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1.1 General Characteristics

1.1.1. Geography
Figure 1: Map of Uganda
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Source: CIA, 2008
Uganda (figure 1) spans 236,040 km2 of which 199,710 km2 is land and 36,330 km2 is water. The climate is tropical, generally rainy with two dry seasons (December to February, June to August) and semiarid in northeast.

1.1.2. Economy

The Ugandan economy has been growing with around 6% per year in the past few years to a GDP of 11 billion US$. The main economic sector is the service sector, providing for over half of GDP. The agricultural sector comes second with almost a third of GDP (table 1). Economic liberalization and promotion of the private sector appear to have prompted growth in non agricultural sectors, especially in the communications and hospitality industries (ADF, 2006).
The export sector provides some 13% of GDP. Imports take a much larger share of GDP (around 32%) and has increased over the past 4 years (table 1).

Table 1: Economic indicators 2005-2008

	
	2005
	2006
	2007

	GDP (current US$) (billions)
	8.74
	9.50
	11.21

	GDP growth (annual %)
	6.7
	5.1
	6.5

	Inflation, GDP deflator (annual %)
	7.9
	8.6
	8.2

	Agriculture, value added (% of GDP)
	33
	31
	29

	Industry, value added (% of GDP)
	18
	18
	18

	Services, etc., value added (% of GDP)
	49
	51
	53

	Exports of goods and services (% of GDP)
	13
	15
	13

	Imports of goods and services (% of GDP)
	27
	30
	32


Source: Worldbank, 2008
1.1.3. Povert context

More than 85 per cent of Uganda’s population lives in rural areas. More than two thirds of the country’s poor people are small farmers. Although efforts have been made to reduce rural poverty, urban areas have experienced a significantly greater reduction in poverty than the countryside (figure 2). In the past decade, poverty has declined by a rate of 43 per cent in urban areas but of only 18 per cent in rural areas. The poorest regions of the country are the north (with 66 per cent of the population) and north-east (37 per cent), which are emerging from civil strife and are predominantly pastoral and agro-pastoral lands (table 2). It is here that many smallholders tend their fields, relying on farming systems that are highly seasonal and not sufficiently productive. (IFAD, 2007).

Figure 2: Total, rural and urban poverty Uganda 2000 and 2003
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Table 2: Poverty 1992-1994 in Uganda rural urban and per region
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Source: Okidi & McKay (2003)
Ellis & Bahigwa (2003) find that rural poverty is strongly associated with lack of land and livestock, as well as inability to secure nonfarm alternatives to diminishing farm opportunities. Meanwhile rural families encounter a rural taxation regime associated with fiscal decentralization that is basically inimical to the expansion of monetary opportunities in rural areas. A fundamental contradiction between the goals of PEAP/PMA and decentralized rural taxation is revealed. 

1.1.4. Employment 

Imploymwent figures have decreased since 1991 and fluctuated around 18.5% unemployment in the past decade (figure 3).
Figure 3: Employment total population 1991-2007 Uganda
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1.1.5. Ethnic composition

There are various ethnic groups in Uganda, of which the Baganda is the largest with around 17% of total population.
Table 3: Ethnic groups in Uganda

	Ethnic group
	% of the population

	Baganda
	16.9%,

	Banyakole
	9.5%,

	Basoga
	8.4%,

	Bakiga
	6.9%,

	Iteso
	6.4%,

	Langi
	6.1%,

	Acholi
	4.7%,

	Bagisu
	4.6%,

	Lugbara
	4.2%,

	Bunyoro
	2.7%,

	Other
	29.6%


(Source: CIA Factbook; 2002 census)
1.2 Political situation 

1.2.1. Political system

The 1995 constitution established Uganda as a republic with an executive, legislative, and judicial branch. The constitution provides for an executive president, to be elected every 5 years. President Yoweri Museveni, in power since 1986, was elected in 1996 and reelected in 2001 and 2006. Legislative responsibility is vested in the parliament; legislative elections were last held February 2006. There are currently 102 women representatives in the 332-member parliament. The parliament is formed by the National Assembly, which has 303 members. Eighty-six of these members are nominated by interest groups, including women and the army. The remaining members are elected for two-year terms during general elections. The Ugandan judiciary operates as an independent branch of government and consists of magistrate's courts, high courts, courts of appeals, and the Supreme Court. Parliament and the judiciary have significant amounts of independence and wield significant power. Principal Government Officials:

