
IDRC·MR166e 

Economic Adjustment and Long· Term 
Development in Uganda 

November 1987 



The International Development Research Centre i~ a public corporation created 
b) the Parliament of Canada in 1970 to support research design1.-d to adapt science 
and technology to the needs of developing countries. The Centre's activity is 
concentrated in ~i.\ sectors: agriculture, food and nutrition scic111:~; health scien~; 
information sciences; ~ocial sciences; earth and engineering ~cicnces; and com­
munications. IDRC is financed solely by the Parliament of Canada; its policies, 
hoy, ever, are set by an international Board of Governor\. The Ccnt~·s headquarters 
arc in Ottawa, Canada. Regional offices are lo.:ated in Afril:a, Asia, Latin America, 
and the Middle East. 

Le Centre de recherches pour le developpemenl international, societe publique 
crei!e en 1970 par une loi du Partement canadien, a pour mission d'appuyer des 
rccherche~ 'isant a adaptor la science ct la tech nologic aux bcsoins de!> pays en 
developpcment: ii concentre son activite dans ~ix ~ccccurs : agriculture, alimema­
tion et nutrition; information; same; science) ~ociales; science~ de la terre et du 
g~nic et communications. Le CROI est finance cntierement par le Park'ment cana­
dien, mai~ c'cst un Conseil des gouverncurs international qui en determine I' orien­
tation et les politiques. Etabli a Ottawa CCanada). ii a des bureau)( rcgionaux en 
Afrique, en Asie, en Amerique latinc et au Moycn·Oricnt. 

El Centro lnternacionaJ de lnvestigaciones para el Dc~arrollo cs una corporaci6n 
publica creada en 1970 por el Parlamento de Canada con el objeto de apoyar la 
in\'estigaci6n destinada a adaptar la ciencia y la tecnologia a las necesidadcs de 
los pafses en desarrollo. Su actMdad se concentra en seis sectores: ciencias agri­
colas. alimentos) nutrici6n; ciencias de la salud: ciencias de la informaci6n: cienci35 
~ocialcs; ciencias de la tierra e ingenieria; y comunicaciones. El Centro es finan­
ciado exclusivamente por el Parlamento de Canada; sin embargo, sus politicas 
son traz_adas por un Consejo de Gobernadores de caracter internacional. La sede 
del Centro esta en Ottawa, Canada. y sus oficinas regionalcs en America Latina, 
Africa, Asia y el Medio Oricntc. 

This series includes meeting documents, internal reports, and preliminary technkal 
documents that ma) later form the b asis of a formal publication . A Ma nuscript Report 
is ghen a small distribution 10 a high!) specialized audience. 

La presente ~rie est reservtt aux documents is'iUS de COIJoque , B U:\ rapports inleroes 
el a ux documents techniques susceptibles d'etre publles plus lard dam uoe serie de publi­
cations plus solgn~. D 'un lirage restrciot, le rapporl ma nuscrit est de5tine a un public 
lrei. specialise. 

bta wrle ioclu)e ponencias de reunio nes, informcs lnternos ~ documenlos lecnicos que 
pueden po~leriormente con formar la base de una publk11cl6n formal. E l informe rttibe 
dlstrlhucion limltada entre una a udiencla altamente especialllada. 



ECONOMIC ADJUSTMENT AND LONG-TERM DEVELOPMENT 

IN UGANDA 

The Uganda Economic Study Team 

IDRC-MR166e 

Material contained in this report is reproduced as submitted and has not 
been subjected to peer review or rigorous editing by IDRC Communications 
Division staff. Mention of proprietary names does not constitute endorsement 
of the product and is given only for information. 

scormier
Sticky Note
None set by scormier

scormier
Sticky Note
MigrationNone set by scormier

scormier
Sticky Note
Unmarked set by scormier

scormier
Sticky Note
None set by scormier

scormier
Sticky Note
MigrationNone set by scormier

scormier
Sticky Note
Unmarked set by scormier

scormier
Sticky Note
None set by scormier

scormier
Sticky Note
MigrationNone set by scormier

scormier
Sticky Note
Unmarked set by scormier



TABLE OF CONTENTS 

FOREWORD i 

PREFACE iii 

SUMMARY OF MAJOR FINDINGS & RBCOMMBNDATIONS vi 

I. INTRODUCTION 1 

2. MAJOR ISSUES IN UGANDA'S MACROECONOMIC 5 
IMBALANCE 

3. ASSESSMENT or MACROECONOMIC PROGRAMMES 33 
1972-1985 

4. ASSESSMENT OF THE GOVERNMENT INTERIM ECONOMIC 38 
MEASURES 

5. PROPOSALS FOR REFORM 42 

I. Objectives of Reform 42 

II. The Implications of No Policy Adjustments 44 

III. The Core Reform Package 48 

IV. 

v. 

VI. 

a) 
b) 
c) 
d) 

Fiscal Adjustment 
Financial Control 
Monetary Policy 
Supply Expansion Measures 

Optional Policy Packages 

Aid 

a) 

b) 

Attitudes of Foreign Governments and 
Aid Agencies towards Uganda 

Aid Modalities 

Incomes Policy and Basic Needs 

6. IMPLEMENTATION AND PHASING 

48 
56 
59 
63 

71 

99 

99 

102 

103 

106 

scormier
Sticky Note
None set by scormier

scormier
Sticky Note
MigrationNone set by scormier

scormier
Sticky Note
Unmarked set by scormier

scormier
Sticky Note
None set by scormier

scormier
Sticky Note
MigrationNone set by scormier

scormier
Sticky Note
Unmarked set by scormier

scormier
Sticky Note
None set by scormier

scormier
Sticky Note
MigrationNone set by scormier

scormier
Sticky Note
Unmarked set by scormier



PAGE 

7. MAJOR SECTORAL ISSUES AND RECOMMENDATIONS 108 

I. Agriculture 108 

II. Industry 114 

III. Mining 118 

IV. Inergy 123 

v. Transportation and Communications 128 

VI. Banking and Financial Institutions 131 

VII. Health, Water and Nutrition 133 

VIII. Education 136 

IX. Housing 138 

Conclusion 140 

The Uganda Economic Study Team 141 

scormier
Sticky Note
None set by scormier

scormier
Sticky Note
MigrationNone set by scormier

scormier
Sticky Note
Unmarked set by scormier

scormier
Sticky Note
None set by scormier

scormier
Sticky Note
MigrationNone set by scormier

scormier
Sticky Note
Unmarked set by scormier

scormier
Sticky Note
None set by scormier

scormier
Sticky Note
MigrationNone set by scormier

scormier
Sticky Note
Unmarked set by scormier



i 

Foreword 

After discussions on April 19 between President Yoweri 
Museveni and some members of his Government on the one hand 
and staft of the International Development Research Centre 
(IDRC) and the Canadian International Development Agency 
(CIDA) on the other, President Museveni requested IDRC to 
field an international team of senior economists, including 
Ugandans, to undertake as a matter of urgency an. objective 
policy-oriented study of the econoay of Uganda. The study 
was considered necessary for the foraulation of short-term 
aacroeconomic stabilization policies and for the 
longer-term development of Uganda. It was expected to 
produce realistic policy options on major economic issues. 

The President of IDRC, Mr. Ivan Bead, gave the request .his 
personal and urgent attention. IDRC decided to accede to 
the request. After consultations with CIDA, with which IDRC 
has always had close working relations, CIDA agreed to 
provide the necessary financial support. 

The study team constituted as indicated in this report 
commenced its work on May 20 with collection of data, 
preparation of position papers on specific aspects of the 
economy and general reading to provide adequate background 
for the work. While IDRC is pleased to have been able to 
assemble this international team, it is particularly happy 
that the study has involved a significant number of 
Ugandans. This reflects the mandate and mode of operation 
of.IDRC and its goal of strengthening indigenous research 
capacity. 

The study was formally launched by President Yoweri Museveni 
on June 17, 1986. After very serious consideration of all 
aspects of the economy, bearing fully in mind the 
President's emphasis on a rigorous and scientific evaluation 
of Uganda's problems and the likely impact of different 
policy choices, the Team presented its report to the 
President and Cabinet on 9 July 1986. 

In his address at the launching of the study, the President 
had stated : "I do not expect your ideological commitaent to 
either the free market solution or a planned approach to 
blind you to the actual realities of this country ..• I 
suggest that in devising solutions to our problems,· you 
should be guided by our own social, political and economic 
realities rather than experiments based on known theories 
which aight prove totally inapplicable in our context". I 
believe the Team has taken this plea fully into account in 
assessing and arriving at the various specific 
recommendations and options. 
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ii 

I hope the Government will find the results of the study 
useful in formulating its abort and long-term policies. 
Judging from the Government's interest, support and 
cooperation, I can say that it has demonstrated abundantly 
an open-minded and research-baaed approach to policy 
formulation. I must eaphasize, however, that in supporting 
this study, neither the Government of Canada through CIDA 
nor IDRC necessarily agree with the views and 
recommendations contained in the report. 

D. Adzei Bekoe 

Regional Director 

IDRC, Nairobi 
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PRBFACB 

In the latter half of May 1986, the govern•ent of 
Uganda requested the International Develop•ent 
Research Centre (IDRC) Ottawa, Canada to sponsor a 
Joint international/Ugandan tea• to advise on 
essentially abort run econo•ic policy. The.-IDRC 
agreed and was succeaaftil in obtaining finance for the 
project from the Canadian International Develop•ent 
Agency (CIDA). 

The terms of reference of the team were: 

1. To provide a co•prebensive •acro-econo•ic framework for 
the country's rehabilitation and develop•ent including 
policy reco••endations toward: -

- do•estic resource •obiliaation; 
- the exchange rate and foreign exchange •anage•ent; 
- inflation; 
- public sector expenditures and revenues; 
- domestic and external debt •anage•ent. 

2. To identify mecbanis•s and projects for a sound 
•anage•ent and develop•ent of the economy over the 
longer term. 

The team was assembled at very abort notice and 
coamenced work in early June under the joint leadership 
of Professor John Loxley, Department of Bconoaica, 
University of Manitoba, Canada and Professor Yoeri 
lyeaimira, formerly Minister of Planning in the 
govern•ent of Uganda. The President of Uganda, Ria 
Excellency Mr. Yoweri Museveni launched the study 
officially on June 17th 1986. 

A very deaanding ti•etable was set with a co•pletion 
date of the end of the first week of July. This 
deadline was met as a result of the warm cooperation the 
team received from eve~yone it approached for 
assistance. 
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The team aet the President at State House, Bntebbe, for 
a wide ranging discussion which lasted five hours. It 
•et senior Ministers and governaent officials, worked 
closely with the Bank of Uganda and other financial 
institutions and visited a nu•ber of agricultural, 
industrial and other types of enterprise both within and 
outside la•pala. Interviews were held with a service 
club and with representatives of labour, wo•en's groups, 
training institutions and all •ajor aid agencies and 
foreign e•basaies. 

Many interested individuals, business•en and acade•ics 
were also consulted. As well, the team recruited the 
services of 16 Ugandans on a for•al consultancy basis to 
prepare background papers, docu•ents and data for use in 
the study. The team wishes to thank these and all the 
people consulted for their unqualified help and 
co-operation in •aking our task possible. 

Most team members also had the opportunity to visit the 
Luwero Triangle to see, at first hand, the wasteland of 
what was once a flourishing, productive area._ We were 
appalled by the extent of the devastation and by the 
suffering of the people of Luwero. At the sa•e time, we 
were •oved by the enthusiasm a~d optimism of those 
returning home to that area. We are confident that the 
government's Emergency Relief and Rehabilitation 
Programme will be quickly successful. We thank the 
officials of that district for taking time from this 
most important work to escort us around Luwero. We also 
thank the many people there who met with us to share 
their views on the situation. Finally, we are surprised 
and saddened that the response of the donor community to 
the appeal for humanitarian assistance for this and 
similar devastated areas has, to this point in ti•e, 
been so disappointingly small. 
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The team wishes to thank the IDRC and CIDA for their 
sponsorship of this project: Dr. D. Adzei Bekoe, 
Regional Director, and Mr. Jeffrey C. Fine, Senior 
Progra•me Officer, Economics and Rural Developaent, 
International Development Research Centre, for their 
personal interest in the projectj Ms. Bather Mukandoli 
for ad•inistering the project so capablyj Dr. Sulei•an 
liggundu for his efficient liaison work with govern•ent 
and lead in the general ad•inistration of the project; 
the several govern•ent officials who have provided 
various assistance to the project and Valerie Masinzo, 
Stephen libuka, Daniel Seruwagi, Rogers libo•bo, a•ong 
others, for their assistance which, in so •any ways, was 
invaluable to the successful co•pletion of the project. 

To the •any aid agencies who ca•e to our assistance 
during our copying paper crisis, our thanks for your 
help. May you extend the principle of an interest free, 
quickly disbursed, so•ethings forgivable loan, without 
conditionality, to other requests for assistance you 
receive fro• the govern•ent of Uganda. 

Yoweri lyesi•ira 
Co-Team Leader 

John Loxley 
Co-Team Leader 
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IUHNABY or MAJOR FINDINGS AND RICQMMllDATIONS 

A. MaJor l•aue• in Ucanda'• Macroeconoaic Iabalance 

1. The aajor aacroeconoaic probleaa facing Uganda are 
reduced incoae• due to •harp fall• in output in 
recent year• and raapant inflation currently 
e•tiaated at around 100• p.a. The •tren(th of the 
econoay i• the re•ilience of the rural sector. 

2. The war and con•equent di•ruption baa underained 
the ba•ic needa of aany U•andana in the areas of 
health, education, water aupplie•. Urban incoae•, 
and ••pecially fixed ones, and wa•••• have 
declined •harply. The criaia al•o puta •pecial 
pre••urea on Ugandan woaen. 

3. The Budget i• virtually out of control, suffering 
from lax expenditure control and corruption, a 
poor revenue base, an overdependence on coffee 
export duty and low level of productive spending. 
Salaries of civil aervanta are too low to 
encourage productivity or honesty. 

4 Real iaports have declined aignificantly since 
1981 inhibiting rehabilitation; thi• is the aost 
•erious aspect of the balance of payaenta. There 
is an overdependence on coffee which ia inevitable 
in the short run, but which auat be corrected for 
the aediua/long run. Low petroleu• prices 
encourage iaporta and aauggling. Debt servicing 
coaaitaents and arrears are large and growing. 
Aid and loan inflows have declined steadily in 
recent years. 

5. The exchange rate for the •hilling is overvalued 
relative to 1983/84 in teraa of currencies of 
aajor trading partners. Thia encoura(e• iaports 
and diacouraiea production for official exports. 
Taxes, aubaidies and control• are, in theory, 
alternatives for addreasini this problea. 

6. Monetary policy haa peraiaaively financed 
•overnaent deficits. 

7. lroded real urban incoae has led to people 
adjuatin& their lifestyles to •urvive. Lack of 
incentive• causes low productivity and widespread 
ab•enteeisa and corruption. A distinction aust be 
aade between petty corruption for survival and 
large acale corruption. 
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8. Financial control and accounting standard• in both 
•iniatrie• and paraatatals are sadly deficient. 
Infor•ation on which aovern•ent •uat take crucial 
decisions i• either not reliable or not available. 

9. Major issues of the role of the •arket versus 
state intervention •u•t be addressed •ore 
a7ate•aticall7. The question of disposal of 
for•er Asian properties and parastatala raises 
i•portant econo•ic, social and political issues 
for the aovern•ent. 

10. l•ergency Belief and Reconstruction is a top 
priority and •uat proceed •• quickly as possible. 
More hu•anitarian aid i• needed for thi• purpose. 

B. Aaaeaa•ent of Macroecono•ic Proara••e• 1972-1985 

1. The lessons of the 1972/79 period are that ar•y 
and govern•ent discipline ia necessary for 
stability; incentives to faraera and workers &!:.!. 
i•portant; extensive controls are difficult to 
adainister; an overvalued exchanae rate under•ines 
the balance of pay•enta ;, i•port capaci t_y is vital 
to Uaanda; the tax base waa very fragile and 
foreign exchante receipts were used 
unproductively. Finally, people are incredibly 
resilient to econo•ic and political •iafortune. 

2. The leaaona of the stabilization experience 
1981/85 are that econo•ic progra••es cannot work 
in an insecure, indisciplined and corrupt 
environ•ent; the IMF progra .. e did not provide for 
sustaining real i•port levels for the productive 
use of foreign exchange; IMF financina was high 
coat, early repay•ent •oney; the shift in inco•e 
distribution away fro• the urban sector waa too 
rapid; the budget ballooned to co•penaate for this 
and on account of huge defence expenditures; tax 
adlliniatration was insufficiently e•phasized; 
there waa no expenditure control and no ability to 
raise productive expenditure; and local industries 
were starved of credit and foreian exchange. 

C. Aaaess•ent of the Govern•ent'• Interi• Bcono•ic 
Measure a 

1. These •easures indicate govern•ent willinaness to 
addresa preaaina proble•s, but they lack coherence 
and consistency. While atte•pting to control 
aovern•ent expenditures, the confituration of 
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viii 

producer prices and exchange rate chosen will 
drain the budget of billions of ahillinga, while 
iabalancea between purchases and aale• of foreign 
exchange at the two different rates will coat the 
governaent a further ah.93 billion per annua. 
There are alao concerns that advantage can be 
taken of the opportunity of buyina at the lower 
exchange rate and aellina at the hiaher one. 

D. Proposals for Refor• 

1. The objective• of refora are to preserve security 
"nd stability, rebuild the credibility and 
integrity of the atate, strengthen diacipline and 
aorality, revive output growth, ensure reasonable 
equity and the aeetina of basic needs, restore 
price stability and achieve external balance. If 
these are achieved in the short ter• they will 
facilitate achieveaent of the •overnaent'a long 
ter• objective of building an independent, 
intearated and aelf-suatainina national econoay. 

2. If no policy adjuataente are aade this year both 
the balance of payaenta and the budaet will becoae 
totally out of control. 'The balance of payaenta 
deficit will be $111 aillion or, if governaent 
purchases, supplier• credit•, and other ite•• are 
not part of planned caah,iaport allocation of, a 
atagaering $198 aillion. Meanwhile, the budget 
deficit will rise to ah.259 billion or over 4 
tiaes its 1985/86 level. The year after will be 
even worse. There ia, therefore, a need for 
iaaediate policy refora. 

3. The aain proposals of the tea• consist of three 
inter-related packages. 

I. The Core Refor• Package 

a) fiscal AdJuataent : 

i. The aovernaent should aove iaaediately 
to halt exchange lo••••· either by 
unifyina the exchange rate or by 
awitchina iteaa fro• the priority list 
to the aarket list or vice veraa. 

ii. A coaprehenaive refor• of the aalea and 
excise taxes and cuatoaa duty ahould be 
instituted with iaaediate effect. Thi• 
would aiaplify the rates, reaove aoat 
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iii. 

iv. 

v. 

vi. 

vii. 

viii. 

ix. 

ix 

exe•ptiona, unify the excise and aalea 
tax and increase revenue on theae taxes 
by planning foreign exchange input into 
local production. The ad•iniatration of 
these taxes would be atre .. lined and 
collection aonitored and enforced. 
These •easurea should raise ah.100 
billion in year 1 and •ore than twice 
this .. ount in year 2. 

Aa a •ediu• run •eaaure, inco•e tax 
should be reformed and collected on 
buaineaaea throu•h a preau•ptive 
approach. 

reea, airport taxea, char•ea, licenses 
and at .. p duties should be raised to 
offset inflation. Entry and transit 
f eea should be raised for f orei•n 
vehicles. 

One ti•e revenues •ight be raised from 
sale of for•er Asian properties and 
currency conversion. 

On the expenditure aide, a Presidential 
Co••iasion ahould be for•ed to review 
the structure of the civil service with 
a view to cutting the nu•ber of 
•inistriea in half and to reducing 
staff. 

Further expenditure controls on foreign 
travel, vehicle repair and car hire are 
needed. 

Expenditure eati•ates for 1986/87 are 
disturbingly high and utterly 
unrealistic. Miniatriea •uat begin 
budgeting seriously. Expenditures in 
all •iniatriea •uat be pruned; but 
especially in defence which atill does 
not appear to be under control. Plana 
for a productive ar•y are supported. 

Paraatatal subsidies and aubventiona at 
over ah.14 billion, •u•t be cut. More 
flexible ex-factory pricing and diapoaal 
of so•e entities would help. 
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x. 

xi. 

xii. 

x 

Socially beneficial 1overnaent spending 
aust be raised; civil service salaries 
need adJustinl; a shorter work day 
option for soae civil servants is 
proposed. Basic needs expenditures, 
especially in priaary health care, water 
aupply, nutrition, faaily planning and 
adult literacy, aust be expanded. Low 
salaries auat be raised proportionately 
aore than hilh ones; an educ.ational 
scholarship fund for children of poor 
faailies should be established. 

Governaent auat raise apendiDI on 
aaintenance and rehabilitation of ••••ts 
and on supplies. 

Consideration should be 1iven to 
establishing a local developaent fund at 
a parish level. Thi• would focus on 
aeeting presainl local needs and be 
financed by local taxes, in cash or 
kind, central governaent and foreign 
funds. 

b) Financial Control 

i. Detailed propoaala are aade to iaprove 
financial controls in both the 
1overnaent and parastatal sectors. 

ii. The aain institutional recoaaendations 
are a coaplete revaaping of the Auditor 
General's Departaent, reinstitution of 
the Public Accounts co .. ittee, creation 
of new central purchaainl a1ency, 
stren1thenin1 of UDC'• internal audit 
departaent, creation of a Professional 
Accountancy Traininl Institute, and 
possibly a State Audit Corporation. 

c) Monetary Policy 

i. Plannin1 and financing of the budget 
aust be tilhtly controlled and aonitored 
by the Ban.k of U1anda. 

ii. To ensure that adequate workinl capital 
is available to productive enterprises, 
a aystea of credit rationinl should be 
introduced. 
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xi 

iii. In the liiht of (ii) above noainal 
intere•t rate• •hould be reduced to Ju•t 
above the anticipated aedi1111 tera 
inflation rate of 20-25• p.a. 

iv. The idea of a currency refor• i• 
endor•ed and the po••ibility of, and 
likely difficultie• in, u•ini thi• for 
taxation or redi•tribution are raiaed. 

v. It i• eapha•ized that a currency refor• 
not acco•panied by tiiht anti-inflation 
aeaaure~ would be futile. 

d) Supplr Bxpan•ion Mea•ures 

i. Maintenance of •ecurity, control• over 
••u11lin1 and corruption and rapid 
iapleaentation of the re•ettleaent and 
rehabilitation •cheaes will all •••i•t 
•upply expansion. 

ii. Bffort• auat be aade to raise 
iaaediately a~ailable foreii~ exchange 
through running down coffee stocks, 
re•cheduling/renegotiatini debt •ervice, 
and rai•ing aid in the fora of balance 
of payaenta •upport. With a coherent 
adjuataent prograaae a aini•u• of $20-
$40 •illion could be raised; with 
IMF/IBRD approval of a relatively low 
conditionality prograaae thi• could rise 
to •160 •illion, and with a high 
conditionality prograaae, to $330 
aillion. If covernaent wi•hes to deal 
with the international institution• it 
•hould begin iaaediately to plan a 
atrateiy for neiotiating. 

iii. The u•e of foreign exchange i• crucial. 
It i• •uggeated that priority be liven, 
in orde~, to baaic needs induatrie•, tax 
revenue raiaini induatrie•, trans­
portation and export proaotion. 
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iv. 

v. 

vi. 

vii. 

viii. 

xii 

The aovern•ent •hould •ove to a unified 
exchange rate. 

Producer pricing i• one i•portant factor 
Ulon• •any; incentives 8hould be aiven 
to •pecific crop• •·•· cotton, and 
producer• •hould receive a fair 
proportion of the world price. 

Recon•titution of the civil •ervice and 
the auarantee of an i•partial civil 
••rvice ~o-i••ion are nec•••ary. 

Govern•ent •hould rely on a.blend of 
•arket force• and direct controls 
choo•inl it• point• of intervention 
carefully. If retail •argins continue 
to be a proble• consideration should be 
aiven to encouraain• properly •anaged 
con•u•er cooperative•. 

The principle concernina ownership 
structure, at this ti•e, •houJd be the 
pro•otion of productive capacity. 
Control should be retained over 
enterprise• producing e•aential goods, 
utilities and revenue raisers, subject 
to govern•ent'a ability to run the• 
efficiently. Ownership by workers, 
occupants or cooperatives should be 
encouraged. Control should be preferred 
to ownership given •anage•ent 
constraints and assets should not be 
disposed of to known thieves and 
rogues. So•e housing could be 
transferred to HFCU for disposal aaainst 
loans thereby increasing its capital and 
available housing finance. 

II. Optional Policy Packages 

In accordance with the ter•s of reference, a 
•eriea of projection• were •ade of the likely 
future perfor•ance of the econo•y under different 
policy aa•u•ptiona. The different •cenarioa with 
the •ain a•aumptions and results were as follows 

i. Scenario 2A - AdJuated Status Quo 

Aaau•ption• 100- inflation. Current 
exchange rates. No policy changes 
except revenue •easures outlined in core 
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xiii 

package plu• concessional inflows and 
debt rescheduling. 

Projected outco•e : a larie and growing 
balance of pay•enta deficit. A large 
and growin• budget deficit. No increase 
in civil service salaries or developaent 
expenditure. This i• caused lar,ely by 
an erosion of real coffee price• and 
therefore of export sales and coffee 
duty revenue. 

ii~ Scenario 2B - AdJuated Status Quo B 

Assu•ptions : devaluation of shillinf to 
ah.2500. Inflation 100,. Larae initial 
coffee price increase followed there­
after by increases in line with 
inflation aa exchan1e rate is also 
altered with inflation. 

Projected outco•e : a large initial and 
thereafter steady increases in coffee 
sales; a positive balance of payaents 
and a large surplus in the budget. 

iii. Scenario 2C - AdJusted Status Quo C 

Asauaptions : saae as in 2B except with 
large surpluses and foreign exchange 
availability, inflation rate aasu•ed 
25,. Surpluses spent by •overn•ent and 
foreign exchange allocated to 
inter•ediate inputs. 

Projected outcoae : as i•ports rise in 
response to spending, aore inter•ediate 
goods coae in and industrial activity 
picks up. Because of i•port leakages, 
however, aaount of extra foreign 
exchange available for interaediates 
declines over tiae. 

iv. Scenario 3 - Concessional Assistance 
Model 

Aasuaptiona : sa•e as 2C except Uganda 
qualifies for concessional balance of 
payaenta aupport. 
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xiv 

Projected outcoae : as would be 
expected, the iaport constraint is 
unblocked and a aucb speedier industrial 
recovery and diversification is 
possible. Inflation should be 
controllable with resource availability 
rising and aoney supply constrained by 
surplusea, even after credit to 
industries is expanded. Ci~il service 
salaries and developaent spending can 
rise. 

v. Scenario 4 - Bi«h Conditionality Model 

vi. 

Assuaptions : saae as 3 except Uganda 
qualifies for IMF high conditional 
assistance. 

Projected outcoae : even aore resources 
available although on auch stricter 
teras. It is doubtful whether Uganda 
either needs or can absorb this degree 
of resource inflow. Standbys are also 
expensive, repayable early and very 
deaanding. 

Scenario 5A Control Model A 

Assuaptions order, extra transport and 
controls bring inflation down to 50,. 
Governaent revalues to ah.1000 per$. 
Producer prices are scaled down but 
reaain at 50' world price in shillings. 

Projected outcoae : balance of payaents 
aoves into large and growing deficit. 
Budget deficit large and growing too. 
No increaae in civil service salaries 
and developaent spending. 

vii. Scepario 5B - Control Model B 

Asauaptiona inflation falls to -25' 
p.a. and stays there for three 
consecutive years. Bxchange rate as in 
5A. 

Projected outcoae : aiaultaneoua 
deficits on both balance of payaents and 
budget accounts. These are saaller in 
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viii. 

xv 

noainal teras than in 5A but because 
inflation is lower they are hiaher in 
real teras. 

Scenario 5C - Control Model C 

Aaauaptions •• in 58 but exchanae rate 
revalued to ah.700 per •· 

Projected outcoae : aiaultaneous 
deficit• on both balance of payaenta and 
budaet accounta. 

Theae scenarios are aeant only to be indicative of 
likely outcoaes. They are aubject to aarains of 
error but are nevertheless suagestive. A aajority 
view and a ainority view are presented on the 
control scenario. 

III. Sectoral Iaaues and Propoaal• 

su .. ariea of these are to be found in the aain 
body of the report under section 7 while aore 
extensive accounts for aoat sectors were aubaitted 
directly to the governaent. 

4. Since aid flows are coaaon to all acenarios aajor 
donors were interviewed.· In general they are 
pleased with the MRM's accoapliahaenta but are 
awaiting the announceaent of a coherent policy 
package before coaaitting theaaelvea further. 
They feel that current policies are a atep in the 
right direction but inconsistent and 
insufficient. Governaent priorities are not 
clear. 

5. They express concern over delays in finalizing aid 
packages and over Uganda's absorptive capacity. 

6. Centralizing eaergency aid in the PM's Office has 
worked well and eaphasizes the iaportance U•anda 
attaches to it. ln teras of project aid, the PMO 
ahould perhaps concentrate on policy and leave day 
to day details to the Planning Miniatry. 

7. More eaergency aid ia needed and should be sought 
through a publicity caapaign. Governaent should 
approach donors soon for funds for basic needs 
areas - health, water, nutrition, basic education 
and literacy - for trucka and vehicle• and for 
b.alance of payments aupport. 
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xvi 

9. The above progra••e focuses on recovery and growth 
but alao •akes i•portant provisions for access and 
expansion of basic needs facilities. 

B. l•ple•entation and Phasing 

1. l•ple•entation of this progra••e will tax 
govern•ent'a capacity. A ••all econo•ic 
secretariat should be established in the 
President'• Office to elaborate a progr ... e and to 
ensure its i•ple•entation. 

2. New tax •eaaurea, control over spending and 
forei•n exchanae account loaaea •uat be dealt with 
i••ediately. 

3. Currency refor• ahould be i•ple•ented by Dece•ber 
and alongside exchange rate adJuat•enta if 
desired. 

4. The secretariat should allocate scarce 
i•ple•entation resources to hilh priority areas, 
should •onitor progress and report to the 
President. 

5. Once a progr&11•e is in place it should be "sold" 
to donors. 

6. Data collection is necessary for econo•ic planning 
and control •ust be strengthened. Thia will •ean 
addressing the needs of the Statistics Depart•ent. 
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CBAPTBR 1 

Introduction 

1. The po•t-independence hi•tory of Uganda •akes •ad 
readin,. It is the •tory of a country with a very hi•h 
develop•ent potential being ruined by a few 
•elf-•tyled nationalist•. The •aJority of U•andana 
are •uch poorer today than they were 20 years a•o; the 
co•t of living has •kyrocketed; export earnin•• have 
not only declined in real ter•s but •ore of these 
earnin•s have been diverted to purcha•e ar•a•enta and 
conau•er goods at the expense of capital tor•ation. 
The level of production has accordingly been reduced 
significantly especially in the industrial •ector. 
This has in turn re•ulted in •assive s•uggling of •oods 
which can be produced locally, as well as smuggling 
export co•modities like coffee partly as a way of 
exporting capital but also for the purpose of financing 
s•uggled i•ports. 

2. The only activity that has stood its ground is food 
production. It is si•nificant that without •ubatantial 
food i•ports, the people of Uganda have not had to face 
the prospect of starvation. There have been pockets of 
food scarcity in some areas for reasons such as civil 
war or drought, but the overall food supply situation 
has been satisfactory. 

3. It is ala.o worth notin• that coffee production has not 
declined as fast as other exports such as cotton and 
tea; indeed the sharp decline in production of export 
crops has resulted in coffee beco•ing the only 
deter•inant of export earnings as it contributes over 
90' of the value of exports. Unofficial coffee exports 
also support the activities of a large parallel 
economy. 

4. In the public sector govern•ent revenue sources dried 
up as iaports of dutiable goods declined. Given the 
desire to enlarge the security forces govern•ent 
expenditure soared necessitating huge budget deficits 
financed ••inly by the Central Bank. Against a 
declining level of do•eatic production and i•ports 
these deficits fueled inflation. With the expulsion of 
Asians in 1972 the nu•ber of paraatatal enterprises 
expanded overnight without proper planning. These have 
been inefficiently run resulting in a drain on 
govern•ent revenues. 

1. 

scormier
Sticky Note
None set by scormier

scormier
Sticky Note
MigrationNone set by scormier

scormier
Sticky Note
Unmarked set by scormier

scormier
Sticky Note
None set by scormier

scormier
Sticky Note
MigrationNone set by scormier

scormier
Sticky Note
Unmarked set by scormier

scormier
Sticky Note
None set by scormier

scormier
Sticky Note
MigrationNone set by scormier

scormier
Sticky Note
Unmarked set by scormier



5. Underlying these trends was the state of anarchy and 
lawlessness which was put in •otion in 1966 when Obote 
and his govern•ent decided to abandon the rule of law. 
In February, 1966 Obote arrested five of his ainisters 
and subjected the• to an indefinite period of detention 
without trial; in May 1966, he ordered Allin to storm 
the palace of the Kabaka who was also the Bead of State 
of Uaanda; and in June he abroaated the Independence 
Constitution of 1962 replacina it with his own. The 
ar•y was let loose ostensibly to ••intain law and order 
in the cour~e of which they robbed, tortured and 
aurdered •any innocent civilians. The intensity of 
these atrocities increased with ti•e so that A•in'a 
ruthlessness (1971-79) exceeded that of his 
predecessor, while during his second rule Obote's 
atrocities (1980-85) surpassed those of A•in. The 
insecurity thus created not only alienated the 
population fro• the aovern•ent but also led people to 
take a very ahort-ter• view of life, leading the• to 
enaaae in speculative ventures with quick returns 
rather than investing in long-tera projects. 

6. In addition, the fact that the aovernaent of the day 
could not be bound by the laws and procedures it had 
itself laid down had a de•oralizing effect on the 
entire population, especially in the public service. 
Morality and intearity in public affairs beca•e 
extre•ely rare co••odities, and added to the erosion of 
living standards of public servants as a result of high 
rates of inflation, areatly contributed to the present 
state of corruption, •aaendo and general inefficiency. 

7. The successive reai•es lacked the •oral authority to 
enforce discipline since they were the aain culprits; 
furtheraore they were not capable of providing 
direction in •atters concernina political, social and 
econo•ic develop•ent. Their •ain preoccupation aee•s 
to have been •akina sure they survive in the aidat of a 
discontented population and hostile international 
opinion. 

8. The results of the 1980 election were hotly disputed. 
So•e aroups which felt strongly that riaaing had 
occurred, thus nullifyina the verdict of the people, 
to~k to the bush and waged a auerrilla war which, after 
6 years, resulted in their victory. Apart fro• the 
effects of the war on the econo•y as aoae parts of the 
country were beina controlled by freedo• fiahters while 
other areas were laid waste by the activities of the 

2. 
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aray as in the Luwero Triangle, the governaents of the 
day diverted enoraous resources (both local and 
foreign) to the defence budget to ensure their 
survival. Only lip-service was paid to lona-tera 
planning and the productive sectors of the econoay were 
starved of resources. 

9. In our opinion, the overthrow of the Tito Okello 
iovernaent by the National Resistance Aray (NRA) in 
January 1986 and the foraation of a broad-baaed 
iovernaent by the National Resistance Moveaent (NRM) 
aarks a turning point in the hiatory of this country. 
Already the new Governaent has succeeded, a1ainst heavy 
odds, to establish the ~ule of law and effectively 
curbs the harassaent of civilians by the security 
forces. As is stated elsewhere in this report, all the 
diploaats with whoa we have had a chance to aeet have 
expressed siailar opinions. We cannot over-emphasize 
the importance of law and order and general security on 
the developaent process; the history of Uganda over the 
last 20 years is clear evidence of this. No plan will 
succeed against a background of insecurity and 
lawlessness. In this regard we feel that the NRM 
Govern•ent has laid a basis for national security 
without which developaent is difficult to co-nceive. 

10. At the same time the Governaent faces the enoraous task 
of overcoaing the cuaulative effects of atrocities and 
aisaanagement of the econoay by past regiaes. The 
Governaent bas a duty to instill integrity and aorality 
in public affairs and ultiaately eliainate corruption. 
There is a need to reverse the declining level of 
earnings in general as part of the effort to iaprove 
the aorale of the population. A nuaber of policies are 
needed to get the economy out of the abyss in which the 
NRM Government found it in January 1986. Froa our 
interviews with various Governaent officials we have 
foraed the opinion that there is a serious effort to 
get the econoay aoving again. In this report we ~ake a 
nuaber of propoaala, setting out various options which 
we hope the Governaent will find useful in foraulating 
a package of reforas to enable the "Pearl of Africa" to 
shine again. We also think that the suffering which 
Ugandans have gone through as well aa the seriousness 
with which the new Governaent has set about the task of 
addressing these near-unsuraountable probleas deserve 
the syapathetic attention of the international 
coaaunity. 

