampala. The wisdom of the requirement for a
strong design document, with a solid, realistic implementation
plan, is underscored by the subsequent confusion and hea
management burden experiencsd during implementation. It is
important that the Mission draw up a tight implementation plan
and local currency use plan for the PAAD amendment, and begin to
draw back from the very intensive management mode that has been
used to date to implement the ANEPP.

MGMT.JSA
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II.

Uganda during the 1960’s, exported a more diversified
mix of products than in the case presently. The severe
disruptions which commenced in the early 1970s wiped out all
the other commodities from the export scene and coffee was
virtually left alone contributing at one time over 98% of
total export earnings.

The last three years witnessed another tragedy when
International Coffee prices fell by over 50% and the ICO
agreement collapsed. Uganda‘’s export earnings fell from US
$ 408 million in 1984 by more than 50%.

Since the modern sector in Uganda is import dependent
its maintenance and development depend wholly on the
continued inflow of foreign finance. Therefore these
tragedies spell out doom for the economy of Uganda unless
something is done, and done quickly.

The NRM's long term development stratedgy aims at
building a strong national economy. The main element of
this long term strategy directly pertains to the
strengthening and diversification of exports. One of the
tasks of the Export Policy Analysis and Development Unit of
the Ministry of Planning and Economic Development {s to
develop a National Export Strategy for the country. Since
this task will take sometime, and action is required NOW,
the Unit has produced a Preliminary Export Strategy to
enable the government to act quickly and prevent a bad
situation from growing worse. This preliminary Export
Strategy will form the basis for the development ¢f a more
comprehensive and complete export strategy after all the
necessary studies have been carried out.

GOALS AND OBJECTIVES:

The goals of this strategy are to develop and promote
the non-traditional export trade potential of Uganda.

The specific objective is to increase the value of non-
traditional exports to over US $100 million per annum within
three years on a sustainable basis.

-
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- KEX PLAYERS:

The Key players in achieving these goals and objectives
and their roles are described below:

Government: while it is the duty of each citizen o
develop his country, the government must therefore create a
conducive envircnment for each citizen to contribute
maximally to development. It must remove all obstacles to
exporting; and provide incentives to producers, traders,
transporters, financial institutions and Consumers. It must
improve the external environment and must offer improved
facilities to exporting. The government should facilitate
profitability to all players.

Producers: Producers must ensure that commodities are
available at the correct time: in correct qualities,
varieties and volume. They will fulfil this role if their
operaticn is profitable.

Exporters: These are the linkmen between producers and
final consumers. Their roles should be recognised as
essential.

Transporters: Goods are useless unless they have reached
the point at which they are going to be consumed. The role
of transporters is to ensure that goods arrive at their
poeint of destination on time and in good condition.

Financial Institutions: Money is the lifeblood of commerce.
The role of the Financial Institutions is to ensure that
credit is available in correct quantities and at affordable
prices. .

Consumers: This is the target group of the whole
operation. While their wishes should be taken as given;,
attempts should bes taken to try to gear their tastes toO our
particular products.

Foreign Governments (which with consumers set foreign market
conditions) Foreign governments set the rules under which
trade will take place. They set the standards and put in
place tariff and non-tariff barriers to trade. The
political relationships between countries also deternine
whether one country will trade with another or not. Uganda
must cultivate friendly relations with countries it wishes
to trade with.

Aid Donors: Aid Donors canp, influence economic activities
within a country by their actions. They could ruin a whole
export market potential by offering free commodities. They
could also offer a whole range of opportunities by buying
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commodities to be offered as free goods to some needy
people. This later opportunity should be explored to the
full since Uganda is in the midst of a region prone to
political unrest and frequent droughts.

NON-TRADITIONAL EXPORT COMMODITIES

The list of potential agricultural commodities for export
and promotion is long. Based on reports of exporters and
producers, early response %o the export retention scheme
(Table 1) and EPADU staff knowledge of market conditicnas
the following categories of commodities have been selected
for initial research, promotion and development:

Table 1: The Value of Export Licenses granted During the
Period January 1988 to January 1990

Item Value in US $Smillion i

|

Hides & Skins 18.8 |

Tea 11.2 t
Dried Beans 10.7
Maize 7.8
Timber 6.6
Fish 4.0
Bananas _ 3.0
Sesanme i 2.7
Misc. Vegetables ) 1.5
Misc. Fruits 1.3
Pineapples 1.1
Ginger 0.8
Cereals 0.6
70.9

Source: USAID - Kampala



Biologically Grown Fruits and Vegetables: These are
fruits and vegetables grown without the use of pesticides
and herbicides and using naturally produced fertilizers.
Biologically or organically grown produce command higher
value in the markets of health - conscious Europeans.
Uganda has a comparative advantage in this type of
production due to the present minimal use of such foreign
exchange dependent imported agricultural inputs. The
potential commodities in this category include:

- pineapples

- passion fruits

- bogoya

- french beans

- avocadoes

Food Aid to African Countries: ODue to the recurrent

oroblems of drought, warfare and inability to meet internal
food demands in many neighboring countries, a very large and
continuing market exists in food aid. Uganda is well
situated to serve this market due to its location and
ability to produce the specific commodities desired. The
bulk of this market is with international relief and donor
agencies, although a growing portion is with private sector
importers. The commodities included here are:

- dried beans

-  maize

- Cassava

- Sweet potato
- simsim

- groundnuts

Fresh and Processed Fish and Fish Products: Uganda is
blessed with numbers of lakes and rivers which produce an
abundance of fish. Already a significant export market
exists for fresh, dried and smoked fish and with development
for fish by-products.



Spices: Another smaller export market exists fcr spices.
The long-term develcopment of this market may nclude

vanilla, tumeric and cinnamon. More immediately, Cganda can
expore:

- chilies
= pepper
- ginger
Hides and sSkins: The final categeory is that cf hides and

skins in both minimally processed and highly processed
( Leather) form.

Exports must meet the particular standards and consunmer
demands in the final place of consumption. The most
important market locations for Uganda include:

- The middle East.

- Eurcpean Economic Cecmmunity

- PTA countries and Zaire

This is confirmed by the destinations of exports under the
Export Retenticn Scheme shown in Table 2

jnati - it} or=

Qestination No. of Licenses Value (US $ millionm
|
africa 360 32.0 |
Eurcpe (UK excluded) 50 16.6 E
UK 137 10.6
Middle East 43 5.9 w
Asia 12 3.4 1
Others 22 3.4 %
Py 5 |

Source: USAID - Kampala ~
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PRELIMINARY IDENTIFICATION OF CONSTRAINTS TO EXPORT
OIVERSIFICATION AND STRATEGIC ANALYSIS

Achievement of the strategy regquires analysis ¢t
conditions which affect export diversification and
expansion. Analysls ls an on-going process within the
Export Unit in coordination with other government entities
sharing responsibilities for exports. <nce such conditizns
are identified, specific actions are recommended 2 .mprove
non-traditional export performance. Preliminary listing of
constraints and strategic analysis is proceeding in zlhe
foliowing areas:

Macroc-economic environmental problems
- lack of incentives to producers

- inappropriate macro prices (exchange rates, wage rates,
interest rates, rents and inflaticn)

- absence of investment code
- non freedom te hold foreign exchange
- political & economic stability

External and internal costs, prices and financial
returns are a major determinant of export activity.
Realignment and reform of Uganda’s economic structure are
underway: evaluation of macro-economic conditions supports a
series of reccmmendations about additional reforms necessary
to facilitate expansion of non-traditional exports and
achievement of the Strategy. These include appropriate
prices for foreign exchange and credit, proper levels of
taxation and spending, urban and rural prices, transport and
communication ratds, and financial inducements for
investment-domestic and foreign. Table 3 shows the exchange
rates at which each export commodity would be ccmpeti:ive 1n
tne world market.



Estimztes

Projections

Commodiz 1989/90 .950/91 1991/92 1992,33
. Coffse: Arabica S21 629 583 516
é Coffee:Robusta 533 685 372 332
| cotzon 208 225 236 247
i Tea 181 198 208 218
i Tobacco 241 264 277 290
| cocoa 363 397 ale 436
|

Maize 1670 1829 1918 2307
f Beans 374 410 429 450
i SimSim 343 376 394 412
z Scya beans 620 679 712 745
i Groundnuts 1373 1504 1576 651
‘ Cashewnuts 9 10 11 L2
! Average Competitive T T T T
‘ Exchange Rates S29 613 639 742

S

L

Source: Macro-Planning Oept. MPED

{p) Institutional Bottlenecks

- expensive and cumbersome procedures

- proliferation of organization/Ministries dealing with

exports

- bureaucratic delays in processing & licencing

]

- inbuilt belief that businessmen are either thieves or

cheats or enemies of government



- the wrong belief that forelign exchange belongs to
government and no citizen should hold it without
permission

- requirement for separate expor: licence eachl time cre

wants to export
- centralization of licensing

- lack of foreign exchange for exporters to look fc
narkets abroad

- imposition of reserve prices for exports

- numerous payments to different organizations dealing in
export

- restricting exporter %o one destination

- problem of long turn round for double export-impor<
licence of nine months or more

- lack of export oriented industries
- problems of financial institutions especially UCB

- income tax deposit

- restriction of private air freight gperators to operate

in Entebbe

- obstacles imposed by Uganda Airlines to would be other

operators

Historically, developed legislative and administrative

controls are excessive; they involve government in extensive

and intensive direction of productive activities.

