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THE EFFECTS OF PRICING AND MARKETING LIBERALISATION 
POLICIES ON UGANDA’S COFFEE INDUSTRY

In 1981, the Government of Uganda adopted 
Adjustment Programmes and has since pursued a 
comprehensive macroeconomic stabilisation and sectoral 
liberalisation policies. Targeting the coffee sub­
sector were institutional reforms and 
policies geared towards achieving extreme efficiency by 
creating more incentives for production, export and 
private investment in the industry. This study set out 
to investigate the effects of the liberalisation policy 
reforms on farmers supply response, participation and 
efficiency of various actors in the industry as well 
competitiveness of coffee production and export.
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CHAPTER I
1.0 INTRODUCTION

1.1 Uganda’s Economy
Ugandantheindominant sectorthei sAgr i cu11u re

90 per cent of exports,forIt accounts overeconomy.
54 per cent of GDP and about 80 per cent of employment.

ofin 1962 Uganda hadthe time of independence oneAt
Africa.Sub-saharanineconomiespromi s ingt he most

itsandf rom textiles,earningsExport copper ,
coffee, tobacconamelyt rad i t i ona1 tea,export crops

resulther imports and stillf i nanceand cotton cou 1 d
surplus(Won1d Bank,into 1988 ;current account

Bibangambah, 1989).

positiveThe trends in economic development that
character ised the 1960s adverse ly reversed whenwere
the mi 1i tary took po1i t i ca1 in 1971 . Theover power
declaration of t he economic with its amb i t i ouswar
programme of putting the entire economy in the hands of
Ugandans led to nationalising of 60 percent of theover
enterprises owned by foreigners who had managerial and
technical skills. Notably t he expu1s ion of As i ans
resu1 ted into drastic capital flight that spelied out

shocks that severely affected
agr i cu11 ure, industry and the services sectors.

serious internal economic



2

policieseconomicpursued ineptGovernmentFurther,
like persistent borrowing from the central bank, over­
taxation of the agricultural sector by administratively

tradi t ional exportforpricesproducer1 owfixing
exchangef ixedandoverva1uedmaintaining ancrops,

External shocks likeand direct export taxation.rate,
the economic embargoofthe oil carte Is the 1970s , on

of t radeworseningUganda’s theand termsexport s
the developedinof finished goodsbetween producers

commod i t iesagriculturalof pr imarythoseworld and
during thesituation. Besides,further aggravated t he

Uganda’sofmuch phys i cal inf rastructure1970s was
inflat iondes t royed, abou tby 74 centrose per per
pricesand of increased fourgoodsannum, consumer

times faster t han of agricultural products.those By
1980 producer prices of agri cultural 10exports were
per cent of their 1970 levels in real terms while those
of agr i cu1tura1non-cont ro11ed products on 1 y 15were

lower t hancent their 1970 1 eve 1s.per B1 ack
marketeering and informa 1 border trade (smuggling) of
both and agriculturalconsumer especial lyexports
coffee ensued. add i t i on,I n farmers shifted their

from agriculturalresources exports to non-cont ro1 led
agricultural commodities 1 ike bananas, beans and maize

others whoseamong prices t rad i t iona 11ywere
liberalised to be determined by market forces.

ss

!

J
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Production of export crops sharply declined from 253000

23000476000 bales to 22000 bales,to 140000 tons,tons
1500 tons and 5000 to 400 tons respectively for

thebetweent obaccoand yearscoffee, teacotton,
shiftthe1 eve 1,the1980/81 .1969/70 and At macro

t hethat Governmentto home goods meantfrom exports
base could no longer sustain imports.revenue

Macroeconomic Reforms and Rehabilitation1.1.1
Government in the mid­In order to salvage the economy,

(ERP)initiated t he Economic1981 ProgrammeRecovery
to stabilise theas

and restore economic growth through fiscal andeconomy
restraint, exchange deva 1uat ion,monetary t raderate

liberalisation and price decontrol.
The however, adversely affected by theprogramme was ,
civil of 1980-85. Coffee product ion andwar

fromprocurement major growing i n central andareas
western Uganda was severely affected. Also the flow of
funds from external had heavily declined. Thesources
NRM Government which took office i n 1986, re 1aunched
the i n May 1987 withprogramme specific short anda
medium deve1 opmen tterm s t rat egy of revi taiising
production of export crops by enhancing incent ives to
farmers.

supported by IMF and World Bank so

tons to
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1.2 The Coffee Sub-Sector
commercia 1ofUganda var i et i esproduces coffeetwo

canephora) andimportance; (CoffeaRobust a coffee
i sf ormerarabica). TheArabi ca (Coffeacoffee

inwi 1 dind igenous stillandUganda someto grows
of the country.forests in Central and Western parts

f avouredhadnon-Af r icansEar ly planters who were
present day Malawi butArabica brought f rom the were

low altitudes andfailed by pest and disease attacks at
Robus t a.byrep 1aced1920 much of it hadby been

Uganda’s world share of coffee exports stands at 15 per
forrespect ivelyand0.3 4 centcent , cent perper
forRobustaArab i ca overal1.Robusta, and account s

cent of Uganda’s occupiesitexports andabout 94 per
total 233600 hectares that both204900 hectares of the

occupy(UCDA, 1993) . Robusta product ion i scoffees
in the 1 ake crescent region t heconcentrated nor t hto
lake victoria (see fig.l) andand west of is sun-dried

Arabica coffee on the other hand isand dry processed.
the ofs lopes E1 gon inlarge ly t hemoun tgrown on

o f Mba 1 e anddistricts Kapchorwa where it i s wet
processed and prepared processed mild Arabicas

(Wugars). is also grown in scattered11 locat ions in
and Uganda wherenorth west western it undergoes dry

processing to produce dry Uganda Arabica(Drugans ) .

as we t
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sma11 ho Iderent ire lybasedi sindustryThe on
standsis in mixedproduction of which 80 per cent

f amilyreliesheavilyandwith bananasoften on
Estate production in which Asians had taken an1abour.

active role is now negligible.

adverselycrises Uganda underwentThe economic that
affected industry. Coffee procurementthe reached a
peak at the beginning of the when1970s t he average
vo1ume between 1968/69 to 1974/75 tons(3.2194000was

bags).million During 1982/83 1985/86to average
purchases t ons(2.48149000 million bags).were
Procurement cont inued decline (2.01120755to to tons
million bags) in 1992/93 presumably due to depletion of
virtual ly all coffee stocks and result o fas a
de c1i n ing yields due t he factto that majority ofa
Uganda’s coffee havetrees out 1ived their economi c
life which lies between 35 and 70 years. The decli ne
i n coffee supp1y resulted into overcapaci ty in
processing. Uganda’s total capac i ty utilisation

about 35average bypercent the 1989/90 coffee
season.(see table 1)

I

i-

J
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: Processing Factories, Hullers and CapacityTable 1

1988-89Util isat ion,

Hu 11 ers (N°)Factory (N°) Capacity Ut i 1 .(%)Zone

35463Central 244
347049Western
444514Eastern
35578National Total 307

World Bank Report on Agriculture, 1993Source:

add i t i on, despi te soil climaticfavourab1e andI n
cond i t i ons actual Robusta yields do exceed 600not
kg/Ha of clean coffee, which is 75 to 80 percent of the
expected yields with low input usage. Arabica yields

the other hand about 450 Kg/Ha which is 60are
75to expectedpercent under reasonab1e sma11 ho 1der

management.