1. President and Commander in Chief--Yoweri Kaguta Museveni

2. Vice President--Dr. Gilbert Bukenya

3. Prime Minister--Apollo Nsibambi

4. Foreign Minister--Sam Kutesa

5. Minister of Defense--Crispus Kiyonga

In a measure ostensibly designed to reduce sectarian violence, political parties were restricted in their activities from 1986. In the non-party "Movement" system instituted by Museveni, political parties continued to exist, but they could only operate a headquarter office. They could not open branches, hold rallies or field candidates directly (although electoral candidates could belong to political parties). A constitutional referendum canceled this nineteen-year ban on multi-party politics in July 2005. Presidential elections were held in February 2006. Yoweri Museveni, ran against several candidates, the most prominent of whom was exiled Dr. Kizza Besigye.

1.2.2. Armed conflict


Since assuming power, Museveni and his government have largely put an end to the human rights abuses of earlier governments, initiated substantial economic liberalization and general press freedom, and instituted economic reforms in accord with the International Monetary Fund (IMF), World Bank, and donor governments.

The vicious and cult-like Lord's Resistance Army (LRA), which seeks to overthrow the Ugandan Government, has murdered and kidnapped civilians in the north and east since 1986. Although the LRA does not threaten the stability of the government, LRA violence at one time displaced up to 1.7 million people, creating a humanitarian catastrophe, particularly when they were forced into internally displaced persons camps for their own protection. The Uganda Peoples Defense Force (UPDF) launched "Operation Iron Fist" against LRA rebels in northern Uganda in 2002 and conducted operations against LRA sanctuaries in southern Sudan with the permission of the Sudanese Government. The Sudanese Government had previously supported the LRA.

There have been significant new developments in this conflict since January 2006. With the signing of the Sudanese "Comprehensive Peace Agreement," the Government of Southern Sudan (GOSS) was created. To protect this fragile peace from LRA incursions in southern Sudan, Riek Machar, GOSS Vice President, launched efforts to broker a peace agreement between the Government of Uganda and the LRA in July 2006. The peace process is ongoing. Many northern Ugandans are leaving the IDP camps and returning to their villages.

Despite these gains, the peace process has not been concluded because the International Criminal Court has refused to drop the indictments against the leadership of the LRA and LRA leader, Joseph Kony, has refused to sign a final agreement. Despite many gains, neither side has abandoned the use of violent force to achieve their objectives. Fighting also continued in the Karamoja region between local inhabitants and the army leading to many casualties, including children.

In 1998, Uganda deployed a sizable military force to eastern Democratic Republic of the Congo (D.R.C.), ostensibly to prevent attacks from Ugandan rebel groups operating there. There were widespread allegations that Ugandan military and civilian officials were involved in the illegal exploitation of D.R.C. natural resources. After much international pressure, Uganda withdrew its troops from D.R.C. in June 2003. Relations with the D.R.C., however, continue to be frosty. When the LRA left southern Sudan and relocated to eastern Congo in September 2005, Museveni threatened to enter D.R.C. and go after the LRA if neither Congo nor the UN peacekeepers in the region would take action. The recent peace talks have taken a lot of steam out of those threats, however, and Uganda seems focused on seeing the talks to conclusion.
1.2.3. Political stability

Torture continues to be a widespread practice amongst security organizations. Attacks on political freedom in the country, including the arrest and beating of opposition Members of Parliament, has led to international criticism, culminating in May 2005 in a decision by the British government to withhold part of its aid to the country. The arrest of the main opposition leader Kizza Besigye and the besiegement of the High Court during a hearing of Besigye's case by a heavily armed security forces – before the February 2006 elections – led to condemnation (Human Rights Watch, 2005
).
1.2.4. Rule of law
Figure 4 shows the main rule of law indicators collected by the World Bank (Kauffman et al., 2007). Values are rather low for all six indicators and have remained more or less stable over the past decade.
Compared to global good practice economy as well as selected economies Uganda is ranked 111 out of 181 economies, which is fairly low. Especially “registering property”, “trading across borders” and “starting a business” rank very low.
Table 4: Ease of Doing Business in Uganda 2009

	Indicator
	Rank

	Registering Property
	167

	Trading Across Borders
	145

	Starting a Business
	129

	Protecting Investors
	126

	Enforcing Contracts
	117

	Ease of Doing Business
	111

	Getting Credit
	109

	Dealing with Construction Permits
	81

	Paying Taxes
	70

	Closing a Business
	51

	Employing Workers
	11


Source: World Bank, 2008a
Although Uganda was selected as a Millennium Challenge Account Threshold Country, it faces real challenges in addressing low marks for corruption and ruling justly. Uganda is still ranked in the "rampant" range in the Corruption Perception Index with a score of 2.6 (out of 10), which is only slightly better than scores of 2.1 in 2002, and 2.2 in 2003. 