3. 
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11. We have also examined the long-ter• objective• of the 
governaent relating to the creation of an independent, 
self-sustaining and integrated economy. These 
objectives are coaaendable; we also believe that the 
national and human resource base of the country is auch 
that these long-term objectives can be attained. 
However, given the ti•e constraint within which this 
study was undertaken, we were not able to exaaine in 
detail this aspect of our ter•s of reference. 
Moreover, we believe that the governaent is now faced 
with serious short-run practical proble•s to which it 
aust find a solution if the econoay is to be put back 
on its rails. We hope, nevertheless, that whatever 
short-tera refora package is decided upon, the 
i•plications of such •easurea on long-ter• develop•ent 
will be carefully anaylzed and taken into account. 

4. 
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CBAPTIR 2 

MaJor Issues in Uganda's Macroeconoaic Iabalance 

1. In aaking recoaaendations to iaprove the perforaance of 
the econoay of Uganda in both the abort and longer 
teras, it is iaportant to specify clearly what are 
considered to be the aajor issues to be addressed. 
furtheraore, it is essential to place these issues in 
an historical context. 

2. The aia of this section is to define the aaJor issues 
as seen by the tea• and to interpret recent historical 
developments giving rise to these issues. Where 
possible and appropriate atteapts are aade to draw out 
the social and political iaplications of what are often 
seen as narrowly econoaic issues. 

5. 
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I. Output and Prices 

1. A •ajor proble• in analysing the perfor•ance of the 
Uiandan econo•y in recent years is the steady 
deterioration in the collection and publication of 
meaningful atatiatica. On the basis of ao•ewhat 
unreliable official atatiatica, however, the econo•Y 
1rew at 8• and 4• per annu• respectively in 1982 and 
1983. Since then, real recorded GDP has fallen 
significantly by 5• p.a. in 1984 and by 5.5• p.a. in 
1985. If one excludes govern•ent, •iacellaneoua 
services and rents and looks, therefore, at 
productive sectors plus co••erce and tranaportation, 
the real irowth rate has fallen even •ore 
dra•atically fro• 12.1• in 1982, to 2.4• in 1983, 
ainus 3.9• in 1984 and •inua 8.2• in 1985. Thus, 
all the iaina •ade in 1982 have since been lost~ 
Since population has irown steadily during this 
period, •aterial product (on this definition) per 
head of the population baa fallen by 10• since 1981. 

2. The reduction in agiregate supply was the result of 
political insecurity, transport bottlenecks, 
shortages of crucial i•ports, industrial 
•i••anage•ent and the erosion of real incentives to 
far•era. 

3. Supply contraction was acco•panied after •id-1984 by 
a sharp increase in the expansion of •onetary de•and 
as the govern•ent deficit rose by sh.30 billion or 
by 134• between 1984 and 1985, all of it financed by 
•oney creation. Credit to the private sector also 
rose sharply by ah. 38 billion or by 70•. It ia to 
be noted however, that •oat of the expansion of 
private sector credit went to crop finance and trade 
while other sectors, such as industry, co•plained of 
credit ahortaiea. 

4. The result has been inflation bordering on hyper­
inflation, with annual rates of 158• in 1985 
falling, perhaps (it is too early to tell), to lOO• 
in 1986/87 with the end of the war. 

5. Goods ahorta1ea have led to a considerable shift of 
transactions fro• the for•al to the inforaal econo•y 
in which a co•bination of •arket i•perfections, 
speculative activity and inflationary expectations 
have helped fuel the inflationary price spiral. The 
irowth of this •arket •akes it difficult, of course, 
to ascertain precisely what the level of activity in 
the econo•y really ia. 

6. 

scormier
Sticky Note
None set by scormier

scormier
Sticky Note
MigrationNone set by scormier

scormier
Sticky Note
Unmarked set by scormier

scormier
Sticky Note
None set by scormier

scormier
Sticky Note
MigrationNone set by scormier

scormier
Sticky Note
Unmarked set by scormier

scormier
Sticky Note
None set by scormier

scormier
Sticky Note
MigrationNone set by scormier

scormier
Sticky Note
Unmarked set by scormier



II. Inco•e Distribution and Basic Needs 

1. The above shifts in output levels and inflation 
levels have bad a profound iapact on inco•e 
distribution in recent years. There bas been a sharp 
reduction in rural/urban cash inco•e differential• 
fro• an average of about 1:4 in 1980 to 1:2 in 
1985. Thia was the result of a relatively statnant 
urban econoay, an extre•ely buoyant rural sector and 
a generally inflationary situation. But the urban 
econo•y ia now also perhaps le•• distinct fro• the 
rural econo•y than it was in the early 1970'•, with 
•any urban dwellers producing at least a part of 
their own food require•ents. This, and the fact 
that both urban unofficial sources of cash inco•e 
and rural subsistence sources of inco•~ are not 
directly •easurable, ••ans that cash inco•e 
differentials should be interpreted with caution. 
Nevertheless, the evidence that overall 
differential• have narrowed is strong. 

2. Within the rural areas there are signific,nt 
differences in inco•e distribution between different 
regions of the country, but these are un•easured. 
Inequalities exist within different regions too, but 
again data is deficient. A •ajor potential cause of 
inequalities is thought to be the 1975 Land Reform 
Decree which abolished custo•ary, co••unal tenure 
and official Mailo and passed all land to the 
state. Ninety nine year leases can be obtained fro• 
the govern•ent but only those with access to 
procedures, •oney for the various fees and a 
develop•ent plan tend to apply. Thi• decree opens 
up the possibility of the creation of a ••all aroup 
of wealthy land owners and, as land pressures •ount 
in so•e areas in the face of high population growth 
rates, of a large number of landless labourers. 

3. Inco•e distribution in the rural areas ha• also been 
affected by the war. Several areas of the country 
and especially the "Luwero Triangle", Madi and West 
Nile have suffered ~idespread loss of life and 
property. Wilful destruction of houses, schools, 
coffee factories and trading centres have reduced 
once relatively prosperous fa•ilies to near 
destitution. Road networks and health services see• 
also to have deteriorated in •any parts of the rural 
areas. 
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4. In spite of the general and relative increase in 
overall rural inco•es in recent years, there has 
been a terrible deterioration in basic need• and 
services provided by different levels of 
govern•ent. Pri•ary health care facilities have 
virtually collapaed, water availability (always a 
proble•) has deteriorated drastically and 
educational coats, especially at aecondary level, 
have beco•e prohibitive for •any f .. iliea. rood 
availability ha• not been a feneral proble•, 
however, with only ao•e regions suffering 
ahortafes. In the rest of Ufanda food is plentiful 
although that is evidence of poorly balanced dieta 
leading to •alnourish•ent in •any areas. Overall, 
the basic needa situation is auch that infant 
•ortality rates are reported to be rising while 
literacy rate• have been falling. 

5. Changes in the pattern of rural econo•y have had far 
reaching implications for rural wo•en. In recent 
years wo•en have beco•e involved increaaingly in 
raiaing cash incoae for the f .. ily through the 
growing and •arketinf of f~od crops, brewing, 
handicrafts etc. Thia i• in addition to their 
nor•al cultivating and houaehold chorea. So great 
have beco•e pressures to •ake additional aoney that 
in •any areas of the country wo•en are experiencing 
difficulties in handling the various demands being 
•ade upon the•. 

They have responded by cooking •ore convenience 
foods or selling for cash previously consuaed highly 
nutritious foods, in both cases leadinf to a decline 
in fa•ily nutrition. The nu•ber of fa•ilies headed 
by wo•en is reported to have increased as a result 
of widowhood, divorce and delayed •arriage (J. Wanja 
Har•sworth "The Bcono•ic Status of Rural Wo•en in 
Uganda" and H. M. I. Tadria "Changes and 
Continuitiea in The Position of Woaen in Uganda" 
both in "Beyond Crisis : Social Develop•ent in 
U&anda UHICBF 1986)~ The additional econo•ic 
pressures on fa•iliea, and on wo•en in particular 
are said to have led also to areater stress and 
conflict within fa•ilies and to wo•en havinf leas 
ti•e for co••unicating at hoae and for participating 
in coaaunity activities. 
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6. Rural woaen coaplain that they rarely have control 
over the additional cash they generate. Thia 
coapounds long standing co•plaints that woaen have 
about the inequality built into the aarria•e laws, 
inheritance laws, practices concerning land and 
other asset ownership and, consequently, related 
issues such as access to credit and aeabership of 
cooperatives. 

7. Several of these trends in the changing role and 
status of woaen are to be found also in urban and 
peri-urban areas. Woaen, especially, have been 
forced by circuastancea to play an active role in 
the aagendo aarket. In addition, woaen clai• that 
econo•ic hardship has increased their dependence on 
•en and hence their vulnerability. While accepting 
that they receive the aa•e pay as •en for a given 
job, professional woaen clai• that it is harder for 
the• to gain access to senior Jobs than it is for 
•en. 

8. Iaproving the status of woaen, as a basic need and 
right, has never been easy anywhere in the world. 
The eaphasis on deaocracy and equality of treataent 
for woaen in the Ten Point Prograaae indicates a 
coamitment by the NRM to undertake this difficult 
task in Uganda. The above issues should help guide 
the direction of policy. 

9. Within urban areas the saae deterioration of 
publicly provided basic needs services has taken 
place and the cost of access to what reaains (both 
official costs and unofficial charges) have 
increased. Real wages and salaries have fallen by 
as ·auch as 60-80• since 1984 with enormous 
iaplications for incentives and corruption (see next 
sub-section). 

10. It has been estiaated by the tea• that in 1985 civil 
service salary levels, on a daily basis, could 
provide 6.5 tiaes the daily aini•u• food requireaent 
for officers at Ul scale, 2.6 tiaea for those at U4, 
1.4 tiaea for those at U6, 1.1 tiaea for those at U7 
and only 0.8 tiaes for those at US. By 1986 these 
had been reduced by 50• so that none at level U6 or 
below could purchas• daily requireaenta out· of daily 
waiea. Those at the very bottoa of the scale could 
provide at aost 40' of their daily food needs from 
salary. Thia excludes, of course, expenditures on 
housin1, clothes, travel, school fees, •edicine 
etc. It is for this reason that the NRM Ten Point 
Pro•raaae aakes a co .. itaent to reviewin• civil 
service salaries. 
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11. These are aoae of the issues of equity and basic 
needs which any adJuataent prograaae and long ter• 
developaent prograaae aust address. 
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III. Budgetary Perforaance 

1. The fiscal position of the Governaent of Uganda 
haa been steadily deteriorating in a nuaber of 
waya over the paat four years. To begin with, 
there waa a draaatic, 4 fold increase in the 
BUDGET DEFICIT between 1982 and 1984. lven when 
inflation ia allowed for the deficit roae 2 1/2 
tiaea. The deficit also ro•e steadily aa a 
percentage of ODP and aa a percentaae of 
aovernaent spending. There ia, however, evidence 
that in 1985/86 the deficit financed by Central 
Bank borrowina waa rouahly at ita 1984/85 level or 
at about ah. 53 billion repreaentina a aianificant 
drop in real ter•• and as a percentaae of 
governaent spending relative to 1984/85. 

2. The •oat iaportant proble• in the budget would 
appear to be the low GROWTH OF RBCURRBNT RBVBNUE. 
Since 1982-83, revenue growth has not kept pace 
with inflation so that in 1985/86 it waa, in real 
teras, only about a half its 1983/84 level. Thia 
problea •ust be addreaaed if aovern•ent ia to 
resume its role in the ati•ulation and reaulation 
of the econo•y. 

3. The poor revenue perfor•ance ia inti•ately linked 
to proble•a in the STRUCTURE OF TAX RBVBNUB. With 
the severe constraints on i•port capacity in 
recent years, and the related collapse of 
industrial production, revenue fro• i•port duties, 
sales and excise taxes has been greatly 
constrained. The relative i•portance of these 
taxes has, therefore, fallen from over 50% of 
total revenue in the early 1970's to 32-36• in 
recent years. Likewise, the collapse of industry, 
the aaaaive shift of transactions from the foraal 
to the informal, unrecorded sector and the bid to 
offset erosion of civil servants salaries by 
exeapting thea froa PAYE, has led to a collapse of 
direct taxes. Income and Corporate taxea, which 
uaed to account for about a quarter of total 
revenue iD the early 1970'& do Dot DOW exceed 
4.5•-6%. Many licensina charges and fees have not 
been adjusted for inflation and hence realize only 
a fraction of what they were intended to raise 
originally. 

4. At the aa•e ti•e there is evidence of widespread 
failure to collect taxes so that actual revenues 
are well below what they should be even with this 
diainished base. 

11. 

scormier
Sticky Note
None set by scormier

scormier
Sticky Note
MigrationNone set by scormier

scormier
Sticky Note
Unmarked set by scormier

scormier
Sticky Note
None set by scormier

scormier
Sticky Note
MigrationNone set by scormier

scormier
Sticky Note
Unmarked set by scormier

scormier
Sticky Note
None set by scormier

scormier
Sticky Note
MigrationNone set by scormier

scormier
Sticky Note
Unmarked set by scormier



5. In consequence, govern•ent is relying 
increasingly, on the coffee export tax as its 
principal source of revenue. Taxes on coffee, 
which barely reached 20,, now account for between 
55 and 60,. This not only raises questions of 
equity, it also suggests that budget revenues are 
not likely to be particularly buoyant or stable in 
the near future. Diversification of the tax base 
and the develop•ent of buoyant sources of revenue 
•ust be the cornerstone of any progra••e of 
budgetary adjustaent. 

6. The Interi• Bcono•ic Measures should be viewed in 
this context. By raising coffee prices by 76• 
without an accoapanying exchange rate adjuataent, 
the governaent stands to lose so•e Sh~lOO b in 
export tax revenue unless there is an increase in 
coffee production or a shift of coffee sales fro• 
the unofficial aarket to the official aarket. To 
at least neutralize the iapact of this aeasure on 
the budget, these responses would need to generate 
extra official coffee sales equal to 75• of the 
total in 1985. 

7. Contrary to widely held views, TOTAL G~VIRNMBNT 
SPENDING in Uganda does not appear to be 
excessive. Indeed, at 9• of GDP in 1983/84 and 
falling perhaps to 6-7• in 1986/87, this is the 
lowest recorded expenditure in the whole of 
sub-Saharan Africa, being less than one half that 
of the average low incoae SSA country. The 
governaent's ability to influence the social and 
econo•ic state of the nation through spending is, 
therefore, very liaited. 

8. Noainal growth in RBCURRBNT SPENDING has reached 
high levels over the past four years, so that 
total recurrent spending in 1985/86 was 12 tiaea 
its 1981/82 level. In real teras, however, 
recurrent expenditure has grown at about 5' p.a., 
which is not out of line with GDP growth over the 
period as a whole. There was also a sharp fall in 
the rate of increase in spending in 1985/86 which 
reduced the level of real spending in that year to 
below that of 1982/83. 

9. Reliable data on the COMPOSITION OF RBCURRBNT 
BXPINDITURB is not readily available. It appears, 
however, that Defence (25,), Education (15.4') and 
Consolidated Fund Expenditures (27.5') aake up two 
thirds of recurrent spending, leaving little rooa 
for health and directly productive services. 
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It appears that wages and salaries co•prise about 
28' of recurrent spending, while i•port content is 
in the region of 50-55' (direct i•ports, 6-9~, 
petroleu• 12-15' and foreign debt and interest 
31.5,). 

10. There are four •aJor concerns regarding this 
co•poaition. Firstly, the salaries of civil 
servants are wholly inadequate to thei~ needs, 
having fallen in real ter•• since 1981/82 by 
between 60-80,. Real inco•e• are now so low that 
they constitute only a ••all fraction of what is 
required for people to get by. As argued •ore 
extensively in Section 2 (vii) this •eans that all 
civil servants •uat spend ti•e and energy 
gerieratlng additional inco•e with the result ·that 
their civil service Job becomes either a sideline 
activity or a •eans of generating illegal sources 
of inco•e. Thus, salaries are too low to generate 
co••it•ent and productivity and they penalize 
those who are co•mitted and honest. The second 
problem is that the nu•ber of civil servants has 
grown sub•tantially in recent years with large 
numbers of essentially redundant staff, especially 
at lower levels. Thirdly, there are no less than 
35 ainistries each co•plete with its own top 
leadership and bureaucracy. This absorbs an 
excessive a•ount of scarce talent, involves costly 
duplication, and causes proble•s of 
co-ordination. Fourthly, expenditure control in 
the budget is co•pletely lacking, with accusations 
and evidence of corruption and the sale of "air" 
being widespread [see Section 2 (viii)]. 

11. The problem of recurrent expenditure is therefore 
not one of an excessive total, quite the contrary, 
but rather of the •anner in which that total is 
spent. 

12. The principal •eaaurable causes of the deficit 
since 1984 have been the three to six-fold 
increase in civil servants salaries in July 1984, 
and the growth in Defence spending. These are 
esti•ated to have added sh.31.4 b, and sh.19.5 b 
respectively to the budget between 1984 and 1985, 
accounting for al•ost the whole of the deficit 
incurred in that year. 
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13. The DIVILOPMBNT BUDGET also raises a nu•ber of 
issues. Develop•ent apendini in 1982/83, 1983/84 
did not keep up with inflation and was 
approxi•ately 30• leas in real ter•a than it had 
been in 1981/82. Since that ti•e there has been a 
pronounced recovery so that real apendinl in 
1985/86 was budieted to be double that of 
1981/82. lven so, the develop•ent budiet would 
still be quite a•all repreaentinl DO aore than 2• 
of GDP. As it happens, it looks as if budieted 
targets will not be reached and that only about 
two thirds of the budgeted a•ount (so•e sh.100 b 
out of ah.150 b) will be spent by the end of June. 

14. The COMPOSITION of develop•ent apendini has, until 
recently, been skewed in favour of General Public 
Service, Security and Education expenditures, 
which accounted for about two thirds the total in 
1982/83. In 1985/86, however, expenditure on 
econo•ic services was slated to riae to Just over 
a half of total apendini. 

15. There is evidence that the develop•ent bud1et has 
been constrained in the recent past by absorptive 
capacity and by security proble•s. In the future 
absorptive capacity ••Y still be a constraint but 
foreiin exchange is likely to be an even •ore 
binding one, iiven the recent trend• in foreign 
capital inflows and in exports referred to in the 
previous section. 
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IV. The Balance of PaY•ents 

1. The single •oat i•portant feature of Uaanda'a 
balance of pay•ents position since 1981 has been 
an uninterrupted fall in the real value of 
i•ports. By 1985 official flows of real i•porta 
were between 28 and 38• lower than their level in 
1981 (dependina on how one values i•ports from 
Kenya). Though there were undoubtedly additional 
inflows of i•ports in the unofficial •arket of 
S•u•aled aoods, there is DO evidence that 
s•uggling has increased since 1981. Also, of 
course, so•e of the proceeds of s•uggled exports 
do not increase import capacity at all but si•ply 
finance capital flight. The erosion in i•port 
capacity is, therefore, real and has helped 
prevent rehabilitation and recovery of such key 
sectors as industry and transportation, and has 
led to an acute shortage of consu•er aood~. In 
turn this has discouraged agricultural growth, 
fuelled inflation and eroded the tax base. 
Restoration of real i•port capacity •ust be a 
vital element in any econo•ic recovery progra••e. 

2. The co•position of i•ports in recent years has 
also served to i•pede economic rehabilitation and 
recovery. A large proportion of the already 
constrained i•port capacity has taken the for• of 
consumer goods (between 43' and 63' of non-oil 
i•ports approved by the Bank of Uganda in the past 
two years). Many of these, such as sugar, salt, 
cigarettes, alcoholic beverages, soap, textiles 
and clothing, are ite•s which Uganda could produce 
in nor•al circu•atances. The necessity to satisfy 
i•mediate consu•ption needs serves, in a situation 
of declining overall i•port capacity, to divert 
resources fro• reacuaitating industrial production 
of the very sa•e conau•er ite•s. 

3. Petroleu• related iaports absorb 20' of total 
i•porta but fully 40• of those subject to 
discretionary allocation by the Bank of Uganda 
(i.e. excluding aid i•ports, for instance). 
The. concern here is that these products sell 
locally at a fraction of their price in 
neighboring countries, giving rise to s•ucgliog, 
loss of tax revenue to aovern•ent and an 
artificially inflated i•port de•and. The price 
per litre of petroleu• valued at •arket exchan•e 
rates, for instance, is only about US 15 cents 
co•pared with US 50 cents in neighboring Kenya. 
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At the aaae tiae there are concerns that the 
dollar iaport price of petroleua products i• both 
high and inflexible relative to world prices 
which, of course, have been falling in recent 
aonths. 

4. The steady contraction in real iaport capacity has 
taken place in spite of a relatively etrong 
recovery in official coffee export voluaes aince 
1980, and in spite of ateadily ri•ing 
international coffee prices in dollars aince 1981 
(recorded coffee proceeds were in fact over $100 
aillion greater in 1985 than in 1981). 

5. The strength and resilience of the coffee sector 
prevented the decline in real iaports froa being 
even aore serious than it was. At the saae tiae 
the overwhelaing dependence of aerchandise exports 
on this single crop renders Uganda very vulnerable 
to international price fluctuations and possible 
future quota restrictions. World coffee prices 
have started falling already, adding yet further 
pressure on the country's fragile iaport 
situation. 

6. A critical problem facing the governaent is the 
revitalization of exports of other traditional 
crops such as cotton, tea and tobacco. 

7. An additional proble• on the export aide is that 
of generating earnings from non-traditional 
exports. The success in exporting aaize in 
1983/84 deaonstrates that significant 
possibilities do exiat in agriculture. 
Non-agricultural export possibilities alao exist, 
e.g. energy and ainerals, but await industrial and 
infrastructural rehabilitation. 

8. A aajor factor constraining iaport capacity is the 
country's large DIBT SIRYICING COMMITMBRTS. In 
1984 these aaount~d to $130.2 aillion (including 
net IMF repurchases and paYJlent of arrears) or to 
32~ of total export earninis. In 1985 they 
reached $181 aillion or fully 48- of export• and 
will be well above this level, at $249 aillion or 
58- of aerchandise exports in 1986/87. Uganda'• 
total external debt, including funds owed to the 
IMY, now stands at over $1 billion. It ia to be 
eapbaaized that the reduction in real iaport 
capacity would have been even greater in the 
absence of this borrowing. 
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9. It is to be noted that debt servicing coaaitaents 
to the IMF and IBRD cannot be rescheduled. To the 
IMF alone, these reached $89 aillion in 1985 and 
will be $112.0 in 1986/87. 

10. U•anda has been unable to aeet all its debt 
obligations in the past ao that its arrears of 
principal and interest stood at $86.3 aillion in 
March this year. Since then the rate ·of payaent 
of principal and interest appears to have slowed 
considerably ao that, while there has been soae 
payaent of arrears, the net total has probably 
increased by a further $40 aillion to $50 aillion 
to end of June. Total arrears, including 
coaaercial arrears, now atand at around $130 
aillion. 

11. Iaport capacity has also been adversely affected 
by a steady fall since 1983 in both unregistered 
transfers (aainly grants) and official aediua and 
long tera capital inflows. These declined fro• 
$163.7 aillion respectively in 1983 to $61 aillion 
in 1984 a·nd $85 million in 1985. Thia decline 
represents over a quarter of total 1983 iaport 
capacity. 

12. As a result of the above developaents, and in 
apite of strong positive balances on the current 
account of the balance of payaents, Uganda's gross 
foreign exchange reserves have fallen by $92.8 
aillion over the past two years, and now stand at 
the equivalent of only 2 aonths iaports. 
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Y. The Bxchanae Rate 

1. The price of the Uganda shilling is the •ost 
i•portant single price in the econo•Y· It 
influences the volu•e and structure of output, the 
level and structure of prices, and the 
distribution of inco•e. It is therefore not 
surprising that there should be intense interest 
and controversy surrounding exchange rate policy. 

2. In the 1981-84 stabilization progra••e the 
exchange rate was substantially left to be 
deter•ined by "•arket forces" at weekly official 
auctions and on parallel (kibanda) •arkets. An 
official rate for selected foreign exchange 
transactions gradually converged with the 
•arket-deter•ined rates until the second half of 
1984, following which the gap between them widened 
again. The auction system has been ter•inated 
and, from May 1986, there are two official 
exchange rates - one for "priority" i•ports (now 
virtually all of those for which the Bank of 
Uganda allocates foreign exchange) and coffee at 
sh. 1400/dollar, another at sh.5,000/dollar for 
all the rest. 

3. The present dual official exchange rate is 
intended to achieve low prices for essential 
imports and assist in the maintenance of 
government revenues fro• the coffee sector while 
offering strong encourage•ent for non-traditional 
exports. It represents a co•pro•ise between 
advocates of lower prices, to be achieved with the 
help of government administrative ayste•s, and 
those who believe that, with the exception of few 
key prices, e.g. coffee and petroleum, do•estic 
price structures cannot and should not be 
govern•entally controlled. The underlying 
disagreements relate to the actual and desirable 
structure of prices, and the role and current 
capacities of govern•ent. 

4. The auction or "free •arket" syste• for exchange 
rate deter•ination had the advantage of keeping 
official exchange rate changes broadly i~ line 
with the chan1ing relative purchasing power of the 
Uganda shilling during a period of rapid do•estic 
price inflation. It also was intended to have the 
flexibility to allow profitable enterprises that 
found the•selves unable to function because of the 
absence of crucial inputs or parts to acquire them 
quickly and legally if they could afford to pay 
for them. 

18. 
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On the other hand, because the use of foreign 
exchange was not specified it encouraged the 
wealthy to acquire foreign exchange for consu•er 
goods and other purposes not related to Ugandan 
development. It also left the exchange rate 
extremely unstable and unpredictable and this too 
encouraged importation of consumer goods which 
could be quickly disposed of at scarcity prices. 
In contrast, producers were never sure that they 
could recover outlays on raw materials and spares, 
especially when facing price control at the 
ex-factory level. It has been said that the 
exchange rate is much too important a price to be 
left to the market. 

5. In Ugandan circumstances, where effects on private 
capital flows are likely to be •inimal, official 
devaluation of the currency is exactly equivalent 
to uniformly increasing duties on all i•ports and 
subsidies on all exports. The same considerations 
of price effects, effects on public revenues, and 
potential for evasion can and should be applied to 
exchange rate decisions as would be applied to 
equivalent tax and subsidy ones. If there is 
agreement OD the desired outcome, the selection Of 
exchange rate policy rather than taxes and 
subsidies as the operative policy instrument is a 
relatively technocratic matter. 

6. The current dual exchange rate may be seen as the 
equivalent of a heavy tax (additional to the 
formal export duty) on coffee together with a 
hefty subsidy to importers and non-traditional 
exporters. The value of the "subsidies" 
substantially exceeds the value of the "tax", so 
that the implications for government revenues are 
strongly negative. Current exchange rate 
arrange•ents also fail to provide sufficient 
incentives for the restoration of past levels of 
tea and cotton exports. 

7. An alternative to,either exchange rate 2!:. 
tax/subsidy policies is administrative control. 
Under present policies, the allocation of "free" 
foreign exchange among different potential 
iaporters at a fixed price is done exclusively in 
this way. Coapulsory delivery of coffee to the 
CMB at a stipulated price is also part of the 
"control" system. In both cases there is some 
evasion and some disagreement as to how much. In 
the case of imports there is the further question, 

19. 
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on which there aay be so•e disagree•ent, as to the 
extent to which traders earn "rent" in consequence 
of their ability to sell their i•ports, or 
products •ade froa thea, at high "scarcity" 
(•arket-deter•ined) prices. If traders can do 
this one of the principal purposes of current 
exchange rate policy is not achieved. 

Those who doubt the intention, desirability or 
capacity of the govern•ent to control allocations 
and prices in the social interest tend to favour 
the use of exchange rates and tax/subsidy 
policies. 

8. If it is agreed that both coffee export tax and 
i•port controls are desirable, and th~t the drain 
on government revenues of present arrange•ents is 
undesirable, can exchange rate policy play a role 
in the aore effective pursuit of governmental 
objectives? 

9. These are the principal issues concerni~g the 
exchange rate. The •ore technical •atters will be 
dealt with in the proposals in section 5. 

20. 
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VI. Monetary Policy 

1. The most important feature of monetary policy in 
Uganda has been the permissive financing since 
1984 of governaent budget deficits. These have 
been financed by the Bank of Uganda largely 
through Ways and Means Advances. 

21. 

2. Net credit to the Government by the Bank of Uianda 
rose by sh.68 million, from sh.37 billion in early 
1984 to sh.105 billion by December 1985 - a rise 
of 183-. 

3. Passive funding of the budget deficit was the main 
cause of rapid increases in money supply (M2) by 
ah.145 billion or by 237* during this period. 
Increased lending to the private sector, by sh. 
56.36 or by 157* also contributed as did losses 
made by the Bank of Uganda on foreign exchange 
revaluations. 

4. Since December 1985 Ways and Means Advances to 
governaent have continued to expand rapidly and by 
April had reached sh.117 billion. 

5. This permissive monetary policy, to support a 
mushrooming budget deficit, has undoubtedly helped 
fuel inflation since 1984. 

6. Other important aspects of monetary policy such as 
crop finance facilities, credit to agriculture, 
industry and trade etc., are dealt with under 
section 7 (VI). 
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22. 

VII. Incentives and Corruption 

1. As stressed earlier, the aassive erosion of the 
purchasing power of wages and salaries since 1984 
has led to a situation in which wage earners and 
the aalariat survive not from for•al earnings from 
their Job, but from other activities. 

2. So•e have responded by taking •ore than one job 
(e.g. teachers,' doctors), by petty tr~ding, by 
cultivating a ah&11ba on the aide, by sending other 
family aeabers out to work or trade, by sharing 
food and accoaaodation with a broader group, or, 
in the case of the highly skilled, by leaving the 
country. Not all have been successful in 
aitigating the fall in their inco•es. Some have 
had to aake do without items previously thought 
iaportant (e.g. some foods, clothing, 
transportation to and froa work, education and 
health services for children, etc.) and in extreme 
cases have had to resort to begging. In aany 
respects, however, it is probably true to say that 
Uganda no longer has a pure wage earning or 
aanagement group since people can no longer 
survive purely on wages or salaries. The line 
between urban and rural existence has also become 
blurred and the gap between average urban and 
rural incomes, so wide in earlier decades, has 
narrowed or even been reversed. 

3. There are, therefore, few incentives for people to 
show up at work regularly or once there, to be 
conscientious and productive. In addition, 
shortages of foods and transport proble•s, in 
iheaselves, aean that eaployees aust inevitably 
spend inordinate aaounts of tiae away from the 
work place. The problem is, however, that all 
eaployees are regarded as full ti•e workers and 
are, supposedly, paid to be there full tiae. 

4. The drastic decline in real incoaea has also 
forced aany eaployees into illegal activities. 
Theft, conversion, •isappropriation of funds, 
saufgling, black aarketeering and exchange control 
offences are now coaaon. 

5. For aany ordinary eaployees engaged in these 
activities, this is a question of survival. The 
problea has its origin in grossly deficient real 
incoaes from eaployment, but it is now so deeply 
eabedded in society that it aay take aore than a 
reversal of real income trends to rectify it. 
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6. Given the speed with which increases in real 
inco•e were eroded in 1984-86, employees will be 
skeptical that any subsequent increases can be 
•aintained. It will, therefore, take ti•e to 
reverse the current nega~ive incentive syate• even 
if prices are stabilized. 

7. Any action by the govern•ent to contain these 
"corrupt" practices and any steps taken to raise 
ti•e spent on the Job and to pro•ote productivity 
will be injurious to e•ployees, and probably 
dooaed to failure, unleaa real inco•es can be both 
raised and •aintained over a period of ti•e. 

B. The sa•e argu•ent does no.t apply to large scale 
corruption in high places. There is considerable 
concern .that the new govern•ent has not dealt 
quickly and effectively with people known to be 
corrupt and that in ao•e casea, it appears to have 
rehired or proaoted auch people. 

There is skepticism that the Coaaiasion of Inquiry 
procedure will work. CQncern has been expressed 
that it is not focussed enough nor does it delve 
deeply enough into the affairs of those auapected 
of corruption. The tea• ia not, however, in a 
position to coaaent on this, except to state that 
this method of policing corruption ia very •uch a 
"top-down" bureaucratic •ethod; it is slow and 
ex-post and provides no day to day pressure on 
would-be offenders. 

10. There appears to be strong support to governaent 
efforts to close the borders to large-scale 
••uggling traffic. There is, however, 
considerable eapathy towards aaall scale s•ugglers 
seeking, a•ong other things, to obtain scarce 
consuaer iteaa, although in aoae areas (•.g.-the 
Arabica growing areas near Kenya) it appears that 
the trade of such saall scale ••ugglera •ight, in 
total, be very significant. If so, it is unlikely 
to be prevented by direct controls and will 
req.uire addressing the •arket distortions to which 
it is a response. 
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VIII. Financial Control and Discipline in the Public Sector 

1. Financial ad•inistration and control describe 
the policies and procedures which, when 
effectively adhered to, ensure that •axi•u• 
benefit is derived fro• resources expended. In 
this sense of the ter•, financial aclllinistration 
and control have ceased to exist in the public 
aector of Uganda. There are aiaply no effective 
ad•inistrative and procedural checks and 
balances on the efficient use of financial 
resources in operation at this ti•e. 

a) Ministries. 

2. Govern•ent expenditure is completely out of 
control and revenue collection is a •ere 
fraction of its potential. Corruption borders 
on being endeaic and, to 1985, reached all the 
way to the level of •inisters and beyond. The 
budgeting process has broken down and requests 
for funds are often totally unconnected to 
previous years' progra••ing or to any sensible 
notion of Ministry plans and ob 1 igat i_ons. 
Budget guidelines are often si•ply ignored and 
requests for funds are usually not accoapanied 
by any detailed justification. Budget requests 
are seen as a first request to be followed, as a 
aatter of course, with subsequent supple•entary 
subventions. Again, these tend to be 
accompanied by little or no substantiation. 

3. Supporting docuaentation for purchases of •oods 
or services is liaited and such purchases are 
largely out of control. The procureaent system 
is in disarray with individual Ministries 
writing their own local purchase orders without 
having to go throu•h a general purchasing 
agency. There is, therefore, no independe~t 
check that goods are actually bought or that 
they are bought at reasonable pricea. The 
advantage of bulk buying and quality control is 
also forfeited. 

4. The National Public Accounts have not been 
prepared for fifteen years. These include 

Stateaent of Receipts into and Isaues fro• 
Consolidated Funds 

Balance Sheet of the Consolidated Fund 

Balance Sheet of the Treasury General Account 
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Su••ary of the Appropriation Accounts 

Su••ary of State•enta of Revenue 

Stateaent of Public Debt. 

5. The Public Accounts Coaaittee ha• not functioned 
effectively since 1971 and has not convened 
since 1981. The Auditor General'• Report has 
been prepared on a current basis but haa not 
been published since 1971. Thia Depart•ent has 
been terrorized into iapotence. 

6. Corruption and •alfeaaance are ao widespread 
that at thia point in ti•e little confidence can 
be placed in the civil service. Staff aorale is 
low a~d loyalty is questionable. The reasons 
for corruption are now syate•ic, however, as 
discussed in section 2 (VII). 

b) Parastatala. 

7. Financial ad•inistration and control in the 
paraata~al sector depends upon laraely untrained 
or unskilled staff. Thia sector i• also 
seriously understaffed in this area. Corruption 
is alao evident in •any paraatatala. In short, 
financial administration and control is 
generally extreaely weak and •eaningful 
budgeting is alaost non-existent. 

8. Bxisting programmes of rehabilitation are 
proceeding at far too slow a pace and on the 
basis of an insufficient knowledge of needs, 
problems and possibilities. The financial 
statements of •oat parastatals have either not 
been prepared or have not been audited since 
1983. Part of the problea is that the 
qualifications, skills and experience of the 
•aJority of senior financial staff in the 
parastatals are inadequate. 

9. Control over parastatal operations and 
perfor•ance by the Ministry of Finance haa been 
non-existent since 1971; yet this Ministry has 
•ade aianificant inveat•enta in parastatala and 
has given •asaive loan guarantees on behalf of 
paraatatala. Subaidiea and subventions to this 
sector now a•ount to over sh. 14 billion 
annually, in spite of governaent having 
hopelessly inadequate and outdated financial 
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statements of the perforaance of those entities 
requiring such assistance. Governaent or public 
control generally over the parastatals is very 
weak. Managers and Boards of Directors are 
seeaingly not accountable to any one and are not 
held responsible for their actions or lack of 
activity. 