Impediments to timely decisions and actions by enterprises

need to be narrowed and streamlined. Building upon a

strengthened macro-economic environment in which prices play

a significant role in allocating resources, government’s

role can and must be reduced to a minimum. Government nust

cease to impede legitimate productive activity, rather
acting to promote and encourage non-traditional export
activity.

Marketing Problenms

- inadegquate crop-finance-

- ignorance about export potential, export markets,
prices, guality control, standardization

10
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- lack of speciaillzation 1o excer=ing
- institutional ilncumperances

= rack of storage facillities

- absence of Cusiress connectisns

- collection ¢f joods frcm a Large number of dispersed
producers

- administrative bottlenecks

Uganda already is engaged in modest levels of ~on-
traditional export activity. Such production comes from a
number of product lines within agriculture: {t ls also
directaed to several diverse areas of the world. For nost
products there already is keen competition frem cther
countries, establishing limits on price, quality and
quantity. Successful expansion of exports requires
cencerted and careful analysis of market cpportunities.
Certain product '"niches!" exlst whicn Ugandan produc=ts can
£ill. Additicnal varieties of crops, direc=ly correlated =2
sophisticated market requirements abroad, can te grown and
exported. It is essential to initiate export expansion and
promoticn from the premise that exportable products are
destined for particular consumers in expllcit markets
abroad.

transport and communications problems

- poor feeder roads

- inadequate reclling stock

- inadequate air-cargo capacity

- lack of facilities at Entebbe Airport
- irregularity of flights

- high airfreight charges

- high handling charges

- regquirement of payment in foreign exchange for
handling, fuel, landing etc. at the airport
- discriminatory charges in Kenya
11



- expensive telecommunications

- lack of facilities for crivate exporters at :tihe ports
of Mompasa and Dar-es-salaam

Physical constraints to existing ind expanded exports
arise from the severe disruption of the Ugandan economy .
the past. Deliferate actions must te taken on a srioriw
basis to provide priority improvements to roads, eguipment,
air facilities, distribution and collection centers, and
other infrastructure if export expansicn is to proceed.

.e) post-harvest handling problems

- problem of collecting produce from a large numper of
dispersed small-scale producers

- lack of storage chain (cold or otherwise)

- lack of standardization and quality control facilitiles

- inadeguate and low guality packaging materials

- Lack of c¢leaning and grading facilities

Critical to successful export of agricultural products is a
well-organized, smooth movement of goeds from points of
production to final point of export from Uganda. A chain c¢f
post-harvest activities exists which includes collection, gradin
and quality control, packaging, coeling, transport and storage.
Extension and demenstration activities through collection farms,
coops and central markets are required. Provision of services
from enterprises is essential, as is government particigation and
encouragenent. b
. £) Production Problems

- lack of the right planting materials

- dependency on rainfed agriculture so that production is
seasonal and unpredictable

- lack of production credit
- lack of coordination invinput procurement

- problem of dispersed small scale producers

12



absence of large scale commercilal producers

- lack of training €for farmers in guality contrsl and
scientific methods

- nigh cost of preducticn

- tack of production incenctives

) n
[}

Xey to significant expansion of agricultural sxpcrs -
additional productisn. This requires specific producticn I
carticular crops and varieties in suitable regions, all
coordinated to meet foreign consumer demands and seascns. A
complex mix of activities and cenditions must ce gresent “2r
oroduction to expand, including: research; extensisn and
demonstration activities; credit: assured access TS Lnputs:
and maintenance of gquality and timeliness at the entergr.se
and coop level. Both enterprises and government have xey
roles to play in assuring that production can keep race with
other aspects of Uganda’s export strategy.
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-
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g:; Information and data problems

- lack of data on production, consumption, export and
{mport of the commodities

- ignorance of producers, exporters, and government
functionaries

- Lack of data on the export markets, prices,
competition, varieties, gualities conditions cf sale
etc,

Export pessimism exists in Uganda:; current and
potential exporters have baen discouraged by adverse
conditions. Market information on product demand and
regional market opportunities is difficult to obtain.
Government must match improved financial, institutional and
infrastructure conditions with active informaticn and
marketing assistance. Aggressive promoticn of exports is
essential.

VI. APPROACHES TOQ THE STRATEGY
e
Qbjective: Uganda will develop and promote non-traditiocnal
exports, with the aim of achieving sustainable earnings of over
US S100 million per annum within three years.

13



Appreach: There [s an underlying strateqgy for export
ilversification whicn shapes <nhe actions Government must <ixe.
Inherent in the Rehablillitation and Cevelopment Plan is zthe
responsibility of Government to structure a financial and
-nstitutional environment whlch enacles enterprises ©3 croduce
i.versified groducts for expert. Thus, Jcvernment MUSt enac.e
ZUT nCt subsidize: LT must remove distorticns and lmpedimencs,
Zut not enccurage ineffizient greduction for demestic or foreign
Jecnsumpticn. IS must nurture and encourage the private sectsr <o
z2xe on 31 widely expanded role, certain that their efforts and
-iSKS can lead te firanc:ial 3ain.

M

Export Unit: The EZxport Policy Analysis and Cevelopmen:
Unit, Ministry of Planning and Economic Cevelopment has teen
established by Government to assure that export diversificaticn
croceeds along side Government’s continuing efforts to achieve
structural realignment and referm. The the Unisz
=2 identifv impediments to diversified agricultural produc=zion
and expor=, jinitiate acticns to reduce and remove disincentives,
and encourage engterprises to export. This assignment to> the Jn.t
.S consistent with the responsibility of the Ministry of Planninrg
d Zconomic Jevelopment To articulate Government’s planning and
ncmic development strategy, coordinate responses from all
ments of the economy, and oversee the achievement ©f goals and
ategles.

3w
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vernmens 2arsici Lon: Actions by the ZIxport
Unit will fit into a broad array of other Government entitlies and
responsibilities which also determine the environment for exporst
activity, including:

Ministry 9f Planning and Econemic Development
Ministry of Commerce

Ministry of Finance, Customs

Ministry of Agriculture

Ministry of Transpert

Ministry of Cooperatives and Marketing
Ministry of Animal Industry & Fisheries
Ministry of Industry

Bank of Uganda

Export Promotion Council

Agricultural Secretariat

The Export Unit will encourage a coordinated attack on
impediments to export diversification by corganizing an Inzer-
Ministerial/Industry Working Committee with the objective cf
developing a National Export Develepment Strategy.

tion: Leadership in identifying elements
of such a National Export Development Strategy will be exercised

14



oy thne Expert Unit: this Preliminary Development Strategy :
Non-Traditional Expor=Ts tegins such 3 process. .t is imgor
that in addition to goverrment coordination, a broad ,
representation of individuals and crganizations from zhrsughcus
the econony garticipate L1n shaping UJganda‘s National Zxpors
strateqgy. If the naticn (s to acnhieve reduced dependence upon
coffee exports and the udncertainties and financial disruptions
whnich go with such an expor:t tase, then Government’s excers
diversificatizsn strategy must address the actual _mpediments and
alndrances to preoduction for export markets. Cnly oy Listening
0 those individuals and entities with the capability and/cr
gotantial ©2 export can Government snape an effective and
meaningful export strategy.

VI. ACTION PROGRAMME

Basic Premjse: The Export Unit has identified a numcer =f
xey areas within the economy where actions must te underzaken =2
reduce [mpediments and actively encourage export diversifiicaticn.
This is a preliminary list which must be discussed within
Sovernment and among individuals and entities that have the
cotential to export. Guidance in forming such 3 list Zerives
r2m the overall strategy of the Export Unit: to create an
nvirsnment conducive to expoert diversification where sntergr.ses
re willing to undertake risk and there is a reasonable potential
for financial gain. Such a strategy, while removing impediments
and previous disincentives, must stop short of subsidizing or
over-encouraging export activity. Resource scarcity and national
development priorities demand that efficiency as measured by
world prices play a guiding role in determining the actual mix of
products to be exported.

Apnalvsis of Conditicns: The process of establishing an

Action Programme has been driven by the question: what are =
conditicns which act to hinder or prevent export divers.Iicat:icen?
By appruaching the problem through the eyes of potentia:l
exporters, it ls possible both to structure and prioritize szecs
which must bte taken to encourage export diversificatisn. This
also puts into proper perspective the separate but supportive
roles which must be played by Government and the entgrpr.ses
themselves if export diversification is to proceed. While
government acts TO correct remaining imbalances and distor:zizns
and to provide appropriate encouragement to eXport
diversification, enterprises themselves have many
responsibilities if financial gains are 2o be achieved within
acceptable levels of risk. Increasingly it will be the
responsibility of producers and traders %o undertake prociects
leading to enhanced export performance, to identify remaining
impediments, and to work with Government to overcome
difficulties. Government has made and will continue to make 2
solid commitment to encouraging exports; enterprises are ncw

e
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being called upon to jeoin in the effort, to contribute o
evaluating this preliminary strategy and to undertake increased
export activity. '

Priority Actions Recomnended: The Strategic Analysis being
conducted by the Export Unit is comprehensive:; it has evaluated
the broadest range of conditions, favorable and unfavorable,
affecting non-traditional exports. From this review the Expor=:
Cnit has drawn up a prioritized list of improvements required to
move Uganda along the path towards realizing the underlying
strateqy of expanding non-traditional export earnings to US $120
million per annum within three years. Below are listed Zzhese
priority improvenments which are required to facilitate export
expansion:

PRIORITY ACTION RECOMMENDATICNS

1. Adequate Exporter Compensaticon for Foreign Exchange Earnings

There i1s wide recognition that the official exchange
rate is overvalued and severely hinders neon-traditional
exports. The Export Retention Scheme has been an attempt o
alleviate this constraint, but limitations on use of forelgn
exchange and lack of confidence constrain its effectiveness.
The double export-import licence is another example of this
recognition.