1.2.1 Coffee Marketing and Pricing
Pr ior 1958 Af r i canto coffee farmers had exclus ively
been a 1 located function of coffeea growing with
processing and overseas marketing earmarked for Asians
and the British respectively. Before the establishment

are on
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of a Coffee Marketing Board(CMB), coffee was being sold

Robust aKampala and Nairobi forby public auction at
and Arabica respectively by both private exporters and

1964 was given theup incooperative Unions. setCMB,
imposeandexport monopoly of dry processed coffee to

coffee. Farmersprocessedcont ro 1 s we t wereover
their coffee at Government determinedrequired to sell

ofthethanoften 1 ower cos twhichprices were
dur ingbenef i thenceproduct ion and wou 1 d not even
turnedcoffee pricesbooms of internat ional CMB was

fiscal for generating Governmentinto a agent revenue.
f armers’ 60of world priceFor example share the was

and respect ive1y for and20 1971cent centper per
1977 . Also in 1984/85 fiscal year coffee export tax as

share of t he budge t 65recurrent cent .a was per
Coffee, however, still remained the main export
production incentives were declining largely due to the
co 1 lapse of other and because coffeeexports not
export s the increase. 1970 , itwere I n accountedon
for 50 of Uganda’scentper and during t heexports
period of political instabi1i ty and macroeconomi c
uncertainty ( 1985-87 ) its share 95to cent .rose per
Coffee product ion i s predominantly Robusta that can
endure long periods of poor husbandry once established.
And it i smoreover, perenn ia1 that facesa 1 owcrop

i

-I

even as
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familyrelyingheavilyproduction costs, onmarginal

subs istencemajorwithassociationin1abour, grown

1.2.2 The Coffee Sub-sector Reforms and Liberalisation
theinitiatedcoffee1990/91i nGovernment season

It includedsectoral policy for institutional reforms.
ofrestructuringliberalisation,tradeothersamong

rehabilitation of cooperative Unions,marketing boards,
research andagr i cu1tura 1s t rengthen ing ofand

policy ofex tens ion enhancet o Governmentso as
replacing withthe existing clonalRobusta trees
coffee and adopt ion of improved practices by Arabica
farmers. The CMB Act repealed and subsequently CMBwas

t rans f ormed into limited andcompany-CMBLwas a
Government permitted compet i t ion with in t heCMBL
coffee market.export 1 argeFour cooperative unions
namely Masaka, Bugisu, Banyanko1e Kweterana and Busoga
entered t he trade. The fore ign exchange system was
liberalised i n June 1990 that could gainexportersso

to realisticaccess market pricea for their fore ign
exchange earnings and become compet i t ive inmore
internalional markets. In July 1991, t he regulatory
funct ions of CMB shiftedwere Ugandato Coffee
Development Authority(UCDA), two additional cooperative

crops and with a simple processing procedure.



10
al lowed tofirms wereeight private engageunions and

in the export trade.
o f Ugandain 1991announcedpriceGovernmentThe

andRobustakilogramme for470andSh i11i ngs 210 per
Arabica coffee respectively were roughly equal to their
marginal production costs.

completelypr i cef arm-gateproducercoffeeThe was
solely determined bybeliberalised i n March 1992 to

forces. S ince December 1993,market exporters were
ofeffectivea 11 owed t he cos tt o most meansuse

transport thereby breaking Uganda Railway’s monopoly.

The wh i ch major cont r ibu tort axexport t owas a
Government revenue accounting for 30 percent in 1982/83
and 67 in 1985/86 was finally removed in June
1992 increase producer incent ivesto andso as as a
react ion the declining price performance of coffeeto
on the world market. Also, the implicit taxation of 15

20t o formerly imposedpercent t he i ndus t ryon as a
result of the condition by exporters to exchange their
proceeds at the official exchange eliminatedrate was
when t he foreign exchange marke t 1 iberalised andwas
exporters a 11 owed exchanget o their proceeds t heat
bureau exchange i nrate September 1992. Government

I

per cent
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indicat ivefunction of announcingtheonly maintained

minimum prices.

1.3 Statement of the Problem
place theinliberalisation policy frameworkWith the

as processingadministration of producer prices as well
been discontinued. Exportand marketing margins has

foreignexchanged bureaubeproceeds atnowcan
the mostexchange rates, exporters were

margins receivedcompetitive export channel and route,
at different stages in marketing are no longer fixed by

private f i rms and cooperat ive UnionsGovernment, can
i n trade and producer prices marke texportengage are

determined. E1iminat ion of the marketing monopoly and
policyGovernment induced distort ions i s expected to

intoresu 11 positive f rom f armers, privateresponse
firms and cooperative Unions.

1.4 Significance of the Study
Despite its present poor price performance on the world
market and t he current diversification policy on non-
tradi t ional agricultural (NTAE), coffeeexports still
remains Uganda’s dominant export currently contributing
64 cent toper export proceeds and i s expected to
maintain this position for the decadenext or so.

!

allowed to use
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CoffeeInternalionalof t heco 1 I apsetheAfter

Uganda’s ofchances1989,Agreement(ICA) Julyin
f rom coffeeearningsexchangeforeignincreasing

exports heavily rely on increasing its output, quality
and competitiveness.

liberalisation policiesspecific meant toSector are
improve the dividends received by the different players
invo1ved in coffee product ion, process ing and
marke ting. add i t i on compet itiveness ofI n export
Uganda’s coffee depends product ion and market ingon

sector and economy-wide policies.costs,

Price reforms targeted enhance efficiencytoare at
d i f ferent i n coffees t ages product ion and marketing.
There is therefore need to examine the effects of the
1iberalisat ion po1i c i es the farmer’s supplyon

participation and efficiency ofresponse, the private
andsector the cooperat i ve i n the marketingmovement

I and processing of coffee. In order to assess potential
for sustained promot ion,export analys is of i ts
competitiveness from the producer’s and exporter’s view
points were deemed necessary.
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1.5 Objectives of the Study

invest igatestudy isobjective of the toovera11The
ofand remova1of prices1iberalisat iont hewhether

marginsprocess ing hasandi n market ingdistort ions
prof itability, andviability,the exportaffected

Uganda’s coffee and has providedofcompe t i t i veness
to stimulate coffee production and exports.incent ives

to empirically f armerstheassess
supp1y examine part icipat ionthe andresponse,
ef f iciency of the private and the cooperativesector
Unions in marketing and processing of coffee, determine
the relative profitability of coffee vis-a-vis its
competing crops at its export
competitiveness.