10. Thus neither civil servants nor parastatal 
eaployees are accountable to the public for 
their actions. Rarely are established legal 
channels eaployed to deal with those who abuse 
their office. 
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IX. The Role of Stete Intervention 

1. Bow far and in what ways the State should 
intervene in the economy is currently being 
debated with reference to three separate issues. 
The first and •oat contentious of these concerns 
the distribution and pricing of co .. oditiea, the 
second relates to the disposition of for•er Asian 
properties and the third to the size and role of 
the paraatatal sector. 

I. The Distribution of Co••odities 

27. 

2. The Govern•ent has taken the position that certain 
essential consu•er items should be made available 
at relatively low prices. In the case of sugar it 
announced a desired price which was auch less than 
the prevailing •arket price at that time. 
Governaent intends to ensure that adequate 
supplies are ordered from abroad at the priority 
exchange rate to sustain the indicated. official 
price. An elaborate distribution network is 
envisaged in which a parastatal co•pany purchases 
sugar and distributes it to agents selected by 
village resistance coamittees. These agents then 
ensure an equitable distribution at the official 
price. 

3. At this time the Govern•ent's view is that this 
approach to distribution is an essential element 
of its anti-inflation policy. Greater equity in 
distribution appears also to be an i•portant 
consideration. The suggestion is, however, that 
this is a short term expedient to be abandoned 
when goods are in abundant supply. 

4. The larger •erchants, however, see this approach 
as a threat to their profits if not their 
existence. In recent days the price of augar has 
skyrocketed to in excess of Sh 10,000 a kilo and 
older stocks in the hands of these •erchants 
appear to have been withdrawn from circulation. 
Sugar has indeed beco•e a major political issue. 

5. It re•ains to be seen if the distribution syste• 
planned by the Govern•ent can succeed. Much will 
depend on how strong the village resistance 
co•aitteea are and how sound is their choice of 
preferred local agents. There is evidence of some 
arbitrariness in the selection of agents in some 
places. Considerable doubts have been expressed 
that a soundly baaed and functioning co•mittee 
structure exists in Kampala and other urban 
centres. 
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6. Some argue that the chosen price ia needle•aly low 
and that there was general acceptance of auger 
prices of around Sh 2,500 per kilo before the 
announcement. Yet others argue that the current 
price will discourage local production of sugar 
since it would not be profitable, and that part of 
the allocation of foreign exchange for sugar would 
have been better spent on i•porta for the •u•ar 
factories and estates. 

7. Fears are also expressed in ao•e quarters that 
this is the first step towards the controlled 
distribution of all "essential co••oditiea". 
Critics feel that controls are costly, cu•beraoae 
and leas efficient than the •arket. 

8. For its part, the government clearly sees itself 
engaged in a war against ruthless speculators and 
saugglers who take advantage of supply and de•and 
i•balances to gouge the public. Should the new 
distribution •echanism work, consumers.would 
undoubtedly benefit in the short run. One aspect 
of the new distribution system which is not likely 
to appeal to the public is, however, the special 
treat•ent in terms of both purchasing procedures 
and quantity all-0cation, accorded to senior 
government officials. 

9. On a related issue government also feels that it 
can deal with •arket induced illegal flows of 
goods into neighboring countries. It feels it has 
the capacity to physically prevent such outflows 
by policing the borders and by punishing 
offenders. In this way it believes that prices in 
Uganda, adjusted for relative exchange rates, can 
be maintained at levels lower than those in 
neighboring countries without a drain of 
comaodities taking place. The alternative, of 
course, would be to allow local prices and/or the 
exchange rate to rise to destroy the incentive to 
sauggle, but the govern•ent fears this would be 
inflationary. 

II. Disposal of For•er Asian Properties 

10. Govern•ent has decided to dispose of those former 
Asian properties which have not yet been clai•ed 
by their for•er owners. The view has been 
expressed in so•e quarters that the•e properties 
are not of great i•portance and that the issue is 
really a nuisance, absorbing •uch precious time 
which could be better spent on other i•sues. 
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11. We believe that these assets are of crucial 
i•portance to the economy; that their distribution 
is a •atter of areat public concern and that 
ill-considered redistribution could have serious 
consequences both for the govern•ent and the 
econo•Y· 

12. It is clear that govern•ent is correct in 
believing that current arranae•enta, with 
properties being rented from the Custodian Board 
are not functionina properly. Rents are generally 
low, collection is often poor and the Custodian 
Board poorly •anaged. As a result properties are 
not aaintained. Many buildings and factories have 
becoae dilapidated. But these assets account for 
a consi~erable proportion of the capital stock of 
Uganda and auch of the urban/industrial and modern 
agricultural stock. 

13. The periodic redistribution which have taken place 
in the past have had enoraous social and political 
consequences, bestowing econo•ic power on one 
group at the expense of others. The frequency and 
arbitrariness of distribution/redistribution has 
also affected the way in which property has been 
utilized, giving rise to speculative short term 
utilization and profit seeking with little 
interest in investment in maintenance or 
expansion. 

14. Uncertainty of tenure and title have also 
discouraged the productive use of assets by 
i•peding access to co•mercial credit. 

15. Hasty and unplanned redistribution ••Y again 
penalize legitimate occupants, or may lead to the 
concentration of property ownership in the hands 
of a small group of wealthy Ugandans, •any of whom 
have acquired wealth under dubious circu•stances. 

16. It is imperative, therefore, that govern•ent 
resolves this issue once and for all and that it 
takes this opportunity to consciously shape the 
social and political fabric of this important 
portion of the econo•y. 

III. Disposition of Parastatal Enterprises 

17. The government has also announced its intention of 
selling off those parastatals which it believes 
are •ore suitably owned and operated by the 
private sector. Criteria for retention or sale 
have not yet been worked out. 

29. 
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18. There is no question that such a review is needed 
given the haphazard •anner in which parastatals 
were created and operated in the past. This 
sector is also a •ajor drain on the budget aince 
it draw• over Sh.14 billion annually in subsidies 
to cover operating deficita. 

19. Here again it is clear that these criteria and the 
aanner and ter•s of the sales will be i•portant ia 
shaping the aocial and political, aa well as the 
econo•ic future of Ufanda. 

20. At the aa•e ti•e it is equally i•portant that 
consideration be given to the •anner in which the 
re•aininl paraatatala are operated. Bxcesaive 
govern•~nt intervention in day to day affairs, the 
prevention of rational pricing and financing 
policies, the appoint•ent of ill-qualified 
•anagers on sinecure, the forced-feedinl of UPC 
party branches in paraatatala and the failure to 
provide for any constructive input by workers into 
decision aaking, have all contributed to a 
parastat~l sector lacking in efficiency, integrity 
and de•ocracy. It doea not follow fro• this, 
however, that parastatal co•panies which operated 
poorly in the past, should necesaarily be sold 
off. With a changed environment their performance 
•ight iaprove. It might also be the case that 
rest~ring productive operations, which at this 
ti•e •uat be seen as the nuaber one priority, 
•ight be achieved in ways other than by selling, 
e.g. through joint ventures, leases, etc. 

30. 
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31. 

X. B•ergency Relief and Reconstruction 

1. Providing relief and reconstruction in the 
war-ravaged areas of the "Luwero Triangle", West 
Nile, Madi, Lira/Apac and elsewhere is, 
understandably, a aatter of the highest priority for 
the governaent. Iaaediate relief is required if 
reaettleaent is to proceed and if return to aoae 
kind of noraality is to be possible, after years of 
brutalization and destruction. 

2. The governaent laergency Relief and Rehabilitation 
Prograaae was designed to cover requireaents over 
the first three to •ix aonths and aiaed to raise 
$161 aillion froa doaestic resources and fro• 
"friendly countries and the donor coaaunity~. 

3. After five aonths not auch aore than $30 aillion 
appears to have been raised froa foreign donors and 
the governaent has decided to use its own scarce 
resources to iaport such badly needed iteas as 
blankets, hoes, huaan and aniaal drugs, ~cholastic 
aaterials, ceaent and spare parts. 

4. It is not clear why donor response has been so 
•inimal, given the huaanitarian nature of auch of 
the assistance requested. It is true that not all 
of the programae could be fitted into a narrow 
definition of humanitarian needs e.g. spare parts 
for Radio Uganda, repair and renovation of hotels, 
facilities and equipaent for police and. prisons, 
office supplies, etc. As well, large provisions 
were aade for inputs into local industries for 
governaent transportation and for restoration of 
electricity and the railroads. Such ~eeds are 
obviously pressing and vital for reconstruction of 
the economy, but they do not carry the huaanitarian 
appeal of drugs, blankets and agricultural inputs. 
lven so, aid receipts fall well short of narrowly 
defined huaanitarian needs, perhaps by aa auch as 
$70 million and the question is, why? 

5. It appears that the caapaign for foreign fund 
raising baa not been as well orchestrated or as 
highly publicised as it ought to have been. After 
the horrors of the Aain, Obote and the 1985-86 
governaents, there ought to be auch greater 
international support for a governaent which has 
restored peace and security and which is atteapting, 
with ainiaal resources, to rectify soae of the huaan 
dislocation and suffering of the past. 

scormier
Sticky Note
None set by scormier

scormier
Sticky Note
MigrationNone set by scormier

scormier
Sticky Note
Unmarked set by scormier

scormier
Sticky Note
None set by scormier

scormier
Sticky Note
MigrationNone set by scormier

scormier
Sticky Note
Unmarked set by scormier

scormier
Sticky Note
None set by scormier

scormier
Sticky Note
MigrationNone set by scormier

scormier
Sticky Note
Unmarked set by scormier



6. While it is coaaendable that the government is 
proceeding to iapleaent its prograame without 
waiting for such aid, it aust be appreciated that 
this will cause supply constraints in other needy 
areas of the economy, thereby retarding their 
recovery and rehabilitation and aaking it even 
harder, thereby, to restore econoaic stability. A 
auch greater effort is therefore needed .to raise 
huaanitarian aid froa donors. Soae donors are, 
apparently, withholding project and prograame aid 
until Uganda has adopted a clear econoaic 
prograaae. It auat be eaphasized that there is no 
justification for withholding huaanitarian aid on 
these grounds. · 

32. 
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33. 

CBAPTBR 3 

Assess•ent of Macroecono•ic Pro&ra•aea 1972-1985 

1. Having reviewed briefly the •ajor issues facing the 
Uganda econoay at this ti•e, and before proceeding to 
analyse possible policies to deal with these issues, it 
aight be useful to survey the recent historical 
experience of •acroecono•ic policies. Thia aight help 
to throw light on the likely efficacy of alternative 
policy approaches and the pitfalls to be avoided. 

2. For ease of analysis we break the period down into two 
distinct historical policy regi•es; that of 1972-1979 
and that of 1981-85. 

a) 1972-1979 

3. The first period saw a gradual erosion of the •odern 
sector of the economy. The expulsion of the Asians led 
to serious disruptions in trade, industry and provision 
of professional services. The arbitrariness, 
unpredictability and brutality of the Amin regiae 
prevented a quick and sustained recovery froil this loss 
and encouraged a very short ter•, •yopic view of 
economic life and decision taking. Public sector 
professional standards were coapromised by the 
recruitment of ill-qualified political appointees and 
by the fear and insecurity experienced by the 
leadership. 

4. Macroeconomic policy during this period was not used 
actively to try to turn around the econoay. A fixed 
exchange rate was maintained and aonetary policy was 
generally lax (M! growing at over 30 p.a.) in a context 
in which real monetary output fell steadily by 25•. 
The result was severe inflation which was partially 
hidden by extensive, but ineffective, official price 
controls. At the root of the monetary expansion was a 
huie increase in the budget deficit due to 
unconstrained governmeot spending and a dislocated tax 
base. 

5. Producer prices were not adjusted to allow for 
inflation and often delayed cash payments to 
producers. Thia, together with officially s~nctioned 
••uggling, led to a reduction in officially •arketed 
coffee fro• 175,000 tons in 1970 to 80,000 in 1978. 
How •uch of this reduction was due to an increase in 
s•uggling and how much to a fall in output is not 
know. 
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Other cash export crops were aiailarly affected aa 
production became leas attractive and/or aa aauggling 
increased. Real iaports fell significantly because of 
the stagnation of exports (to 1975) and because of 
inc~easing costs due to world inflation. The situation 
was eased soaewhat by the coffee booa of the aid to 
late 1970's but a large proportion of the proceeds of 
this was wasted. The country fell deeply into debt and 
eventually began defaultinl on payaenta. The black 
aarket rate for the dollar rose to over ah.?0/­
coapared with an official rate of ah. 7, and 'aagendo' 
flourished. 

6. Real wages were eroded, the ainiaua wage rising by only 
54• while inflation rose by aore than 11 tiaes. 
Workers adjusted in the aany ways described in section 
2 (vii)~ 

7. Aaong the aany narrowly economic lessons to be learned 
fro• this period are : 

a) that it is auch easier to underaine an econoay 
than it is to rebuild it; 

b) that incentives to farmers and workers !l!:!t 
important, 

c) that a collapse of discipline by the army and/or 
governaent can seriously disrupt the noraal 
functioning of the economy. 

d) that extensive controls are difficult to 
administer under conditions of widespread 
deprivation, corruption and where daily 
necessities are hard to come by. 

e) that a fixed exchange rate in the context of rapid 
monetary expansion erodes the real effective 
exchange rate (price coapetitiveness with trading 
partners adjusted for the exchange rate) and 
encourages iaports at the expense of official 
exports and also encourages sauggling; 

f) that this type of econoay is extreaely sensitive 
to the availability or otherwise of iaports; 

g) _that the tax base was very fragile; 

h) and that foreign exchange proceeds fro• foreign 
borrowing and periodic coffee booas aust be used 
productively to either reduce future iaport 
dependence 2.I. to strengthen the balance of 
payaents in other ways. 
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Excessive borrowing and careless use of foreign 
exchange simply cause problems in subsequent years. A 
final lesson is that Ugandan workers and peasants are 
very resilient and react to crisis by strengthening 
their subsistence base. It is this resilience which 
has carried Uganda through 15. years of crisis. 

b) 1981-1985 

35. 

8. For aoat of this period Uganda was pursuing a 
stabilization policy under IMF auspices. This involved 
a large initial devaluation of the shilling followed by 
a two window foreign exchange system. Under this 
ayate• a certain portion of foreign exchange was 
auctioned while the rest was sold at lower, window 1 
prices. Ite•s qualifying for the window 1 price were 
eventually restricted to coff~e and cotton exports and 
official grants and loans. All other ite•s were sold 
at a higher, auction rate which fluctuated according to 
supply and demand. The programme also involved a tight 
monetary policy and control over the budget deficit. 

9. At the same time producer prices for export crops were 
raised at least 5 fold in 1981 and steadily thereafter 
at rates in excess of the rate of inflation: Export 
producers began receiving an increasing share of the 
world price for their commodities. Since urban wages 
and salaries were frozen, at least for the public 
sector, the intention was to redistribute income from 
the urban to the rural sector. 

10. It is difficult to evaluate the significance of real 
producer price increases on officially marketed crops 
beginning in 1981 because a number of other factors 
would have played a role. To begin with there was a 
tightening of controls over smuggling as the Coffee 
Board leadership passed to the army, which had its own 
illicit reasons for wishing to see more coffee flow 
through official channels. Secondly, there was a­
considerable improvement in transportation capacity in 
1980-81. Thirdly, ho.th Rwanda and Kenya actively 
discouraged smuggling •t this time in order to protect 
their own quota. 

11. Underlying the IMF programme were significant increases 
in the flow of foreign funds, •any of them borrowed 
from the IMF and elsewhere. Although one •ight suppose 
that these were to be used to increase the availability 
of i•ported co••odities, to assist the recovery and 
rehabilitation of the transport, agriculture and 
indust~ial sectors, in actual fact the IMF did not 
specify the use to which they should be put. 
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12. In the first three years of the progra-e the official 
rate of inflation first rose significantly but then 
fell and levelled off in the two subsequent years, the 
increases being 54.0%, 35% and 35%. Soae of the 
initial inflation is probably fictitious since, 
apparently, soae of the prices in the April 1981 base 
were recorded at official prices while actual •agenda 
prices paid were auch higher. 

36. 

13. There was a strong recovery in industrial output in 
1982/83, and, as seen in aection 2 (i), a si&nificant 
growth in real GDP. Part of this i•proveaent was on 
account of World Bank assistance to the transport 
sector for industrial inputs of 1980/81. Officially 
recorded exports rose by $100 aillion or by 41• between 
1981 and 1982, while real iaports rose by 43~ in 1980. 

14. By 1984, however, the IMF prograaae had collapsed and 
1985/86 was a period of increased political instability 
and civil war. Recorded GDP fell, and inflation rose 
to 163% in 1984/85 and to 122% in 1985/86 C•pril to 
April). Recorded exports showed little or no growth in 
1985 for the first time in 5 years, while iaport 
capacity dropped 15,. The budget deficit rose to sh. 
53 billion in 1984/85 and, as a result, doaestic money 
supply rose by 91,. 

15. It is not easy to unravel the, cause of these 
developaents but a tentative explanation would be that 
the IMF program•e had a number of built-in weaknesses. 
These were : 

a) Failure to appreciate that domestic policy cannot 
work in a political vacuua and under conditions of 
widespread insecurity, corruption and indiscipline 
in government. 

b) The prograame did not provide for the sustaining 
of real imports, which fell sharply after 1981. 

c) The financing of the progra .. e was largely on high 
cost short grace period money which became payable 
as early as 1984/85 thereby reducing i•port 
capacity in those years. 

d) The auction system peraitted a large proportion 
(40-60%) of scarce foreign exchange to be used for 
the importation of consu•er goods, •any of which 
could have been produced locally. It also 
facilitated capital flight, and was believed to be 
manipulated with government collusion. 
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37. 

This reduced the availability of spare parts and 
raw materials and led to a relative stagnation of 
industrial sector output after an initial strong 
recovery in 1981/82. This then led to lower than 
anticipated, or needed, revenues from both direct 
and indirect taxes. 

e) The shift in inco•e distribution to the rural 
sector away from the urban sector was so large and 
so abrupt that it constituted a shock to the 
syste• which proved uncontainable politically. 

f) In order to a•eliorate these political pressures 
the governaent first abolished PAYE for civil 
servants in 1982 and, in 1984 raised their 
salaries by as auch aa a factor of 6. Thia came 
on· the heels of a significant increase in the 
producer price of coffee designed to buy the 
loyalty of the coffee producing areas in the face 
of a political and ailitary threat to the 
government from both the eastern and western areas 
of the country. In response to this threat, 
expenditure on defence increased significantly. 
At the same time the promise of an impending 
election also led the government to loosen 
controls over spending. In consequence the 
budget, therefore, ran out of control and the 
resulting deficit was financed by domestic 
borrowing, thereby expanding money supply. 

g) The IMF programme seems also to have placed 
insufficient emphasis on tax administration so 
that collections fell short of potential revenue. 

h) It seems also to have laid less stress on the 
administration of government spending than it did 
on control over the total of that expenditure, 
notwithstanding the fact that Uganda's expenditure 
as a share of GDP was among the lowest in the 
world. 

i) Tight control over the money supply, coupled with 
a poor national savings performance, led to 
several local industries finding it difficult to 
obtain working capital, and especially local cover 
for increasingly expensive imports of raw 

_materials, etc. 

15. Any proposals for dealing with current problems should 
attempt to avoid, as far as possible, the pitfalls 
which befell economic policy in both these periods. 
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CBAPTIR 4 

Aaaeas•ent .of the Govern•ent's Interim Bcono•ic Measures 

1. The Economic Measures consisted of the following 
decisions : 

38. 

i) That govern•ent expenditure ahould be cut and •ore 
closely controlled. 

ii) That unclai•ed for•er Asian owned properties should 
be sold off to Ugandans. 

iii) That a co••ittee be established to recommend and 
arrange sale of ao•e parastatals to the private 
sector. 

iv) That the National Textiles Board and the Uganda 
Advisory Board of Trade be abolished and their 
functions transferred elsewhere. 

v) That a dual exchange rate system be established 
with a priority rate at sh 1400 ·to the dollar and a 
•arket rate at ah 5000 to the dollar, both rates to 
be reviewed periodically. Traditional exports, 
essential i•ports and external debt pay•enta would 
convert at the priority rate while non traditional 
exports, capital inflows and other transactions 
would take place at the market rate. 

vi) That producer prices for traditional exports be 
raised significantly e.g. liboko Robusta by 75~. 

vii) That interest rates on bank deposits, bank lending, 
and governaent borrowing be raised by between 45 
and 150,. 

viii) That a currency conversion be carried out at some 
point in the future. 

2. These measures are significant in that, as the first 
•ajor steps taken in the field of short-run aacro 
policy, they indicate that the govern•ent is wiiling to 
address i•mediate and difficult problems facing the 
econo•Y· 

3. They are also explicitly interim •eaaures indicating a 
readiness on the part of government to take further 
policy action after having had •ore time for reflection 
and evaluation. 
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39. 
4. The measures do not, however, constitute a coherent and 

comprehensive policy package which could guide the 
econoay into the medium term. Rather, they co•prise a 
mixed bag of issues, so•e •ore important than others, 
some more urgent than others. Above all, ao•e of the 
measures are quite inconsistent and contradictory with 
others. 

5. In terms of coherence and comprehensiveness, the 
package overlooked the crucial issues of tax revenue, 
government spending priorities, consumer pricing 
policies, the method of determining the exchange rate 
and agricultural and industrial rehabilitation, to 
mention a few. 

6. In terms of being a mixed bag it deals with the level 
of the exchange rate and with producer pricing which 
are vital and it deals with interest rates which are 
not. Government expenditure controls and decisions on 
producer prices and exchange rates also requi~ed 
immediate attention, while, clearly, the need to 
dispose of former Asian property is less pressing. 

7. But the •ajor problem with the measures is their 
inconsistent and contradictory nature. Government is 
attempting to control and reduce spending in order to 
reduce the budget deficit. This is essential. At the 
same time, however, it has introduced a dual exchange 
rate system under which more is purchased by the Bank 
of Uganda at the market rate than is sold at the 
official rate. The result is that the Government 
budget will have to subsidize the Bank to the tune of 
an esti•ated sh 92 billion in the coming year. The 
essential problem here is that almost all imports are 
considered priorities at this time. The result is a 
massive budgetary imbalance which will offset by 
several times any possible savings on expenditure 
reduction or control in the short term. 

8. Moreover, the decision to increase producer prices 
without devaluing the Uganda shilling for the export 
crop transactions involved, will lead to a further 
drain on t~e budget. A producer price increase of 75' 
for Robusta coffee alone will, as argued in Section 2 
(iii), reduce budget revenue by over sh.100 billion 
UNLESS the price increase stimulates significant 
increases in officially •arketed coffee. This is not 
to argue that the price increase was unwise; on the 
contrary real producer prices of Robusta, after 
allowint for inflation, had fallen from sh.484 to sh. 
163 between 1984 and 1986. 
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Obviously, without a price adjustment, government 
revenue would probably have been lost to enhanced 
levels of smuggling or reduced levels of coffee 

40. 

output. The point is that large no•inal price 
increases, not acco•panied either by measures to raise 
tax revenues or by a devaluation of the shilling, •ust, 
inevitably, put pressure on the government budget 
through reduced export taxes. 

9. Further pressure will be put on the budget by the new 
interest rate measures both in respect to government 
debt (which is not a major issue since most pay•ents 
are to the Bank of Uganda - in effect an internal 
transfer although one which does show up as increased 
govern•ent spending) and, •ore iaportantly with respect 
to crop finance. With given world prices in shillings, 
and given producer prices, any increase in interest 
costs on crop finance and on working capital of 
processors are more than likely to show up as a fall in 
export tax revenue, or marketing board transfers of 
surpluses to government. On last year's crop total, 
adjusted for new producer prices, additional interest 
costs and therefore budgetary drain would aaount to 
about sh. 8.75 billion for crop finance and sli.2.3 
billion for additional working capital costs for a 
total of sh. 11 billion. The main beneficiaries of 
these payments are the com•ercial banks. 

10. The net result of the measures will, therefore, be an 
unmanageable budget situation unless further revenue 
raising measures are introduced quickly. The numerical 
justification for this conclusion is to be found in 
section 5 (ii). 

11. Another point to be emphasized is that, under the dual 
exchange rate systea, foreign businesses or individuals 
might bring in foreign capital at the market rate and 
buy up capital assets relatively cheaply. This might 
be especially relevant to governaent's plans to dispose 
of so•e parastatals and former Asian property. Of 
course those Ugandans w~th assets abroad could 
similarly benefit. This may or may not have been the 
intention of government but it is a possibility of 
which government should be aware. Furthermore, foreign 
investors could potentially bring in their capital at 
the aarket rate and buy back foreign exchange for 
imports at the priority rate, in the process making 
considerable gains purely on exchange rate 
transactions. If the goods bought at priority rate are 
then sold at scarcity prices, these coapanies would 
derive additional foreign exchange rents, equivalent to 
the difference between the priority rate and the ruling 
market (magendo) rate. 
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These potential problems arise 

a) because of the dual exchange rate, 

b) because the priority list of imports is so 
comprehensive and, 

c) because of scarcity of foreign exchange. 

12 There are, in addition to the budgetary problems, 
concerns about the disposition of former Asian 
properties and parastatals. These are dealt with in 
section 2 (ix) and in the recommendations. 

13. The question of interest rates is dealt with in section 
7 (vi), of producer pricing, the exchange rate, and 
currency conversions in section 5. 

41. 
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CBAPTIR 5 

Propoaals for Refor• 

I. Objectives of Refor• 

Raving outlined the •ajor iaauea to be tackled by 
econo•ic policy and havin• aaaessed recent econo•ic 
policy stances, we now turn to discus• proposal• for 
refor•. The starting point ia to define what it ia 
that refor• ia desi,ned to achieve, given the above 
definition of the isauea and our interpretation of 
historical perfor•ance. 

To begin with one •ust differentiate between abort ter• 
objectives and lon• ter• objectives of policy. In the 
abort term the i••ediate and para•ount objective •ust 
be the preservation of security and stability. Without 
this, the •oat precious acco•plish•ent of the NRM to 
date, little •eanin,ful refora is possible. Closely 
related to this is the need to restore the credibility 
and inte1rity of the State, which baa been under•ined 
terribly for the last 20 years. This ia a co•plex 
•atter which is discusaed at len•th in the Ten Point 
Progra .. e. It involves the state bein• seen as an 
institution buildin• national unity and eschewing all 
for•• of aectarianis•, as well as de•onstrating its 
independence fro• outside nations. Above all it 
requires that state power ia not used to abuse the 
people of uianda and this in turn, i•plies that the 
state •ust be founded on democratic principles and be 
accountable to the people. A corrollary of this is 
that discipline and •orality •ust be stren&thened, not 
only in the atate sector but a•ong the population at 
lar,e, for de•ocracy and accountability are a two way 
process in which people too •uat be responsible for 
their actions. 

Short ter• econo•ic policy •uat focus on restorin& 
output growth in all aectors but crucially, in the 
industrial and tranaportation sectors. It •ust alao 
atrive to achieve an equitable distribution of output, 
at least to the extent that people'• basic needs are 
•et. 

A key objective in the abort ter• •uat be to brin• 
about price atability so that the erosion of •oney 
inco•es and assets by inflation is reduced. Breaking 
the inflationary expectations, psychology will be 
essential for •eneral •acroecono•ic stability. 
Likewiae, sound do•estic •rowth and recovery will be 
i•peded unless external balance is achieved quickly. 

42. 
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If these ahort ter• objectives are •et, it will be •uch 
easier to realize the longer term objective of buildini 
an independent, integrated and self-auataining national 
econo•y. Great care •ust be taken though to ensure 
that in •eeting short ter• objectives, thia funda•ental 
longer term objective is not co•pro•ised. 

In what follows, an effort haa been •ade to enaure the 
consiatency between proposals and theae short and long 
ter• obJectivea. Where it •iaht appear that there ia 
conflict between the ahort and long ter• i•pact of a 
•eaaure, care will be taken to explain the apparent 
paradox. 
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II. The Iaplications of No Policy Adjustaents 

1. Given these objectives it reaaina to be seen how 
beat governaent policy aiaht be adjuated in order 
to realize thea. To beain with, however, we 
extend the arguaent of section 4 to examine 
preciaely what would happen to aacroeconoaic 
balance if the governaent aiaply atayed with the 
Interia Bconoaic Measure• and took no further 
policy action at all over the next two years. 
Thia acenario will serve two purpo•e• : 

a) It will eaphaaize the aeasage of aection 4 
that policy ehanaes are ab•olutely necessary 
if overall objectives are to be aet~ and 

b) It will provide a baae case fro• which to 
project alternative policy scenario•. 

2. The aaauaptions underlying this No-Policy­
Adjustaent scenario are that the dual exchanae 
rate and the balance between priority rate -
aarket rate purchaaea and ••lea of foreign 
exchange reaain unaltered; producer prices reaain 
at their current noainal levela; the rate of 
inflation proceeda at 100~ in year l; no 
additional tax revenue aeasurea are introduced; 
there are no adjustaenta to salaries of civil 
servants; no additional balance of payaenta 
support ia forthco•ing and all forei•n debt 
•ervicing obliaationa are payable when originally 
due. 

3. It ia asau•ed that officially aarketed coffee 
exports will rise in the ~o•ing year to 160,000 
tons on account of the restoration of peace and 
security and the claapdown on sauggling. World 
prices of coffee are assuaed to fall to $2.5 &­

kilo on average in the coming year fro• the 
current level of $2.6. 

' 4. Moat other a•auaptions are attached to the 
proje_ctiona which follow, but aoae additional 
critical aasuaptions are aade with respect to 
iaporta which aay or aay not be accurate. Theae 
are that caah iaporta are $188 aillion includin• 
$10 aillion for new currency purchases (rising to 
$15 aillion if currency converaion takea place). 
All iaporta on supplier• credits, all governaent 
non-aid iaporta, and all iaporta out of the 
ex~ected payaenta by Kenya as compensation for the 
RAC breakup are aaauaed to be included in the $188 
aillion. 
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If government and the Bank of Uganda are operating 45 • 
under different assu•ptions, this needs to be 
rectified im•ediately, or chaos will result. 
Step~ •uat be taken forthwith to reduce i•port 
plans or else uaanda's balance of pay•ents will be 
•uch worse than projected and will be totally out 
of control by December 1986. 

5. On these assu•ptions it can be seen fro• Table 1 
that the balance of pay•ents would in any case be 
un•anaaeable in 1986/87. There would be an 
uncovered deficit of the order of $71 million. 
This would rise to $158 •illion if the ite•s 
•entioned in th6 previous paragraph are not 
covered in caah i•porta. Clearly either level of 
deficit ·ia unsustainable and, without any other 
policy chanaes, could be •et in the short run only 
by reducing cash i•ports and/or by running up 
further arrears. 

6. Moreover, Table 2 shows that the budget would be 
running a deficit of shs.259 billion or over 4 
times its projected 1985/86 level. This is on 
account of increased apendina due to inflation, 
foreign exchange losses and interest rate 
increases, and to reduced export tax revenues as a 
result of a combination of increased producer 
prices and fixed exchange rates. 

7. The situation would be even worse in year 2 since, 
with •oney supply expanding at about 100- p.a. 
with little change in real output, it is unlikely 
that the inflation rate could be contained at 100% 
p.a. 

8. Clearly, there must be adjustments to government 
policy, and rapid adjust•ents, if this scenario is 
not to beco•e reality. 
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UGANDA MACROBCOIOMIC SCBIARIOS 
l1111ber 1: --Statua Quo -- lOO• Inflation 

Table : 5.1 

ASSUMPTIONS: 

Inflation rate per year: 
Price level at betinnint of year 
Average price level for year (86=100) 

Bxchan•e Rates USh/$ 
Preferential 
Market 

Share of exports at pref. rate: 
Share of iaports at pref. rate: 

INTERNATIONAL PRICES: 
Index of petroleua prices 
Level of coffee prices $ 
Index of other iaports 

DOMBSTIC PRICBS AND QUANTITIES: 
Coffee producer price USh/kg (Kiboko) 
Coffee producer price (clean) 
Coffee aarketing costs 
Coffee production (BASB) 
Coffee production (price adjusted) 

BALANCE or PAYMBNTS SUMMARY: 
(IN $US) 

A. Total exports 
1. Non-coffee visible exports 
2. Coffee 
3. Non-factor services 

8. Total iaports 
1. Non-petrol visible imports 
2. Petroleum 
3. Non-factor services 
4. Net factor services 

c. Capital aoveaents 
1. Grants 
2. Gross loans - to budfet 
3. Loan repayaent fro• budget 
4. Reaittancea (net) 
5. IMF repayaent 
6. Loans - not to budget 
7. Loan repayaent - not from budget 

D. Baaic Deficit Rot Financed 

86/87 

100.0• 
100.0 
150.0 

1400.0 
5000.0 

84.0• 
90.0• 

100.0 
2.5 

100.0 

850.0 
1574.0 
756.0 
163.2 
165.0 

86/87 

424.3 
20.0 

383.7 
20.6 

-585.6 
-406.0 
-48.0 
-82.0 
-50.6 

52.0 
130.2 
-69.3 

38.0 
-79.4 
44.4 

-66.0 

-111.3 

87/88 

100.0• 
200.0 
300.0 

1400.0 
5000.0 

84.0• 
90.0• 

100.0 
2.4 

100.0 

850.0 
1674.0 
756.0 
166.5 
133.2 

87/88 

368.l 
22.7 

319.6 
25.8 

-606.9 
-424.5 
-52.9 
-86.2 
-43.3 

57.0 
131. 3 
-69.3 

39.9 
-71.0 

17.9 
-38.0 

-171. 0 

46. 

scormier
Sticky Note
None set by scormier

scormier
Sticky Note
MigrationNone set by scormier

scormier
Sticky Note
Unmarked set by scormier

scormier
Sticky Note
None set by scormier

scormier
Sticky Note
MigrationNone set by scormier

scormier
Sticky Note
Unmarked set by scormier

scormier
Sticky Note
None set by scormier

scormier
Sticky Note
MigrationNone set by scormier

scormier
Sticky Note
Unmarked set by scormier

scormier
Sticky Note
None set by scormier

scormier
Sticky Note
MigrationNone set by scormier

scormier
Sticky Note
Unmarked set by scormier



UGANDA MACROICONOMIC SCINARIOS 
lu.aber 1: --Statu• Quo -- lOO• Inflation 

Table : f5. 2 
SUMMARY OF GOVBRNMBNT BUDGBT 86/87 87/88 

(Sha.Billion) 

TOTAL RBVBNUI: 
1. Tax Revenue 

a) Inco•e/Profita 
b) Goods/Services 

(1) Sales Tax 
(a) Local 
(b) I•ported 

(2) lxciae 
(3) Co••ercial Trana. Levy 

c) International Trade 
(1) I•port Duties 

(a) Petroleu• 
(b) Other 

(2) Bxport Duties 
(a) Coffee 
(b) Other 

(3) Forexchange tax/subsidy 
d) Other Tax 

2. Other Revenues 
a) Kenya/BAO settlement 
b) Other 

3. Grants 

TOTAL BXPBNDITURBS: 
1. Recurrent lxpenditure 

a) Wages/Salaries 
b) Interest - External 
c) Interest - Local 
d) Other 

2. Developaent/Rehabilitation 
a) Capital Projects 
b) Rehabilitation/Resettlement 

FINANCING RBQUIRIMBNT: 
1. External Net Financing 

a) Loans + Grants Inflow 
b) Loan Repay•ent - A•ortization 

' 

327.0 
201.6 

17.0 
75.3 
63.0 
25.0 
28.0 
18.8 
3.6 

108.8 
39.7· 
-2.3 
42.0 

165.3 
161.3 

4.0 
-96.2 

0.5 
52.0 
42.0 
10.0 
73.4 

662.5 
470.8 
48.5 
75.3 
22.0 

325.0 
191. 7 
109.5 
82.2 

335.5 
76.6 

173.6 
97.0 

2. Net Deficit to be financed 258.9 
a) Foreign inflow for uncovered BOP 
b) Do•eatic finance required 258.9 

254.2 
158.5 
19.l 

112.l 
73.0 
45.0 
28.0 
33.8 
6.3 

26.8 
33.9 
-8.l 
42.0 
90.8 
86.8 
4.0 

-97.9 
0.6 

15.0 
o.o 

15.0 
80.7 

956.4 
729.6 
50.9 
75.3 
83.4 

520.0 
226.8 
113.4 
113.4 

702_.2 
78.0 

175.0 
97.0 

624.2 

624.2 
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III. The Core Refor• Package 

1. In order to deal with the inadequacies of current 
policy and to help realize the objectives in section 5 
(I), a nu•ber of proposals are •ade in the sections 
which follow. To begin with, in this section, a 
packaae of core refor•a is proposed which, the tea• 
feels, should be i•ple•ented whatever direction the 
fovern•ent decides to take in other policy •atters. 
Secondly, in the next section, a range of policy 
options ie offered. These are differentiated by their 
assumptions with reaard to budgetary •easures, 
ad•inistrative •eaeuree includina direct controls, the 
exchange rate and reliance on external assistance. In 
section 7 are to be found specific proposals for so•e 
of the •ain sectors of the econo•Y· Though dealt with 
separately, these different ele•enta should be seen as 
three •utually reinforcing, and necessarily 
overlappina, refor• initiatives which co•bine to 
constitute a single packaae, once a policy option fro• 
section 5 (IV) has been chosen. 