A variety of recommendations are being made to correct
this distortion. Legalization of the "Xibanda" market is
proposed, as is devaluation of the official exchange rate
which would then be maintained at levels which reflect the
true scarcity value of foreign exchange. It would also bte
possible to make major improvements in the Export Retention
Scheme,

Critical to 3¥ncouragement of non-traditional exports is
a simple, predictable, profitable assured method for
exporters to earn, hold, use (for imports, foreign travel
and servicing of foreign obligations) and dispose of their
foreign exchange. Whichever approach or mix of approaches
is used, it is essential that Government establish and
maintain financial conditions which make it possible for
exporters to plan on long-term involvement in earning
foreign exchange through sale of non-traditional exports
abroad.

Ministry/Organisation Responsible: BOU, MPED, MCF
Time horizon: immediase
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2. One Stop Processing of Licenses and Certificates

Fundamental to Open General Export Licenses (in 3
below) and streamlined licensing procedures for exporters
(in 4 below) is consolidation of the necessary approvals
into a single office. Government must act administratively
to reduce in scope and eliminate in distance the steps
exporters have to take in receiving approval for their
activities. Further Government must place severe tinme
limits on itself in terms of the maximum days necessary for
/ exporters tO receive necessary approvals.

Ministry/COrganisation Responsible: MOC, BOU, MOA, MOQAIF, MCM
Time horizon: immediate

3. Open General Export Licenses

Reqular exporters are severely hindered by current
licensing procedures. Excessively complex and lengthy
requirements introduce delays and uncertainty as well as
additional costs. Serious encouragement of export activity
requires immediate establishment of an annual license ZIor

V///' regular exporters, under which any number of consignments

can be exported for approved products. This is an
administrative and legislative step which Government can
undertake to smocoth the way for increased levels of export
activity among regular exporters.

Ministry/Organisaticn Responsible MOC, BOU
Time horizon: Immediate

4. Streamlined Export and Import Licensing Requirements

Exporters face complex, lengthy and unpredictable
licensing requirements both to expert and to import
requirements for production, handling and packaging. Both
in the case of reqular exporters seeking an annual Cpen
General Export License and new or seasonal exporters seeking
individual consignment export licenses, the requirements
need to be reduced, streamlined and limited in the time

- required for approval.

Approval of import licenses for import requirements of
exporters present similar delays and complexities. This is
true even in cases where sufficient foreign exchange to
cover costs exists in Export Retention Scheme foreign
exchange accounts or no foraign exchange is required from
the Central Bank of Uganda. As for export licenses,
Government must severely reduce and limit licensing
administration.

17



Ministry/Organisaticn Responsible MOC, 30U
Tile Horizon: _nmediate

3. Alr Transport Iaprovement

Severe ccnstriaints exist on Uganda‘’s ability =5 exccrs
fresh gproducts by 2alr. The monopoly exercised by Ugandan
Alrlines and bureaucratic controls by other authioritles nake
alr shigments uncertain and costly. These problems can cnly
Ce addressed by opening air transport o competiticn frem
other suppliers and by streamlining administration ci air
cargo handling facilities and fees. Arrangements must 3.lsc¢
Ce put .0 place %o allow for payment of air freight charges
py local exporters in Uganda shillings.

Ministry/Crganisation Responsible: MOT, MOE, UAC, Airper
Authority, MOW, 3QU.
Time Horizon: Short to medium

ot

5. Cold Storage Facilities

An integral part of improved export of fresh greduce zv
alr is majer restructuring of the cold chain cf producs:
handling and storage. This includes initial cooling at
production and ccllection points, appropriate transport at
controlled temperatures, storage in airport facilitiss where
each type of product can have an appropriately controlled
- environment, and speedy loading onto air cargo facilitles.
Involvement of private enterprises in the funding and
management of such a cold chain is both essential and
desirable. Competition from enterprises and the
efficiencies and cost-effective services which can be
provided should be a major source of cold chain services.

Ministry/Organisation Responsible: MOW, MOA, MAF, MCM,
Airport Authority, 30U, EPADU
Time horizon: medium - to long

-

Marketing Information Services

Growth of Ugandan exports must te matched by expansicn
of readily available information on markets. Exporters must
be assured of access to information sources sc that
consignments can receive competitive prices in overseas
markets. Further, specific opportunities to export <o
foreign markets derives from sophisticated information
services. There are economieg of scale in provision of such
information services: Government needs to stimulate
improvements in market information. Effective models for
enterprise involvement in market information services offer
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alternatives to Government telng the sole or even naor
provider of services.

Ministry,Organisation Responsible: MOC, EPC,EPADU,
MOInformation, MOForeign & Regional Affairs, BOU, MPED
Time Horizon: Short-to mediunm

3. Removal of Reserve Prices on Exports

Acts Dy Government to assure minimum prices for excors:
consignments are outdated and will te unnecessary under =he
financial environment being created by these reforms.
Improvements in exporters’ abllity to retain and effectively

~ use foreign exchange will eliminate pressures for under-

// invoicing. Improved market and foreign price informaticn
and aggressive marketing of Ugandan products will imprcve
the prices which exporters can receive for their proaducts
aproad.

Ministry,/Organisation Responsible: BOU, MOC, EPC,
Agric. Secretariat
Time Horizon: Imnmediate

9. Improved Access to Packaging Materials

Limits on quantity and quality of domestically produced
packaging materials are a major impediment to expansion of
non-traditional exports. Immediate access to additional
packaging materials can come from automatic approval for
exporters to import necessary packaging where domestic
availability is limited or gquality is not adequate. Longer-
term solutions should include major improvenents in Cgandan
production of packaging materials, which should include
competition from several enterprises. Without high guality
packaging, Ugandan export competitiveness will continue T2
be limited.

Ministry/Organisation Responsible: MOI, 30U, MOC, Z=Z?PADU
Time Horizen: short to medium

10. Promulgation of The Investment Code
Access to foreign capital is required throughout =
economy. Of critical importance for export expansion are
foreign partners and joint-venture undertakings. 3esides
N bringing in capital for expamsion, such links to foreign
partners infuse knowledge and experience: essential
components to penetrating sophisticated foreign markets.
Without rapid finalization of an Investment Code
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satisfactory te foreign venture partners and sources of
capital, Uganda’s efforts to expand exports will te severe.y
nindered.

Ministry/Organisation Responsible: MOF, NRC, Ministry cf
Justice, MPED, B0U.
Time Horizon: immediate to short

... Fost-Harvest Iaprovaments

A companion to improvements in export productisn Will
pe =he avallability of post-harvest handling, gackag:ng and
cranspor=. In the future a comprehensive system of post-
harvest services must be available. Elements of handling,
storage, packaging and transport have been addressed
already, but Government must start now to assess these
elements and assure that they fit into an integrated systen.
Wwhere problems and constraints remain, it will be essent.al
zo stimulate solutions. Involvement of enterprises to
deliver such post-harvest services is critical due to lack
of government financing and the efficiencies which
anterprises can tring to post-harvest services.

Ministry/Crganisaticn Responsible: MCM, MCA, MOW, Z2ADU,
MOIndustry
Time Horizon: medium to long

12. Access to Credit

A barrier to major expansion of export activity is
current limits on credit for exporters. Some large
exporters, with assistance from foreign buyers, can expand
exports through current channels of financing. But
encouragement of new exporters and expansion of exports oY
many existing enterprises depends upon substantial

. improvements in credit terms and availability. CUse of

/ commercial banks and the possibility of an Export Credit
Facility for rediscounting offer one option for assuring
appropriate credit is available tc match the willinqness‘and
capability of Ugandan exporters to increase their sales 1n
foreign markets. Government must assess current credic
availability, problems, and available solutions.
Appropriate solutions must then be implemented guickly so
that lack of credit does not become a constraint to export
expansion and diversification.

Ministry/Organisation Responsible: BOU, MOF, Commercilal
Banks, Other Financial Instiqgtions
Time: Short to mediunm
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3. EZxpansion of Export Production

As Uganda proceeds with expanded exports of ncn-
traditional products, production limits will tegin o
constrain growth rates and diversification possibilic:.es.
Government must fegin now to design comprehensive apprcaches
to breaking these production limits. Such an apprcach
should include selective encouragement of large-scale
farming where there are economies of scale, use of contrace
growing and out-grower schemes, increased smallholier
carticipation through co-cperative organizations, extensicn
services, and research lnto crop varieties which can ce
grown in Uganda. Rehabilitation of research and extension
services as well as encouragement of innovative grower
organizations and cooperation are essential.