1.5.1 Specific Objectives
i) to examine the farmer’s supply in lightresponse

of the liberalisation policies,
ii) to examine t he part icipat ion and ef f i c i ency o f

private f i rms and cooperat ive Unions in t he
processing and marketing of coffee result of
liberalisation policies,

beans and maize,
coffee with respect 

to competing crops namely Matooke,

iii) to determine the impact of liberalisation policies 
on farm-level profitability of

the farm-level and assess

This study sets out

as a
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to examine the impact of liberalisation on exportiv)

prof it ability) of(privatecompet i t iveness
Uganda’s coffee.

1.6 Hypotheses Tested
The null hypotheses tested are:

thepos i t ivelyrespondwi 11 toi) f armers not
incent iveimproved product ion structure aas

result of liberalisation,
coffeeii) in theremova1 of price distort ions

improve its farm-level relativei ndus try will not
prof i tab i1i ty with its compet ingtorespect
crops,

iii) removal of margin distortions in the industry will
make coffeenot product ion and t r ade more

compet i t ive prof i t ab1e.and Cooperat i ve un i ons
and the private f i rms will therefore improvenot
their efficiency and increase their participation
in domestic and external trade,

iv) the 1 iberalisat ion po1i c i es that have been
implemented wi 1 1 leadno t reduct ionto in
distort ions and hence the compet itivenessexport
of coffee will not be enhanced.

I
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foil owingt hebyguidedalsostudyThis was

assumpt ions.
rational profit maximisers whoCoffee farmers area.

react to price increases by increasing output,
improvedinformat ion aboutsuff icienti sThereb.
industrycoffeeinopportunit ies theinvestment

that is capable of attracting more of the private
sector in coffee domestic and export t rade,
A11 hough coffee prices necessarilynotmay movec.
faster than those of competing crops the perennial
nature of the crop and i t s low input demand makes
coffee production attractive than i t s annualmore
competing crops based on profitability,

d . Removal of the
would make coffee exports become competitive.

i

fixed and overvalued exchange rate



CHAPTER II
LITERATURE REVIEW2.0

Agricultural Development
and farm output pricesneedsFarmers’ aresubsistence

theirofallocationinf actorsdecision scarcekey
Withproduction technology.choice ofandresources

Playpricesrelativecash antorespect crops ,
cashallocat ion ofinroleimportant amongresources
andgoodsactivities, homeearningother cashcrops,

1965) . in mostleisure (Dean, Being a dominant sector
i

agriculture beeneconomies, hasdevelopingo f the
intervent ionforms o fsubjected various Governmentto

fori n mob i 1 i sat ion oforder t o ensure resources
industrialization which i s often ident i f ied theas1;

engine of growth. prices generallyFarm output are
recogni sed having three main funct ions in theas
economi c al locate f armsystem; to toresources,
distribute incomes and retardt o encourage or
i nves tmen t and capital format ion in agriculture
(Mellor, 1968; Makonnen, 1990; Ellis, 1992; ) . These
functions are described t he s i gna1s, incentives andas
instruments for the allocation of resources and incomes
(Streeten, 1987 p. 11 as ci ted in Ellis, 1992 p.67 ) .

T

■

2.1 The Role of Pricing and Marketing Policies in
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to achieve twooften targetedThe marketing policy is

betweensignalspriceoftransmiss iongoals;major
transmiss ionthe physicaland producers andconsumers

from points of production to pointsof the commodities
of purchase.

startedcoun trieswhenmid-1980sBefore the many
majortheadjustmentadopting structural programmes;

intervent ionmarketingofobjectives Government were
f armers andbeing presented protectt o consumersas ;

f armer’s incomes,to stabilisefrom parasitic t raders,
product ion andincrease agr i cu11 ura1 promotet o

for indus tries,produce raw materials localexports, t o
minimumimprove quali ty and s t andards andt o to

increase (Bibangambah( 1989),Government revenue
Makonnen(1990), Ellis( 1992) .and According to
Bibangambah (1989), in Uganda the original objectives

of protect ing farmers from price f1uctuat ions and
stabilising incomes lost when market ing boardswere
increasingly became revenue collecting agencies for the
Government. The same observations were made by Oyejide
( 1986).

The tendencies by Governments of developing countries

t o neglect t he agr i cu1tura 1 throughsector direct
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result of suppressing producer prices and

economy-wideindustry and otherthrough protection to
and e tbypointed Kruegerbeen outhavepolicies

ad ( 1988 ) .

Bugisu( 1989) , al thoughBibangambahAccord i ng to
coffee f rowd i rect lycou 1 d exportunioncooperat ive

further processing and sorting,factory withoutMba 1 e
overseas marketing became

giving CMB the coffeethe CMB Act was amended in 1969
export monopoly.

of stimulatingThe import ance price po 1 icy i n
product ion and speeding up rehabilitation and recovery
was recognised in Uganda in 1983 when the Agricultural
Policy Committee (APC) to get prices right

to provide incentives to producers and processorsso as
of export (AgSec; Bank of Uganda, 1987) . Priorcrops
to the liberalisation of producer prices the following
factors considered important for determination ofwere
admin is tered prices by ofAPC t he agricu1tural
secretariat: of production,cos t ofterms t rade, crop
par i ty, prices and internalionalconsumer price
approaches . Since the export price is the shadow price
of exports, the international price approach used to be

a responsibility of CMB when

effects as a

was set up
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The cost plus approachthe starting point for pricing.

share of producers,estimate thefollow towould then
factorsOther price determiningand CMB.processors
livingofcostintercrop parity,of trade,like terms

taxation policy would then be consideredand Government
statedThey alsofor the price mechanism(Agsec 1985)

appropr iatef armer’s view pointthef rom orthat an
incentive producer price is one that results into sales

ofexceedswhich coststhat generate revenue
which yields profit margin that isproduct ion, oneor

adequate to support family needs and induce adoption of

that exceedswh i ch profittechno 1ogy yieldsornew
levels of profit earned from competing commodities.

The importance of an optimal pricing policy through an
eff icient marketing system taxat ion reformand as a

of strengthening t he of devaluat ionro 1 e inmeans
stimulating exports recognised by ofBankAgSec;was
Uganda (1987), Ssemogerere (1990), Government of Uganda
(1993) and World Bank (1993).

2.2 Farm Supply Response, Pricing and Marketing
Policies
Dominanti cont empora 11yamong policy instruments for
agricultural in developingprogrammes count r i es are

i
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t heinf luenceusedbasically topoliciesprice

The effectivenessby farmers.allocation of resources
inproduction depends on changesof price policies on

goodprices.in Achangesthat tooutput accrue
forunderstanding of economic theory is

attempt to generate plausible econometric empiricalany
Jones andcited inHeady and Dillon, 1972 asresults.