2. The core refor• package consists of a nu•ber of 
•eaaurea intended to bring the budgetary i•balance 
under control without, at th.e same t i•e, constrainina 
productive and socially necessary govern•enl 
spendina. These are supported by a •onetary policy 
which reinforces proposals for fiscal policy and 
greater financial control in restraining inflation, 
while allowina productive sectors to expand. The 
fiscal and •onetary initiatives are underpinned by a 
aeries of proposals designed to brin1 forth an 
expansion of supply, to achieve an overall package 
which can be described as "adJuat•ent and 
stabilization with growth and equity". 

a) Fiscal AdJuat•ent 

3. The first proposal is that the govern•ent •ove 
i••ediately to prevent further Bank of Uganda losses 
on the purchase and sale of foreign exchanae, 
resultina fro• the i•balance between ite•• being 
bouaht and sold at th~ priority versus •arket rates. 
Thia can be acco•pliehed either by unifyina the 
exchange rate at any level (about which, •ore in 
section 5 (IV) 2I. by i••ediately switchina so•e ite•• 
currently classified as priority iteas to the list of 
ite•• to which the •arket rate applies and vice versa. 
Thia •eaaure alone will reduce the aovern•ent deficit 
this year by sh.93 billion. 

4. A aeries of •easurea should be taken i•mediately to 
IMPROVB RBCURRBNT RBVBNUB COLLECTION. 
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i) Sales, Bxcise and Custo•s Duty Refora 

This is an area in ~hich •overnaent •i•ht raise 
revenues quickly and relatively easily. What is 
recoaaended is a coaprehensive refora of these taxes 
inv~lvin• : 

a) A siaplification of sales tax and cuatoas duty 
rates. 

b) The reaoval of aost exeaptions fro• these taxes 
with the exception of •overnaent's own purchases 
and some aid financed iteas. 

c) The unification of the excise tax into the sales 
tax. 

d) The planned increase in revenue fro• sales 
taxation on locally produced ioods through 
priority allocation of foreign exchange to 
increase production. 

e) The restoration of the functionin• of the custoas 
duty/sales tax collection systea through : 

- the iaaediate training of trustworthy officers 
drawn fro• the NRA and elsewhere, 

- the iaaediate introduction·of a significant 
incentive or responsibility allowance for these 
officials, 

- the continuation of the claap down on large 
scale saugglin,, 

49. 

- tighter physical control on and recording of the 
aoveaent of key revenue-raising goods fro• 
industrial plants, 

- iaproved record keepin• aysteas and inspection 
procedures at plant level, 

- proapt and proper assessaent of tax and duty 
payable, 

- ri,id enforceaent of payaent of cuatoas-duties 
and sales taxes before 1oods are cleared, 

- insistence that the payaent of local sales tax 
for the aonth be received within 15 days of the 
end of the •onth, 
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- the introduction of procedures to ensure that 
pro•pt follow-up takes place when pay•ents are 
not received, 

50. 

- the rigid enforce•ent of penalties assessed for 
late pay•ent, as provided in the Act, 

- if neceaaary, technical aaaiatance should be 
obtained fro• abroad to asaiat in the i••ediate 
reva•ping of the ayste•. (Tanzania or the 
Co••onwealth Secretariat are poasible sources). 

These •easurea are the ainale •oat i•portant source of 
possible i•prove•ent in •overn•ent revenue in the near 
future. at 1iven exchange rates. They should raise 
close to ah.100 billion in 1986/87 if i•ple•ented by 
October, and at least double that in the following 
year. 

ii) As a secondary longer ter• priority, the Inco•e Tax 
Act ahould be reviewed with the objective of reducing 
the high •arainal rates of tax while raising steadily 
the nu•ber of individuals and co•panies subject to 
tax. While this is being done, a core of staff should 
be retrained with an e•phasis on collectina taxes fro• 
businesses. Initially, the approach would be 
preau•ptive in nature, requirina an extension and 
enforce•ent of the current ayste• of advance payments, 
but baaed on eati•ated inco•ea. .Thia will require the 
co•pulaory re1iatration of businesses, a ayate• of 
realistic charges, the adjust•ent of inco•e eati•atea 
to allow for inflation and a workable collection 
ayate•. 

Thia would be i•ple•ented at the earliest by 1987/88. 

PAYE would continue to be suspended for civil servants 
but would be reintroduc~d as and when their wages and 
salaries have been reviewed. Although the aovern•ent 
would be paying with one hand what it receives with 
the other, reinstitution of PAYB is considered 
i•portant as a •odel for the rest of the econo•Y· 
Those responsible for i•posina and spendina the 
proceeds of taxation should be seen not to be exe•pted 
fro• it. 

•o additional revenue fro• these initiatives is 
anticipated for 1986/87 and no projection is atte•pted 
for 1987/88, aiven the difficulty of eati•atina what a 
preau•ptive tax •iaht yield or when profit levels 
•iaht be restored. 
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51. 

iii) Aaain of relatively •inor i•portance, would be the 
revision of the fees, airport tax, charfea, license• 
and ata•p duties to offset, to so•e degree at least, 
the inflationary eroaion of recent yeara. reea would 
be introduced/raised for the entry and transit of 
forei•n re•iatered •otor vehicles. A hotel tax would 
also be levied. 

These ahould raiae a •ini•Ull of SRa.5 billion per year 
by 1987/88. 

iv) One ti•e increases in fovern•ent revenue •i•ht be 
obtained fro• the aale of for•er Aaian property, the 
diapoaal of paraatatala and fro• a currency converaion 
tax, all of which are discussed later. 

The principal thrust of revenue refor• ia~ however, 
the rationalisation of the indirect tax ayate• on 
i•porta and local products and the restoration of the 
do•estic output baae on which indirect taxes are 
levied. 

5. These revenue •eaaures ahould be acco•panie~ by 
adjust•enta to iaprove the effectiveness of •overn•ent 
apending. 

i) Consideration ahould be given to reducing the nu•ber 
of Ministries by about a half. In the procesa, so•e 
aenior staff could be released to take up 
responsibilities elsewhere in the public sector, •iven 
the acute shorta•e of •ana•erial level personnel. 
So•e econo•iea of ataffin• should be achieva.ble at 
other levels. Thia •ove ahould await, however, the 
findin•s of a Presidential Coa•iasion into the 
structure of the civil service. Thia would advise on 
how beat to achieve a reor•anization, on the 
objectives and responsibilities of different 
•iniatriea and on required staffing levels. 

ii) A significant reduction in civil service ataffing with 
little loss in productivity could be achieved by 
tri••in• back by half the nu•ber of 
above-eatabliah•ent •lid •roup eaployees and by 
reducin• other cate•ories by between 5 and 10•. Thia 
would lead to a loss of ao•e 27,000 Jobs or a third of 
civil aervice positions but would save no aore than 
ah.3.0 billion annually. Any such plan to contain 
•overn•ent apendin• ahould be atudied carefully given 
the diaruption which would ensue to a lar•e nu•ber of 
•enerally low inco•e earners. It ahould not proceed 
without a thorou•h review of peraonnel functions and 
needs~ Thia issue would be an appropriate topic for 
study by the Presidential Co•aiaaion. 
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52. 

iii) The steps taken in the Interi• Bcono•ic Measures to 
curtail overseas travel and other expenditures are 
undoubtedly in the right direction. Yet daily 
overseas allowances are still about 50• hiaher than 
they need be and controls over such costly ite•s as 
vehicle repairs and car hire see• lax. There see•s to 
be a strong case for restorina the Ministry of Worka' 
central and reaional workshops. Ia all •inistries a 
sianificant portion of expenditures on both local cost 
and i•ported products are thouaht to be 'air' and this 
•ust be controlled. Proposals for this are to be 
found in section 5 (III)b. 

iv) Many Ministries have been grossly irresponsible in 
sub•ittina their esti•ates for the current year. 
Total requests add up to sh.1.8 trillion, over 5 ti•es 
last year'• total and obviously ludicrous aiven the 
tax base. This de•onstrates, vividly, the seriousness 
of the control proble• in aovern•eat. 

v) To take a specific exa•ple, defence expenditures have 
been a lar1e drain on the budaet in recent years. 
With the co•ing to power of the NRA the expectation 
has been that such spending would not only be reduced 
but also controlled. It is with so•e disap~oint•ent, 
therefore, that the tea• learned that the initial 
esti•ate proposed by the Ministry for 1986/87 was 
al•ost 4 1/2 ti•e• its 1985/86 revised esti•ate. Were 
this requeat to be aranted, it would account for a 
third of the esti•ated overall recurrent spendina for 
1986/87. Bven if it is tri••ed, it does give the 
o•inoua i•pression that Defence is likely to re•ain a 
heavy drain of the budget in the i••ediate future. 

iv) The tea• baa also received infor•ation that the 
Ministry of Defence is honouring, without 
verification, huge pay•enta on account of deliveries 
to past regi•es. We have also learned that the 
Ministry of Defence is •akina ad hoc and unstructured 
pay•ents not in accordance with the budget, despite 
the fact that a reaular syste• to pay the ar•y has not 
yet been started. It,is extre•ely i•portant for the 
NRA to start off on a correct footina least it sinks 
into the qua'9ire of the past indisciplined ar•ies. 
It is also i•portant that pay•eats within the ar•y are 
structured, regular, fair and that they are seen to be 
so. 
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53. 

It is to be hoped that as the security situation 
i•provea defence expenditures will decline. The 
proposal for the ar•Y to 1radually beco•e a productive 
ar•y, growina ao•e of its own food and perhaps 
und.ertakina civil enaineering works on contract, is 
atronaly supported. 

vii) The paraatatal sector is also a drain on the recurrent 
budaet throuih aubaidiea and subventions. The total 
for 1985/86 is eati•ated to be in excess of ah.14 
billion. Proposal• to dispose of ao•e paraatatala •ay 
help, as would proposals elsewhere in thia report to 
per•it paraatatala to price their products in such a 
way that they are able to build up internal capital 
funds. If the reco••endationa on financial control in 
the next section were i•ple•ented this also would 
provide so•~ relief to the budaet. 

6. But with the lowest share of govern•ent spendina to 
GDP in Africa, and with such pressina econo•ic and 
social proble•s facina the country, fiscal adJust•ent 
in Uaanda cannot ai•ply •ean expenditure cuts. There 
is a need to RAISB SOCIALLY BBNIFICIAL GOVBRNMBNT 
SPBNDING, but~only in line with increaaed revenue 
capacity or savinas fro• expenditure cuts elsewhere, 
and subject to the constraint of reducina the overall 
budaet deficit and increaaina the coat effectiveness 
of aovern•ent expenditure. 

i) To begin with, the salaries of public service 
officials •uat be raised. This should not be 
i•ple•ented until there has been a review of the size 
of civil service needed. Given the rate of inflation, 
this can only •ean that the Presidential Co••iasion 
should be appointed as quickly as possible and 
instructed to co•plete its work within the next few 
•onths. 

The size of the increase would need to depend on how 
•uch leeway there is in the budget, but for it to have 
an i•pact on discipline and productivity it would need 
to be substantial. Salaries would then need to be 
adjusted periodically to a•eliorate the effects of 
inflation and to aradually achieve real increases. 

ii) One ia•ediate step that •ilht be taken on salaries, 
which should cost little if anythina, is to reaularize 
what is already current practice for •any people; that 
is, to reduce the workina day for •any •iddle and 
lower level e•ployees by a half while retaining 
current salary levels. 
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54. 

Thia for•ally doubles their real salary without 
corresponding adjust•ent to the wage bill. Thia could 
be done in such a way as to allow e•ployeea to work in 
•ornin• or afternoon shifts to ensure continuity in 
function. Such a •eaaure •ight avoid •o•e lay-offs 
while per•ittin• reasonable real salary increases by 
the re•aining officers without too •uch drain on 
scarce bud,etary resources. It would need to be 
acco•panied by the strict enforce•ent of attendance 
and diaciplinary rules to be effective. After the 
salary review staff •i•ht be •iven the option of 
workin• part-ti•• or full ti•e. After that ti•e 
anyone bein• paid for full ti•e work would be expected 
to attend full ti•e and would be aubject to dia•isaal 
if they failed to attend. 

iii) There is a preaaing need to expand real expenditures 
on basic needs in both the recurrent and the 
develop•ent budget. Particular e•phaais whould be 
placed on pri•ary health care, water supply, 
nutrition, fa•ily planning and adult literacy, all of 
which are discussed in section 7. Govern•ent can 
often obtain ao•e foreign assistance for such 
initiatives but should in any case accord these areas 
high priority out of its own resources. The salaries 
of low inco•e workers should be raised proportionally 
hi•her than those of others in any aalary adjust•ent. 
Consideration should be given to the creation of 
educational scholarship funds to ensure that children 
of the poorest fa•ilies are not denied the 
opportunity of education at any level. The 
scholarship funds could be financed out of central 
govern•ent revenues, fro• local govern•ent taxes, fro• 
a special parish level tax for the purpose, by loading 
scho~l fees - or by a co•bination of these. 

iv) The recurrent budget will need to be expanded to •ake 
proper provision for •aintenance and rehabilitation of 
•overn•ent assets •any of which are in dire need of 
repair. Expenditure on supplies and equip•ent would 
also need to be restored in real ter•s and •easures 
taken to •uard against pilfering. 

v) The •oat recent •rowth in develop•ent expenditure •ust 
be continued within prudent expenditure li•its. 
Reconstruction and rehabilitation needs are presseing 
in all sectors of the econo•y. As the absorptive 
capacity of the govern•ent i•proves, the rate of 
develop•ent spendin• will, and should, rise. General 
prioritiea for such spending are dealt with in section 
7 by sector. 
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55. 

Consideration, should also be •iven to the creation of 
a Local Develop•ent Fund which would be devoted 
entirely to supportin• appropriate dev~lop•ent 
initiatives at the local level. This •iaht sti•ulate 
local creativity and help pro•ote a less centralized, 
lar•e-proJect-oriented approach to develop•ent 
expenditures. 

Such a fund, e•phasizing appropriate technolo•y and 
the use of local resources, should be attractive to 
international donors. It should operate at the Parish 
level and should be funded ••inly out of local 
taxation in the for• of •oney, co••odities or labour, 
dependin• on the circumstances of individual 
families. The focus of these funds would be basic 
education, pri•ary health care, water and local 
roads. Comple•entary inputs would be provided by the 
central •overn•ent out of the Develop•ent Budaat but 
only to support, not direct, local intiatives~ If 
this idea received national political endorse•ent this 
year it could be operational next. The scbe•e would 
replace the •raduated personal tax but care would have 
to be taken that so•e local taxes did reach district 
level. 

It is i•portant, therefore, that a positive attitude 
be taken towards expenditure adJust•ent. Balancing 
the budget should not justify reducin• •overn•ent 
expenditure as a •atter of principle. There 11. scope 
for such reductions but, having •ade the•, the •oal of 
the •overn•ent should be one of raising productive 
expenditures in line with an expanding revenue base. 
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b) financial Control 

In order to restore order and discipline to the 
public sector, it is vital to restore financial 
control. The proposals for doing so in GOVBRNMBNT 
MINISTRIES are : 

56. 

i) The budgetary process needs to be reconstituted with 
Ministries being required to aubait sensible, 
well-docuaented and carefully Justified request• for 
funding. These requests would cover the whole year 
and suppleaentary votes would be allowed only in 
exceptional circua•tancea. Requests for 
•uppleaentaries would result in an autoaatic 
investigation by the Auditor General'• Departaent 
reporting directly to the President. 

ii) The Public Accounts Coaaittee aust be resurrected 
new equivalent established. This aust be charged 
aeeting regularly and where possible, in public. 
Coaaittee would report to the NRC. 

or a 
with 
The 

iii) The Auditor General's Departaent should be iaaediately 
revaaped. It should be reorganized and its staff 
•hould be retrained. The government aust be seen to 
restore the independence and integrity of this 
Departaent whose aandate should be expanded to include 
aanageaent audits. 

iv) 

Reorganization of the AOD aay necessitate the use of 
foreign technical assistance for organization, 
training and procedures developaent, on the arguaent 
that in such sensitive positions outsiders aay have 
fewer vested interests. Restaffing, possibly by 
returning exiles, aay also be needed. 

An annual external audit of this departaent should be 
undertaken by an independent auditing fira. 

The Auditor General should report directly to the 
Public Accounts Coaaittee or its equivalent. 

The tea• strongly endorses the idea of introducing an 
Inspectorate of Governaent in the Pre•ident'• office. 
Thi• would be aore pro-active than the Auditor 
General•• Departaent and would have the power to 
initiate investigations into a wide range of isauea. 
This would coapleaent the Auditor General's functions 
rather than detracting fro• thea, and would give the 
President a fulcrua around which to provide the 
necessary speed, direction and corrective aeaaures in 
1overnaent. 
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v) A ••Jor review of all •inistry accounting ayste•s and 
procedures should be undertaken. Thia will result in 
the revision or updating of the Financial Refulations 
and Treasury Accountinl instructiona. If thoufht 
necessary, technical assistance should be forthco•ing 
for this. 

vi) The Central Tender Board is ineffectual and should be 
abolished in favour of a separate depart•ent for the 
centralized procure•ent and atoraae of fovern•ent 
supplies to be eatabliahed under the Ministry of 
rinance. Once afain, technical assistance would be 
available, if required. Local Purchase Orders should 
be restricted to relatively low, fixed li•its and 
ti1htly supervised. 

With i••ediate effect all Ministry purchase orders 
should require the approval of the Per•anent 
Secretary, Under Secretary or their designate. 

57. 

vii) All non-aid Govern•ent i•ports should be subject to 
inspection by the SGS, currently under contract to the 
Bank of Uganda. 

The reco•mendations for i•proving.financial control in 
PARASTATALS are : 

viii) A detailed review should be undertaken of each 
parastatal to update existing accounting records, to 
evaluate staff in the financial area, to audit 
•anage•ent and to evaluate the projects for 
rehabilitation. The relevant external auditor, with 
any necessary conaultinf or technical assistance, 
could be appointed for this task. 

ix) The Uganda Develop•ent Corporation should seek 
technical assistance for the develop•ent and 
i•ple•entation of an internal audit depart•ent to be 
headed by a very senior officer, an inveat•ent or 
project appraisal depart•ent, and a •onitoring 
depart•ent. 

x) The Ministry of Finance should require parastatals to: 

- aub•it audited financial atate•ents within six 
•onths of the year end, 

- aub•it annually a co•prehenaive list of loans 
fuaranteed by the Ministry, on a cu•ulative basis, 
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- aubait three year rolling plans and budgets which 
relate output performance to resources utilized, 

- obtain foraal approval for annual inveataent plana. 

xi) The recapitalization of existing parastatals should be 
baaed on explicitly defined requireaents of fixed and 
working capital, and be subject to the underlying 
econoaic viability of the paraatatal and to its having 
in place coapetent general and financial aanageaent. 

xii) A coaprehensive personnel plan should be prepared to 
identify training requireaents at all senior levels of 
the parastatals. 

xiii) A Prof•saional Accountancy Training Institute ahould 
be developed jointly between governaent, the UDC and 
independent professional accountancy firas. Once 
again, given the paucity of skills in this area within 
the country, technical assistance might be needed. 

xiv) Given the paucity of the nuabers of qualified auditors 
and accountants, consideration should be given to 
creating either an Audit Corporation .su:. a aeparate 
departaent of the Auditor General'• Departaent to 
review the books of parastatals. 

58. 
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c) Monetary Policy 

1. Thia progr ... e would have two distinct •onetary policy 
coaponenta. The firat relate• to DOMBSTIC CRBDIT 
POLICY. The objective here would be partly to 
restrain central bank financing of 1overn•ent 
deficits. Thia ia no easy taak and dependa al•oat 
entirely on the accuracy of budget eati•atea and the 
tightness of governaent expenditure control. The Bank 
of Uganda could, however, play a •ore active role in 
budget preparation by analyainl and adviain• on the 
conaiatency of budget eati•atea and propoaala, both 
internally and with respect to balance of payaenta and 
•oney aupply proJectiona. ror thia, the lank would 
have to atren•then ita Reaearch Depart•ent. 

2. It ia eaaential that thia ti1ht •oney policy not be 
applied indiacri•inately to productive aectora of the 
econo•y. There ia evidence that industrial output has 
been con•trained in the paat by lack of workinl 
capital. Care •uat be taken to enaure that· thia does 
not happen in future or elae recovery effort• will be 
fruatrated. 

3. To thia end it ia proposed that a ayatea of credit 
rationin• be introduced to be •onitored by the Bank of 
Uganda. Thia can be introduc~d initially aa a aeries 
of indicative tar1eta to be adjusted if neceaaary. As 
experience ia gained with the ayate• theae targets 
could beco•e fir•er. 

4. If credit rationing is to be introduced there ia no 
real need for high noainal ratea of interest. Thia is 
not a crucial point, but there does appear to be ao•e 
aoney illusion on the borrowing aide aurroundin• high 
nominal rates even when real rates are groaaly 
negative. Certainly, hilh no•inal ratea appear to 
have diacouraged long tera borrowing and poaaibly, 
therefore, inveat•ent. -

Furtheraore, there ia no evidenc.e of any cloae 
rel~tionsbip between dt~ferent negative ratea of 
interest and levels of real aaving. There ia !.2!!.!. 
inflatiobary i•pact where these rates can be paaaed on 
e.,. trade, and ao•e hardahip and incovenience where 
they cannot e.g. far•era. At the aa•e ti•e no 
particularly aerioua proble•• appear to ariae fro• the 
fact that rent• will be earned by borrower• if rates 
are lower than a positive real rate. The govern•ent 
•ight wiah, therefore, to reduce ratea ao•ewhat and 
base thea on a tar•et aediua ter• inflation rate of 
20-25' plus a real rate on top of this. 
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Lending rates would therefore fall by between 7 and 10 
percentage points fro• current levels. 

5. The second •ajor ele•ent of policy is CURRENCY 
REFORM. In its pure for• of currency conversion, what 
this does is to exchange units of new currency for 
•uch larger units of the old. In effect one is 
reducing the nu•ber of zeros involved in all financial 
transactions. All incomes and prices, including the 
exchange rate are reduced by the conversion factor. 
At this level nothing real is achieved except that 
book keeping and pay•ent by cash is •ade easier, the 
coat of printing notes is reduced, and possibly, if 
the conversion rate is appropriate, old coinage •ight 
be brought back into circulation. · 

6. But the •ain objective of the conversion would be to 
reinforce other econo•ic •easures designed to control 
inflation. It would help alter the prevailing 
psychology that •oney is worthless and inflation 
inevitable. To be successful in this, the acco•panying 
anti-inflation •easures •ust also be successful, or 
else •oney would once again lose value rapid}y. 

7. Currency conversion can be used also to achieve 
distributional goals. By offering a lower ratio of 
new notes for old as the a•ouht of currency offered 
for conversion rises, one •ay in effect be i•posing a 
one-ti•e tax on the rich. Thia •ight be one way of 
wiping out so•e of the profits of illicit activities. 
In the extre•e, one could even void all old currency 
or large deno•inations of old notes and elect to 
distribute the equivalent value of new notes in some 
equitable fashion. In this way one could achieve a 
redistribution of cash wealth. Thia would not, 
however affect other foras of wealth holdings 
directly, discri•inating against those who had not 
•oved into real property or bank deposits. 

8. The proble• with the conversion tax is 
administrative. Unlea.s one can achieve a rapid 
conversion, the holders of large cash balances will 
have ti•e to divide the• up and farm the• out to 
friends and relatives for conversion at the aore 
favourable rates for low cash a•ounts. 

9. The proble•s with using conversion for redistribution 
ends are likewise •ainly ad•inistrative, although the 
political ra•ificationa are likely to be •ore 
significant than those of a conversion tax. Voiding 
all or a portion of the note issue •ay paralyse not 
only ••agenda' but also legitiaate trade by wiping out 
working capital. 
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Trade would also be adversely affected if it took time 
to issue the new notes to those previously in 
possession of no cash or of ••aller real quantities. 
Secon.dly, it will undoubtely lead to so•e 
arbitrariness as all kinda of people and institutions 
have all kinda of reasons for being in possession of 
large notes or large quantities of notes on any given 
day. The •ore one tries to •ake exceptions, the leas 
efficacious will be the atte•pt to redistribute cash 
wealth. The bigger the aize of the redistribution the 
greater also would be the likely political outcry. 

10. Achieving a quick conversion will be difficult in 
rural areas since there are few bank branches outside 
of Ka•pala, Jinja and the other urban centres. Moat 
cash appears to be issued in the large urban centres 
and especially in Ka•pala itself, but we have no idea 
of where currency is circulating. One would not wish 
to penalise poor rural dwellers in the proceaa of 
atte•pting a quick conversion ai•ed at a •ore 
equitable cash distribution. 

11. The choice of cbnversion factor would deter•ine the 
cost of the new note issue and the possibility of 
bringing old coinage back into use: A round nu•ber 
should be chosen and 1:100 or 1:1000 see• •oat 
reasonable. The face value of new notes •uat be high 
enough to offset their costs of printing. 

12. The occasion of the conversion could alao be used to 
hide real changes in such iteas as civil service 
aalaries or the exchange rate. 

13. There are aany possible econoaic raaifications of a 
currency reform which should be noted. If the 
conversion factor is too large prices will need to b~ 
rounded up and thia will be inflationary. News of the 
conversion aight stiaulate a aoveaent out of currency 
into bank deposits or real goods, and especially so if 
a decision to use the occasion for redistributive or 
tax goals were leaked to the public. These shifts 
aight reverae the•aelvea after the conversion and 
•ight, therefore, have abort run i•plications for bank 
liquidity and co••odity prices. 

If a refora succeds in reducing inflation this •ight 
have iaportant budgetary and distributional 
i•plications. For instance if producer prices were 
fixed for the year in anticipation of a given rate of 
inflation, the real inco•e of far•ers would rise if 
inflation fell, and coffee tax collections by 
govern•ent would be leas than anticipated. 
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These and siailar econoaic iapacts should be taken 
into account in planning the refora. 

14. Since.the governaent has already decided that there 
will be a curency conversion, what reaains is now the 
question of how and to what ends. It would be 
presuaptuous of this teaa to recoaaend on the details 
of a currency refora on the basis of our liaited 
relevant experience and ti•e available. The· 
1overnaent should seek advice on such details of 
iapleaentation and the conversion should be proceeded 
with quickly as there is aoae anxiety aaong the public 
about the exercise. 
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d) Supply Bxpansion Measures 

1. The success or otherwise of this progra••e will reat 
ulti•ately on the extent to which, and the speed with 
which, do•eatic output can be expanded. Fiscal 
control and discipline and sound •onetary policy will 
be difficult to •aintain if real growth in the econo•Y 
cannot be achieved. Further•ore, distributive Justice 
will also be leas easily obtainable in a zero or 
negative 1rowth situation. 

2. MAINTBNANCI of SECURITY will be crucial to output 
expansion. With peace-and order, both production and 
distribution should be sti•ulated, and this in turn 
should help repress inflationary pressures~ For this 
reason, an adequate bud1etary provision for defence 
and security is crucial. The proble• facial the 
1overn•ent ia where to draw the line between adequacy 
and profligacy. 

3. CONTROLS OYBR SMUGGLING AND CORRUPTION will also be 
key factors in sti•ulatinl do•estic supply. If 
production leakages into ill-gal exports can be 
prevented, thia will be of enor•oua assistance in 
balancinl both the budget and external account. The 
ai• should not, however, be to harraas ••all scale 
illicit traders, even though their business •ay be 
significant in total. In their case efforts should be 
stepped up to collect i•port duty on ite•s purchased 
by the sale of exports. To encoura1e •ediu•/ large 
exporters of non-traditional exports to uae official 
channels, export licenainl posts should be set up at 
the borders. A1ain, duty should then be collected on 
i•ports. Control efforts should rather be focussed on 
the large scale ••uggler of coffee, oil and perhaps 
sugar and kerosene. 

Likewise, anti-corruption efforts which could aa•iat 
in freeing up significant bud1etary and forei1n 
exchange resources, should be focussed on large scale 
offenders. Trade un i.o,na or other representative 
organs of workers could play a vi1ilance role against 
corruption in factories and offices while local 
resistance councils •ilht be called upon to play a 
part in residential areas. Thia is, however, a 
coaplex area involving difficult iaauea of the 
interface between deaocracy and le1ally constituted, 
generally hierarchal, structures of authority. Care 
auat also be taken to avoid unsubstantiated 
accusations. 
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4. Rapid execution of the governaent's RESETTLIMENT AND 
REHABILITATION plan could produce a significant 
expansion in output in the short tera. This is 
especially true of the Luwero Triangle which could 
produce as auch as 7,000 extra tons of coffee next 
year rising to over 20,000 in three years. As well, 
this area could produce a surplus of staple 
foodstuffs which aight help stabilize the cost of 
living in laapala if sufficient transport facilities 
are forthcoaing. For this reason, this plan should be 
given high priority and extra efforts should be taken 
to acquire additional h1111anitarian and related aid 
froa syapathetic donors. An overseas aedia blitz 
should be launched by governaent as soon aa possible. 
This should be handled by the diploaatic •issions, 
assisted where needed by skilled public relations 
consultants. 

5. Given the distorted structure of the Ugandan econoay, 
an unfortunate historical reality which the· Ten Point 
Progra•me ai•s to rectify in the •edium/long ter•, it 
is a fact of life that output expansion at this tiae 
will depend heavily on the aveilability of foreign 
exchange for i•ported vehicles, raw aaterial8 and 
spare parts. This raises the question then of BOW TO 
RAISE IMMEDIATBLY AVAILABLE FOREIGN EXCHANGE 
RESOURCES. 

There are three •ain possibilities 

i) To obtain an expansion of export earnings over the 
short term by selling off all reaaining coffee stocks 
as rapidly as possible, while the world price reaains 
high. Unfortunately, the Coffee Board was not able to 
present the tea• with estiaates of inventories at all 
levels of the distribution chain. Unofficial 
estiaates place these at 500,000 bags which, if 
accurate, indicates soae possibility of a rapid export 
surge. Short run efforts to expand exports of 
non-traditional goods such as wheat and beans ahould 
also be supported. , 

. ii) The governaent should also place an unofficial 
aoratoriu• on all but IMF/IDA loan servicing 
obligations. If possible, it should then negotiate 
rescheduling/deferaent of payaents with individual 
creditors. Even without a for•al Paris Club 
arrangeaent, it should be possible to defer or 
neaotiate annual pay•ents of up to $50 aillion if 
credit.ors can be persuaded that a coherent and 
plausible adjuataent progra••e is in place. 
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It •hould be e•pha•ized, however, that arrears on 
official and co••ercial debts already total in excess 
of $300 •illion and that these cannot rise 
indefinitely without serious i•plications for capital 
inflows and the coat of i•porta. 

iii) The third possible •ource of readily uaable foreign 
exchange is balance of pay•ents aupport. Thia ia 
available fro• three ••in sources, viz. the·World Bank 
offers l•er1ency Credita, both under the Special 
African Facility and IDA. These are soft loans with a 
ten year grace period followed by a 50 year repay•ent 
at •ini•al annual charges. They require that an 
acceptable adjuat•ent progr .. •e be in place and one 
which is acceptable to the IMF even if Uganda has no 
proir•••e with the IMF. Thi• type of arrange•ent 
could yield •&o •illion or •ore in year one and $70 
•illion or •ore in year• two and three. 

The IMF has a co•ple•entary relatively low 
conditionality facility which also carries relatively 
soft loan ter•s. Thi• is the new Structural 
Adjust•ent Facility which aiain requires an acceptable 
adjust•ent progra••e. Unlike the Standby Facility 
under which Uganda borrowed in the early 1980'a, the 
new facility does not require specific perfor•ance 
targets which are reviewed quarterly. Instead, it is 
•ore concerned with progra•matic direction. Neither 
would intere•t rates be hifh nor repay•ent be due in 
the short term. Interest is only 1/2' p.a. and there 
is no repay•ent for five years after the.end of the 
three year progra•ae, after which repay•ent takes 
place over the next five years. 

Uganda i• eligible to draw $22.7 •illion in year 1, 
and $15.3 •illion in each of the next two years. 

If Uganda wished to enter into a Standby Arrange•ent 
with the Fund, it could draw an additional $35-40 
•illion per annu• over each of three years and roll 
over its $70 million or so annual repay•ents to the 
IMF of debt incurred in the 1980-84 period. In 
addition, •ucb an agreeaent would probably al•o induce 
the IBRD to offer an extra $40 •illion p.a. in. 
Structural Adju•t•ent loans. 

~ 

The third pos•ible •ource of balance of pay•ents 
•upport is bilateral •••i•tance fro• both traditional 
and non-traditional donor•. With a coherent econoaic 
proira••e in place, and ba•ed on experience 
el•ewhere, uianda could expect to receive between $10 
and $30 •illion fro• the•e donor• even if the 
progr .. •e i• not acceptable to the IBRD/IMF. 
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Thi• will require however, an active diplo•atic 
offen•ive to per•uade donors that Uganda is aidworthy 
and has a sound recovery progra••e. Donora are likely 
to be •uch •ore cautious in offering aa•istance after 
their experiences of the period 1981 - 86. As it is, 
the scenarios which follow already as•u•e an annual 
inflow of loans and grant• for projects of in excess 
of $180 •illion, this figure being based on reasonably 
fir• co••it•enta - •oat •ade before the govern•ent 
ca•e to power. If the progra••e qualifies for 
conce•sional IBRD/IMF balance of pay•enta assistance, 
bilateral donors will be •ore generous and put in 
perhaps $50-100 •illion per annu•. If Uganda opted 
for high conditionality funds and its progra••e was 
acceptable, then it •iaht obtain bilateral funds 
totalling $75~100 •illion. 

It •ust be e•phasised at this point that the precise 
definition of what will constitute an acceptable 
progra••e to qualify for concessional assistance fro• 
the Bank and the Fund is not known. This can only be 
deter•ined in negotiations. There are •o•e doubts 
that the IMF sees its structural Adjust•ent Facility 
as being low conditional, as opposed to concessional, 
but we have been a••ured that it will be •uch easier 
for Uganda to obtain this facility than to obtain a 
Standby. Only experience will tell, but whatever the 
case, a coherent and carefully structured and 
justified progr-•e will be essential. It is our view 
that the proposals of this report would constitute a 
sound package on which to initiate negotiations, 
although •uch would depend on the choice of scenario 
fro• the next section. There are several possible 
points.of contention on which Uganda should begin 
preparing its position. The first is the Fund/IBRD 
view that the exchange rate be set at or close to the 
black •arket rate. Uganda's argu•ent on this •ust be 
that this is a relatively narrow •arket which can to 
ao•e extent be controlled (e.g. by the control of 
large scale coffee s•uggling) and the price in which 
is not reflective of the real social value of foreign 
exchange. The tund/Bank ••Y wish to •ee •uch higher 
petroleu• prices, greater liberalisation of •arkets 
•uch leas state involve•ent in the econo•y, higher 
real prices to coffee producers and evidence that 
proble•s of honesty and capacity in the civil service 
are being addressed. They •ight be less sensitive to 
i•sues of inco•e di•tribution than the govern•ent. 

It •ust al•o be stre•sed that the Fund and the Bank 
have their differences in •pecialiaation, outlook and 
approach and each institution needs to be dealt with 
separately. 
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Table 

With these reservations and words of caution in •ind,a 
aua•ary of the likely sources of balance of pay•enta 
aupport under different policy assuaptiona ia to be 
found in Table 5(a). Thia list• the •u••ary of 
possible balance of pay•ent• assistance. 

5(a). 

Balance of Pauepts Support 

Scenario 3 Year 1 Year 2 Year 3 

IBRD 60 70 70 
IMF SAF 23 15 15 
Bilateral 50 75 100 
Buaanitarian (all scenario•) 30 ----

163 160 185 

Scenario 5 

IBRD 60 70 70 
IBRD SAL 40 40 40 
IMF SAL 23 15 15 
IMF Standby 35-40 35-40 36-40 
IMF Rollover 70 70 70 
Bilateral 75 70 70 
Hu•anitarian 30 

------- ------- -------
333-338 330-335 330-335 

6. The lesson of history, however, is that an inflow of 
foreifn exchanfe is by itself insufficient to 
fuarantee sustained econoaic recovery. The USE OF 
FOREIGN EXCHANGE ia crucial. For this reason the 
team arfues that Uganda should not adopt a policy of 
liberalizing iaports as was practiaed under the 
auction system, but should instead control the 
allocation of foreign exchange to favour, as far as 
possible, raw material•, apare parts and capital goods 
allowinf only a tightly controlled quantity of 
consumer.goods, aost of which would be considered 
essentials. 