Ministry/Organisation Respcnsible: MOA, MAIF, MCM, 30U
Time Horizon: Short to medium

14, Active Export Promotion

Entry of new enterprises Lnto export activicty requirss
substantial encouragement and facilitation. Initial
assistance in the complexities of exporting products to
foreign markets is essential. All aspects of production for
export must be covered in training and assistance services,
ranging from exploration of specific market demand for
individual products to gquality control in production,
nandling, storage and shipping. Export promotion services
can be delivered by several different organizations,
including government offices, business associations, and
enterprises in the service sector. Experience accumulated
around the world indicates that traditional government
export promotion services are rarely efficient or suited <o
the real needs of exporters. Uganda should take advantage
of this accumulated experience in designing effeczive
services through appropriate service delivery organizations.

Ministry/Organisation Responsible: MOC, EPC, EPADU,
MOFcreign & Regional Affairs, MOInformaticn
Time Horizon: Short tc medium

5. Comprehensive Steorage Improvements

In addition to improving the cold chain of product
handling and storage, there~is need for an integrated system
of storage of other products. This should systematically
range from on-site production storage to collection point
storage and point of export facilities. Elements of this
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storage chain exist but need te be improved and integrated
into a coordinated system. The capabilities of such stcrage
services must match the requirements of the specific
products being exported and the demands of the foreign
markets. Scarce government funds regquire an active role fcr
enterprises and private investment in provisicon of %these
services. Government must, however, initially assess
requirements and assist in planning for expansion and
integration of storage services.

Ministrys/Organisation Responsible: MCM, MOA, 30U
Time Horizon: medium to long

VIIT. ACTIONS REQUIRED TOQ PINALIZE OEVELOPMENT STRATEGY
continued Strategic Apnalvsis: This preliminary action

programme derives from initial analysis of key constraints to
export expansion and diversification. The Export Unit will
continue such strategic analysis, which will contribute t2
troader understanding of critical preclems and available
solutions.

Specific Studies/Apalvsis: OCne essential aspect of
finalizing the Development Strategy is in-depth study cf key

problems. The prioritized list of recommended actions provides a
priority list of such studies toc be undertaken. The Export Unizt,
in cooperation with other key Government cffices and enterprise
organizations, will undertake immediate analysis of these key
areas for action. Detailed papers will be produced which explore
the problem area and rationale for action, as well as listing
cptions available to solve or alleviate the problem. Priority .n
the Work Plan for the Export Unit will be assigned to finalizing
the Export Strategy.

Coordination With Other Efforts: The Ministry of Planning
and Economic Development has formed an Inter-ministerial/Industry
Working Committee to cocrdinate development of the export
strategy. Frequent meetings of this committee and close liaiscn
with its members on a daily basis by the staff of the Expor= Cnlt
Wwill be carried out.

Enterprise Participation: Exports will diversify and expand

as enterprises respond to financial inducements and opportunitiss
to sell abroad. As the fundamental element in export activity,
enterprises must participate fully in designing the export
development strategy. The Export Unit will consult freguently
with exporters and enterprise organizations to assure that their
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requirements are fully taken into account.

commodity and Market Analvsis: Active evaluation of
commodities and markets with promise in the export sector will te
initiated by the Export Unit. Initially an assessment will te
made of existing and on-going activities in Uganda which shed
ilight on varieties of commodities which can be grown in Uganda
and foreign market opportunities. Supplemental activities will
be underctaken to speed this evaluation process and assure that
oroduction opportunities and foreign market niches are widely
understood and exploited.

Technical Assistance: Oonor support for the Export Unit
w1ll provide the resources necessary for its operation. In
addition, short-term consulting services and assistance in
studies/analysis are available. The Export Unit will assess
technical assistance constraints to achieving a final export
strategy and seek government and donor assistance to eliminate
these constraints.
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ANNEX D

A Brief Description of Uganda's

Foreign Exchange

Pricing and Allocation System

(August 1990)

This annex is an attempt to provide a preliminary description of

critical elements of the foreign exchange allocation system in
Uganda. The annex is largely based on condary sources of
information prepared prior.to October 1989, DUt also examines some
significant changes in the period since then. There are no recent
analyses evaluating the reforms promulgated June 28, 1990 and the
design schedule precludes preparation of more than a rudimentary anc
very preliminary description, This description will serve as the
basis for further research and analysis, by EPADU and ANEPP
Technical Assistance personnel and-.USAID/Uganda on next steps to
effectively extend this aspect of Dganda's macroeconomic policy
environment. '

A. Exchange Rate Dévelopments, 1987-90

The GOU has undertaken active management of the shilling exchange
rate over the 1988-90 period (see Table 1), in an attempt to-
preserve and improve the domestic competitiveness of Uganda's
exports., As of this writing, the GOU has legalized the parallel
market rate and has steadily adhered to its pledge to prevent any
appreciation in the real effective exchange rate (REER); a more
accurate measure of competitiveness than the nominal exchange

rate)., 1In the period between first-quarter 1988 and the end of
1989, when Uganda announced its intention to regularly devalue the
official rate in line with relative inflation rates in Uganda and
abroad, four discrete devaluations occurred, bringing the official
exchange rate from 60 shillings per dollar in first-quarter 1988 to
340 shillings per dollar in October 1989. These devaluations
resulted in the fourth-quarter 1989 nominal (official) exchange
rate, in foreign currency terms, being 81 percent below the level ir
first-quarter 1988. However, the superficial benefit of these gains
was eroded by high inflation rates in Uganda, compared with its
major trading partners, such that the REER only depreciated by 32
percent, In addition, over the period the depreciation in the REER
was not steady; by contrast, the REER steadily appreciated between
fourth-quarter 1989 and third-quarter 1990. In the period since the
end of 1989, the nmominal rate has déclined By an additional 30
percent, an amount which is, as promised by the GOU, broadly in line
with rough estimates of inflation differentials, thereby generally
preserving the value of the REER.



Table 1:

Table 1l: Uganda: Nominal and Real Exchange Rate Indicators

(Ush/$ and percent)

1988 1989 1990

I II 1II1I 1V I II III IV I II
Nominal Rate (Ush/$) 60 60 150 1S5 174 200 200 318 377 410
* Index (inverse) 100 100 40 39 34 30 30 19 - 16 15
Real Effective Ind. 100 131 80 74 77 85 98 68 51 n/é

Source: IMF International Pinancial Statistics
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The existence of a parallel exchange rate in Uganda, however, and
the marked premium receivable on foreign exchange sold on the
parallel as opposed to the official market, strongly indicates
continued overvaluation of the shilling exchange rate, despite these
real effective devaluations. 1In 1985-86, the period prior to the
current government's assumption of power, that premium was
reportedly on the order of 900 percent In mid-1989, toward the end
of the period of real effective appreciation noted above, the
premium was just over 100 percent. Since then, exchange rate
management has brought the premium down to below 60 percent.
Although the direction of movement of the premium is certainly
desirable, its existence provides a strong signal that the GOU must

move further. Indeed, current understandings between the GOU and

the multilaterals requirefNtiifiention—otthe OfflCﬂél‘%‘é’é 15
e*eheaqa—rebes by approximately _the end of 1991, -
market-clewr ny

On the foreign exchange earnings side of - the balance of payments
ledger, the official exchange rate is used to convert all foreign
exchange earnings from coffee exports, which amount to about 95
percent of merchandige exports. Additionally, all externally
provided capital, including donor project funds, donor balance of - -
payments support, and reserve transactions such as IMF flows, W&
converted at the official exchange rate. The parallel exchange rate -
is used to convert to shillings all transactions in the

now-legalized parallel market, which includes primarily inward
remittances (private transfers) and earnings from noncoffee exports.

*

On the foreign exchange expenditure side of the ledger, the official
exchange rate is used by the GOU to price all petroleum imports (in
terms of the shilling border price), all debt transactions, all
project-related (i.e., primarily donor-funded) imports, and all
imports through the GOU's two foreign exchange allocation systems
(of which more below).

As a consequence, despite the legalization of the parallel market,
the Mission estimates that no more than qne gquarter of Uganda's
annual merchandise import bill of $600-plus million (including
donor-funded project imports) has been purchased at a shilling
valuation above the overvalued official exchange rate. On the other
hand, .a far greater proportion of imports are sold to end-users at
prices that more closely reflect parity pricing through the parallel
exchange rate. This premium earned by importers presents clear
opportunities for rent-seeking activity, resulting in economic
inefficiencies in addition to those resulting from the usual

incentive skewing directly caused by multiple exchange rate
practices,



B. Foreign Exchange Allocation Systems

As of August 1990, there existed a number of different mechanisms
for gaining access to foreign exchange for imports, These include
(1) government's direct imports of petroleum and donor-funded
commodities, (2) the OGL (open general license) allocation system,
(3) the. SIP (special import program) allocation system, and (4) the
*no forex" system., (The dual licensing system introduced with
A.I.D.'s support in 1988 exists in name but has been made irrelevant
by the legalization of the parallel exchange market coupled with the
removal of foreign exchange surrender requirements.,) The first .
three of these operate at the official exchange rate, as noted
earlier, while the last operates using the parallel exchange market,

l. .Government Imports
Government's direct imports of petroleum amount to just over ten
percent of merchandise-imports, and foreign exchange for these is
sourced to coffee export earnings. Project-related imports by the
government include those funded from donor financing, as well as
(presumably) some on government's own account, also from coffee
earnings. Project-related imports amount to about another forty
percent of merchandise imports. All shilling import prices for
government imports are converted at the official exchange rate,
Pully fifty percent of Uganda's $650 million in annual merchandise
imports thus are direct government imports, with balance 901ng
through the various allocation and market schemes.