Mutuuraf1989) stated that economic theory suggests that
the planting decision of a farmer is based on the price

the price expected for substituteexpected for output,
of product ion, ava i1ab1eof f actorsthe costcrops,

o fand the riskiness the enterprise.resources
Further , neoclassical microeconomic theory assumes that
farmers ’ functions andare
that their input demand functions homogeneous ofare
degree i n prices. And that these cond i t i onszero

thatsuggest speci f ied functionsupp1y shouldany
commod i ty pr i ces in realexpress terms. supplyI n
mode 1 s , of (quant i tyresponse supp1ya measure

supplied, under planting, area harvested)acres i sor
generally specified a funct ion of own-pr i ce, relatedas
product prices and non-pr ice supply shift variables
such weather and techno 1ogy.as Mel lor (1968) and
Maitha (1970) cautioned the a dependent
variable i n the cropcase largea

L

■

in question occupies
area as

a prerequisite

homogeneous of degree one

use of
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since1 andsupply of responsef armer’st heofbu 1 k

Secondlylimited.will bein acreagethrough changes
improvingofoptiontheexplorewi 11producers

ofeffectTheof perennialin crops.husbandry case
determinedi sshifterssupplynon-priceandprice

using elasticities.
(2.1)

thei s constantis the dependent variable, aWhere Q
independentt heand Xintercept Aterm, areor

relating1-P t he exponentsandPvar i ab1es and are
! Then taking logs equation (2.1)variable A and X to Q.

becomes
(2.2)InQ = Ina+plnA + (l-p)lnX

i n1 inear(2.2)is in1 inearEquat ion parame ters or
coefficients and the coefficients directly estimate the

The power coefficients P andshort-run elasticities.
(1-P) directly the proport ional ofimpactrepresent

and variable Q and i s forA cons t an tregressors
all feasible levels of Q and A. Hence referred to as

elasticity Substitutions(CES)cons t an t Mode 1sor
(Gujarat i, 1989 1992)and Ellis, The own-pr ice
elasticity the change i npercentagemeasures output
(quantity supplied under plantingor acres or area
harvested) in to change in priceresponse one percent
of the product. Cross-price elasticities the otheron

Mathematically if Q = aAfiX^

X on
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supplyinchanget he percentage as ahand measure

result of one percent change in the price of substitute
agricultural supply responseConsidering thatcrops.

ofnumberbe spreadvari ab 1 ecausal aovermayto a
intime periods,

Dynamicestimation of the supply function.the direct
supply adjustment throughintot akes accountanalysis

both andspeedaf feet ingf actorsand othertime
Shida and(Neriove, 1958;adjustmentofmagnitude

1991 ) .Tweeten,

the supply function can be expressedConceptually, as :
f (Po, Tech., Policy weather,Pc, COP, var . ,

adjust) (2.3)
where Quantity of output produced in time t

Own-price of outputPo
Price of competing cropPc

COP Vector of input prices
Tech. Technology trend often captured by

time trend
Adjust. = adjustment representing time lag
between price and supply changes.
Po1i cy Var. = Government policy

Qt

the dynamics of supply are considered
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supp1yof theder ivat ivespartialorderfirstThe

function are expected to be:

time hencetakesadjustment>o <o,or
thanlessshort-run

long run elasticity (LRE).
production is divided intoof coffee, two

ofproport ionand t hePotential product ionparts:
Beingisproduct ion harvested.potential that a

increased i nperennial tree crop,
t he short-run by the farmers decision to improve upon
husbandry and harvesting of the existing coffee plots
rather than increasing area planted. In Uganda coffee
is either intercropped or mixed cropped with food crops
1 i ke bananas, beans, maize others whose pricesamong

with demand and supply conditions and withvary t he
rate of inflation. Price changes in these subs t i tute

that direct 1y withcrops coffee forcompe t e t he
producer ’ s ident ical lead either neglecttoresources
(poor husbandry) o f coffee improvementtrees inor
husbandry hence a decline or raising of coffee marketed

Ifoutput. is t he fraction of neglected plants in
andt , i syear t he extent of better husbandry; and

only dueare to price changes alone unrelated

elasticity (SRE) is expected to be

8Qt/8CoP <o,

8Qt/8 Weather

and n{

>o; 0Qt/0Pc,

bt

aQt/dP0

nt

bt

aQt/a Policy variable <o or >o;

coffee output can be

aQt/a Tech.>o or <o,

In the case
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then when the real producer priceto technology trend,

increases relative to real market prices of substitutes
husbandry is improved and output becomes :

(2.4)

When real producer prices declines relative to the real
poor husbandry results inmarket prices of substitutes,

(2.5)
Since equations (2.4) and (2.5) are mutually exclusive
only of t hem observed inbe tone yearcan
(Ssemogerere, 1990).
Decisions pertaining to potential production related to

i nves tmen t 1ong-run whereas harvest ing i spas t are
short-run. i s11 presumed that both i nves tment and
harvest ing decis ions pr imar i1y determined byare
expected prices.
The Nerlovian supply response model expresses long-run
equilibrium or desired supply

+ b<P + b,U, (2.6)

= the expected price
- the error or random disturbance term

Qt

a decline in output: Qt

Ut

price viz;

Y‘t =

where

= (l~nt)Qt

-1?\ + b2Ut.............................................................

= the long-run equilibrium supply
b0 ’

V’t
p‘t

as a function of expected

(1 + bt)Qt
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2.2.1 Model specification
theofbe tweenexpected responsei slagtimeA

independen tt heinchangetheanddependent variable
psychologicalandtechno logicalvan i ab1e(s) due to
The partialising cost of rapid change.

the assumptionfulfillst hatadjustment model(stock)
to thethat producers are unable to adjust their output

Thechosen.i swithin1 eve 1sdesired seasonone
actual changerelateswhichmode 1adjustmentpart ial

(2.7)= a(Y 0<a< 1 Y,

production last season
coefficient of adjustmenta

desired long-run equilibrium supply
inthat t he changeEquat i on postulates actual

in any given t ime is fraction a of t heoutput t some
desired change for is expectedthat period. betoa

incomplete in 1 .
Simplifying equation (2.7) gives;

+ ( 1-a ) Y (2.8)t-l

Substituting equation (2.6) in equation (2.8) resu 11 s

into; . . (2.9)ut..+ ab2

Yt " ‘t-1 
where: Yt

Yt

Yt

Yt

Yt

Yt-1 

= present production

“Yt-1

+ (l-a)Yt_j

Yt-1

Yt-1

+ ab|Pte

with desired change is specified as follows :

A
(2.7)

+ Yt-1aYt-l

aY*t

one season but to lie between 0 and

inertia and r

“Y‘t

a?t

= ab0
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2.2.1.1 Specifications of Price Expectations
pr icesfutureoff orecas t smaking theiri nProducers

well as current prices due totake into account past as
learn by experience.farmersuncertainty implying that
is the result of theGiven that farmers supply response

naiveimprove husbandry and harvesting,decision at o
thati s chosen. 11price expectations model assumes

prices alone.decis ionstheir currentfarmers base on
anduncertaintyattributes lagsmode 1This to

informat ion,discounting of current
(2.10)

Substituting equation (2.10) into 2.9 forms;
(2.11)

Simplifying equation (2.11)
(2.12)

where Pfl = «b0; P1

The supply equat i on be est imatedto theexpresses
expected non-observab1e price and i n ofoutput terms
their predetermined values.pas t the short-runOnce

funct ion 2.12 i s estimated, t he coef f icient of

ad j us tmen t , obtained is useda, calculateto

the long-run by A, .