In allocating scarce foreign exchange the fovernaent 
would develop four categories of imports : 

a) inputa into basic needs induatries 
b) inputs into tax revenue raiaing induatries 
c) inputs into transportation, and 
d) inputs into export induatries. 
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The proportions between these would need to be 
calculated carefully so that governaent objectives of 
aeeting basic needs, at reasonable prices, of 
balancing the budget and of balancing the external 
account are aet. 

7. Crucial to the generation and usage of foreign 
exchange and as we have seen, to the state of the 
budget, is the EXCHANGE RATE. 

For reasons given above, it is recoaaended that if 
Uganda does nothing aore on this aatter in the near 
future, it ahould at least adjust the list of iteaa 
appearing on the priority /•arket list to ensure the 
eradication of forei1n exchange losses. The team 
feela, however, that governaent should aove towards a 
unified rate and, if necessary, uae subsidies and 
taxes to achieve the intention of the dual exchange 
rate systea, e.g. perhaps giving extra price 
incentives to cotton faraers while taxing luxury 
iaporta aore heavily than others. 

Once unified, the Uganda shilling should be tied to 
the SDR so that ita value aoves roughly in line with 
that of its aajor trading partners, ignoring price 
differentials. 

The team could not agree, however, on the level at 
which the rate should be aet, soae arguing for an 
initial devaluation and soae flexibility thereafter, 
others arguing for a revaluation. The rationale and 
aerits of these quite conflicting views are outlined 
and assessed in section 5(iv). 

8. The debate over exchange rate policy has relevance for 
the level at which governaent sets PRODUCER PRICES. 
Policy on producer prices would depend, therefore, 
partly on policy towards the exchange rate. What-the 
tea• did agree on was that faraers are to soae extent 
responsive to real producer prices (prices of producer 
goods relative to the prices of goods consuaed by 
faraers). Other factors such as transportation, 
degree of control over sauggling, security, etc. are, 
of course, also iaportant and a real price increase in 
the absence of these other factors would probably be 
futile. 

It was also agreed that faraers should receive a 
'fair' portion of the shillin' value of the world 
price of exports, and that the output of soae crops, 
e.g. c~tton and aoae ainor, non-traditional crops 
aight respond aarkedly to preferential pricing 
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policies provided, aaain, that non-price constraints 
such •• failure to •ake cash pay•enta, availability of 
beainnina capacity etc. are not bindina. 

9. Aa argued in section 5 ii(c) the availability of 
credit ••Y be crucial to aenerating a supply 
response. Detailed Reco••endationa on this iaaue are 
reserved for section 7. 

10. The recon•truction of a functionina, co••itted and 
honest CIVIL SBRVICB cadre ia also considered 
i•portant •• an aspect of supply ati•ulation. The 
i•ple•entation of new policies, proar .. •e• and 
projects aa well aa the ad•iniatration of controls and 
reaulationa, 1!. i•portant and does influence the real 
econo•y.· In~fficiency and corruption causes delays, 
distortions and riaiditiea which interfere with nor•al 
productions and trade. The aovern•ent •uat •ove 
i••ediately to restore the independence of the Public 
Service Co••iaaion aa the first step in restoring 
standards in the civil service. 

11. The co .. ittee feels that supply ati•ulation ia beat 
achieved through reliance on a BLIND OF MARKET FORCES 
AND DIRECT CONTROLS. Where •arketa work reasonably 
well, i.e. where trade ia not •onopoliaed and •argins 
are not unreasonable and goods are available at 
reasonable prices, they should be left to function 
without aovern•ent interference. Govern•ent baa very 
li•ited resources and should focus these on priority 
areas. We believe these to be the control of large 
scale s•uggling, exchanae rate •anage•ent, foreign 
exchanae allocation, producer pricing of •aJor export 
crops,· public utility rates, and tax revenue 
collection. 

Other for•• of intervention, such aa the recent suaar 
co•paign, are considered i•portant politically and aa 
a cautionary warning to speculators, but are difficult 
to sustain over ti•e if supply and de•and i•balances 
are chronic. One alternative to consider •ight be the 
encouraae•ent of de•ocratically baaed conau•er 
cooperative& with links to central supply agenciea. 
These would need encouraae•ent, assistance and.ti•e to 
develop, and the educational and •anagerial 
prerequiaitea, ao often lackina in the paat, •uat be 
in place. 
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70. 
12. Thia brings us to the question of OWNBRSBIP of 

enterprises. In planning to dispose of both 
parastatala and for•er Asian properties, the 
gove.rn•ent ahould be guided by a nu•ber of 
considerations. The first is the need to bring these 
assets back into productive use and onto a regular 
•aintenance basis as quickly as possible. The second 
ia the need to retain parastatals which have a crucial 
role in helping the governaent •eet its long ter• 
econo•ic objectives. The third is the need to retain 
(perhaps even acquire) enterprises which, on our 
proposals, aay beco•e eaaential to budgetary balance 
in future (e.g. beer, cigarettes, textilea, etc). 
fourth, utilities ahould be retained. Fifth, Joint 
ventures •ight be useful in bringing forth scarce 
input• ~eeded for the rehabilitation of so•e 
enterprises. Sixth, ao•e enterprises and buildings 
•ight be aold or leaaed to groups of workers or 
occupants. The option of cooperative ownership should 
be fiven serious consideration and financial 
assistance fro• the Cooperative Bank. It •ight 
provide so•e alternative to ce•enting in and widening 
existing wealth inequalities. Seventh , the decision 
to retain enterprise• should be ba•ed on a realistic 
assess•ent of the capabilities and priorities of the 
public sector. Where fovern•ent can achieve its 
objectives through control as opposed to ownership 
then, given ita li•ited resources and the past 
weaknesses of aany publicly owned entities, it should 
opt for the for•er. Bighth, govern•ent should dispose 
of its direct production units in agriculture, 
livestock and other natural resource areas which have 
ceased to have any justification or relevance to 
ordinary far•ers and which are fenerally inefficient 
and costly. Ninth, disposal of assets to those well 
known to have acquired wealth through brutality or 
other illegal •eans is not likely to co•aand public 
support. Tenth, disposition of so•e buildings •ifht 
be facilitated by transferrinf ownership to one of the 
housing finance stitutions so that properties could 
be sold on credit. Revenues froa loan repay•ents 
aight then be channelled back into ho~sing. 
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71. 

IV. Optional Policy Packaaea. 

1. To underpin and reinforce the above core reforaa the 
aovernaent will need to take iaportant deci•ion• about 
retail pricin1, producer pricina, the exchan1e rate, 
the extent of external a••i•tance and additional 
bud1etary, aonetary and adaini•trative ••a•ure•. 
There ia no •in1le policy packaae option advanced here 
but rather a •erie• of different option• each 
warrantini careful evaluation. 

2. Soae of the po••ible option• are clo•ely related while 
other• are autually exclu•ive. We know, for in•tance, 
that •ianificant inflow• of conce••ional aid will be 
forthcoainl fro• we•tern donor• only if uianda adJu•t• 
it• exchanie rate upward• (devaluea). By the•-• 
token, experience el•ewhere ahowa that a deci•ion not 
to devalue or even to 10 in the oppo•ite direction, 
and revalue, will not be coapatible with lar1e aaounts 
of balance of payaent• a•si•tance. Such flows are 
hard to obtain fro• non-traditional •ource•. 
Governaent aust con•ider this when decidini on which 
cour•e of action to take. .· 

, 
3. Bxchanie rate chanies and accoapanyina adJtt•t•ents to 

producer 'prices' the rate of inflation and apeed of 
industrial recovery are, indeed, at the heart of the 
differences between the scenarios which follow. 

4. The scenarios have a nu•ber of a••u•ptions in coaaon. 
Kach assu•es that the existinl losaea on foreiin 
currency purchases and sales are dealt with. In 
acenario 2a (note that scenario l was dealt with 
earlier and involves no chanie in current policies) 
this i• achieved by adoptinl the aeaaure recoaaended 
in the core refor• packaie of shifting iteaa around 
fro• priority list to aarket list and vice ver•a, 
while retaining the dual exchanie rate •Y•tea at 
current rates. In all the other acenarios it i~­
acco•pli•hed by unifyin1 the exchanie rate. 

All scenarios aaauae___en additional inflow of $30 
aillion in Bu•anitarian Aid in year l because this 
•hould_not be dependent on the policy packaie 
adopted. All •••u•e that there ia, initially, no 
adJustaent in civil •ervice •alaries but an allowance 
i• •ade for •alary creep and a •li1ht increa•e in 
number•. Finally, all a••uae that forei1n exchan1e i• 
allocated a• a aatter of priority to interaediate 
1ood•, capital 1ooda and •pare part•. 
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5. The likely outco•e of each scenario waa eati•ated 
uaing a projection •odel which alao baa built into it 
ao•e baaic aaau•ptiona about the econo•Y· Rach 
scenario atarta fro• the aa•e baae situation which ia 
eaaentially that presented earlier in Tables 5.1 and 
5.2 showing what would happen if 1overn•ent took no 
further policy action. Thia baae ia, however, 
adjusted initially to zero inflation. 

Under each scenario coffee aalea are aaau•ed to have 
the •••e real reaponae of 0.1 to a liven chan1e in 
real producer prices. Thia ia at the lower end of the 
1enerally accepted ran1e for reaponae. 

There was, however, ao•e diaagree•ent in the group on 
the coefficient of official aalea reaponae. The 
•ajority felt that official aalea !!!.!:.!. responsive to 
changes in the producer price. A •inority felt that 
••u1gling could be controlled effectively,. whatever 
the price, and that far•ers have little option but to 
aell thier coffee. These latter were supportive of 
the control scenario for thia reason. 

6. The following scenarios were exa•ined. 

i) Scenario 2A - AdJuated Statu• Quo Model (A). 
Thia assu•es 100' inflation; the existing dual 
exchange rate ayate• •odified to end loaaea on forei1n 
exchange transactions; tax revenue raising •easurea as 
in section 5(a)4; Reacbedulinl of $50 •illion debt; 
additional hu•anitarian aid of $30 •illion in year 1. 

ii. Scenario 28 - AdJuated Status Quo Model (8). 
Thia asau•ea 100• inflation, a unified exchange rate 
of sb.2500 to $1 adjusted for inflation thereafter; 
producer prices indexed to inflation and therefore the 
exchan1e rate; other aasuaptiona aa in 2A. 

iii. Scenario 2C - AdJusted Statue Quo Model (C) 
Thia aaauaea 25' infl~tion, the expenditure of 
1overnaent surpluses and the expansion of i•porta -
other assumptions as in 28. 

iv. Scenario 3 - Low Conditionality A1ree•ent 
Thia •akea all the sa•e aasu•ptiona aa Scenario 28 and 
the additional aaau•ption of an inflow of foreign 
capital on conceaaional teraa of between $160 and $185 
aillion per ~ear. 
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v. Scenario 4 - Rich Conditionality Ter•a 
Thia aaau•ea that Uaanda ia able and willing to •eet 
the ter•s of an IMF Stand-by Arranae•ent. It •akea 
all the •••e aaauaptiona as scenario 4 except capital 
inflows are areater and perforaance require•ents are 
stiffer. 

vi. Scenario 5A - Control Model A 
Thia •••u•es a 50• inflation rate; a revaluation to 
ah.1000 per $1 with producer price• adjuated down to 
50• of world price in ahillinas. Tax policiea as in 
2A but with a 76• tax on petroleua products. 

vii. Scenario 68 - Control Model B 
Thia •••u•e• an inflation rate of - 25• p.a., a 
revaluation, of the ahillina to ah.1000 per $1; other 
aaauaptiona aa in 3A. 

viii. Scenario 6C - Control Model C 
Asau•ptiona are ••de as in 58 except revaluation is to 
ah.700 per $1. 

As a word of ,~aution the projection results which 
follow should be interpreted as being •erely indicaive 
of what •ight happen in practice. Assu•ptiona are 
critical and aay be varied within reason. The •odel 
ia also a relatively si•ple one which cannot capture 
the co•plexitiea of such i•portant variables as 
weather or absorptive capacity. Nevertheless the 
projections are the beat we have and they are 
indicative of the likely outcoae of each scenario. 

7. The reaulta projected are as follows 

Scenario 2 A AdJusted Status Quo 

Thia policy acenario alters the statua quo by 
i•provina the revenue base through : 

a) eradication of loa•e• on foreian exchanae and 

b) iapleaentina the tax refora propoaala in section 
6(a)4. 

It alao i•provea the budaet by not payin• $60. • of 
loan aervicina obli1ations and by attractina aodeat 
additional arants. 

The reault, ahown in Table 5.3 and 5.4, is that the 
budfet deficit and the balance of pay•ents deficit• ao 
down relative to the fiaurea in Table• 5.1 and 5.2 on 
Scenario 1. Yet, clearly, the budaet deficit i• atill 
hopeleaaly out of control and arowina rapidly while 
the balance of P•Y•enta •i•ply cannot be balanced. 
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At the •a•e tiae, •arketing costs are assu•ed 
constant, which is not a realistic ass1111ption. 

The proble• here is that inflation erodes real coffee 
prices and this under•inea production, exports .Ill! 
budget revenue. 

Thia scenario ia clearly not sustainable on the 
ass1111ptiona aade. 
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UGANDA MACROICOROMIC SCINARIOS 
Number 2: Variant A -- AdJuated Statu• Quo. lOO• 

lOO• Inflation A••uaed 
Table : 6.3 

ASSUMPTIONS: 
Inflation rate per year: 

Price level at be1innin1 of year 
Avera1e price level for year (86=100) 

lxchan1e Rate• USh/$ 
Preferential 
Market 

Share of exports at pref. rate: 
Share of iaport• at pref. rate: 

INTIRNATIONAL PRICES: 
Index of petroleua prices 
Level of coffee prices $ 
Index of other i•porta 

DOMESTIC PRICKS AND QUANTITIIS: 
Coffee producer price USh/kg (Kiboko) 
Coffee producer price (clean) 
Coffee aarketing co•ts 
Coffee production (BASK) 
Coffee production (price adjusted) 
Industrial production 
Interaediate inputs 

BALANCE or PAYMENTS SUMMARY: 
(IN $US/MILLION) 

A.· Total exports 
1. Non-coffee visible exports 
2. Coffee 
3. Non-factor services 

B. Total i•porta 

c. 

D. 

1. Non-petrol visible i•ports 
2. Petroleu• 
3. Non-factor •ervicea 
4. Net factor •ervicea 

Capital aove•ente 
1. Grant• 
2. Gro•s loan• - to budget 
3. Loan repay•ent fro• bud1et 
4. leaittances (net) 
6. IMF repayment 
6. Loan• - not to bud1et 
7. Loan repayment-not froa budget 
8. Special Purpo•e Grants 
Ba•ic Deficit Not Financed 

NOTI: (-) = OUTFLOW 

86/87 

100.0• 
100.0 
150.0 

1400.0 
5000.0 

80.0• 
80.0• 

100.0 
2.5 

100.0 

850.0 
1574.0 
756.0 
163.2 
155.0 
100.0 
100.0 

86/87 

424.3 
20.0 

383.7 
20.6 

-585.6 
-405.0 
-48.0 
-82.0 
-50.6 

57.2 
130.2 
-44.3 

38.0 
-79.4 

44.4 
-41.0 
40.0 

-16.l 

87/88 

100.0• 
200.0 
300.() 

1400.0 
5000.0 

80.0• 
80.0• 

100.0 
2.4 

100.0 

850.0 
1574.0 

756. 0 
166.5 
133.2 
100.0 
100.0 

87/88 

368.l 
22.7 

319.6 
25.8 

-606.9 
-424.5 
-52.9 
-86.2 
-43.3 

62. 7. 
131. 3 
-44.3 
39.9 

-71.0 
17.9 

-13.0 
20.0 

-95.3 

88/89 

100.0• 
400.0 
600.0 

1400.0 
5000.0 

80.0• 
80.0• 

100.0 
2.4 

100.0 

850.0 
1574.0 
756.0 
169.8 
84.9 

100.0 
100.0 

88/89 

256.7 
24.6 

203.8 
28.3 

-634.5 
-447.9 
-58.4 
-90.4 
-37.8 

69.0 
137.6 
-44.3 
41.9 

-60.0 
. 20.4 
-14.9 

30.0 
-198.l 
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UGANDA MACROICONOMIC SCINARIOS 
N1111ber 2: Variant A -- AdJuated Statue Quo. 

100' Inflation Aaa1111ed 

Table : 5.4 
SUMMARY OF GOVERNMENT BUDGBT 

(US Sha. Billion) 

TOTAL RBVBNUE: 
1. Tax Revenue 

a) Inco•e/Profite 
b) Gooda/Servicea 

(1) Salee 'l'ax 
(a) Local 
(b) I•ported 

(2) Bxciae 
(3) Coa•ercial Trane. Levy 

c) International Trade 
(1) I•port Dutiee 

(a) Petroleum 
(b) Other 

(2) Bxport Dutiee 
(a) Coffee 
(b) Other 

(3) Forexchanfe t«X/eubsidy 
d) Other Tax 

2. Other Revenues 
a) Kenya/BAC eettleaent 
b) Other 

3. Grants 

TOTAL EXPENDITURES: 
1. Recurrent Expenditure 

a) Wages/Salaries 
b) Interest - External 
c) Interest - Local 
d) Other 

2. Develop•ent/Rehabilitation 
a) Capital Projects 
b) Rehabilitation/Reaettle•ent 

FINANCING RBQUIRIMINT: 
1. Bxternal Net Financing 

a) Loana + Grant• Inflow 
b) Loan Repayaent - A•ortization 

86/87 

454.6 
308.5 
17.0 
75.3 
53.0 
25.0 
28.0 
18.8 
3.5 

215.7 
50.4 
8.4 

42.0 
165.3 
161. 3 

4.0 
0.0 
0.5 

52.0 
42.0 
10.0 
94.1 

697.6 
483.1 
48.5 
75.3 
22.0 

337.3 
214.5 
122.6 
91.9 

243.0 
120.3 
182.3 
62.0 

2. Net Deficit to be financed 122.7 
a) Forei1n inflow for uncovered BOP 
b) Doaeatic finance required 122.7 

87/88 

510 •. 6 
392.8 

22.5 
123~3 
79.8 
49.0 
30.8 
36.8 
6.7 

156.5 
64.7 
18.5 
46.2 
91.8 
86.8 
5.0 
0.0 

90.5 
16.0 
0.0 

16.0 
101. 8 

1032.3 
765.1 
50.9 
75.3 
52.7 

586.2 
267.2 
140.6 
126.6 

521. 7 
135.8 
197. 0· 
62.0 

385.9 

385.9 

88/89 

562.3 
418.7 
30.6 

218.8 
129.8 
99.0 
30.8 
74.3 
14.7 
78.8 
66.6 
20.4 
46.2 
12.2 
7.2 
5.0 
o.o 

90.5 
33.0 

0.0 
33.0 

110.6 

1540.0 
1389.4 

53.5 
75.3 

149.2 
1111.4 
150.6 
77.0 
73.6 

977.7 
158.6 
220.6 

62.0 

819.1 

819.1 
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Scenario 2 B · AdJusted Status Quo with Devaluation 

On this scenario the capital account and the i•port 
bill are the same as in scenario 2 A, but here the 
ahillin• ia devalued in order to pay coffee producers 
a hi•her price. The initial devaluation takes the 
ahillin• to ah.2500 per $1. Thia, in real effective 
ter•a, is where it would have to be to be back at its 
1983/84 level when the balance of payments was in 
reasonable equilibriu•. As inflation continues at a 
constant rate (at least on first aaau•ptiona), the 
shilling rate is •oved steadily upwards. Coffee 
producer prices are raised by 80' in real ter•• 
initially, and there~fter are increased in line with 
inflation so that the purchaain• power of coffee 
far•ers is •aintained at the new level. As a result, 
as can be seen fro• Tables 5.5 and 5.6, export sales 
of coffee rise from 163,000 tons (assumed in scenario 
2 A) to 203,600 tons. On this account alone the 
balance of pay•ents shows a considerable iaprove•ent, 
as do coffee duty proceeds in the budget ~ven after 
allowing for 100' inflation in •arketing coats. 

Thia apparently l•r•e response in coffee output co•ea 
fro• two distinct reactions. First, the lar•e 
increase in real producer price• of 80• aivea rise to 
a abort-run increaae in output conservatively 
eati•ated in all the scenarios to be aa low as 0.1. 

77. 

In addition, it ia reasonable to expect that aa 
producer prices approach the upper end of the ranae of 
the •aaendo buyin• prices eati•ated by the CMB at 
1200-1500 U.ah./k,, a atrong diversion of coffee sales 
into the official •arket will occur. Batiaatea of 
potential total coffee production in U•anda ran•e fro• 
200 to 230 thouaand tons, putting this eati•ate of 
•arketed production well within the bounds of 
poaaibility. 
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78. 

UGANDA MACROBCONOMIC SCINARIOS 
Nuaber 2: Variant B -- AdJu•ted Statu• Quo. 

100' Inflation A••uaed. lxchance Rate United at 2500 
Producer Price• and Ix. Rate AdJu•ted 

Table : 5.5 

ASSUMPTIONS: 
Inflation rate per year: 

Price level at be1innin1 of year 
Avera1e price level for year (86=100) 

Bxchan1e Rates USh/$ 
Preferential 
Market 

INTBRNATIONAL PRICBS: 
Index of petroleu• prices 
Level of coffee prices • 
Index of other i•porta 

DOMESTIC PRICES AND QUANTITIES: 
Coffee producer price USh/kg (liboko) 
Coffee producer price (clean) 
Coffee •arketinl coats 
Coffee production (BASB) 
Coffee production.(price adjusted) 
Industrial production 
Inter•ediate inputs 

BALANCB or PAYMENTS SUMMARY: 
(IN $US/MILLION) 

A. 

B. 

c. 

D. 

Total exports 
1. Non-coffee visible exports 
2. Coffee 
3. Non-factor services 

Total i•ports 
1. Non-petrol visible i•porta 
2. Petroleu• 
3. Non-factor services 
4. Net factor service• 

Capital •ove•enta 
1. Grants 
2. Oro•• loans - to budget 
3. Loan repay•ent fro• budget 
4. Re•ittancea (net) 
6. IMF repayaent 
6. Loans - not to bud1et 
7. Loan repayaent-not from budget 
8. Special Purpose Grants 
Basic Deficit Not Financed 

86/87 

100.0' 
100.0 
150.0 

87/88 

100.0% 
200.0 
300.0 

88/89 

100.0, 
400.0 
600.0 

3750.0 7500.0 15000.0 
3750.0 7500.0 15000.0 

100.0 
2.5 

100.0 

2276.8 
4553.7 
1134.0 

203.5 
203.5 
100.0 
100.0 

86/87 

544.2 
20.0 

503.6 
20.6 

-585.6 
-405.0 

-48.0 
-82.0 
-50.6 

57.2 
130.2 
-44.3 

38.0 
-79.4 

44.4 
-41. 0 

40.0 
-103.8 

100.0 
2.4 

100.0 

4553.6 
9107.4 
1512.0 

207.6 
207.6 
100.0 
100.0 

87/88 

546.6 
22.7 

498.1 
25.8 

-606.9 
-424.5 
-52.9 
-86.2 
-43.3 

62.7 
131. 3 
-44.3 

39.9 
-71. 0 

17.9 
-13.0 

20.0 
-83.2 

100.0 
2.4 

100.0 

9107.1 
18214.8 
3780.0 

211. 7 
211. 7 
100.0 
100.0 

88/89 

561. 0 
24.6 

508.1 
28.3 

-634.5 
-447.9 

-58.4 
-90.4 
-37.8 

69.0 
137.6 
-44.3 
41.9 

-60.0 
20.4 

-14.9 
30.0 

-106.2 
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79. 

UGANDA MACROICONOMIC SCINARIOS 
Nu.aber 2: Variant B -- AdJu•ted Statu• Quo. 100• Inflation A••uaed 
lxchan•e Rate United at 2500. Producer Price• and Ix. Rate AdJu•ted 

Table : 6.6 

SUMMARY or GOVERNMENT BUDGET 
(US Sh•.Billion) 

TOTAL RIVINUE: 
1. Tax Revenue 

a) Inco•e/Profite 
b) Good•/Service• 

(1) Salee Tax 
{a} Local 
(b) !•ported 

(2) Bxciee 
(3) Co••ercial Trane. Levy 

c) International Trade 
(1) l•port Duties 

(a) Petroleu• 
(b} Other 

(2) Export Duties 
(a) Coffee 
(b} other 

(3) Forexchante tax/•ubeidy 
d) Other Tax 

2. Other Revenue• • 
a} lenya/EAC •ettle•ent 
b} Other 

3. Grants 

TOTAL EXPENDITURES: 
1. Recurrent Expenditure 

a} Wafe•/Salariee 
b) Interest - External 
c} Intereat - Local 
d} Other 

2. Develop•ent/Rehabilitation 
a} Capital Project• 
b} Rehabilitation/Reaettle•ent 

JINANCING RIQUIRIMINT: 
1. lxternal Net Financing 

a} Loan• + Grants Inflow 
b) Loan Repa7•ent - A•ortiza't.ion 

86/87 

1024.7 
810.6 

17.0 
82.3 
60.0 
25.0 
35.0 
18.8 
3.5 

710.8 
50.4 

8.4 
42.0 

660.4 
654.4 

6.0 
0.0 
0.5 

73.0 
63.0 
10.0 

141. l 

874.2 
588.2 
48.5 

113.0 
22.0 

404.7 
286.0 
183.9 
102.1 

-150.5 
322.2 
488.3 
166.l 

2,, Net Deficit t·o be financed 472. 7 
a) Foreifn inflow for uncovered BOP 
b) Do•e•tic finance required 0.0 

87/88 

1792.9 
1471. 6 

22.5 
161.1 
117. 6 
49. 0 
68.6 
36.8 
6.7 

1197. 5 
121.4 

18.5 
102.~ 

1076.1 
1061. 1 

15.0 
o. o_ 

90.5 
16.0 
o.o 

16.0 
305.3 

1664.5 
1040.7 

50.9 
225.9 

-115.4 
879.3 
623.8 
454.9 
168.9 

-128.4 
727.1 

1059.4 
332.3 

855.5 

o.o 

88/89 

3507.1 
2810.8 

30.6 
326.6 
237.6 

99.0 
138.6 
74.3 
14. 7 

2363.1 
228.3 
20.4 

207.9 
2134.8 
2104.8 

30.0 
o.o 

90.5 
33.0 
o.o 

33.0 
663.3 

2711. 5 
2002.9 

53.5 
451.8 

-407.7 
1905.3 
708.6 
594.2 
114.4 

-795.6 
1698.8 
2363.3 

664.5 

2494.4 

o.o 
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80. 

Scenario 2 C Adjusted Status Quo with Additional 
I•port Capacity 

Thia assu•e• that inflation fall• to 25' p.a. partly 
because of initial surpluses and partly because of 
later de•and leakage• through iaports as well as 
expansion of supply fro• increased iaport capacity. 

It see•• unreasonable that aovernaent would actually 
run budget surpluses. Therefore, the additional 
fiscal resources are allocated to a special cateaory 
that could be spent on waaes and aalaries and other 
recurrent expenditure. Pendina detailed 
recoa•endations for aovern•ent refor•• it is 
inappropriate to allocate in detail. It is assuaed 
that the averaae iaport content of this expenditure 
will be 0.25 which is shown as additional iaport 
capacity used for fovern•ent in the Balance of 
Pay•ents Suamary. 

It also seeas unnecessary for Uganda to run a BoP 
surplus after debt service. Therefore the reaainina 
foreign exchanae reaourcea after base projected 
iaports and governaent additional iaports have been 
satisfied, have been allocated for increasing i•port 
of interaediate foods. 

The increased availability of interaediate aoods is 
shown in the index near the top of Table 5.7. It will 
be noted that there is an explosive rise in 
inter•ediates and industrial indices in year 1 which 
cannot be sustained. The reason is that there is no 
significant i•port-capacity buoyancy to correspond to 
the arowing iaport demands arising from fiacal 
perfor•ance. 

The co•bined fiscal reatraint and expanded supply of 
aoods and services are fully consistent with the rate 
of inflation being at or below 25' in the first two 
years. The question of how quickly inflation can 
subside aiven exiatina dynamics and expectations la 
not addressed directly by thi• aodel. However, over 
tiae, the industrial production possibilities decline. 

Thia scenario sheds considerable liaht on the 
auccesaea and failures of earlier stabilization 
aeaaures. In the first two years of siaulation, 
resource conatrainta are relieved aiving potential for 
increased industrial production, coffee exports 
recover, and fiscal capacity expands. But the 
additional i•ports of inter•ediate goods in the third 
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81. 

year points to the problem of balance between 
increased do•estic resource •obilization and i•port 
capacity. In such circu•atances, an apparently 
aucceasful atabilization and initial recovery 
progra••e will peak and then aubside unleas additional 
i•port capacity can be generated. 

There are opportunities for raiaing i•port capacity by 
raiaing non-coffee exporta, particularly through 
expanaion of exports of cotton, vegetable oils, and 
tea; and longer- ter• poaaibilities for phoaphatea, 
touria•, and horticulture. In induatrial aectora, 
there are opportunitiea for exporting textilea, 
gar•enta, leather and leather products, aa well aa for 
i•port aubatitution. But subatantial 1aina in theae 
areaa ~re n0t likely to be achieved within three years 
within the liven i•port constraints of this scenario. 
Therefore, if the atabilization progra••e is to 
aucceed aa a atep towards econo•ic reatructuring and 
develop•ent, additional supplies of inter•ediate 
input• and capital 1oods are required and as early as 
posaible. While reatoration of price stability, 
reconstitutioq of basic govern•ental capacity, and 
•aintainance of order and aecurity are necessary for 
long-ter• resuscitation of the econo•y, it is 
certainly not aufficient. The difficult actions to 
use resources efficiently and build productive 
capacity require •uch •ore analya1s at aectoral levels 
and attention to •anage•ent and organizational 
questions, so•e of which are dealt with in section 7. 
However, thia acenario suggests so•e of the •aero 
para•eters within which reconstruction activities •ust 
take place. 

These increases do not include any •ediua-term 
reaponses through replanting and other invest•ents. 
However, it is far fro• clear that quota allocations 
would not present a proble• at significantly higher 
production levela. A reault of inflation-indexing of 
the producer price, theae one-ti•e increaaes are 
auatained but no further aupply reaponses are induced. 

On these aaau•ptiona, the acenario ia austainable and, 
given the huge budget surpluaea it ia likely to result 
in a aignificant fall in inflation. 
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82. 

UGAIDA MACROBCOIOMIC SCBNABIOS 
l1111ber 2: Variant C -- AdJuated Status Quo. 

25• Inflation A••1111ed. Prod. Price and Ix. Rate Indexed 
Budaet and IOP •urpluaea allocated 

Table : 5.7 

ASSUMPTIONS: 
Inflation rate per year: 

Price level at beainning of year 
Average price level for year (86=100) 

lxchanfe Rate• USh/$ 
Preferential 
Market 

Share of export• at pref. rate: 
Share of iaporta at pref. rate: 

IITIRNATIOHAL PRICES: 
Index of petroleua price• 
Level of coffee prices $ 
Index of other iaporta 

DOMESTIC PRICBS AND QUANTITIES: 
Coffee producer price USh/kg (Kiboko) 
Coffee producer price (clean) 
Coffee aarketing coats 
Coffee production (BASE) 
Coffee production (price adjuated) 
Industrial production 
Interaediate inputs 

BALANCB or PAYMENTS SUMMARY: 
(IN $US/MILLION) 

A. 

B. 

c. 

o. 

Total export• 
1. Non-coffee visible exports 
2. Coffee 
3. Non-factor aervicea 
Total iaporta 
1. Non-petrol visible iaporta 
2. Petroleua 
3. Non-factor aervicea 
4. Net factor aervicea 
Capital aoveaent• 
1. Grants 
2. Oro•• loan• - to budaet 
3. Loan repayaent fro• budaet 
4. Beaittancea (net) 
5. lMf repayment 
6. Loan• - not to bud1et 
7. Loan repayaent-not fro• bud1et 
8. Special Purpoae Grant• 
Additional Iaport Capacity 
1. For additional 1overnaent 
2. Additional interaediatea 

86/87 

25.0• 
100.0 
112.5 

87/88 

25.0, 
125.0 
140.6 

88/89 

25.0, 
156.3 
175.8 

2812.5 3515.6 4394.5 
2812.5 3515.6 4394.5 

80.0• 80.0• 80.0• 
80.0• 80.0, 80.0, 

100.0 
2.5 

100.0 

1707.6 
3415.3 

851.0 
203.5 
203.5 
255.6 
255.6 

86/87 

544.2 
20.D 

503.6 
20.6 

-585.6 
-405.0 

-48.0 
-82.0 
-50.6 

57.2 
130.2 
44.3 
38.0 
79.4 
44.4 
41.0 
40.0 

104.3 
67.8 
36.5 

100.0 
2.4 

100.0 

2134.5 
4269.l 
1063.0 
207.6 
207.6 
164.2 
164.2 

87/88 

546.6 
22.7 

498.l 
25.8 

-606.9 
-424.5 
-52.9 
-86.2 
-43.3 

·s2.1 
131. 3 
44.3 
39.9 
71. 0 
17.9 
13.0 
20.0 
83.2 
61. 2 
22.0 

100.0 
2.4 

100.0 

2668.l 
5336.4 
1329.0 

211. 7 
211. 7 
152.4 
152.4 

88/89 

561.0 
24.6 

508.l 
28.3 

-634.5 
-447.9 

-58.4 
-90.4 
-37.8 

69.0 
137.6 
44.3 
41. 9 
60.0 
20.4 
14.9 
30.0 

106.2 
86.8 
19.4 
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UGAN'DA NACROICOHONIC SCIHARIOS 
Ra11ber 2: Variant C -- Adjuated Statue Ouo. 25' Inflation Aaa1U1ed 
Prod. Price and Ix. Rate indexed. Budcet and BOP aurpluaea alloc. 

Table : 5.8 

SUMMARY OF GOVERNMENT BUDGBT 
(US Sha.Billion) 

TOTAL RBVBNUE: 
1. Tax Revenue 

a) Inco•e/Profit• 
b) 4oode/Servicea 

(1) Sale• Tax 
(a) Local 
(b) l•ported 

(2) Bxci•e 
(3) Co••ercial Trane. Levy 

c) International Trade 
(1) I•port Dutie• 

(a) Petroleu• 
(b) Other 

(2) lxport Dutie• 
(a) Coffee 
(b) Other 

(3) Forexchange tax/eub•idy 
d) Other Tax 

2. Other Revenues 
a) lenya/EAC aettle•ent 
b) Other 

3. Grants 

TOTAL IXPINDITURES: 
1. Recurrent Expenditure 

a) Wages/Salaries 
b) Intereat - External 
c) Intereat - Local 
d) Other 

2. Develop•ent/Rehabilitation 
a) Capital Project• 
b) Rebabilitation/Reeettle•ent 

FINANCING RBQUIRBMINT: 
1. lxternal Net Financing 

a) Loana + Grant• Inflow 
b) Loan Repa.,.ent - Allortization 

86/87 

837.3 
674.2 
17.0 
70.5 
51.1 
21.3 
29.8 
15.9 
3.5 

586.2 
53.0 
8.4 

44.6 
533.2 
528.7 

4.5 
o.o 
0.5 

57.3 
47.3 
10.0 

105.8 

683.4 
458.7 
48.5 
84.7 
22.0 

303.5 
224.7 
137.9 
86.8 

-153.9 
241.6 
366.2 
124.6 

2. Net Deficit to be financed 395.5 
a) Foreign inflow for uncovered BOP 
b) Do•eatic finance required 0.0 

87/88 

1023.2 
867.8 
20.9 
92.6 
66.5 
27.7 
38.8 
20.8 
5.3 

663.8 
76.7 
18.5 
58.2 

587.1 
580.1 

7.0 
o.o 

90.5 
12.3 
o.o 

12. 3 
143.1 

905.8 
591.0 
50.9 

105.9 
22.0 

412.2 
314.8 
213.2 
101.6 

-117.4 
340.8 
496.5 
155.7 

458.2 

0.0 

88/89 

1242.1 
1032.3 

22.5 
116.5 
83.5 
34.8 
48. 7 
26.l 
~.9 

802.8 
93.5 
20.4 
73.l 

709.3 
700.5 

8.8 
0.0 

90.5 
15.5 

0.0 
15.5 

194.3 

985.3 
766.1 
53.5 

132.4 
22.0 

558.2 
219.2 
174.1 
45.1 

-256.8 
497.7 
692.4 
194.7 

754.5 

o.o 

83. 
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84. 

Scenario 3 - Concessional Aaaiatance Model 

Thia is an extension of scenario 2 c. The difference 
is that it ia aaauaed that on the basis of an overall 
adjuataent progr-•e aiailar to. thia one, and using 
the aasuaptions of scenario 2 C, Uganda ia able to 
qualify for conceaaional aaaiatance froa the IMF, the 
IBRD and bilateral donora. The reaulta are ahown in 
Tables 5.9 and 5.10. 