2. Open General License

This foreign exchange allocation system is actually a misnomer,
being neither open nor general. With donor assistance the source of
foreign exchange for this allocation system, the GOU in January 1988
fully implemented its OGL, and sells foreign exchange at the
official exchange rate. manufacturing firms in selected
industrial subsectors were originally selected as eligible to use
the system, based on their management abilities, and their access to
credit and working capital. There is no indication how the
selection criteria were applied. The number of subsectors was
expanded in 1989, and the firm list was in March 1990 expanded to 63
firms. The OGL allocated foreign exchange to the eligible firms for
imported inputs, with the firms generally producing mass consumption
goods or generating significant tax revenues. In 1988, $55 million
wag made available for OGL imports, but only about half that amount
of licenses were issued, and a_slightly lower amount—were—actually
utilized., Data show that private sector firms were the overwhelming
beneficiaries of the OGL, at least in 1988. Recent discussions
between the GOU and the multilaterals have examined the possibility
of expanding the OGL to embrace economic sectors outside
manufacturing, such as agriculture, but no decisions have been taken
yet,



3. Special Import Program

SIP-III is the current version of the SIP, and has replaced SIPs I
and II. The eligibility list of firms is very broad, and there is
only a short negative list of commodities, 1In magnitude, SIP-III
“accounts for aboutAnon-project, non-petroleum imports, for which
importers pay a shiilling equivalent based on the official exchange
rate. PForeign exchange is available through SIP-III on a
first-come, first-served basis, and supplies of foreign exchange are
currently sporadic and far short of market demand (at the official
exchange rate). Under the SIP, the BOU (Bank of Uganda) from time
to time announces the immediate availability of a certain amount of
foreign exchange,‘and approves applications until that amount is
exhausted, Although the exchange rate under the SIP is more
favorable than under the "no forex" system, it appears that the
laxity of customs control under the latter (permitting significant
underinveoicing for tariff purposes) and some additional fees under
the former can significantly reduce the apparent attractiveness of
the SIP as a spurce of foreign exchange,

4. _ °"No forex® Imports

This system of access to foreign exchange for imports, legalized
since 1988, permits any legitimate importer with his own access to
foreign exchange to import goods. Licensing occurs after the
arrival of the imports, is very rudimentary, and serves primarily
customs revenue and recording purposes, Sources of foreign exchange
publicized when the system was introduced included primarily foreign
exchange held abroad, but it was widely known that the (at the time)
illegal parallel exchange market was a primary source of foreign
exchange for such imports. This system clearly represented tacit
GOU approval of the existence of a parallel market, and the
magnitude of such imports was a significant one-third of
non-government imports in each of the past two calendar years.

In 1988, with USAID's encouragement and support through ANEPP, the
GOU began issuing dual export-import licenses to nontraditional
exporters. [Fhe retentions unused by exporters were not legally
transferable to any entity except the government, and that at the
official exchange rate., This, according to our discussions with
many exporters, reduced the incentive effort of such retentions and
possibly inhibitad greater expansion of exports at the time. This
system can be considered a variant of the *no forex® system, in that
it also provided tacit recognition of a parallel rate: exporters
could import goods and sell -these—at prices reflecting the parallel
rate.



This system has been overtaken by the June 1990 legalization of the
parallel market., vVvendors who purchase a license are permitted to
buy and sell foreign exchange at uncontrolled exchange rates, the
assumption being that competition will reduce disparities among
vendors., Sources of foreign exchange to this market are presumably
primarily foreign exchange formerly in that market, as well as the
foreign exchange earnings of nontraditional exporters, since there
are no surrender requirements. On an annual basis,-the parallel

market should constitute about one-quarter to one-third of Uganda's

imports in the near term,

Doc. AnnexD



ARnNex B
STATUTCRY CHECKLIST

3(A)2 - NONPROJECT ASSISTANCE CHBCYLIST

™he criteria listed in Part A are applicable
generally to PAA funds, and shauld be used
irrespactive of the program's funding source.
In Part B a distinction is mde Detween the
criteria applicable to Beonmmic Support Mund
asgistance and the criteria appiicable to
Development Assistance., Selection of the
criteria vill depend on the funding scurce
for the program.

CROSS REFRRENCES: I8 COONIRY CHBCXLIST OP

10 DATE? EAS STANDARD
TTEM CHECXLIST BEEN
\

A. GENERAL CRITERIA POR NONPROJECY ASSISTANCE

1. X 19% iations At Sec, $523

sthorTiation and appropriations
comittess of Ssnates and Bouse have
been or vill be notified concerning

the oject.

2. PAA 8¢, 6l1(a)(2). If further
Teglslatiwe -:Em'2 is required within
recipient country, vhat is basis for
reasonable expectation that such action .
vill be campleted in time to parmit
orderly acccmplistment of purpose of
the assistance?

3. FAA Sec. 209. Is assistance moce
efficlent ju and effectively provided
through regioml or miltilatemal
crganimtions? 1f so, why is assistance
not g0 Informtion and

ocmciasicans on vhether assistarce vill
SBooULage countries to
cooparate ia ool dsvelgment -
Frograms, .«

LA, v IR S Tl

(Mission to verify vith
desk officer)

transmitted on
9/12/90 '

expired on 5/27/50 .

A CP to the 3rd tranche
requires emciment of a nes
investamt coda,
Conmltation vith Sendor GOO
officials that the
legislation 4 Y acted
on within three sonths, well
peior to date of 3rd
tranche.



B.
1.

4.

S.

-z-

P Sec, 601(a). Information and
conclisions on whether assistance vill
encourage efforts of the country to:

(a) increase the flov of intermatiomal
trade; (b) foster private initiative and
competition; (c) encourage develcpment
and use of cooperatives, credit unons,
and mvings and loan asscciations;

(d) discourage manopolistic practices;
{e) ingrowe technical efficiency of
industry, agriculture, and commerce; and
(£) strength free labor unicms.

PAA Sec., 601(b). Information and

conc ons on aseistance vill
encaurage U.8. private trade and
investaent abroad and encourage privats
U.S. participatian in foreign assistance
prograss (including use of private ‘trade

channels and the eervices of U.8. privats

entarpecise). _
PAA Sec. 121(4). 1If assistance is being
Turnished under the Sahel Development

Prograa, has a determination been mde
that the host goverrment s an adsquats
systam for accounting for the controlling
receipt and expenditure of A.1.D. funds.?

FADING (RITERIA PON NONPROJECT ASSISTANCE

Nongroject Criteria for Bconomic Suppoct Pund

a.

b.

%ué._@% will this assistarce
econcmic ard political stability?
70 the mximm extent feasible, is this
assistance consistent with the policy
directions, purposes, and prograss of
Part I of the PIA??

PAA a-:. $31{e). Will assistance under
ased for military
[ p:-uxtnq activities?

AL Soc, 531(4), Wil 2P funds mde
ocommadity impoct prograss
oc other [xogram assistance be wed to
generate loml currencies? 1If o, will
at least 50 peroant of such local
airrencies be available to

suppoct
activities comsistent vith the cbjectives

of MAA scctiorns 103 through 1062

“ W mreo w o me s e -

Purpoes of Program {s to
increase rural inceme by
overcaming short-ters
constraints to
non=traditiom] agricultural
exports. BEmphasis vill be
on policy reforms affecting
the private sector, This
poject does not address
cooperative issue
{CAA8 617-0111). .

t™his project, and other
USAID activities focuses
on these issues, to the
extant foreign private
investasnt is encauraged
in non=traditioml
agriciltural exports.

WA



4.

L

RS W P g TG W W W g e e -

. -3
PAA Sec. 609. If commcdities are to be
‘Sranted s0 that mle proceeds will accrue
to the recipient country, have Special
Accaunt (counterpart) arrangements been
made?

K 1990 g;%utim Act, Title under
o of

[ ] * .-
A aash transfer: (a) Are all such cash
paymsnts to be mintained by the country in
separate account and not o be comingled
with any other funds? (b) W1l all local
currencies that my be generated vith funds
provided as a cash tramsfer o such a

deposits and disbursements? (c) Will all
sch local currencies also be used (n
accordance vith PAA Section 609, vhich
requires such local currencies to be mde
awilable to the U.8. Goverment, and
vhich requires the reminder to be used
for programs agreed to by tie 0.8.
Govermant to carry ot the purposes for
vhich nev funds authorised by the FAA
wvould theaselves be available? (d) Mas
Congress received priocr notification
providing in detail how the funds vill be
used, inclnding the 0.S. interests that -
vill be ssrved by the assistance, and as
appropriate, the econmic policy reforms
that vill be pramoted by the cash transfer
asei stance?