Where 1 = 1-a.

Po
and Pj

+ Vt-I

+ abjUf

= ab2

+ abj

+ PUt

and P|

= abfl

Yt

= abj

elasticities by diving Pq

Yt

from Yt l

= Pt-1

+ (l-a)YH

thus Pet

+ Pt-1

+ 31pt-l
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ofthe effectsconducted onhave beenSeveral studies
f armers’ outputpolicieseconomy-wideand onsector

( 1970) ,Mai thawh i chofexamp les are;response
andBo nd ( 1 98 3 ) , Och ieng( 1974) ,A1i bar uho

(1989), SsemogerereSsemogerere(1986), Binswanger
Ngategi ze( 1993 ).andOt im(1993) and( 1990) , Ot im

empirical evidencei s1iterature therethatBasing on
ofsupplydomes t i cinrespons ivef armersthat are

prices.producer Ssemogerereinchangesoutput t o
in theis price inelastic(1990), reported that coffee

reported inelasticOtim (1993)Similarly,shor t-run.
short-run andin thebothprice by farmersresponse

Ma i t ha (1970),long-run.
i n t hein coffee as being 0.5 in and 1 . 1the short-run

long-run. elasticitiesShor t-run and long-run in
f rom 0.02 0.5 and andcotton 0.07 0.63torange

respectively(Alibaruho(1974).

The i s low and conservative in t he short - runresponse
and expanding in the 1ong-run. This i sgoes on
expected since farmers lag their response i n order to;
s tudy t he persistence of t he policy environment, to
allow for adjustment const raints imposedto by
techno 1ogy, weather, and 1 i ke
i npu t supp 1 y and servicessupport and overa11

institutional rigidities

reported own-price elasticity
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1990; Vanegas,1989; Ssemogerere,caution(Binswanger,

1991 ) .1990 and Shida and Tweeten,
lag econometricstudies citedof the one-yearIn most

pr i ce-supp1yexamining theinbeen usedhavemode 1s
behaviour.f armers’ economicreflectrelationships to

i scondi t ionseconomi cFarmers’ t oresponse
peaks afterperiod thatshowhypothes ised to onea

1989)year(Jones and Mutuura,

Private and Social2.3 Policy Distortions,
Prof itability
The marketing of coffee involves primary procurement,

■

rough hulling, secondary process ing, sorting and
market ing. activitiesThese cur tai led whenwere crop
finance credit to cooperative unions hit Banksa snag.
became reluctant ava i 1 t heto loans when Government
withdrew its guarantee. Alternative liquidity sources
f rom the private and recognitionsector of stocks as
credit col lateral cou 1 d mitigate t he (UCDA,problem
1991) . Imp1 ement at ion of 1 iberalisat ion po1i c i es i s
geared t o reduce distort ions i n t he i ndus try. The
effects of inefficient po1i c i es that leads to
misallocation of we 1 1resources those po1i c iesas as
enacted to improve efficiency be determined bycan a
Policy Analysis Matrix (PAM). PAM i s a product of two

I

X
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defines profitability as theaccounting identities; one
othert heand costsbetweendifference revenues

(distort ingd i vergencesofeffectst hemeasures
betweenpolicies and market failures) as

private,consideringbyt akenobserved parameters
actual or market prices and parameters that would exist

cons ider ingderived byof distort ionsabsencethein
social prices.
Inputs and outputs are classified as:

domestic factors)Primary factors(non-tradab1esi) or
1 abour, capi taiI i ke 1 and , and thatwater are

normally not traded internationally.
ii) Tradables: Defined goods that tradedas are or

potent ially traded internationally. Private
prof i t ab i1i ty i s examined using product ion
(technical) coefficients at market prices.

Private prices thus incorporate the underlying economic
and valuations pluscost s ef f ects of all policies and

market failures . Social profitabi1i ty(comparat ive
advantage economic efficiency) i s determined usingor
economic prices that reflect scarcity values socialor
opportuni ty cos t s and generated by e1iminat ing al I
taxes, subs id ies, and other exchange andrate
commercial policy distortions (Monke and Pearson, 1989

J

NAD1C
•13 APD 1995

PO J98
A

a difference
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Distortions in both factor1993) .and Kapaliswa et a 1 ,

and output prices are adjusted by social prices.

Efficiency and profitability at the macro level can be
(PAM).of Policy Analysis Matrixdetermined by use a

the effecti s technique used oftesttoPAM a
macrolevel and sector-specific policies on a commodity

PAM is divided into three columns(see table 3)sys t em.
for foranother and t he other forcos t sone revenues

prof its. divided intoCosts t radab1e inputs andare
domes tic factors. Non-1 raded, intermediate or
compos i t e inputs 1 i ke fertiliser, t ransportat ion and
fuel divided into their tradable and domes ticare
factor components.
prices equal theirt o opportuni ty value.cost
Tradables valued their worldat priceare equ i valent
viz import parity and export parity prices.

Primary factors are assigned social
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PAM adapted from Pearson

Cost s

Prof itsRevenues

Net Private Profitability (NPP): D = A-B-C
Net Social Profitability (NSP): H = E-F-G
Domestic Resource Cost (social): = G/E-F
Index of competitiveness:

A/B+C or A-B-C

Nominal Protection Coefficient (NPC) = A/E
Effective Protection Coefficient (EPC) = A-B/E-F
Divergences: divergenceAny be tween t he observed
private and t he estimated social (efficiency) pr ice
must be explained by effects of policy existence ofor
market fai lures. Social prices correct for effects of
distorting policies.

■ ■

A 
E
I

Tradab1e 
inputs

B
F
J

Domest ic 
f actors

C
G
K

D
H
L

Table 2: An example of the 
and Monke, 1988

Private prices
Social prices
Divergence

DRCSccial

<DRCprivatJ = C/A'B
Net Financial Benefit ratio: (NFB)
Net Policy Effect (NPE): L = D-H = 1-J-K
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2.3.1 The DRC Approach

ofindicatorsquant i tat iveapproach generatesThis
produceusing domestic toofef f iciency aresources

the possibilities ofgiven commodity measured against
cost ratio(RCR) oftenThe DRC andt rade. areresource

is calculatedused interchangeably although the latter
the ratio between total opportunity costs of primaryas

factors and value added to tradables.