Figure 4: Rule of law indicators for Uganda 1996-2007
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NB: Percentile rank indicates the percentage of countries worldwide that rate below the selected country. Higher values indicate better governance ratings.
1.3 Development policies

Economic recovery following two decades of economic chaos and civil unrest has begun since the1990s with 7.2% average annual growth. This was the result of the re-establishment of law and order and macroeconomic stability, the rehabilitation of major infrastructure, market liberalization, including opening up the economy to external trade, the liberalization of input markets, and the liberalization of export markets in coffee, cotton, and tea. 
The annual gross domestic product (GDP) growth rate dropped from an average of 6.3% in 1998-2003 to 5.8% in 2003-2004. This slowdown has been reflected in poverty indicators. Households that depend on agriculture are among the largest group of impoverished Ugandans. The escalation of armed conflict in northern Uganda has resulted in a sharp increase in the spread of poverty in the North, as well as in the neighboring districts of eastern Uganda. While strong GDP growth caused poverty to decline steadily from 56% in 1992 to 34% in 2000, the benefits of that growth were not equitably distributed across the population, with troubling regional and ethnic disparities. 
The commitment of the Government of Uganda to reforms during the 1990s attracted a series of donor-supported programs that facilitated Uganda’s economic recovery from the collapse in the seventies and early nineties. In the initial phases of the recovery process, emphasis was given to rehabilitation of key social and economic infrastructure, after which focus shifted onto establishing and maintaining a stable macroeconomic environment. Structural strategies for translating the macroeconomic successes into real improvements in people’s standards of living were developed into the main policy framework, the Poverty Eradication Action Plan (PEAP see also section 1.4.3.1). The PEAP is the policy vehicle for translating the country’s long-term development aspirations, some of which are expressed in the Uganda Vision 2025, into specific and achievable goals . A subcomponent of the PEAP, the plan for the modernization of agriculture (PMA) is designed to address the goal of reducing poverty in rural areas.

Okidi & McKay (2003) find that the average Ugandan rural household holds about 50% of its assets in the form of land. Increasing peoples’ incomes (mainly through agricultural modernization) may be elusive if, among other factors, agricultural land transfer mechanisms are not sufficiently developed.
1.3.1. Agricultural economic geography
There are three main farming systems in Uganda (figure 5), pastoral system in the North-east, mixed maize system in the upper half of the country and highland perennial (e.g. coffee, tea) in the southern half. The mixed maize system overlaps problems of low to medium production potential, while the highland perennial system overlaps with severe land degradation.
Figure 5: Farming systems and environmental constraints in Uganda
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Source: FAO, 2008
1.3.2. Agricultural trade: imports – exports per commodity

The agricultural sector is characterized by a dual pattern of non-marketed food production for local consumption, dominated by matooke (banana), maize, finger-millet, sorghum and beans, and marketed cash crops (coffee, cotton, tea, sugar, tobacco, including some traded food crops), and livestock products. Tea, sugar and coffee are supported by large plantations that provide continuity of supply of a known quality (ADF, 2006). The main agricultural activities in Uganda are plantains, cassava and sweet potato (table 5).
Table 5: Major agricultural activities in production value

	Rank
	Commodity
	Value (in US$)

	1
	Plantains
	2.185.919

	2
	Cassava
	396.330

	3
	Sweet potatoes
	266.298

	4
	Beans
	237.435

	5
	Cattle meat
	219.313

	6
	Cow milk
	186.158

	7
	Maize
	156.870

	8
	Coffee
	152.066

	9
	Millet
	119.357

	10
	Sesame 
	87.306


The major export crops are traditional export commodities. In terms of value, coffee is by far the most important one, followed by tea and tobacco and cotton.