Should it wish to •o thia route, there would be a 
significant inflow of foreign capital especially in 
yeara 2 and 3, which would relieve the increaental 
i•port capacity bottleneck identified in acenarioa 2 
and, aa we ahall aee, 5. The level of interaediate 
iaports which reaulta should enable Uganda to lay the 
iround work for aore aubatantial i•port substitution 
and export pro•otion. It would alao per•it a 
aubatantial iaproveaent in do•eatic transportation 
capacity which should help reduce doaeatic inflation. 
In addition, arrears could alao be reduced. 

While thia scenario entails a abort ter• increase in 
aid dependence, it ahould be noted that all the 
inflows are on conceaaional ter•a and on policy 
conditions which Uganda ahoqld be able to aeet if it 
i•ple•ents a prograaae aiailar to the one oeing 
proposed in this report. Secondly, if the aid ia uaed 
wisely it ahould help strengthen, rather than weaken, 
the econoay in ter•s of ultiaate self reliance. 

There ia, of course, no guarantee that an aareeaent 
with the IBRD/IMF would be achievable on the basis of 
a prograaae such as the one here recoaaended. 
Nevertheless, the team ia confident that it it so 
wishes, Uganda ahould be able to negotiate 
successfully froa a strong position, on the basis of 
proposals siailar to these. 

One area of possible concern aay be the inflation rate 
aaauaption. Given the scope for reducina the renta 
currently being earned by thoae buying foreign 
exchange at a aubaidized price and selling final aooda 
at the equivalent of •arket ratea, there ia every 
reaaon to believe tha~ inflation will co•e down well 
below 100,. With the huge increase in external 
reaourcea for africulture, industry and transport, a 
larae aupply reaponae ahould be poaaible. Bven if 
civil aervanta' aalariea were raised significantly, 
the budget ahould atill be under control and not 
running a deficit. Credit could be expanded to 
industry and other productive areas to finance output 
increases and any increase in workinl capital needs 
due to higher iaport pricea, without an inflationary 
increase in aoney aupply. The coabination of these 
results should bring inflation dow~ a~arply. 
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85. 

UGANDA MACROICONOMIC SCINARIOS 
Nuaber 3: Variant A -- Low Conditionality Aareeaent 

Prod. Price and Ix. Rate Indexed 

Table : 5.9 
Budaet and BOP •urplu•e• allocated 

ASSUMPTIONS: 
Inflation rate per year: 

Price level at be1innin1 of year 
Avera1e price level for year (86=100) 

lxcban1e Rate• USh/$ 
Preferential 
Market 

Share of exports at pref. rate: 
Share of iaport• at pref~ rate: 

INTKRNATIONAL PRICKS: 
Index of petroleua prices 
Level of coffee prices $ 
Index of other iaporta 

DOMBSTIC PRICKS AND QUANTITIES: 
Coffee producer price USh/kl (liboko) 
Coffee producer price (clean) 
Coffee aarketing coats 
Coffee production (BASB) 
Coffee production (price adjusted) 
Industrial production 
Interaediate inputs 

BALANCB or PAYMENTS SUMMARY: 
(IN •us/MILLION) 

A. Total exports 
1. Non-coffee visible exports 
2. Coffee 
3. Non-factor •ervicea 

B. Total iaport• 
1. Non-petrol visible iaporta 
2. Petroleum 
3. Non-factor •ervice• 
4. Net factor •ervicea 

C. Capital aoveaenta 
1. Grants 
2. Gro•• loans - to bud1et 
3. Loan repayaent froa bud1et 
4. R••ittances (net) 
6. IMF repayment 
6. Loans - not to bud1et 
7. Loan repayment-not froa bud1et 
8. Special Purpose Grants 

D. Additional Iaport Capacity 
1. For additional aovernaent 
2. Additional interaediates 

NOTB: ( - ) = OUTFLOW 

86/87 

25.0• 
100.0 
112.5 

2812.5 
2812.5 

80.0• 
80.0• 

100.0 
2.5 

100.0 

1707.6 
3415.3 
756.0 
203.5 
203.5 
156.3 
156.3 

86/87 

544.2 
20.0 

503.6 
20.6 

585.6 
405.0 
48.0 
82.0 
50.6 

52.0 
124.0 
-44.3 
38.0 

-79.4 
69.4 

-41.0 
40.0 

103.7 
67.l 
36.6 

87/88 

25.0• 
125.0 
140.6 

3515.6 
3515.6 

80.0• 
80.0• 

100.0 
2.4 

100.0 

2134.5 
4269.l 
756.0 
207.6 
207.6 
372.3 
372.3 

87/88 

546.6 
22.7 

498.l 
25.8 

606.9 
424.5 
52.9 

·95.2 
43.3 

57.0 
125.3 
-44.3 
39.9 

-71.0 
42.9 

-13.0 
20.0 

173.2 
57.6 

115.6 

88/89 

25.0• 
156.3 
175.8 

4394.5 
4394.5 

80.0• 
80.0• 

100.0 
2.4 

100.0 

2668.l 
5336.3 

756.0 
211. 7 
211.7 
457.4 
457.4 

88/89 

561.0 
24.6 

508.l 
28.3 

634.5 
447.9 
58.4 
90.4 
37.8 

62.7 
131.0 
-44.3 
41.9 

-60.0 
45.4 

-14.9 
30.0 

246.2 
94.0 

152.2 
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UGANDA NACROBCONOMIC SCBHARIOS 
N1111ber 3: Variant A -- Low Conditionality Atree•ent 
Prod. Price and Ix. Rate indexed. Budtet and BOP aurpluaea alloc. 

Table : 6.10 

SUMMARY or GOVIRNMINT BUDGET 
(US Shs.Billion) 

TOTAL RBVBNUE: 
1. Tax Revenue 

a) Inco•e/Profit• 
b) Gooda/Servicea 

( 1) Sale• Tax 
(a) Local 
(b) I•ported 

(2) lxche 
(3) Co••ercial Trans. Levy 

c) International Trade 
(1) I•port Duties 

(a) Petroleu• 
(b) Other 

(2) lxport Duties 
(a) Coffee 
(b) Other 

(3) Forexchange tax/subsidy 
d) Other Tax 

2. Other Revenues 
a) lenya/EAC settle•ent 
b) Other 

3. Grants 

TOTAL BXPBNDITURBS: 
1. Recurrent Expenditure 

a) Wages/Salaries 
b) Interest - External 
c) Interest - Local 
d) Other 

2. Develop•ent/Rehabilitation 
a) Capital Projects 
b) Rehabilitation/Reaettle•ent 

FINANCING RIQUIRIMINT: 
1. External Net Financing 

a) Loan• + Grant• Inflow 
b) Loan Repay•ent - Amortization 

2. Net Sarplus 
a) Poaaible additional expenditure 
b) Do•~stic finance required 

86/87 

837.7 
674.6 

17.0 
70.5 
51.1 
21.3 
29.8 
15.9 
3.5 

586.6 
53.0 

8.4 
44.6 

533.6 
529.l 

4.5 
0.0 
0.5 

57.3 
47.3 
10.0 

10.5. 8 

683.4 
458.7 
48.5 
84.7 
22.0 

303.5 
224.7 
137.9 
86.8 

-154.3 
241. 6 
366.2 
124.6 

395.9 

o.o 

87/88 

1023.9 
868.5 
20.9 
92.6 
66.6 
27.7 
38.8 
20.8 
5.3 

664.5 
76.7 
18.5 
58.2 

587.8 
580.8 

7.0 
0.0 

90.5 
12.3 
0.0 

12.3 
143.l 

905.8 
591. 0 
50.9 

105.9 
22.0 

412.2 
314.8 
213.2 
101.6 

-118.l 
428.7 
584.4 
155.7 

646.8 

0.0 

88/89 

1242.l 
1032.3 

22.5 
116. 5 
83.5 
34.8 
48.7 
26.l 
.s. 9 

802.8 
93.5 
20.4 
73. l 

709.3 
700.5 

8.8 
o.o 

90.5 
15.5 
o.o 

15.5 
194.3 

985.3 
766.l 
53.5 

132.4 
22.0 

558.2 
219.2 
174.l 
45.l 

-256.8 
651. 5 
846.2 
194.7 

908.3 

0.0 

86. 
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87. 

Scenario 4 - Bilh Conditionality Model 

Thia scenario would involve negotiatinl a •tandby 
a1reement with the IMF. If followed •ucce••fully, it 
would 1enerate even aore external re•ource• than 
scenario 3. The team did not pur•ue thi• •cenario 
further on the 1rounda that the re•ource flow under 
the previou• scenario would be aore than adequate to 
U1anda'• need• while an additional •180 aillion aiiht 
be difficult to ab•orb. furtheraore, while thi• 
approach would •tren1then the budiet and balance of 
payments po•ition even further, it would al•o be 
accoapanied by ti1ht perforaance criteria and doaeatic 
policy adJu•taent to a de1ree which U1anda •ilht find 
difficult to aeet or uncoafortable to liv~ with. IMF 
•tandby aoney i• al•o expen•ive and repayable in a 
relatively •hort period of tiae. 

If the 1overnaent wiahe• to pur•ue a acenario •uch as 
thi• it would not be difficult to adJu•t the balance 
of payaent• and bud1et projections of the previous 
scenario to accoaaodate it. 

The re•ults of thi• acenario can be •een in-Tables 
5.11 and 5.12. The re•ult i• a aountini balance of 
payaents deficit a• well as a lar1e and ateadily 
ri•inl bud1et deficit. Bud1et deficit would be even 
larger (by ah. 28 billion, ah. 96 billion and •h. 186 
billion) if aarketing aar1in• ro•e with inflation. 

The rea•on for thi• i• that the revaluation, even with 
reduced inflation and a coffee producer price which i• 
rai•ed a• a percentage of world price, •o reduces real 
producer price• that even on the aodeat aupply 
responses a••uaed, official coffee exports pluaaet. 
Debt re•chedulinl would al•o probably not be 
acceptable to donors on this scenario, and bilateral 
balance of payaents •••i•tance would probably not be 
forthco•ing. There are al•o doubts that the loan and 
1rant inflow• of •176 aillion could be •u•tained. 

' 
The revenue fro• coffee export duty fall• partly 
because of the lower shillinl value of the dollar and, 
a1ain, on •ccount of. fallina official export•. There 
i• no rooa in the bud1et for expenditure increaae• and 
certainly no acope for ••king aalary adJu•t•enta of 
the ••lnitude required. 
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88. 

UGANDA NACROBCOROMIC SCINARIOS 
luaber 5: Variant A -- Control Scenario -- 50• Inflation 

lxchanae Rate Unified at 1000 
Producer Price• aclJuated Down 

Table : 6.11 

ASSUMPTIONS: 
Inflation rate per year: 

Price level at be1innin1 of year 
Average price level for year (86=100) 

lxchanae Rates USh/$ 
Preferential 
Market 

INTERNATIONAL PRICES: 
Index of petroleua prices 
Level of coffee price• $ 
Index of other iaport• 

DOMESTIC PRICES AND QUANTITIES: 
Coffee producer price USh/kg (Kiboko) 
Coffee producer price (clean) 
Coffee aarketing coats 
Coffee production (BASB) 
Coffee production (price adJuated) 
Industrial production 
Interaediate inputs 

BALANCE OF PAYMENTS SUMMARY: 
(IN $US/MILLION) 

A. 

B. 

c. 

D. 

Total exports 
1. Non-coffee visible exports 

2. Coffee 
3. Non-factor services 
Total iaporta 
1. Non-petrol visible iaports 
2. Petroleua 
3. Non-factor services 
4. Net factor services 
Capital aoveaents 
1. Grants 
2. Groa~ loan• - to budaet 
3. Loan repayaent fro• bud1et 
4. Reaittancea (net) 
5. IMF repayaent 
6. Loan• - not to budaet 
7. Loan repayment-not fro• budaet 
8. Special Purpose Grants 
Baaic Deficit Not Financed 

86/87 

60.0-
100.0 
125.0 

1000.0 
1000.0 

100.0 
2.5 

100.0 

500.0 
925.9 
756.0 
160.0 
149.4 
100. 0 . 
100.0 

86/87 

410.4 
20.0 

369.8 
20.6 

-585.6 
-405.0 
-48.0 
-82.0 
-50.6 

52.0 
124.0 
-69.3 

38.0 
-79.4 

69.4 
-66.0 

30.0 
-.76.4 

87/88 

50.0' 
150.0 
187.5 

1000.0 
1000.0 

100.0 
2.4 

100.0 

. 500. 0 
925.9 
756.0 
_167. 0 
145.5 
100.0 
100.0 

87/88 

397.7 
22.7 

349.2 
25.8 

-606.9 
-424.5 
-52.9-
-86.2 
-43.3 

57.0 
125.0 
-69.3 

39.9 
-71.0 
42.9 

-38.0 
o.o 

-122.7 

88/89 

50.0, 
225.0 
225.0 

1000.0 
1000.0 

100.0 
2.4 

100.0 

500.0 
925.9 
756.0 
174.0 
135.3 
100.0 
100.0 

88/89 

377.6 
24.6 

324.7 
28.3 

-634.5 
-447.9 

-58.4 
-90.4 
-37.8 

62.7 
131.0 
-69.3 

41.9 
-60.0 

45.4 
-39.9 

o.o 
145.l 
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UGANDA NACIOICONOMIC SCINABIOS 
Nuaber 6: Variant A -- Control Scenario -- 60• Inflation 

Bxchan•e Rate Unified at 1000. Producer Price• AdJu•ted Down. 

Table : 6 .12· 

SUMMARY OF GOVBRNMBNT BUDGET 86L87 B7L88 88L89 
(US Sha.Billion) 

TOTAL RBVBNUB: 402.1 467.9 489.6 
1. Tax Revenue 294.9 371.7 390.0 

a) Inco•e/Profita 17.0 21.6 24.9 
b) Goode/Services 66.9 78.8 121.5 

(1) Sales Tax 46.5 66.5 73.6 
(a) Local 22.5 34.1 51. 6 
(b) !•ported 24~0 22.4 22.0 

(2) lxcia.e 16.9 16.6 38.7 
(3) Co••ercial Trans. Levy 3.5 6.8 :9. 2 

c) International Trade 210.5 180.9 153.1 
(1) I•port Duties 72.0 73.3 76.8 

(a) Petroleum 36.0 39.7 43.8 
(b) Other 36.0 33.6 33.0 

(2) Export Duties 138.5 107.6 76.3 
(a) Coffee 135.6 104.0 72.7 
(b) Other 2.9 3.6 3.6 

(3) Forexchange tax/subsidy 0 •. o o.o 0.0 
d) Other Tax 0.5 90.6 90.5 

2. Other Revenues 40.0 13.5 20.6 
a) lenya/IAC settleaent 30.0 0.0 0.0 
b) Other 10.0 13.5 20.6 

3. Grants 67.2 72.7 79.0 

TOTAL BXPBNDITURES: 519.1 775.5 856.0 
1. Recurrent Expenditure 317.0 527.1 775.8 

a) Wages/Salaries 48.5 50.9 53.5 
b) Interest - External 53.8 53.8 53.8 
c) Interest - Local 22.0 43.0 108.5 
d) Other 192.7 379.4 560.0 

2. Developaent/Rehabilitation 202.1 248.4 {80.2 
a) Capital Projects 120.4 164.0 35.0 
b) Rehabilitation/Reaettle•ent 81. 7 84.4 45.2 

FINANCING RBQUIRBMBNT: 117.0 317.6 366.4 
1. External Net Financing 54.7 55.7 61. 7 

a) Loans + Grants Inflow 124.0 125.0 131. 0 
b) Loan Repay•ent - A•ortization 69.3 69.3 69.3 

2. Net Surplus -62.3 -261. 9 -304.7 
•) Possible additional expenditure 
b) Doaeatic finance required 62.3 261. 9 304.7 
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Scenario 5 A A Control Model 

In thi• •cenario an atteapt i• aade to •ee what would 
happen to the econoay if the governaent tried to bring 
price• down by exerci•ing ti•ht control over both 
iaporter/producer and retail aar&in• and by revaluing 
the •hillin• which would aake iaported goods leas 
expensive in •hillin••· The rationale i• that an 
iaporter/producer who obtain• forei•n exchange at a 
highly •ub•idi•ed rate •hould and would c~operate with 
the •overnaent in the anti-inflation effort. 

The a•suaption of price reduction in the control aodel 
i• ba•ed on low iaport co•t• of final and interaediate 
inputs in ter•• of local coats. In addition 
diatribution/retailin• i• confined to a•enta whoae 
profit. aarg~n• are controlled by •overnaent 
1uidelinea. free diatribution that exploits the 
prevailing acute •horta•e• is ruled out for aoat 
product•. 

A• in other •cenarioa, thi• •cenario further asauaea 
that •overna~nt will diatribute the foreign exchan•e 
it ha• in favour of indu•trial production and 
interaediate inputs thua facilitating the proce•• of 
induatrial rehabilitation. It i• also aa•uaed that at 
a low exchan•e rate industrial enterpriaes will 
overcome the aajor constraint of/lack of local finance 
to finance iaports. 

The initial aaauaption i• that with the return to 
order and •tability and with the partial restoration 
of tran•port and industrial capacity through the 
cont~olled allocation of forei(n exchan,e, the rate of 
inflation •hould fall to 50• p.a. With the 
revaluation ~f the •hilling to a unified re of 
•h.1000 per $1, producer prices are mealed down but 
are aaintained at 50• of the world price in •hillinga. 
A supply official •ale• re•pon•e of 0.1 i• aaauaed. 

Scenario B 

Thi• variant i• a aoat extreae variant of 5 A. It 
exaaine• what would happen if, through lower co•t of 
i•port• and •overnaent price 1uideline•, initial 
inflation. fell iaaediately to -25• p.a. and continued 
at this rate for three years. The exchange rate i• 
revalued to 1000/- per •1 and producer prices are 
fixed at one half the world price in shillings. 

The re•ult• can be •een in table 6.13 and 5.14. Thia 
•cenario run• •iaultaneou• deficit• in both the budget 
and in the balance of payaent•. Thou•h the bud•et 
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deficits are ~•aller it •hould be noted that in real 
ter•• they are lar•er than in 5 A, because inflation 
ia now negative. · 
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UM llACIOECOIOllIC SCENARIOS 
lulber5: Variant I ~ CClntrol Scenario -- 251 Inflation 

E1c•anoe Rite ~if ied at 1000 
Producer Prices adjusted Dolll 

Tlble : 5.13 
1.6.liZ 1.6.liZ il1H nm 

ASStltPTIOHS: 
Inflation rate per year: -25.01 -25.01 -25.0Z 

Price level at beeinning of year 100.0 100.0 75.0 5'.3 
Average price level for year (86:100) 100.0 87.5 ,5.6 49.2 

Etchange Rates USh/t 
Preferential 1000.0 1000.0 1000.0 1000.0 
lllrket 1000.0 1000.0 1000.0 1000.0 

Sbare of exports at pref. rate: 0.01 0.01 0.01 0.01 
Share of i1Ports at pref. rate: 0.01 0.01 0.01 0.01 

IllTEINATIOMAL PRICES: 
Index of petroleua prices 100.0 100.0 100.0 100.0 
Level of coffee prices S 2.5 2.5 2.4 2.4 
Index of other i1Ports 100.0 100.0 100.0 100.0 

DOltESTIC PRICES ANO QUANTITIES: 
Coffee producer price USh/kg (liboko) 500.0 500.0 500.0 500.0 
Coffee producer price (clean) 925.'9 925.9 925.9 925.9 
Coffee aarketing costs 75'.0 756.0 756.0 75'.0 
Coffee production (BASE) 160.0 160.0 167.0 174.0 
Coffee production (price adjusted) 160.0 149.4 145.5 135.3 
Industrial production 100.0 100.0 100.0 100.0 
Inter1ediate inputs 100.0 100.0 100.0 100.0 

BALANCE OF PAYtlENTS SUMARY: 
(IN SUS/MILLION) 1.6.liZ run um 

A. Total eaparts 449.6 461.8 481.1 
1. Non-coffee visible exports 20.0 22.7 24.6 
2. Coffee 409.0 413.3 428.2 
3. Non-factor services 20.6 25.8 28.3 

I. Total iaparts 585., ,06.9 ,34.5 
1. Non-petrol visible i1Ports 405.0 424.5 447.9 
2. Petroleua 48.0 52.9 58.4 
l. Non-factor services 82.0 86.2 90.4 
4. llet factor services 50.6 43.J 37~8 

c. Clpittl IOVHentS 
l. Grants 52.0 57.0 62.7 
2. Gross loans - to budget 124.0 125.0 131.0 
3. Loan rep1y11nt frn budget ,9.3 ,9.3 '9.3 
4. Reaitt1nces (net) 38.0 39.9 41.9 
5. Ilf repayaent 79.4 71.0 60.0 

'· Loans - not to budget ,9.4 42.9 45.4 
7. Loan repay1ent-not f roa budget '6.0 38.0 39.9 

D. Basic Deficit Not Financed -67.3 -58., -41.5 
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UGANDA MACROICONOMIC SCINARIOS 
llaaber 6: Variant 8 -- Control Scenario -- 26• Inflation 

lxchance Rate Unified at 1000. Producer Price• AdJu•ted Down. 

Table : 5.14. 

SUMMARY or GOVBRNMBNT BUDGBT 86/87 87/88 88l89 
(US Sha.Billion) 

TOTAL RIVIRUI: 399.0 475.-4 522.0 
1. Tax Revenue 291.8 390.4 427.1 

a) Inco•e/Profita 17.0 21.0 23.l 
b) Goode/Service• 64.4 67.2 87.9 

(1) Sale• Tax 45.l 49.2 54.6 
(a) Local 21.1 26.8 32.6 
(b) Iaported 24•0 22.4 22.0 

(2) lxciae 15.8 12.6 26.0 
(3) Co .. ercial·Trana. Levy 3.5 5.4 '7. 2 

c) International Trade 209.9 211.8 225.6 
(1) Iaport Duties 72.0 73.3 76.8 

(a) Petroleua 36.0 39.7 43.8 
(b) Other 36.0 33.6 33.0 

(2) Bxport Duties 137 .9 138.5 148.8 
(a) Coffee 135.0 134.9 145.2 
(b) Other 2.9 3.6 3.6 

(3) Forexchange t'ax/aubaidy 0.0 o.o o.o 
d) Other Tax 0.5 90.5 90.5 

2. Other Revenues 40.0 12.3 16.0 
a) lenya/BAC settleaent 30.0 0.0 o.o 
b) Other 10.0 12.3 16.0 

3. Grants 67.2 72.7 79.0 

TOTAL BXPBNDITURBS: 504.5 694.8 675.2 
1. Recurrent Expenditure 305. 0 ' 453.6 600.7 

a) Wagea/Salaries 48.5 -50.9 53.5 
b) ' Intereat - B~ternal 53.8 53.8 53.8 
c) Interest - Local 22.0 34.7 75.6 
d) Other 180.7 314.2 417.8 

2. Developaent/Rehabilitation 199.5 241.1 74.5 
a) Capital Project• 120.4 164.0 35.0 
b) Rehabilitation/Reaettleaeot 79.1 77.1 39.5 

FINANCING RIQUIRIMBNT: 105.6 219.4 153.2 
1. lxternal Net Financing 64.7 55.7 61. 7 

a) Loans + Grant• Inf low 124.0 125.0 131.0 
b) Loan Repayaent - Amortisation 69.3 69.3 69.3 

2. Ret Deficit to be Financed 50.8 163.7 91.5 
a) Foreicn inflow for uncovered BOP 
b) Doaestic finance required 50.8 163.7 91. 5 
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Scenario 5 C 

Thia is the aaae as 5 B except that the exchange rate 
is revalued to Sha.700 per $1. 

Once •ore, as can be seen in tables 5.15 and 5.16 
aiaultaneoua budget and balance of pay•enta deficits 
are experienced. 
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UGANDA llACROEC.IC SCENARIOS 
Nulber 5: Variant C -- Control Scenario -- 251 Inflation 

E1chanee Rate IMified at 700 
Producer Prices adjusted Dollll 

Table : 5.15 
tilil lillZ. lUll am 

ASSUllPTIONS: 
Inflation rate per year: -25.01 -25.01 -25.0J 

Price level at beginning of year 100.0 100.0 75.0 56.3 
Average price level for year (86:100) 100.0 87.5 65.6 49.2 

E1change Rates USh/S 
Preferential 700.0 700.0 700.0 700.0 
llarket 700.0 700.0 700.0 700.0 

Share of exports at pref. rate:. 0.01 0.01 0.01 0.01 
Share of i1ports at pref. rate: 0.01 0.01 0.01 0.01 

INTERNATIONAL PRICES: 
Index of petroleu1 prices 100.0 100.0 100.0 100.0 
Level of coffee prices S 2.5 2.5 2.4 2.4 
Index of other i1ports 100.0 100.0 100.0 100.0 

DOllESTIC PRICES AND QUANTITIES: 
Coffee producer price USh/kg (liboko) 350.0 350.0 350.0 350.0 
Coffee producer price (clean) 648.1 648.1 648.1 648.1 
Coffee 1arketing costs 756.0 756.0 756.0 756.0 -
Coffee production (BASE) 160.0 163.2 166.5 169.8 
Coffee production (price adjusted) 160.0 165.2 172.2 178.4 
Industrial production 100.0 ' 100.0 100.0 100.0 
Inter1ediate inputs 100.0 100.0 100.0 100.0 

BALANCE OF PAY"ENTS SUllHARY: 
(IN SUS/KILLION) B6L!l run 8lli! 

A. Total exports 449.6 461.8 481.1 
1. Non-coffee visible exports 20.0 22.7 24.6 
2. Coffee 409.0 413.3 428.2 
3. Non-factor services 20.6 25.8 28.3 

B. Total iaports 585.6 606.9 634.5 
1. Non-petrol visible i1ports 405.0 424.5 447.9 
2. Petroleu1 48.0 52.9 58.4 
3. llon-f actor services 82.0 86.2 90.4 
4. Net factor services 50.6 43.3 37.8 

c. Clpital_ IOVeaents 
1. Grants 52.0 57.0 '2.7 
2. Gross l0111s - to budget 124.0 125.0 131.0 
3. Loan repayaent f roa budget 69.3 69.3 69.3 
4. lttittances (net) 38.0 39.9 41.9 
5. IllF repayaent 79.4 71.0 60.0 
6. loans - not to budget 69.4 42.9 45.4 
7. loan repayaent-not froa budget 66.0 38.0 39.9 

D. Basic Deficit Not Financed -67.3 -58.6 -41.5 
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UGANDA NACROBCONONIC SCBNARIOS 
Naaber 6: Variant C -- Control Scenario -- 25' Inflation 

Kxchance Rate Unified at 700. Producer Price• AdJueted Down. 

Table : 5.16 

SUMMARY or GOVERNMENT BUDGET 
(US She.Billion) 

TOTAL RIVINUB: 
1. Tax Revenue 

a) Inco•e/Profit• 
b) Goode/Service• 

(1) Sale• Tax 
(a) Local 
(b) l•ported 

(2) lxciee 
(3) Co••ercial Trana. Levy 

c) International Trade 
(1) I•port Duties 

(a) Petroleu• 
(b) Other 

(2) Export Duties 
(a) Coffee 
(b) Other 

(3) Forexchange tax/aub•idy 
d) Other Tax 

2. Other Revenues 
a) Kenya/EAC eettleaent 
b) Other 

3. Grant• 

TOTAL EXPENDITURES: 
1. Recurrent Expenditure 

a) Wages/Salaries 
b) Interest - External 
c) Interest - Local 
d) Other 

2. Develop•ent/Rehabilitation 
a) Capital Projects 
b) Rehabilitation/Reeettle•ent 

FINANCING RIQUIREMBNT: 
1. External Net financing 

a) Loan• + Grants Inf low 
b) Loan Repay•ent - A•ortization 

86/87 

322.2 
215.0 

17.0 
64.4 
45.1 
21.1 
24.0 
15.8 
3.5 

133.1 
72.0 
36.0 
36.0 
61.1 
58.2 
2.9 
o.o 
0.5 

40.0 
30.0 
10.0 
67.2 

504.5 
305.0 
48.5 
53.8 
22.0 

180.7 
199.5 
120.4 
79.1 

182.3 
38.3 
86.8 
48.5 

~· Net Deficit to be Financed 144.0 
a) Foreign inf low for uncovered BOP 
b) Doaeetic finance required 144.0 

87/88 

399.2 
314.3 

21.0 
67.2 
49.2 
26.8 
22.4 
12.6 
5.4 

135.6 
73.3 
39.7 
33.6 
62:3 
58. 7 

3.6 
0.0 

90.5 
12.3 
0.0 

12.3 
72.7 

718.1 
476. 9 . 

50.9 
53.8 
58.0 

314.2 
241.l 
164.0 
77.1 

318.8 
39.0 
87.5 
48.5 

279.8 

279.8 

88/89 

443.1 
348. 2 

23.1 
87.9 
54.6 
32.6 
22.0 
26.0 
,7. 2 

146.8 
76.8 
43.8 
33.0 
70.0 
66.4 
3.6 
o.o 

90.5 
16.0 
o.o 

16.0 
79.0 

727.5 
653.1 
63.5 
53.8 

128.0 
417.8 

74.5 
35.0 
39.5 

2.S4.4 
43.2 
91. 7 
48.5 

241. 2 

241.2 
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The MaJority View on the Control Model 

There are aar1in• of error in any fora of projection 
•odelling. On the basis of co•aon aaauaptions with other 
acenarios, however, the control aodel failed aiserably as a 
•trate1y 'for balancin1 either the balance of payaents .2J:. the 
budaet - the two key problea• which need to be addressed. 

In all variant• except 6 A, the ao•t iaplauaible aaauaption 
wa• aade that the coat of livinC fell to -26• per annua and 
•tayed there for 3 years. In no other country in the world 
over the paat 35 years has inflation fallen to this extent 
for even one year! 

lven then, the balance of pa.,.enta reaains in deficit each 
7ear and iaport levels reaain, therefore, well below even 
their current~ inadequate, levels. 

The bud1et also is 1roaaly out of balance each year and 
there is no adJuataent in civil aervants aalaries except 
throuch the ne1ative inflation aaauaptiona. Neither can the 
developaent budget expand. It is alao felt that the problem 
of lack of local cover i• dealt with in the core refora 
packa1e by propoaala concerning expanding credit to industry 
and relaxiDI price control at the factory level. Foreign 
exchan1e is also tightly allocated in scenarios 2 and 3. 

The aaJority 
theaaelves. 
uaanda which 
profeaaional 
iapleaenting 

of the team felt that the•e results speak for 
The control option is a dangerous one for 
could brinl iaaeasurable hara. In its best 
jud1eaent, the aajority advises a1ainst 
ahy variant of. it. 

The Minority View on the Control Model 

On the other hand, the ainority felt in preaentin1 this 
aodel that as professional econoaiata the teaa had a duty to 
•pell out the iaplication• of all the options available to 
it without neceaaarily lendinc credence to any of thea. 
The•e aeaber• feel that the 1overnaent ahould be civen a 
chance to conaider the iaplication• of all option• available 
to it to aeet the preaainl problea• ariainl out of the 
preaent internal and ~xternal iabalancea. It is up to 
1overnaent to balance the objectives of balancin1 the budget 
and the balance of pa7aent• poaition with thoae of . 
controllina inflation and rehabilitatinl industry and 
brinaina a~out· 1rowth in the re•t of the econoay. 

In thi• reapect i• is iaportant to n~ that in the 
circumstances in which uaanda find• it•elf there are three 
aaJor option• open to it in dealinl with the exchange rate. 
The•e are: 
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98. 

1. Leave the exchanae rate aa it ia; 

2. Devalue the U1anda ahilling; 

3. Reval~e the U1anda ahillin1. 

Since the tea• had at ita disposal the data and aeana to 
evaluate the i•plicationa of each of these options the 
ainority of the teaa aeabera felt that it would be unfair to 
the 1overnaent not to give the iaplicationa of the whole 
ran1e of optiona. 

The •inority ia not thereby neceaaarily seeking to advocate 
one option a1ainat the other. Indeed we feel that not to 
analyse the iaplications of all acenarios narrows the choice 
before the 1overn•ent and involves a value judgeaent which 
only the governaent should •ake. We are convinced that the 
1overnaent is capable, on the baaia of inforaation available 
in this report, and its own conception of its development 
priorities to aake a rational choice between the various 
scenarios. 

All the control •odel aaya ia that if governaent wants to 
reduce the rate of inflation (i.e. to 50,, O' or -25') and 
also revalue the currency it will have a heavy burden of 
cloainl the balance of payaents IBP and the budfet deficit. 
If the 1overnaent then finds it cannot ~lose these gaps 
throu&h its external contact• or via internal adjustaents, 
it can then reject the aodel, but it would be unprofessional 
to ~eny the• the opportunity to do ao. 

* * * * * * * * * * * * * * * * * * * * * * * 

T~•••, tben are ao•e of the policy scenarios available to 
the •overnaent with a rou1h eati•ate of the likely 
consequences for the balance of pay•enta and the budget. In 
ter•• of allowinl the 1overnaent breathinl apace in which to 
aaa1111e control over the econoay and to begin to lay 
foundations for its lon1er tera atrate1iea of self reliance, 
it appear• that ao•e variant of scenario• 2 or 3 involving 
exchan1e rate depreciation would be aoat desirable. Other 
alternativ•• place too auch pressure on both the budget and 
the balance of payaenta to allow the 1overnaent the 
flexibility it needs to restore the econo•y to a proper 
functioninl level. 
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v. 99. 

Each of the alternative acenarioa diacuased in section 
5 {iv) aaau•es ao•e level of aid flow, the esaential 
differences beina the level, aou~ce and type of aid 
aaau•ed. Govern•ent policy on aid ia clear and 
atraiahtforward. Aid is welco•e if it aaaiata in 
relief, the reconatruction of the econo•Y and the 
achieve•ent of lonaer ter• aoala of national and 
political independence and the buildina of an 
independent, intearated and aelf-austaining national 
econo•Y· It i• not if it doean't. The Preaident has 
alao expreaaed to donora the aovern•ent'a 
disappoint•ent over the •eaare inflow of aid since 
February 1986 in apite of the tre•endous aehieve•ents 
of the NRM in brinaina peace, order and aecurity to 
the country. The te .. wishes to echo that 
diaappoint•ent and to e•phaaize aaain the need for a 
•ore aaareaaive diplo•atic offensive to aecure 
aasistanee for recovery and rehabilitation •nd, 
especially, for hu•anitarian aid. 

At the aame ti•e it ia i•portant for the aovern•ent to 
have a clear idea of what donors the•aelves are 
thinkina. It •ust also ensure that •achinery ia in 
place to for•ulate aid policy and to ad•inister aid. 
These are the aubJect •atter of this aection. 

a) Attitudes of Forei1n Govern•ents and Aid Alenciea 
towards Uganda 

1. The attitude of the principal donors/foreign 
creditor• in uaanda towards the new aovern•ent can 
beat be described as "cautiously opti•iatic." They 
welco•e the obvious return of relative peace, order 
and security and aenerally feel that the NRM offers 
the pro•ise of Iona souaht after atability. Thia 
opti•i•• is reflected in the co••it•ent of over $3D 
•illion to the l•eraency Relief and Rehabilitation 
Proara••e. The cautiouaneaa is reflected in the fact 
that with lea• than two •ontha re•ainina in this 
Proar•••e, aid offers fall well short of the $161 
•illion needed. The tea• fails to see why flows of 
hu•anitarian assistance ahould be ao alow in co•ina 
aiven the acco•plish•enta of the aovern•ent in 
restorina law and order. 

2. The principal obatacle atandina in the way of enhanced 
aid flows at thi• ti•e ia the perception of donors 
that the aovern•ent lacka a clear econo•ic proara•••· 
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100. 
Donors unifor•lY expressed the hope that the work of 
the study tea• would rectify this problea, but until 
it is rectified, they are eaaentially taking a 
wait-and-see attitude. There is, however, no reaaon 
why this should prevent laraer inflows of humanitarian 
aid since this ahould be juatified in ita own teraa 
without reference to broader econoaic policy. 

3. The criteria for aaaeaainf what constitutes an 
acceptable prograaae to donora/creditora are likely to 
be aet, at least aaonf donors fro• Western co~ntriea, 
by the IBRD and IMF. 

The attitudes of the IBRD and IMF, which incidentally 
often differ in iaportant reapecta, will help shape 
that of bilateral donors aince any econoaic profra .. e 
aubaitted to the• would be diacuaaed in a Consultative 
Group aeeting of donors chaired by the World Bank. 
Thia would be followed by a Paris Club gathering, the 
forua for negotiatinf bilateral debt service relief. 