2.3.2 Measures of Private Profitability
indicators common 1yThere used determinetwo toare

export competitiveness I ndex of competitiveness and
Net Financial Benefit.

2.3.2.1 Index of competitiveness
The DRC at market prices i s used to measure financial
competitive advantage of tradables.

the ratio betweenexporter the actual f inancia1
incurredcost for and theexport actual f inancialan

benefit realised determines the comparative advantage
of a commodity. For this measure market prices are not
corrected for distortions and if DRC is less than one 1
then the commod i ty i s financially(privately)
competitive to export.

To an
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2.3.2.2 Net Financial Benefit (NFB)

profitability off inancialtheshows anThis measure
d i f f erence betweent heest imatedis11export. as

marketof exportrealisable export price and atcost
can also beThe measureprices both in local currency.

ratio between benefits and costs.

2.3.3 Measures of Economic Efficiency
usual 1y determinedef f iciency i s using theEconomi c

Resource Cost(DRC)Domes t i cindicators;fol lowing and
Net Social Profitability.

prices i ssocial used to calculate the domesticDRC at
currency cost of earning or saving one unit of foreign
exchange. the domestic costs11 incurred formeasures
a unit of foreign exchange earned from export savedor
from import substitution. ofI n RCR both t hecase
domestic factor costs and trade gains expressed inare
local A production activity has comparativecurrency.
advantage when DRC ratio is less than 1
Net Social Profitability (NSP) the other hand i son
calculated hectare bas i s.on isa per It the
difference between andgross totalrevenues costs
expressed in economic prices. production activityA
has comparat ive advantage when i sNSP t hangreater
zero.

II ;• 1

estimated as a
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2.3.4 Measure of Policy Distortions and Economic

Incent i ves
of Government policies influence economicA wide range

effectsThesein agricultural production.incent ives
measured by using nominal and effective protectionare

indicators (Gonzales et a 1 1993).coefficients as

2.3.4.1 Nominal Protection Coefficients (NPC)

which thecoef f icients show t he byThese amoun t
domestic price of deviates from itstradable outputa

price. Wit hou t intervent ionborder theGovernment
domes tic pricesproducer closelyexpected betoare
related to the border prices. NPC values less than one
imply taxat ion while t hose than signifygreater one
protection to a production activity.

2.3.4.2 Effective Protection Coefficients (EPC)

The coef f icients t he effect of bothnetmeasure
sectoral and economy wide effects on the value added of
an agricultural product. i s11 ofa summary measure
incent ives dis incent i vesor caused by Government
policies and market distortions i n both andoutput
input markets.
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Values for EPC greater than one signify protection to a

thanlessvalues oneproduction activity whereas EPC
production activity.

F
2.3.4.3 Net Policy Effect (NPE)

shows the difference between NPP and NSP.This measure
taxat ionimplicitindicatevalues onNegat ive

indicate implicitvaluesproduction activity, positive
i spolicy. NPEneut ra1showssubsidisation and zero

changes in yields through theirandaffected by taxes
effects on NPP.

policyof profitability andest imat ionEmp i r i ca1
distortions by use of policy analysis matrix has been

(1992); (1993);done by andBa 1ayo and Fak iHassan
Kapaliswa and others (1993).

According to Bank of Uganda (1990), its important to
distinguish between t he compet i t ivenessterms export
and comparative advantage. Such that t he latter i s
restricted to financial analysis.
The compet i t i veness of t radab1e activity, f roma an

exporter’s view point, depends on t he financial gains
f rom t radab1e activity. Unlessa it i s f inane i ally

commodity is no ta compet i t ive t o export.Prof i table

I
K

imply implicit taxation on a
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in knowing the financialinteresteda IsoExporters are
cost incur to earn

1990 ).Uganda,

comparat ivehavingdespitethatreportedalsoThey
advantage most agricultural commodities

policy intervention whichof Governmentformsvarious
d is incent iveincent ivestheir or

that with the officialAndfor production or export.
coffeeexisted, Robustathat notexchange rate was

to export while Arabica was onlyfinancially profitable

marginally profitable.

2.4 Competitiveness of Enterprises at Farm-level
Private profitability is used by farmers and

al ternat ive plans ava i1ab1ecompare them forto
exp 1 or i ng theira t private pricesresources
(Kapaliswa et a 1 1993). Enterprise budgets obtained by
making reference to input and output prices are used to
calculate Net returns per unit area which is the result
of deducting total fromcosts unitgross revenue per
area. Gross margins calculated by deducting f romare
gross allrevenue variable inputs that involve actual
cash payment s.

ultimately determine

a unit of foreign exchange (Bank of

to assess

are subject to
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Theoretical production(i) Average production

Theoretical productionii) Annual production
Theoretical production(iii) Peak production

Average production Peak production( iv)
product ion i sTheore t i ca1 equivalent installedto

capacity which is equal to the number of hullers times
the hourly capacity of each huller. They also reported

i n Uganda there basicallythat oftwo typesare
Africahu1 1 ers ; 1 and Pau 1 Kaack with installed

capac i ty of 0.5 metric hour .tons Cons i der i ngper an
e i gh t-hou r working day, 5 0 utilisationpercent and
working single shift for 200 daysa theirper annum
annual capacity is 400 metric tonnes.

■F

N°



CHAPTER III

METHODOLOGY AND APPROACHES TO THE STUDY3.0
The Coffee Supply Functions3.1

3.1.1 Data Types
funct ionscoffee supplytheest imateused toData
f igures,yieldproduct ion andannualof;cons i s t ed

coffee producerrural market prices of competing crops,
Index(CPI)Pr iceandrates Consumerprices, wage

series.

3.1.2 Data Sources
The Ministry of Agriculture(Planning Division) t hewas
major of concern i ng yielddata prices.andsource
Other prepared by the Bank ofreportssources were
Uganda Agricultural Secretariat and t he Ministry of

Finance and Economic Planning particularly the one on
Coffee Marketing and Organisation and several issues of
Background to the Budget.

3.1.3 Data Adjustments and Estimation Procedures
The study covered the period from 1970 1993 .to Due to
data 1imi t at ions coffee product ion,on procurement
figures were used to represent farm production.
The nomina1 price series tti n i n
use Prior to t he reform ofcurrency 1987 were

old Uganda shillings"
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byinstandardised into new Uganda shillings usenow
useddemonetisation factorthedividing them by 100

Nominal price series were then deflatedin the reform.
priceincomelowKampa1 at he consumerusing group

consumpt ionpopulat ionruralwh i ch representsindex
supplycoffeeofEst imates t heexpend i t ure.
usingmadesupply equationthecoef f icients in were

Squares(OLS) regressionmultipleOrdinary Least

elasticities with theest imat ingtechnique by
of package.assistance SPSS Outputcompute r was

of f arm supp1y. Short-runspecified as a measure

anticipated hence length ofsupply response lagwas a
used . Serial correlation which i s common

with time series data and detected by using the Durbin
h-stat ist i c corrected for by t he Prais-Winstenwas
iterative technique.