Figure 6: Major agricultural export crops (in value US$) in 2005

	Rank
	Commodity
	Value (US$)

	1
	Coffee, green
	172,133

	2
	Tea
	34,274

	3
	Tobacco
	31,355

	4
	Cotton 
	27,995

	5
	Maize
	12,269

	6
	Cocoa beans
	9,638

	7
	Flour of Maize
	7,328

	8
	Oil Hydrogenated
	7,280

	9
	Cotton 
	7,180

	10
	Beans, dry
	6,526


Source: FAOSTAT, 2008 (accessed 21-11-08)
Uganda imports many agricultural commodities of which wheat is the most important one, followed by palm oil (table 6).

Table 6: Major agricultural import crops (in value US$) in 2005

	Rank
	Commodity
	Value (US$)

	1
	Wheat
	105,000

	2
	Palm oil
	41,532

	3
	Peas, dry
	24,800

	4
	Sugar Refined
	19,820

	5
	Sorghum
	18,900

	6
	Oil Hydrogenated
	16,584

	7
	Maize
	14,500

	8
	Rice Broken
	12,684

	9
	Flour of Oilseeds
	10,985

	10
	Fatty Acids
	9,942


Source: FAOSTAT, 2008 (accessed 21-11-08)

The main trading partners for Uganda are the Common Market for Eastern and Southern Africa (COMESA) member states (27.7% of the total export market share in 2003) and European Union (EU) countries (26.3%, mostly for beverage crops). In practice, the small traders in the private sector have taken the initiative and conduct informal cross‑border trade in the absence of official mechanisms. In 2004, agricultural products constituted 62.6% of all informal exports by value and 39.4% of informal imports. The chief commodities traded were maize, beans, bananas and fish. The main destinations for informal exports were Kenya 71%, DRC 20%, Sudan 4% and Rwanda 3%, and the sources of informal imports were Kenya 50%, DRC 43%, Sudan 3% and Rwanda 3%.(ADF, 2006).

1.3.3. Agricultural policies

Since 1987 the government has aimed to diversify Uganda’s exports away from traditional (coffee, tea, cotton and tobacco) towards non-traditional exports, mainly composed of agricultural commodities such as sesame seeds, maize, beans, horticulture and fish. Significant unilateral trade liberalisation has been implemented in Uganda since 1992. Incentives geared towards export-oriented sectors combined with market-determined exchange rate policies are expected to encourage both traditional and non-traditional exports. However, increasing exports of agricultural crops is also an issue of agricultural policy, such as providing education and extension services to small, dispersed farmers, and encouraging adoption of the most appropriate technology to ensure high quality output. Trade policy contributes to improving price incentives, but other policy interventions are necessary to relax constraints and ensure supply response. Examples are improved provision of inputs, improved infrastructure and institutional support, such as for coffee transport and marketing (McKay et al, 1997).
1.3.3.1 Poverty Eradication Action Plan, PEAP

The Poverty Eradication Action Plan (PEAP) lauchned in 1997, is a long-term and overarching strategy that establishes poverty eradication as the fundamental goal of the government and provides a comprehensive framework for national planning and multi-sector engagement. PEAP set the objective of reducing the headcount of income poverty to 10 percent of the population by 2017. It is established on the following four pillars:

1. Creating a framework for economic growth and transformation

2. Ensuring good governance and security

3. Directly increasing the ability of the poor to raise their incomes

4. Directly increasing the quality of the life of the poor

Under the decentralised system adopted by the Government of Uganda, both PEAP and sector plans provide the framework for district planning. Regarding agriculture, pillar 3 of the PEAP underlines the fact that most Ugandans are self-employed, mainly in agriculture and concludes the need for both higher agricultural growth rates and nonfarm employment in rural areas to attain sustainable poverty reduction. It assigns a key role to rural transport and energy infrastructure, land rights, research and extension, access to markets, and education and employment.

1.3.3.2 Plan for Modernisation of Agriculture, PMA

Given the conceptual approach furnished by the PEAP and the set of priorities related to agriculture and rural development identified in it, the Plan for Modernisation of Agriculture, PMA, was prepared in 2000 as a multi-sector strategy oriented to eradicate poverty through a profitable, competitive, sustainable and dynamic agricultural and agro-industrial sector. This vision is centred on the necessary transformation of subsistence farmers into commercial entrepreneurs. The PMA has set the following objectives:

· Increase incomes and improve the quality of life of poor subsistence farmers through increased productivity and increased share of marketed production;

· Improve household food security through the market rather than emphasizing self sufficiency;

· Provide gainful employment through the secondary benefits of PMA implementation such as agro-processing factories and services;

· Promote sustainable use and management of natural resources by developing a land use and management policy and promotion of environmentally friendly technologies.