4. The general view of donors/creditors is that the 
recent interim lconoaic Measures are "a step in the 
right direction". They feel, however, that ~he 
priority exchange rate is too low and that too aany 
items are classified as priorities. They welcoae the 
increase in producer prices but feel that, at given 
exchange rates, they will cause budgetary probleaa. 
They also welcoae the equality of rates between inputs 
and outputs. They note, however, that the aeaaures do 
nothing to improve govern•ent revenue or significantly 
iaprove financial discipline. 

5. Donors feel that at this tiae the governaent is too 
highly centralized so that if Ministers are not 
available, as they frequently are not, then aid 
transactions are delayed. They coaplain of delays in 
general which soaetiaes prejudice aifnificant · 
rehabilitation prograaaes. While efforts •uat be aade 
to iaprove the workinf of the aystea, the tea• 
appreciates that rebuildinf a public service which, 
for the last 15 years has been weakened and 
deaoraliaed will not be easy and will take tiae. 
Donors aight be encourafed to recofnise this, to 
assist reconstruction and to understand that their 
exacting standards •ifht not be reachable for soae 
tiae. It is recofnized, alao, that bureaucratic 
procedures on the part of donors theaaelves soaeti•es 
result in delays in finalizing projects. 
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101. 
6. There is a feeling a•ong donors that the govern•ent 

does not have clearly ·defined priorities; that each 
project is presented as being as vital and as urgent 
as the next. They hope that the results of this study 
will' also eaae this proble•. 

7. Concern is also expressed frequently about the 
absorptive capacity of the government •achinery. It 
i• not clear how capable the structure ia of handling 
a sudden, large, influx of asaiatance. There ia, 
however, aaree•ent that absorptive capacity has 
i•proved since the new aovernaent took over. Moreover 
the •Y•te• probably has a greater capacity to absorb 
•o•e types of aid e.a. balance of pay•ents support, 
and le•• capacity to absorb other types e.a. project 
aid, at .this ti•e. 

8. A co•plaint was received that the Govern•ent's policy 
on food aid was in need of clarification with respect 
to the iaportation of wheat for conversion in local 
•arkets into staples conau•ed in food deficit areas. 
The tea• feela, however, that the Pri•e Minister's 
letter of May 7, 1986 to the IBRD Resident 
Representative i• quite una•biauous on this point. It 
states, contrary to announce•ents fro• other parts of 
the aovern•ent, that "Govern•ent appreciates food aid 
in ite•s that are not produced in uaanda and those 
where we are not aelf-aufficient yet, such a• powdered 
•ilk, butter oil, wheat, auiar, salt". As the 
chairperson of the local donor's aroup, the Resident 
Representative aust surely have briefed donors on this 
iaportant issue. 

9. There is an effort being aade to co-ordinate donors to 
influence state policy to channel scarce inputs 
throuah the private sector rather than throuah 
parastatala. The tea• is not convinced however, that 
alternative efficient distribution channels exist or 
that this type of leveraae is desirable. 

10. Finally, there are still residual concerns about 
security, about the non-return of vehicles confiscated 
or stolen in the paat, about a possible (but 
unsubstantiated) iapendina shortaae of petroleu• and 
about corruption in the Uaandan Ad•inistration~ On 
the whole, thouah, there i• a recoanition that the 
1ovefn•ent i• ~ew and that it ha• •ade aianificant 
proaresa, especially in the area of security, over the 
past aontha. 
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V.b) Aid Modalities 

1. for govern•ent to handle aid relationships 
effectively, it needs to develop its own detailed 
•round rules and to establiah the •achinery to 
interact with bilateral and aulti lateral donors. The 
clearer and aore explicit ia the •overn•ent'a poaition 
on the role of aid in its develop•ent atrategy, the 
•ore readily can it ascertain the scope for prag•atism 
and accoaaodation in its dealing with donors. The 
better the •overn•ent coordinates its own actions and 
policies between aid-receivin• •iniatriea and 
agenciea, the •ore effectively will it be able to draw 
on the international aid co•aunity. 

2. While coordination of eaer•ency relief through the 
Pri•e Minister's Office appear• to have worked quite 
well, it is questionable whether involvin• the PMO in 
the day to day detail• of ordinary develop•ent aid is 
a good use of the scarce resources of his office. 
While reflectin• the i•portance governaent attaches to 
aid, this could be achieved by •akin• the PMO 
responsible for aid policy. 

3. It •ight be a •ore efficient arrange•ent if aid were 
coordinated on a day to day basis through the Planning 
Ministry which, after all, is responsible for the 
developaent plans to be funded by aid. 

4. The Aid Coordination Coamittee ahould continue to •eet 
with the Priae Minister as Chairaan; he should, 
however, work as closely as possible with the Minister 
of Planning who is responsible for development 
projects. 

5. The governaent should begin i•aediately with a 
publicity ca•paign to raise aore eaergency aid. 

6. It should also begin approaching donors as soon as 
possible for funds for such key basic needs areas as 
health, water, nutrition, baaic educational 
rehabilitation and literacy, for a truck and vehicle 
prograaae and balance of pay•ent aupport. 

7. It should also be1in sounding out donors for technical 
aaaistance in ao•e of the areas identified, e ••• 
accountancy and auditin•, if it decide• it wishes to 
draw-partly on expatriate asaiatance for theae tasks. 

102. 
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VI. Incoaes Policy and Basic Needs 

1. Bvidently, the aain eaphasis in this report is on 
econoaic growth recovery and stability. This is the 
overwhelaina requireaent in uaanda at this tiae. 

2. Yet issues of distribution and equity are addressed 
and in ways which, it is felt, will encourage rather 
than i•pede arowth. 

103. 

3. The overall diaensions of the incoaes policy fallina 
out of these proposals will depend curcially on which 
of the optional scenarios is chosen. Indeed, •o will 
the rate of arowth of _the econoay. Scenario 3 aakes 
an explicit real inco•e transfer to coffee faraers and 
also provides budaetary funds for raisina.public 
sector wages and salaries. s~enario 5 initially takes 
real incoae away fro• faraers and cannot adjust civil 
service salaries, althouah the hope is that if prices 
can be brouaht down, real incoaes of both aroups could 
adjust upwards over tiae. 

4. Whatever line of policy is adopted by aovernaent, care 
should be taken to ensure that agricultural producers 
do share in agricultural output aains and ~hat the aap 
between urban/rural differentials does not -return to 
its pre 1970 level. 

5. The core package of proposal~ also contains soae 
iaportant distributional recoaaendations. The first 
and perhaps aost iaportant of these is that aajor 
aovernaent and self-help prograaaea be launched in the 
areas of public health, nutrition and water supply. 
Bducational expenditures should also be 1eared to 
adult literacy and greater accessibility to priaary 
education. 

6. The tax aeasures proposals also have a built-in 
proaressive eleaent in that the tax burden will fall 
•oat heavily on those purchasina luxury or 
non-essential consu•er aoods and iaported consuaer 
1oods. These will tend to be the not-so-poor although 
it is difficult to say this with any precision. The 
direct incoae tax ~roposals which would beco•e 
effective in subsequent years would initially hit the 
business cla•• harder than others, althouih so•e of 
this burden •ay be passed on throu1h aarain 
adJustaents. 

7. Propoaals are also •ade that children should not be 
denied access to education purely on the around• of 
inco••· A scholarship fund should be established, the 
size of which would depend on resource availability at 
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104. 

central and local govern•ent levels, to finance poor 
students. Likewise, if user fees are to be introduced 
at Makerere, provision would aaain have to be •ade, 
throuah loans or arants, to per•it acceaa to poor 
atudents. 

8. Govern•ent aubsidiaation of education for NBA youth 
and diaplaced youth ia encouraged. 

9. Thia overall propoaal ai••, therefore, to adJuat 
inco•e incentive• for •o•e 1roups and provide 
safeguard• for others. Obviously, the areater the 
underlyina real 1rowth of the econo•y, the eaaier will 
it be to adhere to thia broad inco•e• policy. 

10. Wo•en'• iasuea need alao to be addreaaed directly. 
More attention ahould be paid to their access to all 
levels of education, and to their pro•otional 
prospects in the civil aervice, buainesa etc. Pri•ary 
health, nutrition and water projects should help 
relieve ao•e of the double burden they carry while at 
the sa•e ti•e i•provina their well-beina. Woaen are 
alao expected to play a key role in the primary health 
care plan. 

11. There is, however, a need for the govern•ent to go 
beyond thia. A •ore repreaentative National Wo•en'a 
Or1anization is needed which can then prepare a draft 
policy on wo•en's riahts and proble•a for careful 
acrutiny at the nation'• highest political level. 
This would inevitably address some of the legal and 
custoaary impediments standing in the say of wo•en's 
equality. 

12. Other distributional and basic needs isaues that need 
attention are the land aituation and the eaploy•ent 
aituation. Land ownership arrange•enta have beco•e 
unclear aince the 1975 decree with practice often 
deviating from the letter of the law. This decree, 
and its potential iapact on land concentration and 
landleasness ahould be the object of careful atudy by 
iovern•ent, with auitable reaedial aeaaurea being 
taken if required. ' 

13. l•ployment policy is not apecifically addreaaed in our 
pro1ra•ae. It will, however, entail aoae layoffs and 
repoating of aoae civil aervanta. At the aaae ti•e 
induatrial output, and, therefore, e•ployaent ahould 
alao pick up. Depending on which policy acenario ia 
choaen, overall e•ploy•ent effects will be either 
••rainally positive or aarginally neaative in the 
earlier years. 

scormier
Sticky Note
None set by scormier

scormier
Sticky Note
MigrationNone set by scormier

scormier
Sticky Note
Unmarked set by scormier

scormier
Sticky Note
None set by scormier

scormier
Sticky Note
MigrationNone set by scormier

scormier
Sticky Note
Unmarked set by scormier

scormier
Sticky Note
None set by scormier

scormier
Sticky Note
MigrationNone set by scormier

scormier
Sticky Note
Unmarked set by scormier

scormier
Sticky Note
None set by scormier

scormier
Sticky Note
MigrationNone set by scormier

scormier
Sticky Note
Unmarked set by scormier



14. On the whole, therefore, the resulting i•pact of the 
proira••e •hould not be to adver•ely affect inco•e 
di•tribution while •ignificant gains can be expected 
in the provision of ba•ic needs. 

105. 

15. Public participation in all a•pect• of public deci•ion 
taking is widely considered to be a baaic need. As 
the •ituation per•it•, •uch participation •hould be 
broadened a• widely as po••ible. 
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CBA.PTIR 6 

IMPLIMINTATION AND PHASING 

1. These proposals represent an aabitioua and coaplex 
pro1raa which ai1ht tax the 1overnaent'a 
iapleaentation capacity. 

2. It is essential that responsibility for drawinl up a 
governaent policy position and iapleaenting it be 
clearly located in a centre of the 1overnaent which 
carries credibility and weight. It is proposed 
therefore that a aaall econoaic unit be foraed in the 
President's Office, charged with this task. 

106. 

3. Thia would liaise with relevant Ministries to work out 
the details· of a policy package and to assign 
responsibility for iapleaentation. 

4. Phasing is crucial. The budget and the balance of 
pay•enta are seriously out of align•ent. New tax 
aeaaures and foreign exchange account losses aust be 
dealt with IMMIDIATBLY. Governaent auat also claap 
down on spending and seek balance of payaents support 
IMMBDIATBLY, before the econoaic situation becoaes 
even aore difficult. 

5. Currency reform should be iapleaented carefully but 
quickly, by December this year. If exchange rate 
adjustments are required, these could be aade 
initially by narrowing the gap between the two 
existing rates and by tiainl larger aoveaenta to 
coincide with currency refora. The earlier and the 
larger are forei1n balance of payments assistance 
flow~, the easier will adjuataent be. 

6. Once it baa desi1ned a prograaae, the new lconoaic 
Secretariat should order its proposals by priority, 
and channel scarce 1overnaent resources into areas of 
1reatest concern. Bach 1overnaent ainistry and 
departaent should asaiat in deterainin1 priorities and 
should then be assicned a tiaetable for coapletion of 
its tasks. The Secretariat would be responsible for 
aonitoring pro1resa and reporting back to the 
President on aianificant departures fro• the pro1raaae 
or tiaetable. 

7. Once an adJuataent proaraa•e has been approved by 
1overnaent, whatever it• coapoaition, it should then 
be "•old" to foreian 1overnaenta. Request• for 
external ••siatance auat be clear and realistically 
achievable. Close liaison between the Secretariat and 
the aid adainistration unit will be necessary. 
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107. 

8. The governaent statistical services will need to be 
strengthened to provide tiaely, accurate and 
aeaningful statistics. The Statistics Departaent, 
Bank of Uganda and Ministry of finance should 
cooperate to decide who will produce data of iaaediate 
relevance to short ter• econoaic aanafeaent. Thia 
data will include balance of payaenta data - past and 
projected, coaposition of actual iaporta, external 
debt servicing obligations and arrears, behavior of 
real effective exchan1e rates. It will also include 
1overnaent taxation and revenue positions, with brief 
"flash reports" bein1 available aonthly within two 
weeks of the end of the aonth. Money aupply data •u•t 
be available weekly if aonitorinl is to be effective. 

9. for the aediu• tera, data collection aust be 
strengthened to provide aore accurate data on 
a1ricultural trends, industrial activity, wages and 
eaployaent, cost of living outside of laapala and, if 
possible, on the nature and size of the inforaal 
sector. A household budfet survey would also be 
useful. 

10. for this to happen, the pressing staff, aaterial and 
financial needs of the Statistics Departaent aust be 
addressed. If necessary, ex'ternal (UNDP} a•aistance 
can be obtained for this. 
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CBAPTIR 7 

MAJOR SECTORAL ISSUBS AHD RBCOMMBNDATIONS 

I. Agriculture and Rural Developaent 

1. In the next three years the PRIMARY OBJICTIVIS in this 
sector should be : 

a) To increase total output, and 

b) To increase sales throuah official as opposed to 
unofficial channels. Raisin• and controllinl the 
surplus in this sector will be crucial for 
realizing foreil~ exchan1e and tax revenue. 

2. Medium and longer term 1oala ~ill be aore coaplex 
involvinl 1reater inte1ration of this sector into the 
rest of the economy, iaprovinl real incoae• and 
providing for basic needs. In the short run, however, 
transitional policy reform and expenditures should be 
phased in, as resources perait, to be1in •eeting these 
objectives. 

3. Given the relative strength 'of the food ••~tor, the 
key to econoaic recovery in the econoay aa a whole 
aust, initially, be the restoration of aarketed and 
exportable agricultural surplus. Without this, 
industrial and transport recovery plan• will be 
aborted. Care aust be taken however, to ensure that 
food security is aaintained throughout the country. 

4. There are a aeries of aajor probleas which have 
depressed the output and officially aarketed sales of 
Uganda's aain cash crops in recent years : 

- poor incentives, i.e. low producer prices relative 
to those of goods purchased by the producer; 

- sauggling; 

- inadequate transportation equipaent and poor roads; 

- crop finance and payaents difficulties; 

- proble•• with the availability, quality and 
tiaeliness of inputs; 

- creepin1 aarketing aar1ins; 

- unreliable power supplies. 
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Bach of these needs addressing if the situation is to 
iaprove. 

5. Coffee 

i) Thia crop doainatea exports. Inforaed observers 
eatiaate that 40-60,000 tons are ••u••led annually, 
representing a aajor loss of critically needed foreign 
exchange. Reaedial actions include 

- tightenin• security checks on the borders, 
disaissing corrupt officials, aoral and political 
exhortation, and reaoval of non-price constraint• 
aentioned above; 

- the aaintenance of and possible iaproveaent in the 
producers' teras of trade. Producer prices auat not 
be eroded by inflation. Also, since aore can be 
done to raise yield throu•h weedin,, prunin,, insect 
control etc., a higher real price can induce a 
supply response even in as short a tiae as 4-6 
aonths. The teaptation to sell in the unofficial 
aarket is also greater the hi•her the differential 
between prices in the two aarkets, reflecting the 
•ap between official and unofficial exchan•e rates. 

ii) The level of the coffee quota aay also becoae a 
problea in the near future as the quota to list A 
countries (currently 2.3 aillion bags) has been 
reduced. Governaent should aake every ar•uaent to 
have its quota restored to pre-Aain levels as 
official purchases and stocks increase. 

iii) A ayatea of open auction sales, aiailar to that 
which is serving Kenya well, should be introduced. 

6. Cotton 

i) It is technically and econoaically feasible to raise 
cotton output aifnificantly, fro• the current 60,-000 
to as hilh as 350,000 bales by 1990. Thia will 
require : 

raisin• the producer price either to the aarket 
exchan•e rate level or to aoae interaediate level; 

- clearin• the backlo• of unpurchaaed and un•inned 
c~tton; 

- reaoving the purchasing aonopoly of cooperative 
unions which fail to clear old seed cotton by the 
be•inning of the 1987/88 season, and; 
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- explorini the advantages of vertical linkage& from 
the lint-consu•ing do•eatic textile industry to 
the Crowers (cf. the patronage previously provided 
by the Lancashire Textile Industry); the offer of 
BCOC to advise in this area should be seriously 
considered. 

7. Tea 

i) Thia co••odity can be rapidly increased (esti•ated 
feasible increase i• fro• around 3000 to 175000 
tons by 1990) •• the crop i• in the cround, in the 
for• of overgrown bushes which can be brou1ht back 
into production within the year. 

ii) Thia will require a •ilnificant real increase in 
producer prices, as for cotton. · 

iii) In addition to relieving the general constraints, 
structural re-organization of the key authorities -
UTA and UTOC - ia overdue. Thia should 1ive growers 
•ore control over their industry and, while reaoving 
the •arketing •onopoly held by UTA, enhance its 
capacity to aervice the industry'• needs. 

8. Sugar, Tobacco and Oilseeds 

i) These activities are discussed in the industrial 
sector report, although several production aspects 
of sugar and oil seeds are left to the official 
_agricultural agencies. 

ii) In the case of sugar, very serious foreign exchange 
consu•ing delays in restoring output have occurred at 
the linyala and lakira plantations. The for•er ahould 
be placed under an experienced •anaging agent, as 
reco••ended by the Bank of Uganda. In the case of the 
latter plans now see• to be in hand for reconstruction 
of the factory. Govern•ent •ilht wiah to have a say 
in the proportion of land far•ed by the estate and in 
that far•ed by ••all far•er outirowera. 

iii) Oilseeds production has suffered fro• non­
availability of new aeeda varietiea, low prices 
and lack of activity by the LMB in reactivating its 
ten acquired oil and aoap worka. Theae proble•s 
ahould be reaolved rapidly. 
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9. Reor&anization on a Vertically-integrated Ba•i• 

It i• clear that ••allholder production ditficultie• 
can be overco•e •o•t rapidly where there i• a •trona 
vertical linkaae fro• the aaro-indu•trial end-u•er to 
the producer. Thi• •Y•t•• i• Dow workinl effectively 
for tobacco arower• and ha• pro•i•e for tea a• 1eneral 
econo•ic con•traint• are re•oved. It i• propo•ed that 
•tudie• be initiated i•••diately to exaaine •cope for 
vertical intearation in the followina area• : 

- Cotton : A Uaanda textile fir• con•ortiu• to take 
over financial and technical reapon•ibilitie• for 
production and priaary proce••ina. 

- Oil•eed• : A Uaandan oil, •oap and ani•al feed• 
paraatatal ((but not the LMB in view of it• pa•t 
inactivity) to take over financial and technical 
re•ponsibilities for oil •••d production and pri•ary 
proces•ina (i.e. aroundnut•, •oya, castor, •••-e, 
but not cotton •eed). The propo•ed inveataent 
project AG-24 •hould be rede•ianed accordinaly. 

- Cocoa : An international •anufacturing fir• to be 
approached on a aanaaing a•ent basis to revitalize 
uaanda'• eabryonic cocoa industry. Project AG-25 
•hould be redeaianed as nece••ary. 

- Rides and Skins : The case for UTLI takina a •aJor 
role in the iaproveaent of hide• and •kin• aarketina 
includina initial preparation, •hould be exa•ined, 
with the i•plications for projects AG-12 and AG-52 
a•••••ed accordinaly. 

10. Co•pleaentary changes will be required, if the•e 
refor•• are accepted, in the role and function of the 
aaricultural and live•tock exten•ion •ervice. The•e 
•hould, in aeneral, concentrate on applied far•iDI 
•Y•teaa re•earch and on the peri•hable food crop• (•ee 
the reco••endation on re•earch below). · -

11. Strencthening Acricultural Planninc and Deci•ion­
•akinc Capabjlitr. 

A technical a••i•tance project to a••i•t the planning 
unit•/ divi•ion• in the Mini•triea of Aariculture, 
Ani•al Indu•try and Marketing Cooperative• ha• been 
only partially funded to date (PA-01; $2.88 • out of 
•4.32 • is not yet •ecured). Work i• coa•encina in 
far• •anaae•ent econo•ics, but further a••i•tance i• 
uraently required to strengthen : 
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- project identification and preparation capacity; 

- aonitoring and ongoing evaluation procedures, and; 

- aana1eaent inforaation systeas, integrated across 
the three aain •inistries initially, but eventually 
incorporating the boards and parastatals, as well as 
aajor private sector bodies, responsible for the 
perforaance of the aulti-faceted agricultural 
sector. 

It is recoaaended that approaches to potential donors 
to secure this assistance should be initiated 
iaaediately. 

12. At the level of agricultural policy, a large nuaber of 
key issues have accuaulated which require inforaed 
decisions. Alricultural Policy Coaaittee, which is 
serviced by the Agricultural Secretariat of the Bank 
of Uganda, should be revived with iaaediate effect to 
construct an agenda and tiaetable for coaaiaaioned 
studies, performance indicators, policy analyses and 
decisions. · 

13. In conditions of rapid inflation, the key a~•iniatered 
coaaodity prices should be index-linked if they are 
not to have reverse consequences from those intended. 
As the crop price aust be set alongside changes in 
consumer prices in the rural areas, a set of 
aonthly rural consuaer price indices should be 
constructed and aaintained as soon as possible (a new 
TA project aay be needed for this). The crop price 
changes should be incorporated in quarterly price and 
econoaic policy reviews at least until inflation rates 
have fallen to the region of 25 per cent and below. 
This frequency interval will allow the analysis of 
aonthly indicators of key crop sales and aacroeconoaic 
variables to adjust the price signals fairly 
accurately. 

14. Urgent Issues and Recoaaended Actions 

A nuaber of ur1ent policy iasues face the Governaent 
of Uganda in the field of agriculture, each of which 
requires speedy reaedial action. Theae are discussed 
in detail in a separate aubaission to governaent but 
can be listed here as follows : 

i) food supply policy. 

ii) The need to diversify agricultural exports. 
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iii) Probleas of input delivery, finance and public 
agencies. 

iv) Transport constraint• on •arketed surplus. 

v) lnvironaental Conservation, Forestry and 
Agro-foreatry. 

vi) Land policy. 

vii) Reaearch strate1y. 

113. 

viii) Area based plannin1, inte1rated rural develop•ent and 
decentralized plannin1. 

ix) Prisoner re~abilitati~n far••· 
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II. Industry 

1. The principal aim in this sector should be the revival 
of industrial production, using existing assets, to 
generate inco•es, e•ploy•ent, foreign exchange savings 
and contain•ent of inflation. The i••ediate 
constraints are shortages of i•ported raw •aterial 
inputs, equip•ent and spare parts. These shortages 
ate•, in turn, fro• lack of availability of foreign 
exchange and, for •any co•paniea, local cover. 
Inability to generate or borrow working capital ate•• 
••inly from poor •anage•ent and inappropriate pricing 
policies. The results are low levels of capacity 
utilization and poor financial perfor•ance. !•proving 
perfor•ance is constrained by insufficient raw 
•aterials and spares. The process is circular, and 
the aajor constraints at every stage thus need to be 
tackled frontally. 

2. For this reason, the following urgent measures are 
reco••ended : 

a) The amou~t, visibility and accessibility of 
••all-scale industry loans should be increased, 
and a facility established to import essential 
tools and raw •aterials for this sub-sector, which 
provides 50' of value added, and an estiaated 80' 
of e•ploy•ent in industry. 

b) To resolve the moat serious shortages of imported 
inputs and spares in •edium/large scale industry, 
foreign exchange allocations of $60 million are 
recommended for UDC and private co•panies for 
1986/87. Suggested coapany allocations and 
priorities have been submitted separately to 
government, based on interviews and industry 
reports. If necessary, it is suggested that 
allocations be reduced along the lines of 
priorities based on three •ain criteria; basic 
necessity of goods, generation of governaent 
revenues, and potential for net foreign exchange 
savings. 

c) To resolve •oat serious local-cover shortages, an 
eati•ated 1986/87 budgetary provision of .up to 
U.ah.20 billion is recoa•ended for UDC and other 
co•panies in the for• of equity, loan guarantees 
and write-off of existing debt; aaounts and 
•echanis•s should be detailed on an urgent basis 
by the Ministry of Industry and UDC, through 
review of each co•pany, and co•pany consultation 
where necessary. 
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d) Moat administrative price regulation at the 
factory level should be discontinued, and 
co•panies directed or encouraged to adopt pricing 
policies which 1enerate •ore financing 
require•ents internally. In •oat cases, this will 
reduce trading •argins to distributors without 
substantial cons1111er price increases. The ••in 
alternative is to provide •uch hilher bud1etary 
provisions for working capital. Where do•estic or 
i•port co•petition is •ini•al, and will not soon 
be re-established, •ore 1radual producer price 
increases could be adopted or, where enforceable, 
interi• retail price controls. 

e) The process of •anage•ent rationalization in UDC 
and joint ventures should be co•pleted as soon as 
possible, includinl dis•issal of corrupt and 
inco•petent •anagers. It is alao su1geated that 
trade unions, NRM Workers' Co••ittees or 
equivalent organization& be establiahed, where 
they do not exiat, to advise on discipline, 
productivity, •anage•ent and planning in the 
workplace. 

f) For purposes .of spearheading the i••ediate 
industrial recovery pro1ra••e, it is reco••ended 
that a ••all secretariat be established under the 
auspices of the Office of the President. 

g) To avoid proble•• in the i•ple•entation of these 
•eaaures, it will also be essential to brief 
senior •anagers on industrial revival •easurea and 
iaplications for co•pany operations and financial 
•anage•ent. 

h) In order to encourage industrial develop•ent, it 
is necesaary to review effective tariff /protection 
level• for producer 1oods industries and i•ple•ent 
reaedial aeasures where necessary. 

i) It is also necessary to correct/prevent instance• 
of undercuttinl of doaestically produced 1oods by 
non-pay•ent of i•port duties (includinl ••u1glin1, 
whe~e possible) and by aid-subsidized 1oods. 

J) Attention should also be liven to rapidly 
resolvinl re•aininl industrial ownership cases, by 
•eans of a new verifications co••ittee if 
necessary. Where production revival is ur1ent and 
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ownerahip reaolution •ay atill be lenathy, 
consideration ahould be fiven to aovern•ent 
providing exiatina •anaae•ent with workina capital 
loan •uarantees. 

k) Govern•ent ahould hold consultations with banka 
and financial inatitutiona to brief the• on 
policies and •easures, and ensure co-operation in 
financina industrial workina capital borrowina 
require•enta; and 

1) Priority ahould be 1iven to correctina 
infraatructure (power, water) bottleneck• where 
preaently aerioua, and aa they ariae in future. 

•) As rapid follow-up •eaaurea, it will alao be 
i•portant to proceed with the privati~ation atudy 
and i•ple•entation proceaa on an active and 
visible baaia, launch •anage•ent and •killed 
•anpower trainina exerciaea, co•plete and announce 
the new foreian inve•t•ent leaialation and 
incentives packaae deaigned to attract. foreian 
capital and expertiae to co•ple•ent national 
efforts, adjust induatrial waae• upward aa 
recovery proceeds, and i•prove the preaently 
dis•al occupational health and aafety conditions 
in industrial factories and processina plants. 

n) These initiatives can achieve substantial recovery 
in •ediu• and large scale industry - to an 
eati•ated 50• of capacity in 12 •onths. 
Sianificant expanaion ahould also be realized in 
••all scale induatry, although this aub-aector is 
already operating cloae to full capacity. Because 
the induatrial aector doea not account for a larae 
proportion of total value-added or aood• aupply, 
however, dra•atic i .. ediate effects on prices and 
net foreign exchanae aavina• ahould not be 
expected. To a considerable extent, the i••ediate 
recovery proara••e ahould be aeen aa the firat 
atep toward full rehabilitation and expansion of 
the induatrial baae. 

o) Althouah foreign exchanae and budgetary borrowina 
conatrainta will dictate careful planninf and 
proiraa•ina of govern•ent reaourcea, thia further 
rehabilitation and expansion can be achieved by 
proceedina with induatrial projects in the 
Inveat•ent Plan on the baaia of external project 
funding and thorough project appraiaal. 
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Preli•inary analysis of sequencing priorities 
atreaaes sugar, hoes, aalt, tobacco, beverages, 
aoap, textilea, blankets, steel producta, ce•ent, 
leather and •atches. It would be adviaable to 
obtain, through technical asaistance, a highly 
experienced project appraisal and public finance 
econo•ist to asaiat in ensuring that all scheduled 
industrial projects are thoroughly and correctly 
appraiaed - including basic feasibility, net 
foreign exchange i•pact and net govern•ent revenue 
i•pact - prior to •aJor further co••it•ents. 

p) Soae non-traditional exports are likely to expand 
or re-e•erge in the ia•ediate recovery progra••e, 
notably fabricated aetal products, cera•ics and 
plaatic ware, and waragi. Others can be 
identified and developed in the •ediu• ter•; 
possibilities are indicated in textiles and yarn, 
phosphate and fertilizer, instant coffee, salt, 
asbestos sheets, fish•eal and fishoil, canned 
•eat, finished leather products, and proceased/ 
dried vegetables. 

q) Further •edium-ter• priorities include elaboration 
and realisation of recently initiated technology 
develop•ent initiatives, and efforts to atiaulate 
••all scale industry expansion on a direct contact 
and non-bureaucratic basis. 
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III. Mining 

1. During the 1960'•• the •ining aector accounted for 
about 2' of GDP and 9' of export earnings. Presently, 
it• contribution ia negligible. Main known and 
exploited •ineral reaources are copper, tin, tun•sten, 
ber.yl, apatite, brianuth, colu•bi te-tantali te and 
1old. (Li•eatone/ceaent, aalt and phoaphate are 
exa•ined under the induatry sector). There are alao 
iron ore occurrence• in labale, but their tonna•e, 
quality and •inability have not yet been deter•ined. 
Little infor•ation i• available on quarryinl 
operation• and their i•portance in aupply ~f building 
aateriala. Si1nificant potential·ha• been identified, 
however, for expanded uae of clay and laolin in the 
aanufacture of brick•, tiles, paint• and posaibly 
ceraaics. 

2. Biatorically, the •aJor •inin• operations were lile•be 
Mine• Ltd. (copper) and Byrdal, Mutolere and lirwa 
Mines (tun••ten). All four had cloaed by 1982. Other 
•inerals are •ined by ••all •ines acattered all over 
the country, with a heavy concentration in Ankole and 
ligezi Diatrict in aouth - western U•anda. The •ain 
govern•ental •upport has been through the Geological 
Surveys and Mine• Depart•ent (GSMD) which has 
conducted geological aurveya and •ineral exploration, 
and provided technical aupport services to ••all 
•ines. Collecting and •arketing~ after the close of 
the British Metal Corporation in 1972, was conducted 
fro• 1973 to 1976 by Itaau Mines, a subsidiary of 
UDC. Since 1976 a large proportion of •ining 
production ia reported to have been ••uggled out of 
the country. 

3. The c~llapse of the •ining sector in the 1970'• was 
due to •any factors, notably : 

- lack of adequate funds, foreign and local, to 
replace very old •achinery and equip•ent and to buy 
essential spares, che•icals, tool• (e.g. pick axes) 
and explosives; 

- lack of financial facilitiea/inatitutions intereated 
in lendin• to riaky ••all •inin• ventures; 

- lack of an or,aniaed •arketing ayate• aince 1976 
(•nd to ao•e extent aince 1972); 

looting and war d-age in which ••all •ines lost 
aachinery, equip•ent and houaea, and the GSMD loat 
•oat of ita equip•ent in it• offices, laboratories 
and in the field; 
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- high labou~ and transport costs, the latter due to 
the breakdown of the Bast African Railway Syate•; 

- absence of •anagerial and technical staff due to 
•any qualified U1andans leavinl the country; and 

- depletion of the known rich, and easily accessible 
ore reserves. 

In addition, 1eneral inflation of the 1970'• increased 
coats of i•ported •achinery, equip•ent and •ateriala 
while, at the a .. e ti•e, there were •i•nificant new 
•iaeral develop•enta in •any parts of the world. 

4. While the •iniDI sect-or can re1ain a ai1nificant 
contribution to the ecoaoay, ~t is in very bad shape 
and its rehabilitation will be slow. It is not 
accorded i••ediate priority in the Inveat•ent Plan; 
little expenditure is scheduled before 1987-88, and 
•uch of the required fuadinl has not yet been 
secured. Attaching low i••ediate priority_ to this 
sub-sector, in the i••ediate recovery pro•r•••e, is 
considered appropriate. Consideration •i1ht 
aevertheieas be liven to ••all foreilD exchan1e 
allocations for aparea/toolaJche•icals/explvaivea for 
exiatinl ••all •ines; govern•ent'a provision of 
explosives, from 1982-84, resulted in a noticeable 
increase in tin, tungsten and other •ineral 
production. 

5. Over the •ediua ter•, the 1overn•ent's •ain priority 
is the ••all •ininl sector. Plans address ao•e of the 
•ain reasons for collapse in the 1970'•· In teras of 
financin1, study is planned of establishing a desk in 
the Uganda Develop•ent Bank to process proposals, and 
of institutinl a loan 1uarantee ache•e for aost 
promising proposals. Continued geophysical survey and 
exploration is scheduled, and rehabilitation of 
topo1raphical survey and •appinl activities. Project 
Ml-02 also enviaa1es equippinl OSMD to evaluate 
••all-•ine feasibility studies, and traininl of 
depart•ent staff and aine operations, but it is al•oat 
totally underfunded t~ date. Although concern has 
been expressed about lack of an or•anized aarketinl 
ayate•,· however, no concrete initiative to correct 
this deficiency has been identified. Only in the case 
of 1old is there a proposal to reduce ••u•1ling by 
eatabliahinl localized Bank of u1anda a1enciea to 
purchase 1old with cash. Re-eatabliahaent of a broad 
collection and •arketinf ayste• would appear to be an 
i•portant priority. 
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6. Prospects fo~ the eventual restoration of the Kile•be 
•ine are 1ood. The •ine has been closed since 1979, 
and •aintenance is presently coatinl the country 
U.ah.50 •illion per •onth. An airee•ent baa recently 
been ai1ned with a European •etal producer to : 

a) study the exploitation of sulphur fro• the 
pyrites stockpile for use in do•eatic phosphate 
production (alao in question); 

b) study potential for exportinl cobalt carbonate; 
and; 

c) carry out a drillina proira••e to deter•ine copper 
reserves. 

While $24.8 •illion ia planned for •ine rehabilitation 
and a new s•elter, no funds have been secured~ 
Interest in equity inveat•ent has, however, been 
expressed. Although the Board of Kile•be Mines Ltd. 
baa recently ur1ed the aovern•ent to provide $20 
•illion for Phase I •ine and s•elter rehabilitation, 
it ia probable. that forei1n exchan1e constraints will 
dictate forei1n private inveat•ent, or a 1oyern•ent 
forei1n joint venture aa the only •eana of 
reactivatinl copper production. A prior require•ent 
would be clarification of the le1al status of the 
•ine, which ia not presently'defined. 

7. Studies are currently underway of the possible 
erection of a new phosphate fertiliser plant at 
Tororo. At this stage, however, the economic 
feasibility of the plant which would lar1ely export 
fertilizer ia not established. In the interi•, it is 
proposed that consideration be given to rehabilitating 
the old fertiliser factory. The question of expansion 
could then be considered later aa the country's 
econo•ic position i•proves. 

8. In su••ary, with the exception of the rehabilitation 
of lile•be, the feasibility of which needs further 
study, no i•••diate priorities have been identified 
for recovery of this sector. Saall forei1n 
allocations ••Y be warranted for purchase of 
spares/to~ls/che•icals/explosives by ••all •ines and, 
if so, specific cases and allocation aechanis•s should 
be identified without delay. Mediua ter• plans are in 
the pipeline, and can be allowed and catalysed by 

scormier
Sticky Note
None set by scormier

scormier
Sticky Note
MigrationNone set by scormier

scormier
Sticky Note
Unmarked set by scormier

scormier
Sticky Note
None set by scormier

scormier
Sticky Note
MigrationNone set by scormier

scormier
Sticky Note
Unmarked set by scormier

scormier
Sticky Note
None set by scormier

scormier
Sticky Note
MigrationNone set by scormier

scormier
Sticky Note
Unmarked set by scormier

scormier
Sticky Note
None set by scormier

scormier
Sticky Note
MigrationNone set by scormier

scormier
Sticky Note
Unmarked set by scormier



121. 

govern•ent within budgetary and other econo•ic 
constraints. As •ining recovery proceeds, attention 
will be needed to wages and to ensuring that 
occupational health and safety standards are well 
defined and enforced. 