(a)

(b)

{c)

(4)

Yes

Yes

Yes

Yes

.
-t




-d -

2. 0 Criteria for Devel nt
&, PFAA Secs. 102(a), 1111, 113, 28l1(a)
Extent to which nEIv!E th 98]

effectively involve the poor in
dsvelomment, by expanding access to
ewonomy at local lewel, increasing
laboc-intensive production and the use of
appropeiate techrology, spreading ’
investasnt out from cities to smll tovrs b
and rural areas, and insuring vide

participation of the poor in the bemefits

of development on a sustained basis, using

the appropriate 0.8, institutions;

(2) belp develop cooperatives, especially

by technical assistance, to assist rural

and urban poor to help themselves hpward

better 1ife, and othaviss encourage

dmmocratic private and local goverrmental

institutions; (3) support the self-belp

efforts of develqping cauntries;

(4) pramote the participation of wamen in

the matiomal sconmies of develcping

countries and the imgrovement of wamen's

status; and (3) utilize and encourage

regloml cooperation by developing

countries?

b. ;n Secs. miE mng 104, 108, 106
b1 ava ]

Tinclide only agplicable paragraph vhich
corresponds o saurce of funds used; if
more than ane f\md source is used for
assgistarce, include relevant paragraph for
each fund source):

(1) [103) for agriculture, rural
davelogment or mutrition; if eso
(a) extant to which activity is
specifically desi o increase

odictivity and of rural poce)

OA) {if for agricmitural research, . T .
account shall be taken of the aseds of : T
smll famers, and extensive use of o o 4
tield eoahﬁ basic ressarch %o . s
loml condi be made; (d) .
extant to vhich assistance is used {n
coordimtion vith efforts carried out
under S». 104 t0 belp improve merition
of the people of daveloping countries

BEST AVAILABLE COFY

w
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through encouragament of increased
production of crops with greater
rutritioral wlue; imgrovement of
planning, research, and edication with
respect to nutrition, particularly vith
reference to {mprovement and expanded
use of indigencusly produced foodstuffs;
and the undectaking of pilot or
damonstration programs explicitly
ad&ressing the problem of mimutrition
of poor and wilnarable people; and (¢)
extent to vhich activity increams
matioml food security by imgroving food
food policies and manegement and by
strengthening natioml food reserves,
vith particular concern for the needs of
the poor, through msasures encou ng
&mestic production, huilding m

food reserwes, expanding available
storage facilities, reducing post .
harvest food losees, and imgrowving food
losses, and improving food distridution.

(2) (104) for population planning under A
Sec, 104(b) or bealth under Sec. 104({c);
if 90, extent to vhich activity
apinsises lov-cost, integrated dalivecry
systems for health, mtrition and family
planning for thé poocest pecple, with
particular attention to the needs of
aothers and young children, using
paramsdical and muriliary ssdical
persomal, clinics and health poets,
camsrcial distritution systams, and
other modes of cammunity cutreach.

(3) (105) for education, public ' WA
adeinistration, or uman rescurces

development; if so, (a) extent to vhich

activity strengthens nonformal

oducation, mkes form)l edation moce

relevant, especially for rumal hﬂi.

people
coontries in such disciplines as are
required for planning and implementation
of public and private develcrment
activities.

—— . — iy ——— — W -
- - -

P
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(4) (106) for energy, pecivate N/A
voluntary organizations, and selected

development fxoblems; if 0, extent

activity is:

1)(a) concerned with data collection
and amlyeis, the training of skilled
personnel, research on and

personnel, ressarch on and dsvelopment
of suitable ensrgy sources, and pilot
projects to test nw/ methods of energy
prodiuction; and (b) facilitative of
reseacrch on and davelopment and use of
ssmll-scale, dacentralized, renswable
enargy sources for rural aress,
amphasizing development of energy
rescurces vhich are envirormen y
acceptable and require ainimum capital
investaent ;

(11) oonoerred with technical
cooperation and davelopment,
especially with 0.8, private and
intermatioml &velopment,
organizations;

(111) research into, and evaluation
of, econmic dsvelorment processes
and techniquess

(iv) reconmstruction after matural or
mmmad dimstsr and programs of
disastsr preparedress;

(v) for special development roblems,
and to emable proper utilisation of
infrastructure and related projects
funded vith earlier U.3, assistarce;

(vi) for urban develcpment,
especially smll, labor-intsnsive
mq:hn, mrketing systems for

, and fimancial or
ot.h: nnticm to halp urban poor
participate {n econcmic and sccial

davelopment.

BEST AVAN 8PLE COPY
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(5) (120~21) for the Sahelian region; NA
if s0. (a) extent to which there is
intermtioml coordimation in planning

and {aplementation; participation and
support by African countries and
orqanizations in determining develomment
priorities; and a long-tarm, mltidonor
&velcpaent plan vhich calls for equitable
burden-ebaring vith other domnors; (b)

s a &ternination been made that the
host govermment Ias an adequate systam

for accounting-for and controlling receipt
and expenditure of projects funds (dollars
or local currency gensrated thersfrom)?

\
DRAFTER: GC/LP : EECNNOLD : 3/20,/90: 25 637

Cleared:9/17/90:C8rawn, RLA /S/
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ACTI0N: AID-2 INFO: CEARCE /

'uczuuzuuxus D ! RFCEWEDr.oc: .
19° 28 S3P 90

’ H
o3 luuc 24029 2672119 g 72 85€P L CY: a8
MR UUU0T 232 ' wwm“ CERG: AID
PR 2621172 SI? 98 DT8%: 41D

M SICSTATE VWASADC :
70 RUTARY/AMEMBASSY TAMPALA PRIORITY 3398 e

INFO RUZBNR/AMIPBASIY NAIRCBI 4129

i}

| CONGRESSIONAL NOTIFICATICN VIIL RIPIRY ON SELPYRMIRR 27, —

UNCIAS STATY 124035
AtD € 11!!0!I IOIO!}DSO/!SA

3.0. 12356! N/

22683
SUBJECT: AGRICOLIURAL NON-TRADITIOSAL IIPORT PROMOTION .

(ANEPP) 617-9113 T

BRE?PS (4) USAID PEZLRPAI, DATED §/7/98 (3) RAMPALLA 03878

1. T8 BURTAU ¥AS DETIRMINED TEAC 183 ANEPP I1 PMAD

SUPPLEMENT I3 24STCALLY 3QUND 30T 221, IN LIGE? OF Con
UGANDA’S CRITICAL AuD URGEINT NIBD POR OIL IMPORTS AND et
TY8 1TCENT SEARP RISCALATION IN OIL PRIC3S, A lOl-P!OJle S
SECTOR ASSISTANCY YOULD BT PARIERAILY 20 A CIP, AD %0C™
AUTRORITY IS BIRZEY DBLIGATID tO 1231 USAID DIRRCTOR 10

UGA DA, OR TO THY FERSON ACTING TN ?HA? CAPACIT?Y, 20 :
APPROYE A PAAD SUPPLEFENY 20T U.S DOLS 28 MILLION POR -
T83 AGRICULTURAL NON-TRADITIONAL ITPCRT PROMOTION

FROGRAM (617—0113).

2. 218 AD HOC 204 Sllll 3 SUBJICT T0 ALL TET ?TmRMS AND
CONDITIONS OPF AFRICA BURZAU DOA 351. PAAD APPROVAL AND
tIlCUTION 0y THT NCN-FPRQJBCT SICTORM ASSISTANCE PROGRAM ,
ASRIIMENT PER L[OA 581 SHALL 3R SURJECT ?0 FORMAL mIsSIOow - .
CONTROLLIR® AND RLA-RBDSO/ESA CLIARANCYE. THE '
CONGREISSIINAL WOTIZICATION wILL BIPIRY ON SEPTEMIIR 2?

CONTROLLER AND RLA-R3DSQ/%S4 CLEARANCI. THB _ - D

1998. OBLIGATION OF FUNDS VWILL BR SOBJECE 20 POSITIVE -—

CA3 T ADVICY ruom lID/' TEAT CN BAS IXPINED VITROUT : —

OBJ:CfIOﬂ. G .  A

3. WITE RESPICT 20 1BP FAI, AID/Y lﬂDOl!lS mIssion’‘s Can L
FROPOSED USY OF 3R INITIAL TRANCER OF DoLS 8 MILLION. - -
JOR PURCEAST OF OIl FROM 23R PIRSIAN OULY THROUGY . . ... -
»OM3aSA, GIVEN CRITICAL NBEDS, T3IS WOULD 38 IN 131% ] DERS
SITH DPA’S GOAL T0 »AXINI2E 283 PURCIASY OF ?A% 0.S. .";‘;43;35 C—

FRODUCTS VITB DFA RESCURCES. (THIS IS 12CAUSE IR L el
COMMODITY, URGENTLY NERDRD-OIL, IS UVAVAILAJLE FROM ?3% - P R

0.8.) A8°70R TER SECORD AND TRIRD TRANCEE RBLRBASES, 1P -;“,
YOO D BE UP T0 TNE MISSION, IN THR PROGRAM AGREENENT AND ~
IN A SU2SIQUINT P13, 70 RECORD AGRIIMINT VITK ?HX GOU ON
CRITIRIA TOR SIMILAR APPLICATION QF TAT QUOTR MAXIMIZING

CNQUOT? POLICT ND DA PROCURZMINT POLICIES IN BFPECT A2 ° Ll

. .