The PMA devotes a substantial component to underline the new roles (and the required institutional adjustments) that agricultural stakeholders (both public and private) must play in the new setting that government reforms are promoting. That is the case for farmers and commodity associations whose possibility to participate more actively in policy making, programme implementation, contracting and service provision is explicitly addressed within PMA. Consequently, the plan stresses the need for the government to facilitate the process of capacity building and empowerment of the private sector.

1.3.3.3 Main bodies involved in policy-making

The PMA Secretariat is a virtual institution mandated to deliver the intended benefits under the plan, but is not itself a channel for investment funds.

The Ministry of Finance, Planning and Economic Development (MFPED) is responsible for ensuring that sectoral developments are well co‑ordinated and appropriately funded as well as for banking and non-banking financial institutions. 
The new mission of the Ministry of Agriculture, Animal Industry and Fisheries (MAAIF) mission is “to support national efforts to commercialize subsistence agriculture by ensuring that the institution and its agencies provide efficient and effective demand-driven services to the farming community”. In this context, MAAIF is moving away from implementation and the delivery of extension services towards agricultural planning, policy formulation, regulation and agricultural promotion. 
The slimmed-down Ministry is likely to be reorganized into Directorates of Agricultural Planning and Policy, Regulatory Services and Agricultural Promotion, and may move from Entebbe to Kampala to expedite co‑operation with other agencies. 
Until the structural reforms filter down to all Sub‑counties, a transitional extension service is being run in the pre‑reform locations by the District Agricultural Officer (DAO), taking instructions from MAAIF whilst conforming to the District Development Plan (DDP).

The National Agricultural Advisory Service (NAADS) was created as an independent institution by Act of Parliament in November 2001. The aim of NAADS is to deliver a demand-driven, client-oriented and farmer-led agricultural service throughout the country, targeting the poor and women. It is a direct successor to the public service extension and technology field service and was created in part because the former arrangements had become ineffective and unaffordable.

NAADS has only recently moved from a start-up period into full operation. There have been problems recruiting competent service providers, and it remains to be seen if private firms will be willing to work in more remote areas. The idea of “de-layering” extension workers from the public service and turning them into service providers is proving difficult, as the concerned individuals are not necessarily able to make the transition. 
The National Agricultural Research System was created by Act of Parliament in July 2005 to realize the out the principles set out in the National Agricultural Research Policy (2003). NARS reflects the same orientation as NAADS to the precepts of participation, decentralization and privatization in a market context. 

Various commodity organizations have a mandate to develop their respective subsectors, including the Uganda Coffee Development Authority, the Dairy Development Authority and the Cotton Development Organization. These are semi-autonomous Government organizations working closely with the private sector, each run by a Chief Executive reporting to a board of directors. These organizations aim to combine regulatory and advisory functions, enforcing regulations as well as providing training on quality standards and best practices.

Private sector firms, some formed from privatized parastatals, now produce, buy, process and sell a range of agricultural produce and inputs. There is an important trend for firms engaged in such commodities as coffee, oilseeds and rice to supplement their own plantation or farm production through outgrower schemes, to bulk up volumes and make better use of their installed plant. 
Various common-interest organizations contribute to the growing strength of the rural private sector, including the Uganda National Farmers’ Federation (UNFFE), the Uganda National Chamber of Commerce and Industry (UNCCI) and the Private Sector Foundation Uganda (PSF), which draws members from trade associations, professional bodies, industry organizations, major corporations, small and large businesses, NGOs and community‑based organizations (CBOs). The government has allowed the registration and operation of civil society organizations (CSOs) as catalysts in ensuring good governance and transparency in public and private sector operations.

1.3.4. Employment in agriculture

Total population has been increasing in Uganda. The share of agricultural population is very high, although this share has been decreasing in the past decade to less than 80%. Only around 50% of this population is economically active (Figure 8).

Figure 7: Employment in agriculture
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Source: FAOSTAT, 2008
Most agricultural output comes from smallholder farmers, with some 80% of the total contributed by women. Traditionally, men grow cash crops for market and women food crops for home-consumption and perform different agricultural tasks. Analysis of the structural roles of men and women in the agricultural cycle reveal that women are more active, particularly in food crop production, marketing and the processing of agricultural products. 
1.4 Business climate

In the ranking of the World Bank’s “ease of doing business” Uganda ranks 111 out of 181 economies. Table 7 gives an overview of the main indicators.