Unlike the coffeerecent supply response studies, in
particular the by Otim and Ngategize(1993), whichone
used dummy var iable isolatea to t he ef f ects of
Structural Adjustment Programmes the industry; thison
study extended bywas the of dummyextrause an
variable(D2) to the effectscapture the liberalisation

policies the coffee industry in force sinceon 1991 .

I

f -vs

one year was
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1 eas t two yearsGiven that coffee takes atseparately.
considering the periodandfruitbearandmatureto

supplyexisted,liberalisation policies have response
offrom reallocationresu1texpected to resourceswas

a 1 readyof theharvest ingandhusbandrybetterinto
existingexpand ingt hanratherplantationsexisting
by(area) and/or es tab 1ishingplots newnew ones

i sthatCons ider ing short-termplant ings . response
ofinof improvementexpected be resultt o usea

of a 1 ready existingproduct ion i npu t s and management
coffee plantations, decision increasethat the t o

i s 1 ong-term i nves tmen t plan and thatacreage a
Uganda’s coffee has rema i ned lessacreage more or
stagnant the of supp1yover years; a measure was
specified as quantity supplied in a particular year.

Since coffee product ion i s of biologicalseta
i nprocesses wh i ch growt h i s expected formt o

exponent ial and eye 1i ca1 and yieldoutputcurves;
funct ions spec i f ied i n 1 og-1 inearwere f orms i n order

were divided into output and yield
functions and had the following forms:

of linear regression in the analysis.
The supply functions

Supply functions for Arabica and Robusta were estimated

to cater for use
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Coffee Output Supply FunctionsThe3.1.4

+ p5o2 ++ PjLnDjPg +P[lnQi()+ P2lnP0= 00 +LnQ

(3.1)p8 InDjPo + Ui 1P?D5 ++

Expected

>0>0;

currentwhere

in metric tonsyear
incoffee produced the previous year= Quantity of

metric tons
Real coffee producer price in shillings per metricP0 =

ton lagged by one year
in shillingsprice of competing crops

ton lagged by one year
forPbeans

beans and Psweetp for sweet potatoes)
= The pricing and marketing liberalisation dummy,

1990-1993 (the postfor1
liberalisation period) and 0 otherwise

A dummy variable the effects of t heto capture
civil 1978-79 for 1978-791 t heD] = years
and 0 otherwise

= A dummy var iab1e used the effect ofto capture
= 1 for adjustmentProgrammes

Period(1987-1993) and 0 for the pre-adjustment period

Structural Adjustment

P4. P, 
= quantity of coffee produced in the

^io

0r.

D3 =

..03

D5

signs of coefficients.

P8

D5

P6D3

D2

Qi

Pc

per metric

04mpc

war of

<0; and 05, 07,

that takes on value

(Pc = PMZ for maize,

= Real market

PMatke for matooke,
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The error termU
Robusta or Arabicai

pre-1iberalisat ion, areare02
own-price andshor t-runliberalisation crossdur ing

■

correspond ing 1ong-runTheelasticities.price
are

thecoefficient ofthei sandwhere
lagged dependent variable.

3.1.5 The Coffee Yield Supply Functions
+LnY +++

+ +
(3.2)+ +

> 0,
Y = Yield in metric tons per hectare
Y1 Yield i n metric hectare 1aggedtons per one
year

Real producer price metric lagged byton,per
one year

proxy for all coffee production inputs
Trend 1 inear that takesterm into f actorsaccount
that affect yield t i meover
Other var i ab1es are defined i n the output equation;as

Robusta or Arabica

ui

$
&

1

A j,

AgTrend + A ?

L,

AjLnwages

Pi

(02

+ XjDj

A 1()LnPc

’*3 ’ *5 ’ *10

02/X,

(1-P] )

. ■ .

V--’4’

*0

< 0 and Ag

P^/A and ( P2 + Pj)/A

I
I

a8

*lD.i

P0i

and P^

AgLnDjPg

+ Pj) and P^

+ AjLnYl

elast icit ies

*0LnD5Po

> or

Oj = The error

AjLnPgj

term i

wages = a

< 0
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Competitiveness of Coffee Production at Farm-Level3.2

itsvis-a-viscoffeeofprof i tabi1i tyRelative
marginusingdetermined Grosscompe t i ng wascrops
of thecompet itivenessofind i catoranalysis anas

f armer’s inf orcompe ting resourcesvarious crops
farming system.

3.2.1 Data Types
the Gross margin analysis of coffee andData used for

yield f igures, variableits competing included;crops
input 1 abour producermaterial and hired andcosts,

market prices of coffee andrural t he compe t i ng crops
respectively. In order to have insights about netsome

accruing coffee itsand compe tingt orevenues crops,
the study extended include f ixed and f ami 1ytowas
1abour cos t s .

3.2.2 Data Sources
The major of data t he of productionsource costwere

form various APC reports issued by the
Agricultural secretariat, Bank o f Uganda(BOU).

yield and price figures from
the Ministry of Agriculture.

Er

F-..
' ■

■H-

and farm budgets

I
S- ■

F
I

Supplementary sources were
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1990-93for thedrawnEnterprise budgets yearswere

coffees we 1 1Arabica and Robustaseparately for asas
forthatsubs t i tute compet ethe cropscommonfor

maize and beans.with coffee namely matooke,resources
yield in kilogrammes per hectare was multipliedAverage

pricesrural market obtainproducer tot hewith or

Gross marginhectare. der ivedwasperrevenuegross

■

(3.3)Gross margin = GR VC 
product ofwhere Gross Yield inGR revenue, a

ki logramme hectare and Producer/marke t price i nper
shillings per kilogramme

VariableVC costs which include material inputs and
hired labour costs
Gross margin i s family labour earnedreturn to f roma

and farmer’s incomemanagement. Net was
f ixed and fami ly 1 abour costs

gross margins.

Processing Facilities
Capacity Utilisation

quantity of coffee processed i n hu11ery hasa a
theon unit ofcos t s processing and hence
process i ng.

using the following formula;

capital
obtained by subtracting
from

3.3 Efficiency of Coffee

3.3.1

I? The

•bearing

I'
K.
K . ■ IL •

efficiency in
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3.3.2 Data Types and Sources

used in the calculation of capacity utilisation ofData
generated from field surveysfacilities wasprocess i ng

in Kampala,conductedfactoriesand privateunionon
inc luded;Data col 1ectedand Mukono districts.Luwero

quantity of
duration o fshifts day, eachofnumberper day, per

of in factory,number hu11 ers thehours,inshift
quant i ty ofoperat ing hu11 ers , coffeeof i nnumber

kilogrammes hulled per huller per day and the specified
capaci ty according t he manuf actureshulling i nt o

kilogrammes per hour.