Tae R . . P

\ . .. . . ‘s e o '
. . . - -

z,ﬂmasmm R ) mnr S,

R

443
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e g o

BEST AVAILABLE COPY

N ’ . A
ot Sy nbdvnncle ol i utes k. S ‘l._m . —



sTa?E - ‘4e29 o

_":Bniilﬂﬁiliir"-: o

. e -«....“_‘ . ] _—
“ ’!H]. d-.-—ti‘h—‘._ . ‘-\ .\
—

4. VILL 100% T0 THY MISSION to‘itvxsx PAAD SUPPLIMEYT

* 8Q THAT, IN ONT PLACY, w3 EAVI 4 COMPLI®S DOCUMEN?
ADDRBSSING CRANGE 0 NPA MODE,

STPARATE ACCOUNT/TRACIING

RBQUIREMIN®S, OSP Cp CASH, SPICIAL DOLLAR ACCOUNT LOCAL
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~ = (" gNcLassIFIED r
V2C2CEMD  *
PP RUESC RUBENR. .
DE RUTAIM #3857/91 194 *=
¥R UUUUU 22R CLASS:
P 1213127 JUL 98 CERGE:
FM AMEMEASSY KAMPALA APPRV:
TO RUETC / SICSTATE WASIDC PPIORITY 6584 DRETD:
1470 RUZINR / AMEMEASSY NAIROBI 1585 CLIAR:
3T
JYCLAS SICTION 21 CF * ZAMPALA 3I057 DISTR:
AIDAC

NAIROEI FOR REDSO/RLA, ECON

F.0. 12358: N/A

SUEJECT: ©PAAD AMENIMENT FOR AGRICTLTCRAL
NCA=TRADITIONAL EIXPORT PROMOTION (ANIP) PPOGERAM
(E17-2113)

SZF: STATE 191597

l. USAID/IAMPALA PROCEZDING TO DEVILO® SUBJECT
AMENDMENT CF [DOLS 13.85 MILLION FCOP :XPaCT"D OBLIGATION
#IT3 GCU C/A 28 ATGUST 1952, -

2. IN CONSIDERATION OF MISSICY API DEVSLOPMENT
SIFTIL T2 FOLLOW) ANZ ANEP PROGRAM I“PACT ASSISSMTYT

TZAM SCIZDULED TO ARRIVE JJLY 18, ¥ “YPICT DRAFT Pal
INC%?%ERATING AID/W COMMENTS TO 3E SENT VIA CABLI 0/4

3. DUZE T0 TIGET SIGHING TIMZ SCHILULE, SIGNITICANT
FOLICY RETORMS MATE BY GOU TO DATE, AND POSITIVE AID/Y
CCMMENTS ON PROJEICT, REQUEST AUTZORIZATION FOR MISSION
APTROVAL QF FIJAL PAAT AMTNDMENT,

i. POR RLA: REIQUIST TDY ASSISTANC®? 0/A AJGUST S FOR
TIRZE DAYS TO REVIEW DRAFT AMENDMENT ANT PREPARE
AUTSORIZATION. USAID WILL PLAN TO BEGIN NRGOTIATING
PROJECT GRANT AGREEMENT WITY GOU APTER TODT IN ORDER TO

ADIZRE TO SIGNING SCEIDULE.

. POR J. ROSB: REQUEST YOU PASS COPY OF TAIS CA3LZ
C IMPACT ASSESSMZINT TEAM.

3. PAAD YILL R2VIZV THE TYREE MOUOTUALLY STPPORTING
ANLP ACTIVITIES} POLICY REFORM, TECENICAL ASSISTANCE
ANZ COMMODITY IMPORT PROGRAM. USAID PLANE TO STEX
VIRBAL INPUTS FROM TIE IMPACT TIAM AS SOON AS
REASCNABLE SO TEAT THEIR FINTDINGS CAN BE INCLUDED IV
PAAD AMENDMENT TEXT, USAIT YILL ESTAELISHE AGRTEMINT
¥ITE TEAM ON COLLEZCTION OF ZCONOMIC DATA, POLICY
REFORMS AND INDICATORS AVAILABLE 70 AVOID TUPLICATION
OF EFFORT.

7. USAID NOTED SOME CONFUSION AS TO ANEF GOAL AS
STATZD IN THZ REF CABLE. VE VILL RIVISYW THE GOAL
STATEMENT FOR ADDITIONAL CLARIFICATION DURING THEE PAATD

-
1)

=
-
r

paMpary 3as? YT

UNCLASSIFIED
AID 87/13/58@
D/DIR:SCATNER:
PRM:CZCRDON
ATC:IRATER
PDO:EISMITE
AID=2 AMB oC™
CONS CzZacy

UNCLASSIFIED CTAMPALA 2327

W



) / c UNCLASSIFIED 7 IAMPALA 2957

" AMBNDMINT PROCESS. TIE PURPOSE: STATEMENT QUOTE TO
INCREASE NON-TRADITICNAL EXPCRTS;i END QUOTE, REMAINS
TAE SAME,

8. TEE FOLLOWING IS A DRAFT OUTLINZI OF THE PAAD
AMENDMENT.

I. SUMMARY OF PROJECT ACCOMPLISEMENTS TO DATSE
- - POLICY REFORMS/CHANGES

- - TECINIZAL ASSISTANCZ

- - COMMODITY IMPORTS
[I. EVALUATION - AREAS OF MEASUREMENT

- - CONDITIONS AND COVENANTS
- - COMMODITIES LICENSIT
- - NCN TRADITIONAL ETITORTS MALE

- - PROGRAMS TFFECT ON PRODUCTIVITY (MAT 3T 700
- - TAELY, EUT AN AREA TO LOOZ AT).

- - EMPLOTMINT GINERATID AT LOCAL LEVEL WIT72
FOCUS 0N BACFWARD/TCRWARD LINKAGTS (MAY EX
T00 EAELY)

INCRAZASZD INCOMT (USAID ¥ILL TEY 70 GIVT
EXAMPLTS OF 307 TIIS PROJICT A5 INCRTASED
THE INCOME OF 73X PRODUCER (MAY 3E T0O
BARLY)

FORTIGN EXCHANGE EARNINGS

EFPECTS OF TECYINICAL ASSISTANCE, TRAINING
AND SEMIVARS. (IT IS NOTED THAT BECAUS® CF
CONTINUING TA DEMAND, DOLS. 1.£ “ILLIOY IS
TQ BE ACDED IN JULY AMENDMENT)

| I T N I | )
A ]

T
#3357
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UNCLASSIFIED KAMPLLY 2787
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w3  SECTION 82 OF 2" KAMPALA 83957 i - DISTR: AID=2 AME DCHM
' : CONS CHRON

AIDAC
NAIROBI FOR REDSO/RLA, ECON

B.0. 12356: /A
SURJECT: PAAD AMENDMENT FOR AGRICJLTURAL

- - STATUS AND PROJECTIQNS OF CI?P

- - USAGE OF LOCAL CURRENCT: EPADU AND
IMPORTER REPATMENT STATUS

- - ANEP AS IT SUPPORTS OTHER USAID PROGRAMS
- - AND DONCR INITIATIVES,

III. CTXAMINATION OF TYE NEED AND POTENTIAL IMPACT OF
- THE INCLGSION OF AN INTERMILIATE/SZICONTARY

- CREDIT WINDOW FOR ANEP,.

Iv. ADDITIONAL 2QLICY CHANGES AND SXPECTZID IMPACT

- (T9ESZ ARE INITIAL SUGIEISTIONS)

A, CCNTINUZD IMPRCVEMENT IV ZXPORT LICENSIVNG
- PROCEZDURES.

z. FURTISR LIBLRALIZATINN OQF T3IZ FORZIGN EXICHANGT
- RiZIME.

c. CONSOLIDATICN A&E-OPERATIONALIZATION OF MEASUTRES
- ALRZADY TAKZN,

D. RIMOVAL OF UGANDAN ATRLINES MONCEQLY IM
- CLEARING, PORWYARCING AND IANDLING OF CARZO AT
- ENTEEEE,

t. PROMULGATION OF AN INVESTMENT CODE.

k. CREATION OF AN ZXPORT CRIDIT PACILITY FOR MEDIUM
- TZEM LENDING. '

NOTE: 1IN DISCUSSICNS WITH J. WOLGIN, USAID
UNDERSTANDS BE IS PREPARING SOME SUGGISTIONS FOR T9IS
SICTION. WITH THZ RECINT DRAMATIC GOU POREY POLICY
REFORMS MAIL YHILE HE ¥AS TDY USAID WILL APPRECIATZ
115 INPUTS.

9. BEZQUEST AID/Y PROVIDE ASAP:

A, CONCURRENCE IN MISSION AUTIORIZATION OF PAAD
- AMENTMENT.