Table 7: Uganda's ranking in Doing Business 2009

	Doing Business
	2009

	Ease of Doing Business
	111

	Starting a Business
	129

	Dealing with Construction Permits
	81

	Employing Workers
	11

	Registering Property
	167

	Getting Credit
	109

	Protecting Investors
	126

	Paying Taxes
	70

	Trading Across Borders
	145

	Enforcing Contracts
	117

	Closing a Business
	51


Source: World Bank (2008)
1.4.1. Policies and regulations that regulate participation in markets 

Public sector investment in rural development is projected through a planning mechanism focused on District and subsidiary LG bodies, for which the Government Act (1997) is the key enabling legislation. In theory, and increasingly in practice, all sectoral resources are channeled to producer groups and subjected to participatory processes. The National Agricultural Advisory Service (NAADS) budget is allocated centrally but the pattern of spending is decided locally. However, reforms are undermined by the old directive habits of “senior” central public servants, the collateral interventions of Parliamentarians and other politicians, and the autonomous behaviour of NGOs and DP-supported projects.

Currently, the dominant feature of the legal and economic environment in which small-scale producers operate is minimal. Much has been achieved in dismantling the regulatory instruments of the previous state-led economy, but the optimum situation has yet to be reached. The process of deregulation and legislation to bring rules and statutes into line with current sectoral policies has been protracted, however, with some changes being out of date by the time they are enacted.

Increasingly, the requirements of export customers are determining the domestic standards for agricultural, livestock and fish products. The rules are continually becoming tougher both on chemical and pharmaceutical residues and on quality, appearance and packaging. The interruption in fish exports to the EU in the late 1990s was a classic case of the need to meet the requirements of international buyers. Honey has passed EurepGap Regulations and the East African Standards committee has agreed maize quality standards.

The prominence of producer groups as potential businesses, Savings and Credit Cooperative Societies (SACCOs) and instruments for service delivery has drawn attention to the efficacy of the laws under which such groups are registered. The old rules governing cooperatives include a particular pattern of inter-group and apex organization that may not necessarily be sufficiently flexible for the intended private sector development.
Membership in Free Trade Arrangements

Uganda is a member of Preferential Trade Area (PTA) for East and Southern African States, the Common Market for East and Southern Africa (COMESA) and the Africa-wide Abuja Agreement. Duties and tariffs for countries in these groups, including South Africa, are significantly lower than duties for non-members. Also, Uganda, Kenya and Tanzania have formed the East African Cooperation (EAC) Secretariat and are actively strengthening regional economic ties.

Access to productive land

Access to productive land is a problem related to rural household food insecurity and poverty. Poorer farmers are either unable to access land or can only do so on very unfavourable terms. Even when farmers have some access to productive land, insecurity of tenure or the structure of tenure rights may inhibit investments such as the construction of permanent structures or planting of income-generating perennial crops, such as coffee, cocoa and trees. Women’s land rights (access) are weaker than those of men (ownership), a fundamental determinant of the gender dimension of poverty. 
1.4.2. Controls on supply and prices 

During 1960 to 1990s, both commodities depended on national marketing boards for distribution and supply control: for coffee, the Coffee Marketing Board (CMB), and for cotton, the Lint Marketing Board (LMB). During the 1970s, the presidency of Idi Amin was characterized by several fiscal and monetary policy distortions; with taxes on transactions and exports escalating, the country’s export base shrank. (Masiga & Ruhweza, 2007). See also figures 9 and 10 for distortionary policies during the 1970s.
Between 1991 and 2005, cotton’s contribution to national foreign exchange earnings fluctuated between three and five per cent, reaching a high of 6.6 per cent in 2003–04. This increase in production occurred through increased seed and price control by the government as part of the African Growth and Opportunity Act (AGOA) initiative. Despite price controls, low prices continue to plague the sector, widening the regional welfare gap that exists between the poorer northern region and the rest of the country (Masiga & Ruhweza, 2007).

After the liberalisation efforts during the 1990s, most price and supply controls have disappeared.

1.4.3. Tax policies

VAT

A value-added tax is levied at a standard rate of 18% on the sale price of locally produced goods and services, and on the customs-duty inclusive c.i.f. value of imports. VAT is zero-rated for several items, including agricultural inputs such as seeds, fertilizers, pesticides, and agricultural equipment as well as locally produced cereals. VAT exemptions also apply to unprocessed food and other agricultural products .