9. Over the longer ter•, it will be i•portant to fully 
utilize Uganda's •ineral resources, and integrate the 
•ining industry into the econo•y, and particularly 
into •ineral- baaed industries. Many of the al•oat 
indefinite p~aaibilitie• are illustrated in Figure I. 
In order to achieve this kind of integration, several 
ele•enta of Mineral Policy Develop•eat are considered 
i•portant, . including : 

- develop•ent of GSMD capacity and activities, 
particularly in the area of •ineral deposit 
delineation through dia•ond drilling; 

- coordination of •ineral and industrial develop•ent 
initiatives, particularly with respect to clay and 
kaolin (cera•ics, bricks and tiles), sulphur fro• 
pyrite tailings (sulphuric acid for super-phosphate 
fertilizers), soda ash from salt extraction (caustic 
soda used in soap production) and copper refining 
(cables and wires); and 

- develop•ent of a clear national •inerals policy 
which will provide the fra•ework for attracting 
foreign inveat•ent, preserving/sovereignty over 
national resources, developing national expertise 
and capability and enhancinl socio-econo•ic benefits 
from •ineral exploitation. 

The Mineral Policy would, ••on1 other thin1a, broaden 
the range of optional proapectinl licenses available 
to potential, investors, and •ake provision for 
infrastructure develop•ent by govern•ent in return for 
participation in •ine ownership and/or benefits. 
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IV. Iner.CY 

1. U1anda'• present energy con•u•ption i• appropriately 
3.5* petroleu•, 0.5• electricity, 92* fuelwood and 4* 
charcoal. Sectoral con•u•ption i• about 80* 
hou•eholda, 12* co••erce, 5* indu•try and 3* 
tran•port. Trend decline• in the ahare• of petrole1111 
and electricity, ••inly due to collapae in indu•try 
and tran•port, •hould be rever•ed a• theae aector• 
recover. 

2. Major ia•ue• in petroleu• are co•t of •upply, pricin1, 
conaervation and exploration. Co•t and pricin1 are 
related. Achievin1 the lowe•t po•aible aupply co•t i• 
extre•ely i•portant, particularly with lar1e recent 
decline• in world crude and product prices. Succeaa 
requires do•estic experti•e a• a ba•e for bar1ainin1 
with oil co•panie• and lenya~ Thi• expertise i• 
currently lacking, and there ia rea•on to believe that 
Uganda i• being over-char1ed for petroleu• products. 

123. 

A pre•aing need ia to obtain an experienced petroleu• 
econo•i•t in the Bank of Uganda on a techn~cal 
a••iatance baaia. It ia under•tood that thia ia being 
arranged for an interi• 3-4 •onth period through the 
World Bank. The period •uat be u•ed to obtain a 
replace•ent and alao desirably, a petroleu•-•upply/ 
distribution apecialiat, both for a two-year period. 

3. Or1anizationally, the Minist~y of Inergy i• •till too 
new and weak to contribute to petroleu• ia•uea. 
France ia pri•arily intereated in petroleum taxes. 
Thia leaves the Bank of Uganda aa the ••in renter of 
expertiae for the for the foreseeable future. With 
the help of the •hort-ter• expert, the Bank ahould 
proceed to re-negotiate the pricing for•ula with oil 
co•paniea. A review of the Bank'• propoaala 
confir• that they are basically •ound. Bar1aining 
leverage can be increased by preaaing the oil 
co•paniea to import products directly froa the Gulf 
and transport through lenya. Thia ia likely to be the 
cheapest •eana of supply over the next decade, &iven 
exce•• repricinl capacity in the Gulf, and a Moaba•a 
refinery chan1e which i• 5-6 ti••• coapetitive 
international level•. ' Oil co•panie• will reaiat, •• 
their regional operation• are integrated, but thia 
approach provides a co•t •ini•u• which ia very u•eful 
in bar1aining. 
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124. 

4. Two other •ervices of leverage should be pressed. The 
first is the alternative supply route through 
Tanzania, which is reported to be technically and 
econoaically viable. Actual and threatened expan•ion 
of the route •hould be pressed on a judgeaental 
basis. Second, while the three doainant suppliers -
Shell, Agip, and Total - are in principle Governaent 
controlled, this opportunity has never been used to 
thorouthly aonitor supply operations and, in 
particular, to en•ure that products purchased are 
virtually delivered. It i• strongly reco .. ended that 
the Boards of the•e co•paniea be ataffed with the best 
govern•ent personnel available, and that roles for 
govern•ent •anaiera in daily operations be 
•trengthened OD an ura~nt basis. 

5. Do•e•tic product pricing ia a difficult issue. While 
real product prices (deflated by M.I. la•pala price 
index) have risen •o•e 8-fold since 1981. US dollar 
prices are still well below those in Kenya; at 
preferred and •arket exchange rates re•pectively they 
are ($/litre) : ga•oline (.46, .13), diesel (.41, .12) 
and paraffin (.36, .10). Products are i•ported at the 
preferred rate, and net duty and tax is currently 
about U.sh.10 billion per year, or 8.7, of rental 
•ales, according to a recent Bank of UgandLesti•ate. 
Given foreign exchange shortages, the incentive to 
aauggle products out is enoraous, and li•ited evidence 
'suggests that this ••uggling continues at a 
substantial scale. In the near future, the delivered 
U.sh. cost of products will : 

a) increase if the preferred/official exchange rate 
devalues and; 

b) decline as the recent (100' plus) falls in world 
prices co•e through to Uganda. 

The net effect is not clear, and will depend in fact 
on success on •ini•u•-supply-cost strategy, but 
appears likely to be a net increase in the U.sh. 
d~livered coat (see attached Table). 

6. The •ain do•estic pricint considerations are thus 
inflationary i•pact, tax revenues, reduction in 
••uaalina, and uncertain but probably increa•ing 
delivered co•t. Once exchanae rate policy is decided, 
these considerations will need to be given e•pirical 
content through detailed calculations, and then 
weighed judge•entally. So•e very rough •cenario 
calculations (attached table) suggest that an increase 
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in prices of 50 to 100' (i.e. gasoline prices •ove 
fro• 650 U.ah./litre to 100-1300 U.ah./litre) •ight 
bring U1andan prices •uch closer to Kenyan prices and 
i•prove 1overn•ent revenue collection fro• low or 
negative percenta1es of retail sales to reasonable 
levels dependinl on exchange rates and success in 
squeezing aupply coats. In apite of possible 
inflationary consequence• (and world oil price 
decline•), there will be considerable •erit in raising 
(real) do•eatic oil prices ai1nificantly (50• plua) in 
order to 1enerate revettue and to reduce the incentive 
to ••u111e. 

7. Individual product pricinl - involvinl subsidization 
of •o•e product• by other• - should be studied on 
equity 1rounda, but i• not conaidered pressing 
relative to the wei1hted average level of petroleu• 
product prices. Petroleu• (and electricity) 
conaervation opportunities ahould also be studied, as 
they typically offer the beat-coat •eans of enhancing 
supply. They do, however, require si1nificant 
inveat•ent• in •any cases, and it ia auggested that 
conservation be allowed to develop in response to 
prices for th, ti•e being. A petroleu• exploration 
pro1ra••e, together with do•eatic institution 
building, is being •ounted with assistance fro• IDA 
(project Ml-12). Prospects are thought reasonable and 
potential benefits very large; the progra••e should 
proceed with •ini•ization of local invest•ent funding 
eati•ated at $1 •illion, or 15• of total project coat. 

8. Electricity is a presently large and potentially 
larger source of strength in the Ugandan economy. The 
•oat pressing needs are to upgrade the utilization of 
capacity at Owens Falls fro• 60' to 100,, upgrade the 
capacity of existing turbines and generators fro• 150' 
to 180 MW, and co•plete the backlog of •aintenance and 
re•edial work in the trana•isaion/distribution ayatem 
which ia presently the aource of overloads causing 
power shortages and blackouts. U.B.B. ia a well-run 
or1anization, and the rehabilitation/ upgrading 
pro1ra••e ia well in hand (Project MB-06, note that 
coat and fundinl eati•atea need updatinl) with funding 
fro• IDA, ODA, CDC. UBB ia to £inance •oatly local 
coat• of •17 •illion, of total project cost of $70 
aillion. 
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9. Fro• 1961-79, there waa no chan•e in electricity rates 
- UEB has increased prices (1980 - 50,, 1981 - 50,, 
1982 - 100,, 1984 - 300' and 1986 - 100' - i••inent) 
to re•ain financially viable. Further increases will 
be needed, and ahould be allowed to the extent 
necesaary to •aintain viability and •enerate thoae 
funds required fro• UBB for preaent rehabilitation/ 
upgradin• and future expanaion. Further capacity will 
be needed by 1982, and planning ia underway (Project 
ME-13). Electricity ia atill cheaper than. woodfuels 
and charcoal, and future rate increaaed ahould not 
contribute •i•nificantly to inflation. 

10. Conaultanta have been appointed to atudy UEB 
organization, rates, billin• and collection proble•s 
and training needs; i•ple•entation •eaaurea will 
follow~ Th~ collection proble•, reported by ao•e to 
be lar•e, in fact involves only about 6' of revenue 
and ia not serious. 

11. UEB exports (now) the equivalent of 30 MW of power to 
Kenya; recent ne•otiationa have i•proved U•anda'a 
benefits, although the power is atill cheap to Kenya. 
Kenya needs a4.ditional power, at leaat to 1991, and 
Tanzania haa requested 15 MW of which 9 can be 
supplied. Study is pro•reaaing toward a for•al 
agree•ent (Project MB-10). Future export 
possibilities are •uch lar•er, if real re•ional 
consultation and co-operation ca~ be realized. It is 
reco••ended that lenya and Tanzania be asked to 
participate in aetting up an Eaat African Electricity 
Board, or •i•ilar or•anization, aa soon as possible. 
Without such co-ordination, political presaures will 
continue throu•h the 19905 to dictate hi•her coat 
do•eatic ayate•, expansion options, particularly in 
Kenya. 

12. The planned Rural Power Diatribution project (Project 
ME-03), at a coat of $16.85 •illion, ia atill 3/4 
unfunded. Work ia underway on 7 of the 14 ache•ea 
under llC fundin,, and •ateriala are in U•anda. While 
iaportant for aocial reaaona and ulti•ate foreign 
exchan•• aavin•• - throu•h cloain• down 12 dieael 
••neratora - it ia reco .. ended that reaaining ache•ea 
be delayed or phaaed until hi•hly concessional donor 
funding i• aecured. 
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13. Although fuelwood •tocks are plentiful in •o•t areas, 
there are areas of •tock depletion and localized 
•hortage•. Generalized •tock depletion can beco•e a 
reality rather quickly and it• consequence• in ter•• 
of (rural) energy coats/availability and de1radation 
of water and •oil re•ources, can be i••en••· Further, 
the •ajor •olutions - airofore•try and con•ervation 
through i•proved •tove• - take at lea•t a decade to 
i•ple•ent and require well-trained exten•ion 
•ervice•. Given that 96• of eneray co•e• fro• 
woodfuels, it ia •tronaly reco-ended that the 
currently aini•al effort• in re•ource •urvey• (Project 
AG-11) be increa•ed and expanded under the joint 
responsibility of Agr~culture, Fore•try and lner1y. 
Advice ahould be obtained fro• qualified 
organizations; the beat •aY be the Beijer In•titute 
(Stockhol•) which has a •aJor.presence in SADCC 
countries and Kenya. 

14. In •uaaary : petroleu• •upply/cost and pricing i••ues 
need i••ediate attention and technical a••i•tance; 
electricity i•sues are under control; and woodfuel 
issues •erit •uch greater pro•inence and proiraa•ing. 
Finally, the future of the Mini•try •hould be 
decided. It should be either eliainated, or 
preferably, resources per•itting, stren1thened. If 
the latter ia decided, the po•aibility of 1ettin1 an 
advisory teaa, aa in Kenya, warrants •erious 
consideration. Al•o, allocation and coordination of 
responsibilities a•ong the several aini•tries and 
depart•ents involved in ener1y is•ue• will 
subsequently need to be •orted out. 
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V. Transportation and Coaaunications 

1. Shrinkage of transportation capacity, particularly for 
toods transport, has becoae an initial constraint to 
econoaic revival. Increasing the nuaber of 
serviceable road transport vehicle• ia considered the 
••in priority in this sector. A very routh esti•ate 
of require•enta suttests the need for 

- 1500 lorries, 2-ton and above, over the next three 
years; 

- the equivalent of about 500 lorries in spare parts, 
both to revive existint stock and keep existing new 
stock on the road; and 

- additional plugs, tires and tubes, belts, etc. 
sufficient for the entire vehicle stock. 

Accurate eati•ates of foreitn exchante requireaents 
need to be aade quickly. A preliainary esti•ate is 
$25 aillion per year; of the 3-year total of $75 
•illion, $60 •illion ia for 2000 lorries (1500 plus 
500 equivalent in spares), at $30,000 each, and $15 
•illion is for additional pluta, tires, tubes, etc. 
Iaports need to coae in rapidly. The llC/IDF have 
proven past ability to aove fast on spares, and 
consideration appears warranted to seeking their rapid 
response. 

2. The question of who gets allocations is iaportant. A 
survey of tovernaent (CMP, PMB) and cooperative 
(through UCTU) needs is urgently needed; perhaps 1/3 
-1/2 of total allocations should go to this 
sub-sector. It is suttested that the re•aining 1/2 -
2/3 of allocations to to aaall private transporters. 

Credit facilities will also be needed here; 
possibilities of hire-purchase or alternative 
•echania•s need urtent study and i•pleaentation. 

3. Bua needs should not be overlooked as they provide 
considerable passenger and 1oods transport to laapala 
and aarket centres. Bus transport also provides an 
alternative, and cost yardstick, to private 
transporters for •any ••all rural producers. For 
these reasons, allocations should be •ade, foreitn 
exchante peraittint, for about 80 buses per year for 3 
years at a routhly eati•ated cost of $4 •illion per 
year ($40,000 per bus), together with spares, tires, 
pluas, etc. at about $1 •illion per year. Priority 
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ahould be aiven to UTC and PTC routes in rural areas 
and between aajor towns, and not to inter-city 
aervice, particularly in laapala and Jinja. laaential 
aaintenance requireaents for PTC and UDC should be 
identified and aet. 

4. The need for iaportation of bicycles has been 
auaaested. Total needs have been eatiaated at 40,000 
sturdy units per year at an eatiaated coet of about $4 
aillion. Thie fi1ure appear• hilh, and the iaeue of 
bicycle iaports reaains for coneideration.· 

5. Priority road patching needs should be quickly 
surveyed and identified. "Patching" will in aoae 
cases be aajor. On liaited present evidence, 
priorities would include the aajor arteries 
iaaediately outside Kaapala, and •ain transit routes 
fro• Kenya •. IDA and BBC funds are likely to be 
available for this and for laapala city road repairs. 
Uparading of aaintenance capacity for rural feeder 
roads is also considered i•portant. For trunk and 
feeder roads, acceleration of Projects TR-15 
(Uparadina of Road Maintenance) and TR-16 (Rural 
Feeder Road Maintenance Units) is appropriate. Both 
utilize concessional IDA funding. 

In a si•ilar vein the restoration of crucial ferry 
links to islands or across aajor rivers ia also hiah 
priority (project TR-33). The re-equippina of 
regional and other aaintenance units under the 
Ministries of Works and Local Governaent should be 
aiven first priority, with other projects ranked OD 
the basis of their econo•ic consequences. The 
opportunity should be taken of extendina route length 
by replacina hi&her cost specification• with lower 
unit acceptable ones e.a. bit1111en replaced by aurraa. 

6. The other i-ediate priority appear• .to be that of 
railways. It is underatood, but to be coafir•ed that 
URC rollina stock is adequate for preaent needs. Main 
require•enta are •aintenance equip•ent and apares, and 
repairs to usable sections of the per•anent ·way. It 
ia reco .. ended that •aJor inveat•enta to reopen 
totally dilapidated aection• be deferred. foreian 
•xchanae for essential •aintenance needs •ay be in the 
order of •2-3 •illion per year. 

7. Major expenditures and foreian excbanae allocations 
for water and air transport are considered of low 
iaaediate priority. A separate note on U1anda 
Airlines Corporation araues for pursuin1 a Joint 
venture with an established international carrier who 

scormier
Sticky Note
None set by scormier

scormier
Sticky Note
MigrationNone set by scormier

scormier
Sticky Note
Unmarked set by scormier

scormier
Sticky Note
None set by scormier

scormier
Sticky Note
MigrationNone set by scormier

scormier
Sticky Note
Unmarked set by scormier

scormier
Sticky Note
None set by scormier

scormier
Sticky Note
MigrationNone set by scormier

scormier
Sticky Note
Unmarked set by scormier

scormier
Sticky Note
None set by scormier

scormier
Sticky Note
MigrationNone set by scormier

scormier
Sticky Note
Unmarked set by scormier



130. 

could provide aaintenance and technical assistance as 
well as soae financing. While the senti•ent for 
preaerving the national airline is understandably 
lar,e, every effort ahould be aade to avoid aircraft 
purchase at this tiae. It really coaes down to 
choices auch as "purchaae aircraft or revive 
industrial production." ~ 

8. Tiae haa not peraitted a aerioua look at the 
coaaunications aector. On the aurface, co .. unicationa 
facilitiea appear adequate, relative to other preasing 
needs. A total of •47.2 aillion was apent, to June 
1985, on Rehabilitation of Poata and 
Telecoaaunicationa aervicea (Project TR-18); 
coapletion of thia project at an eatiaated 1986-87 
coat of $1.77 aillion (IDA Teleco•s funded) appears 
warranted. 

9. Taking a aediua tera look at the 33 projects in the 
Invest•ent Plan, for the Tranaport and Coaaunicationa 
aector, the following rough priorities are suggeated 

- TR-02 Renewal and Iaproveaent of Rail Per•anent 
Stay; 

- TR-19 Coapletion of Diesel Locomotive Repair 
Workahop; 

- TR-15 Upfrading of Road Maintenance; 

- TR-16 Rural Feeder Road Maintenance Units; 

- TR-33 Rehabilitation of Ferries. 

and a. aequencing of road reconstruction projects 
(TR-09 to TR-14, TR-24 to TR-26' TR-31 to TR-32 and 
TR-34) accordinl to yet-to-be-established priorities. 

10. In au .. ary, it ia auagested that foreign exchan1e be 
allocated for yearly iaportation of 1500 lorries (plus 
500 equivalent apares and pluga/tires/etc.), 80 buaea 
(plua spares and equipaent), railway• sparea and · 
•aintenance equipaent and, perhaps, bicyclea. Rou1hly 
eatiaated annual forei1n exchan1e requireaent ia •35 
•illion. Iaportant aapecta of diatribution of 
allocation• are noted above. 
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VI. Bankin1 and Financial In•titution• 

1. With an averaae of 179,000 people per bank office, 
Uganda ha• one of the lowe•t bankinl d~n•itie• in the 
world. Coaaercial bank• •hould be ur1ed to expand 
their branch and aaency network into the rural areaa. 

2. lffort• •hould alao be aade to revitali•e the Po•t 
Office Savina• Bank which ha• the potential of 
reachina aore Uaandan• aore cheaply than other banka. 

3. co .. ercial lank• are hi•hly liquid at thia tiae yet 
they are reluctant to lend to the 1overnaent. lffort• 
ahould be aade to encoura•e the• to inve•t a portion 
of their portfolio in·)on1 tera 1overnaent bonda. 
With peace, •ecurity and hi•h noainal interest rate•, 
this should be po••ible and thi• will al•o help 
control liquidity. 

4. Most coaaercial bank lendinl appears to be for crop 
finance and con•uaer iaport•. Little credit •oe• to 
industry and bank• clai• thi• i• becau•e enterpri•e• 
are under capitali•ed and over indebted. In •oae 
cases ownership i• •till unclear. Under 
capitalisation is a bookkeepina problea ari•ina out of 
inflation while asaeta reaain on coapany books at coat 
price. It ahould not be a deterrent to lending. If 
it is, then pending revaluation of •••eta and the 
•orting out of ownerahip ia•uea, aovernaent •hould 
consider givina credit auarantees to key industries 
requirina credit. 

5. Crop finance accounts for 87• of all loana to 
agriculture. While thi• u•ed to be •elf liquidatina 
it no lonaer i• •o. raraer• often au•t wait lona 
period• of tiae for payaent which, with hiah rates of 
inflation, reduces their real returns below levels 
indicated by official pricea. The aain rea•on for 
this aeeaa to be that current crop finance practices 
do not take into account workina capital needs ot 
processor• and e•pecially tho•e whoae overhead co•t• 
do not, for one rea•on or another, decline in line 
with throuahput. A p~rtion of crop finance i• then 
diverted for thia purpo•e. Al•o, •o•eti•e• proce••ora 
u•e crop finance to bankroll other type• of bu•ine•• 
activitie•. 

6. Accuaation• are aade of union official• divertinl crop 
finance funds to •peculative activitie•, but the 
practice doe• not appear to be widespread. 
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7. Ideally unions should obtain crop finance directly 
fro• banks and there has been ao•e •ove•ent in thi• 
direction recently. This is ha•pered, however, by 
•anagerial and financial weaknesses of the unions. 
Govern•ent assistance is required to strengthen these 
aspects of union organisation, but otherwise, there 
should be less interference in the affairs of 
cooperatives and greater accountability of officials 
to the •e•bers. It ••Y be necessary, for instance, 
for outstanding cooperative debts to be written off to 
prevent the crop finance log j... Alternatively, 
consideration ahould be given to finance being 
advanced directly to producer• by co•paniea proceaaing 
the crop, e.g. in cotton by the textile •illa. 

8. Co••ercial banks auat begin ••king credit·available to 
the agricultural sector for purposes other than crop 
finance. The lead institution in this respect should 
be the Cooperative Bank which has virtually ceased to 
service those for who• it was originally established. 
This bank should also link up •ore with and encourage, 
grass roots credit and savings societies. Those 
far•ers not covered by cooperatives •ight be serviced 
by the proposed Agricultural Finance Agency. 
Alternatively, credit fro• vertically integrated 
buyers •ight again be a possibility for such crops as 
cotton and tobacco. 

9. Non-bank financial inter•ediaries barely lend to the 
productive sectors either. Most hold their assets in 
short ter• government securities. Revitalisation of 
the building society sector •ight be achieved by 
transferring ownership of ao•e former Asian properties 
to them for sale to the public on credit. Resources 
so •obilised could be used to build low-coat housing. 

10. More hire purchase facilities ahould be revitaliaed to 
ensure that, if the proposals elsewhere in this report 
on vehicle purchaae are i•pleaented, credit will _be 
available for ••all acale transportera. 

11. Ot~er propoaals in thia area concerning •onetary 
policy generally and intereat rate• and currency 
refor• apecifically, are dealt with elaewhere in this 
report.· 
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VII. Health. Water and Nutrition 

1. Data on health and nutrition are unreliable and 
incoaplete. It aeeaa, however, that about ten 
diseases have been the aain cause of aickneas and 
death in Uganda. Moat of theae are preventable. In 
the last twenty yeara of diaorder the health care 
ayste• ha• suffered and as a result, epideaics of 
aeasles, TB, sleepina aickness, schistoaoaiasia and 
oncocerciaaia have erupted. Recently a new scourge, 
AIDS, baa been added. 

2. The aain probleaa facing thi• aector have been : 

i) Deaoralisation, insecurity and preoccupation with 
daily survival has underained people's concern with 
lonaer. tera( well-beina. 

ii) There is a lack of trained coapetent and efficient 
personnel in the health sector. Morale of workers baa 
deteriorated due to poor real waaea, arbitrary and 
nepotiatic actions of leaders and a cruabling 
infrastructure. Many fled the country, others have 
left aoverna~nt to work in the private sector. 

iii) With political instability, planning ceased and 
budgetary discipline collapsed. 

iv) The aector baa auffered from acute lack of funds for 
supplies. Hospitals are in a poor state of repair and 
lack druga and suppliea. The inforaation function of 
the public health aection of Ministry of Health baa 
been iapotent in recent years for this ~eason so that 
public health baa auffered badly. 

v) There baa been poor coaaunication, cooperation and 
coordination between Miniatries and the work of the 
institutions responsible to the Miniatry of Health baa 
suffered aa a result e.a. lack of runnina water for 
ateriliaation, electricity for refri1eration, poor 
roads, coaaunicationa etc. By itself the Ministry 
cannot aolve theae probleaa. 

vi) Poor water and latrine facilities are reaponaible for 
23• of recorded death• and for 43.?• of all hospital 
adaiaaiona. In recent year• both urban and rural 
water and aanitation have deteriorated badly. 

vii) Poor nutrition, in a country which doe• not, overall, 
lack food ia a critical proble• due to aeneral 
poverty, educational factors and ailitary 
diaturbancea, and is a aianificant factor in death 
and disease. 
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viii) facilities for and assistance to the physically and 
•entally disabled are •ini•al and grossly inadequate. 

ix) Occupational health and diseases, in all sectors of 
the econo•y, are now virtually un•onitored and 
unr.egulated as the Occupational Health and Hygiene 
Depart•ent of the Ministry of Labour lacks personnel, 
tranaport and equip•ent. 

3. The •ain propoaal in thia aector is the introduction 
of a Pri•ary Health Care Plan. Thia would. focus on 
diaeaae prevention, nutrition, clean water aupplies, 
••nit~tion and occupational health. This ahould be 
the •ain focua of national health policy. 

4. The ayate• would rest on re-orienting •edical training 
towards theae areas, producing pri•ary health 
apecialists'(DPH's) who would then educate •aster's 
level public health trainers. In turn these would 
work at diatrict level traininf pariah health workers. 

5. Parish health workers would be elected by villagers, 
fro• a•ong wo•en as well aa •en, and would be 
responsible to elected pariah health co••ittees. 
Their responsibilities in the areas of primary health 
would be those of •obiliaation, coordination, 
education, diagnosis and treat•ent. Public health 
education would be brought •ore into schools. 

6. The second, and related, proposal is that of greatly 
iaproving water supplies and sanitation throughout the 
country. The emphasis here will be on rural water 
aupplies through a borehole drilling and apring 
capping caapaign to be funded, essentially, by foreign 
donors. 

7. Other elements will be •ass i••uniaation, and the 
rehabilitation of hospital facilitie•. 

8. There was ieneral, but not unani•ous agree•ent that 
uaer fees ahould be introduced for certain hospital 
aervicea. There was unani•ous agree•ent, however, 
that no one should be denied access to health 
facilitiea becauae of an inability to pay. 

9. Aaaiatance in the for• of foreign exchange and 
coa•ercial credit should be given to local 
phar•aceutical fir•• to aasiat the• to increase 
production/asse•bly of pilla, capsule•, ointaents, 
couih ayrups and •edical products. Local che•ical 
industries ahould also be revived. 
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10. The Miniatry of Health laboratory •hould be 
rehabilitated and be,in researchin' tests •ade earlier 
by othera on local herba, roota etc. uaed in healing 
with a view to facilitating the co••ercial extraction 
locally of active in,redienta. 

11. The govern•ent ahould adopt a policy of aaaiatin' the 
greater inte,ration of people with •ental or physical 
disabilities into nor•al co .. unity life, and should 
adopt a bill of ri,hts for the disabled. It should 
also work with and asaiat the or•anisations of the 
disabled to acquire necessary aids and equip•ent fro• 
si•ilar or,anisations abroad. 

12. The •overn•ent should provide the Occupational Health 
and Hygiene Depart•ent with sufficient resources to 
enable it to launch an effective occupational health 
c .. pai'n asaiated by elected health and aafety 
co••itteea in places of work. Assistance fro• 
overseas trade unions should be available if needed. 
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VIII. Bducation 

1. The educational institutions in U•anda are not well 
synchronized with the needs of the econo•Y· Io 
reality, it is oot possible to find white collar Jobs 
aod paid e•ploy•ent opportunities for all secondary 
•chool leavers and university •raduates, yet the •oal 
of the whole educational •Y•te• is tied to the need• 
of this ••all e•ploy•ent sector. 

2. The education syste• •u•t reco,nize that •o•t school 
leavers will re•ain on the land in the near future. 
It will be necessary, therefore, to aaaeas the 
curricula in both pri•ary and secondary schools, in 
the li•ht of the Na•utaaba project experience, to 
increase their practical content •o as to better 
prepare the •aJority of •raduates for productive 
e•ploy•ent or self-e•ployment rather than for the next 
level of for•al schoolin,. This change would need to 
be initiated first of all at the teacher trainin• 
level. 

3. Basic education •ust receive priority and it •ust be 
available to all. In this connection, special efforts 
•ust be ••de to raise fe•ale. enrol•ents in all 
levels. The percentage decline of children in •eneral 
receiving primary education •ust also be reversed. 

4. Particular attention •ust be devoted to literacy. It 
is esti•ated that the literacy rate in U•anda is only 
52% which is very low. In this connection, it is 
worth noting that there has been no adult literacy 
ca•paign in Uganda, nor is there any syate•atic and 
concerted concern for the education of out-of-school 
youth and adults. 

5. Special attention •ust be given to the educational 
needs of the NRA youth and of those youth displaced in 
recent warfare. Waiving school fees is a step in the 
right direction but it auat be reco•nized that they 
are only a •••11 proportion of total coats of 
schoolin• which pupil~ pay these days. 

6. Points 4 and 5 e•phasize the need for life-Ion• 
education poaaibilitiea, through distance education, 
•ore flexible entry and exit, expansion of in-service 
training, etc. An e•phasis on trainin•/retrainin• 
•i•ht be especially i•portant •iven the erosion of 
skill• in recent years. 
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7. Governaent wage structures should better reflect 
perforaance and skills rather than paper 
qualifications. It is recoinized that this would 
necessitate a rethinking of current procedures and 
practice. As and when salaries are reviewed, this 
should be taken into account 

137. 

8. In ieneral, •iven the hu1e potential financial coats 
of education, it will be neceaaary to increase the 
efficiency and quality of thoae reaourcea that are 
already in place. Soae au•ieationa are to have 
aorning and afternoon ahifta at school to uae 
buildinl• etc. aore fully; reducinl the nuaber of 
courses and len1th of foraal education; creating book 
banks and a local capacity to print school books; and 
school. equipaent. 

9. It will alao be necessary to continue to rely heavily 
on local resources for the construction and 
aaintenance of school facilities. Uganda parents have 
shown the iaportance they attach to education by their 
financing the expansion of secondary schools in recent 
years. The l~cal developaent tax propoaed elsewhere 
is preaiaed on this coaaitaent to_ self-help. 

10. Given the coat of achoolin1, it ia iaportant that 
children of poor faailiea have opportunities at all 
levels. At secondary level, in particular, a 
scholarship fund auat be established so that the poor 
are not excluded fro• enterinl and reaaining purely on 
the irounds of lack of aoney. 

11. Consideration should also be given to charging 
students at university for soae portion of their coats 
e.g. food and accoaaodation. Again, provision should 
be aade, by way of loan or grant, for those students 
who cannot afford to pay. 

scormier
Sticky Note
None set by scormier

scormier
Sticky Note
MigrationNone set by scormier

scormier
Sticky Note
Unmarked set by scormier

scormier
Sticky Note
None set by scormier

scormier
Sticky Note
MigrationNone set by scormier

scormier
Sticky Note
Unmarked set by scormier

scormier
Sticky Note
None set by scormier

scormier
Sticky Note
MigrationNone set by scormier

scormier
Sticky Note
Unmarked set by scormier

scormier
Sticky Note
None set by scormier

scormier
Sticky Note
MigrationNone set by scormier

scormier
Sticky Note
Unmarked set by scormier



138. 

IX. Housing 

1. There is a huge backlog of housing needs both in urban 
centres and in rural areas. Thia is eatia~ted at 
75,000 units in the for•er and 176,000 units in the 
latter. With current deaographic trends, total new 
ho~aing needs will be 576,000 between now and 1990. 

2. The level of inveataent required to fulfil this year's 
need• has been eatiaated at the equivalent of $400 
aillion at an exchange rate of ah.5000 to $1. 

3. Housing shortages are the result of population growth, 
destruction and lack of building during the recent 
wars, the lack of construction skills, the high coat 
and low availability of building aateriala, the lack 
of research into local aateriala and the acute 
shortage and. expense of iaported aateriala. Housing 
has also not been a priority of governaent. 

4. Local contractors face a nuaber of difficulties in 
establishing and expanding their operations including 
knowledge of coating and tendering, aanagerial skills, 
and the lack of access to bridge financing which 
coaaercial banks see• unwilling to extend. 

5. Govern•ent rents have lagged well behind those of the 
private sector, thereby giving governaent officers an 
iaportant subsidy (offsetting to soae degree the fall 
in their real incoaes). The result of this is that 
governaent baa not been able to build up a capital 
pool for housing. 

6. The housing market has been skewed with the incentives 
being such that output is focused on high incoae 
housing. Low incoae earners have been hurt aoat by 
the shortage. The investaent cliaate has also 
discouraged house building. 

7. Low rents and poor aanageaent have aeant that the 
custodian board has not been able to aaintain its 
housing stock in good repair, leave alone expand that 
stock. 

8. lousing finance through the B.F.C.U. has dried up. 
Thi• aay in part be due to lack of borrower• •iven the 
hilh cost of housing and recent pressure on real 
incoaes. It aay also be due to low ceilings on credit 
for-house purchases. In any event, BFCU'• capital 
base is very narrow. 
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9. The single •oat important atep that can be taken to 
expand the houain• atock ia to revive the construction 
•ateriala induatriea and to encoura•e ••all acale 
rural production of buildin• •ateriala. 

10. The aale of for•er Aaian propertiea ahould be uaed 
directly or indirectly by firat tranaferrin• ao•e of 
the• to ercu, to build up a houain• expansion fund and 
au,.ent BFCU's ••••re capital reaourcea. Credit 
ceilings for houain• ahould also be raiaed. 

11. Govern•ent ahould encoura•e the trainin• of lower 
level cadres in building akilla and tradea. 

12. Self-help Bousin' Cooperatives should be encoura,ed in 
rural areaa. 

13. Research into appropriate building •ateriala and 
technolo•iea ahould be atepped up in order to reduce 
i•port dependence (which i• very hi•h in •odern 
houain•) and to diveraify local production. Building 
codea and atandarda •ay need to be reviewed to 
facilitate this. 

14. In urban area• govern•ent ahould be•in land banking 
and aite and service ache•ea, for which ao•e external 
aaaiatance •ay be forthco•ing if needed. 

15. Once the aalariea of civil servants have been 
adjusted, but not before, rent• for pool houaing 
ahould be raised to comaercial levels. The govern•ent 
ahould alao give consideration to •radually 
withdrawin• fro• the obli,ation of providing housing 
to civil aervanta, encouraging individual ho•e 
ownerahip aa an alternative. 

16. Given the acute resource conatrainta facin• the 
•overn•ent at this ti•e, the •oat effective 
contribution it can •ake in this aector i• to provide 
an environ•ent conducive to relievin• the bottlenecks 
identified. Strate•ic intervention in key areas ~f 
•ateriala, akilla, finance and aite and aervice, will 
be •ore_uaeful and •ore feaaible than atte•pting to 
provide houain• atock directly. 
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CONCLUSION 

There are no •i•ple •olution• to the proble•a faciDI U1anda 
and the team doea not wiah to 1ive the iapre••ion that there 
are. Whatever path the 1overnaent chooaea to follow will be 
a difficult one •ince, by ita very nature, adju•t•ent i• 
painful. There will, for in•tance, be re•i•tance to 
control• over •pendin1, to caapai1n• a1ain•t corruption, to 
attempt• to replace iaporta. There will be enormous 
difficultie• encountered in tryin1 to re-e•tabli•h 
di•cipline and the work ethic in the public •ervice. There 
will be prea•ure• from U1andana and out•ider• alike for one 
policy •ove to be cho•en or abandoned in favour of another. 
There will never be enou1h re•ourcea, doae•tic or forei1n, 
to do what need• to be done. 

We feel, however, that the government baa sufficient 
•upport, 1oodwill and commitment to prepare an adju•taent 
pro1r .. ae which will help lead Uganda back to proaperity. 
We feel, al•o, that it baa the •tren1th to carry out auch a 
progr ... e in the face of inevitable difficulties. We trust 
that it has the openne•a to reco1nize wron1 policy choices 
if it aakea them, and the flexibility to chart a new cour•e 
quickly if thia becomes nece•aary., 

It ia our hope that thia report will aasiat the government 
in aakin1 difficult policy choices de•i1ned to bring the 
economy back into stability in the' short term, ones which 
auat be made if its laudable long term objectives are to be 
met. 
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