3. COMMENTS ON DRAFT OUTLINE OF PAAT AMZNIMENT,

BU3ROUGIS
3T ’
#3257
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ANNEX G

INITIAL ENVIROMMENTAL SIAMINATION
or
CATEGORICAL B¥XCLUSIONM

PROJECT CQUFTRX: Uganda

ERQJIBGT TITLE AND NQ.: Agricultural Nen=Traditional Expert
Promotion Program (517-0113) Amand.No.l

PUNDING: " FY1990 US$ 22,000,000 )

IER PREBARND BY! Charyl McCarthy, Program Officer
(AFR/EA) .

- ENVIRONNENTAL ACTION BECONNENDER:

Positive Datermination
Negative Determination X .
categorical Exclusion T
Deferral '

SUOMMARY OF FINDINGS:

1y
"

This pregran will fund a nen-project ;ector assistance aoctivity . -

which will subsequently gensrate local currency for dsvelopment
activitias. This program would qualify for a Catsgorical Exelusion
sndar sscticn 216.2(c) (2) (ix) of Reg 16 where A.1.D. doas not have
knowledge of the specific compodities to be financed prior to
spproval. In this case, the probable major commodity involved will
re fuel cll. Therefore, 2 negative determination is recommsnded on
the basis that the {mportation and use of this commoedity will have

na diract environmental impacts above and keyond thoss already
associatsd with NOrmaL cpesalivie in &he ersnepart sactor.

In the cass of local surrency use for development activities, Reg
16 does not apply. Howaver, the Agency is no lecs commitiad to
sound environmental treview of their consaquences. Ths guidanca
cable on this subject (83 Stats 068342) reocommeads that responsidle
safeguaris ansuring that environmental ooncerns bpe taken inte
account in the design and implamentation of projects and programs
supported vy jointly programmad local currency and trust funds,

In=country procedurss to evaluats any long-term environmental
impacts of activities funded with ¢generated local currancy already
axis€ in Ugsnda. Tha Miseion Environmental Officer will ensure
that the regponsible staff in the Ministry for Natural Rescurcses
will be nade aware of A.I.D. concerns, snd that they will_he asXed

L0 provide occasional progress reaports to the Mission. This
.program will alse include some support for adequately training
anvironmentdl staff to carry ocut monitoring of thess activities,

snd in developing an eil
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3pill respersa plan for use by the GOU and anycne invelved in oil
handling ana transporet.

T™he Migsion Environmental Officer or the Regional Environmental
Officer willi paftivipue-:sa nnArassary {5 the program mid-term
evaluatinn in order to assess both direct and long-tern lupuvias.
MEO and/or REO should raview the World Bank Nationsl Invironmental
Action Plan for Uganda as it evalves, in order to assess the
cababili<y ¢f GOU to nenitor the above,

Recopmepdasion:
A negative envircnmental daterminatien for this progran ia
recommended. , |

CONCURRENCEY [ q{
) Sureay ronaental Officer: APPROVED::Eg_;;
n

John“J. Gaudet, AFR/TR/ANR DISAPPROVED:
DATE: Wg

k4

-
.

GC/AFR: (drafe) DATE:14/9/90
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ANNEX H

MINISTRY OF PLANNING AND

ECONOMIC DEVELOPMENT,
P.0. BOX 7086,
KAMPALA, UGANDA.
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14 September 1990 , RECEIVED )
' 17 SEP%0
Mr Keith Sherper USAID/VGANDA
USAID Mission Director
P.0. Box 7007 . .
KAMPALA L e .

Dear Mr Sherper

R}

I wish to refer to discussions between USAID and the Government of

Uganda regarding the continuing shortage of foreign exchange available
to stimulate and support an expansion of Uganda's non-traditional
agricul tural exports. -

Trade promotion, especially of the non-traditional exports, remains -
a top priority of the NRM Government and financial assistance in

this area is vital and helpful towards successful implementation of
the programme., In this regard, I wish to formally request the
Government of the United Sates of America to amend the existing
Agricultural Nen-traditional Export Promotion Programme Grant for

an additional US320million in non-project sector assistance. As
tentatively planned, $8m. will be used to finance the immediate
procurement of petroleum products which are essential to the product-
tion and export of non-traditional agricultural goods. The balance
will be used to finance private sector general imports and/or fulfill
international debts and commitments.

Finally, I wish to express the Government of Uganda's appreciation
for the USA Government's contribution and support to our various
programmnes and for the encouragement and assistance in our develop-
ment efforts.

Yours sincerely

(o B

2. Tumusiime-lutebile
PERMANENT SECRETARY

¢.¢. The Secretary to the Treasury
Ministry of Finance
KAMPALA



ANNEX I

Uganda's Balance of Payments Situation

Uganda's balance of payments problems will increase {n the
upcoming months due to the continued low receipts from
coffee exports, the increased prices for petroleum imports
and the delays in release of the second tranche of ERC funds
by the World Bank. According to Bank of Uganda cash flow
analysis, the estimated deficit in the monthly balance of
payments before receipts from donors for the months of
September is in the range of dols 12.5 million. October,
November and Deceaber deficits are forecasted at dols 5.4
million, dols 8.7 aillion and dols 9.1 million,
regpectively. (See attached table for the brsakdown of the

cash flow figures.)

While an estimated dols 140.0 in receipts from donors will
become available in the September through December period,
the timing of the releases and the tied nature of the dols
19.5 funds from ODA make the availability of this foreign
exchange to meet needs for petroleum imports in a timely
fashion uncertain. Dols 35 million in BSAP funds are
scheduled to be released on September 28, however, the dols
55 million for the BRC from the World Bank is unlikely to be
released before the end of October or mid-November.

The foreign exchange requirements for petroleum i{mports ars
torecasted to rise from dols 5.8 to between dols 8 and 8.5
million. (See Telefax on ®0il Crisis in Uganda.®) Although
the debt service to multilateral institutions drops from
dols 12.1 in September £o 2.8 in October, a deficit is still

likely in both lonthsé

Moreover, the esti 'g;d receipts from coffes exports may be
overly optimistic light of coatinued problems with low
deliveries to therCoffee Marketing Board, Deliveries were
off by 45 percent in May, perhaps in anticipation of
producer price increases., However, after the announced
moderate increases of producer prices in the June budget
speech, deliveries have still failed to increase. The
estimation of receipts of dols 10 are based on projected
monthly deliveries of 2.7 million bags, but it may still be
difficult to increase exports to 2.5 aillion bags, Last
month coffee receipts were around dols § million and unless
there are substantial increases in coffee deliveries, the
estimated dols 10 receipts for coffee exports are anlikely
to materialize.

The Bank of Uganda is planning to make dols 3 million per
month availble through the Open General Licensing systss to
the expanded list of 63 eligible firms that produce basic
consumer goods or products that produce tax revenue for the
GOU (e.g. beer). Additionally, the BOU projects that dols
32 million will be available through the Special Iaport
Program that offers foreign exchange at the of:icial gate on
a first-come~first-served basis.




If shortfalls in coffee export receiots occur and foreign
exchange requirements for petroleum :mports rise, the Bank
of Uganda may be forced to decide between allocations for

petroleum imports and the OGL and SIP allocations. One
option it i8 considering is to restrict the foreign exchange

available for petroleum imports to its current level or a
slightly increases allocations., This will necessarily
result in shortages at the current, prevailing, world-market
prices, Alternatively, it will have to curtail allocations
under the OGL and SIP systems, which have already been shut
down since July due to lack of foreign exchange. This would
increase the strain experienced by these industries,
discourage any new investment, could potentially cause
enployment layoffs, and reduce the government's already low
tax revenue collections to meet expenditure needs.

In sum, the projected foreign exchange cash flow reveals
looming foreign exchange deficits which may impact severely
on the petroleum imports and the Uganda's economic recovery
program, Donor funds when and if they become available may
eagse the strain, however, there is clear need to assure
untied foreign exchange over the next two months.
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BANK OF UGANDA: PROJECTED (BASIC)

FOREIGN EXCHANGE CASH FLOW

SEPT - DEC 1990

E .
1990
E -
SEPT ocT NOV DEC
RECEIPTS 10.80 10.80 10.80 10.80
Coffee Exports 10.00 10.00 10.00 10.00
Invisibles 0.80 0.80 0.80 0.80
PAYMENTS 23.30 16.20 19.%0 19.90
Petroleun 5.80 8.00 8.00 8.00
CMR Offices Abroad 1.20 i.20 1.20 1.20
Uganda Embassies 1.00 1.00 1.00 1.00
Bank of Uganda Debt Service 0.80 0.80 0.80 0.80
Government Imports Incl travel 2.40 2.40 2.40 2.40
Multilateral debt servicas 12.10 2.80 6.10 6.%50
BALANCE -12.50 -5.40 ~-8.70 =-9.10
L 4 X X X X J \

OTHER PROJECTED FOREIGN EXCHANGE CASHFLOW

WA
$M
1990
SEPT-DEC
RECEIPTS c 140.00
1’ - -
ESAF , 35.00 - 9-71% "
ERC II 2nd Tranche §5.00 — Cud oF Oct - mud MWV
USAID 15.00
UK (ODA) 19.00 - +ud
Germany 6.00 -~ (. lew
SIDA 10.00 - csh
PAYMENTS 44.00
oGL 12.00
SIP 32.00
BALANCE 96.00