Taxation of agriculture

Figure 9 and 10 show the extent to which Uganda has taxed or subsidized the agricultural sector from independence up to 2005. It shows that it has taxed commercial (export) crops quite heavily during the 1970s and 1980s. Rice was subsidized in this period, while a crop such as maize and sugar were taxed and subsidized. In the past decade commercial (export) crops were no longer taxed.

 Figure 8: Net taxation or subsidies of selected crops Uganda 1961-2005
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Figure 9: average protection (taxation) of agricultural production 1961-2004
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Source: Preliminary results from K. Anderson and W.A. Masters (2007), Distortions to Agricultural Incentives in Africa. Washington, DC: The World Bank. (Online at www.worldbank.org/agdistortions.)
1.4.4. Contract law enforcement / cheating

The agricultural commodity markets have been liberalised since 1986. The reforms created a space into which private enterprise can grow but commodity trade, including livestock, is still constrained by a series of factors that increase transaction costs, erode margins and inhibit growth:

1. Lack of quality. The quality issue permeates the whole agriculture sector. Few traders at any level will pay a quality premium. Some in Kampala pay a high price for maize that meets the East Africa Community (EAC) quality standard. The World Food Programme (WFP) has agreed to the EAC standard but the need to deliver often overrides established requirements.

6. Long marketing chains. Most supply-to-market chains are long, involving several intermediaries. There are, for example, six intermediaries between farmer and consumer in the marketing of maize, a relatively simple commodity.

7. Lack of liquidity and trade finance. Front-line traders are chronically under-financed, only buying a limited amount of the commodity for cash. Trade between larger rural traders and wholesalers may involve the extension of 2–7 day credit, but under-capitalization makes traders illiquid and reduces their capacity to handle economic quantities.

8. Weak bargaining position of farmers. Farmers’ position is often very weak, particularly at harvest, as there is pressure to pay school fees and retire seasonal debts, and farmers prefer to sell directly rather than trust others to sell on their behalf. Some farmer groups are developing bulking operations that are attracting better prices.

9. Lack of market information. Buyers and commission agents are generally better informed than are farmers of prices and trends, and may exploit this advantage. The supply of pertinent market information to subsistence farmers would be difficult and expensive, however, and not obviously a public sector responsibility in a free market environment.

10. Wide trading margins. A combination of high transport costs compounded by poor quality roads, uncertainty of supply and the time taken to assemble volumes results in high distribution margins. These margins are often taken as evidence of exploitation by unscrupulous middlemen. Few rural communities understand the underlying economics of trading or contract obligations. Consequently, most rural traders prefer buying and selling on a spot market rather than entering into contract.

11. Compromised contract performance. Commodity bulking tends to be a slow and logistically complex process for dispersed smallholders, creating uncertainty of supply and availability. Failure to meet contract provisions undermines the confidence of traders.

12. Input/factor markets. The supply side faces similar constraints related to the still-new operating modalities of an open market system. In buying seed, for example, farmers are still more influenced by price than quality (vigour, germination, lack of contamination). Distribution margins tend to be high, as each trading centre will handle only small quantities. One recent popular and successful experimental project selling improved seed through village trading centres collapsed when the sponsor withdrew, as individual storekeepers had neither the capital nor the organizational ability (capacity) nor the turnover to sustain a livelihood. The village input suppliers rapidly ceased to trade.
1.4.5. Quality standards

Most agricultural products are traded by volume or, in the case of animals, by “eye” and rarely by weight. The criteria of the International Standards Organization do not enter into any domestic market transactions and there is no forward contract market in the country because of the poor and variable quality standards.

There is still a need to define, establish and enforce quality standards to drive the agro-processing and value addition process forward. The Uganda National Bureau of Standards (UNBS) is important in setting and ensuring compliance on legislated standards and the quality of goods and products, but is also under-strength. It is expected that private enterprise will apply quality standards in response to price incentives. In the absence of accepted and enforced standards, virtually no premium prices are paid at present (ADF, 2006). 
1.4.6. Access to finance/credit 
Finance is a major issue in Uganda. Banks are generally weak and hesitant to lend. In a survey by the Uganda Investment Authority completed in April 1995, the single most important impediment to investment in Uganda cited by investors was lack of finance. This is still a generalized sentiment. The system includes Uganda's central bank, the Bank of Uganda (BOU), eighteen commercial banks, and two development banks. On paper, the BOU has adequate auditing standards. However, it lacks auditors and regulators have reportedly overlooked BOU requirements for some troubled banks. To promote and maintain a sound and reputable financial sector, the Bank of Uganda has placed a moratorium on the licensing of banks and credit institutions offering banking services in the urban areas. New investors allowed entry into the sector must offer completely new financial services or take over existing banks. A deposit insurance fund with contributions from the GOU and banks has been put in place to protect depositors. The soundness of this fund is unknown (Darrow, 1999).
1.5 Producer Organizations

1.5.1. Legal framework for RPOs

Regarding producer organisations, the Ministry of Agriculture with the support of the donor community, promoted the constitution of an association to bring together farmers and existing organisations to provide them with an institutional framework strengthening coordination among them and improving their dialogue with the government. The Uganda National Farmers’ Association UNFA was hence constituted in 1992 with the support of the Danish Cooperation (Danida). UNFA -sometimes in joint cooperation with the Cooperative Alliance and other agriculture-related organisations- provided services to its members such as agricultural advisory, training and capacity building.

Given its decentralised structure, with branches in most of the Ugandan districts, and in order to enable the association to become open to more organisations, UNFA adopted a federative scheme becoming, in 2002, the Uganda National Farmers Federation, UNFFE. Today, UNFFE comprises of 71 organisations (farmers’ organizations -district and commodity-based-, community-based farmers’ organizations, agro-related industries/services, and honorary members approved by the National Farmers’ Council, its supreme decision-making body).
Concerning producers of commodities, there exists a considerable number of organisations whose participatory structure, representativeness and linkage with local communities is rather contrasting. Some of them are merely visible at a national level and their capabilities to collect and support the interests of those producers they intend to represent are quite questionable. However, others preserve a dense network of members spread almost all over the country. These have the potential to reach grass root organisations, capture specific local demands and mobilise collective interests. This large divergence has been frequently acknowledged in government and donors’ documents but specific actions to tackle this situation and eventually make the most out of these differences is missing.
The law governing RPO formation is divided into three categories, namely Act, Rules and By-laws. The Act is passed by government and sets out the framework upon which the RPOs will function. The Rules are details worked out by the implementing or regulating ministry, in form of statutory instruments. By-laws help to explain and guide the day-to-day operations of the RPO. 
Prior to registration, the group submits an application signed by a specified number of members to relevant authorities (registrar of companies or cooperatives or community development officer). This is accompanied by resolutions (and constitution or bye-law or articles and memorandum of understanding) made by the potential members accepting to form an RPO. On registering the RPO is obliged to call members to start conducting business including the future.
1.5.2. History of the political representation of farmers

The Cooperative movement has played a substantial role in the way farmer organisations have evolved in Uganda. Through its wide-spread network, cooperatives have become one of the major participants in factor and product markets in rural areas, reaching most of the villages with people experienced in trading with farmers. During the 1970s and early 1980s, the role and activities performed by cooperatives were mostly government-controlled and supervised and in consequence, acted as an extension of the respective ministries. They performed roles as agents for state marketing organisations within heavily regulated markets, in which cooperatives had monopoly power in primary markets of main export commodities. Following the economic, social and institutional turmoil of that period, the current government promoted, since 1987 a revision of the Cooperatives Law and substantial changes were introduced through a new legal framework constructed upon participatory consultation that included grass-root organisations. The resulting new Law of 1991 brought in more rigorous financial requirements and owner responsibilities as well as better coordination between the government and the apex organisation, the Uganda Cooperative Alliance.

In addition, economic policy reforms in terms of market liberalization have also had substantial effects on cooperatives performance. For instance, the liberalization of domestic and export marketing of certain commodities, the abolition of administered prices and the removal of heavy taxes levied on certain export products have had a positive impact on cooperative development. The enhancement of the participation of other private-sector organisations has challenged the traditional advantageous position of cooperatives and has induced them to become more aware of their members’ interest and objectives. In this sense, adjustments in legal framework have made an effort to facilitate this transition.

However, despite of these substantial reforms, and according with some studies carried out on cooperative development (and other civil society organisations), one of the key issues to be overcome has to do with the actual involvement and participation of members (particularly farmers) in prioritising, planning and monitoring of the various activities undertaken by their cooperatives. This aspect is of the utmost importance and the capacity of farmers to actively participate in decision-making and efficiently perform control and accountability on their organisations needs to be increased if cooperatives as well as other farmer organisations are to be considered as key actors in local development.
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