Pu rpos i ve samp ling procedure used with t hewas
assistance of records and personnel from UCDA and Union

Export Services(UNEX), CMBL and Uganda National Coffee

Associat ion(UNCA). Se lect ion of t he factories sampled

consistency of record keeping and duration
of the existing in t he coffeemanagement process ing
business . The study however, restricted drywas , to
process i ng factories located i n Robus t a coffee
producing Capacity utilisation was expressedareas. as
fol lows: Average Product ion Theore t i ca1
Production(both in metric tonnes) .

r-

clean coffee in kilogrammes processed

was based on
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of Domestic Marketing of Coffee3.4 Efficiency

ofindomestic marketing termscoffeeofEfficiency
measured byreceived by farmers wereprice incentives

of multipleexistenceindicators;fo1 lowingthe
correspondingtheirandorgan i sat ionsmarke ting

andproceedsoffarmers’ share exportprocurement,

producer price to cost of production ratio.

Share of Export Proceeds3.4.1 Farmers’
The proportion of the export prices received by farmers

of domes t i c market i nge f f i c i ency thet hereflects t o
system.

3.4.1.1 Data Types and Sources
Data used to establish the proportion of coffee export

i' proceeds that farmers receive inc 1uded; export prices,
f,- «

used for exchanging export
proceeds, producer prices, process i ng market ingand
cos t s . The major sources of data were APC reports from
Agricultural secretariat(BOU) and quarterly reports

from UCDA.

The Producer then expressed percent age
of the export parity price. The parity prices an
ob t a i ned by the price th-wi thexpor t

BK. ■

• ■ ■

t
8

multiplying

1

the prevailing exchange rate

price was as a
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domes t i ctheto getprevailing exchange rate currency

theequivalent of foreign exchange proceeds from which
processing and marketing costs

3.4.2 Producer Price to Cost of Production Ratio
isThe Competitiveness of agricultural product prices

to which theylargely determined by the extent cover
unit costs of production.f armers’

3.4.2.1 Data Types and Sources
the producer pricesindicateused to extentData pay

coffeeduringfor incurred product ioncosts were ;
pricesproducer and total wh i chproduct ionofcosts

were obtained from farm and cost of production budgets
obtained from APC reports of Agsec Bank of Uganda.
Ratio analysis to show the extent producer prices cover
farmers costs of production used to depict trendswas
in competitiveness of coffee producer prices for the

3.5 Efficiency and Competitiveness of Coffee Production
and Export at the Macrolevel
Measures of economic efficiency and competitiveness at
the levelmacro generatedwere by o f Po1i cyuse a
Analysis Matrix (PAM)

are subtracted.

period 1986 to 1993.
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3.5.1 Data Types and Sources

coffee exportexchange rates,officialandMarket
input and labour costs,prices, on-farm materialL

yieldandmarket ing costsprocess i ng andof f-f arm
ofBankof Agsecobtained f rom reportsAPCfigures

t heand Background toquarterly reportsUganda, UCDA
budget of the Ministry of Finance and Economic Planning

i nEntries made t hethe data used.const i tuted were
Mat r ix(PAM) indicators ofwh i chPolicy Ana lysis from

macro 1 eve 1efficiency and compe tit iveness at were
derived.

3.5.2 The Policy Analysis Matrix (PAM)
cons ists o fPAM and profits expressedcostsrevenues,

in o f their privateterms and social prices. Policy
Analysis Matrices separately drawn-up for Arabicawere
and Robusta Coffee for the 1986 to 1993. Privateyears
revenue was calculated a product of the export priceas
and either t he official the marke t exchange rateor
for t he 1986 1991to andyears 1992 1993t o
respect ively.
Convers ion factors used transformtowere private
values to their corresponding social values toso as

correct for distortions. Al 1 fore ign pr ivate costs
were transformed into social costs by multiplying them

i? "

iI

I!• ■

I
• •; ■■ -
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Similarly,f actor(SCF).conversions t andardwith a

theirintochangedlocal costsprivate were
corresponding social costs by multiplying them with the

theforfactor t hat catersconvers ionre 1 evan t
distort ions.

The standard conversion factor(SCF) is expressed as a
exchangeofficial rateMarke tof t heratio to or

calculated using the formula;
1+1/(1+foreign exchange premium).SCF

of privatethe producti sSocial revenuerevenue
convers ion factor fors t andardwith theadjusted

distortions.
(domes t i c factors) ,non-tradable inputs 1 oca 1For or

convers ion f actors adopted by the Agr icultural
( 1990)secretariat in absence of nat ional parameters

prevailed as follows:
a) hired 1abour = 0.9
b) family labour = 0.6
c) other local costs = 0.8
These convers ion factors generated f rom t heare
assumptions that hired labour is semi-ski 1 led and the
convers ion factor worked ratio o f min imumas a wage
rate for semi-ski 1 led 1abourers in urban andcentres

i

I' i:

/ ■
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1abourersrate for agricultural i n1 abourcasual wage

for family 1 abourfactorconvers ionTherural areas .
to family labourratio of returnsworked out as awas

market prices and border pricesin competing crops at
the market exchange order thetorate . I n assessat

of coffee NPP and NSPprofitability of i narea
k i1ogramme multiplied by t heshillings per were

corresponding yields in kilogrammes per hectare.

a unit



CHAPTER IV

4.0 ANALYSIS AND DISCUSSION OF RESULTS

Estimation of the Supply Response Equations4.1
Fi the correctoutput and yield coefficients boreAll the

thetheoretical expectations. For
ofcoef f icientt he adjustedequat ionsCoffeeRobust a

and 0.74averaged at 0.671
ThisYield f unct ions, respectively.andfor Output

and 74 percent ofthe models explained 67.1
funct ions, respect ively.and yieldRobusta outputthe

for Arabica were 0.82 and 0.79values
implying that the models explained 82 and 79 percent of
the Arabica output and yield functions respectively.

4.1.1 Coffee Output Supply Functions
Regression results of Robusta and Arabica Coffee supply
funct ions for the period 1970-93, with i noutput
t housand metric tonnes expressed t he dependentas
van i ab1e , are presented in table 3.
The 1agged exp 1anatoryoutput variables averaged at
0.583 and 0.355 for Robusta and Arabica respectively.
These results confirms the fact that farmers’ behaviour
adjusts any

• • ■ ■■

[-
L 'I

multiple Determination(R )

.1Corresponding R

signs according to

means that

over time and that



1

CO 
co

co sLXJ 

------ 1

co

CT>
CO

CO LO 
ct» er.

5r—

sco
ct> s

&
or, 
to

CT, 
VO

CO 
ou

co 
OU

co 
OU

co 
OU

co
OU

co 
cu co 

OU
co
CU

8
CO
OU

to CD
OU

cr> 
coto 

io ss

co OU 
co2 coCM 

CO 3
CO<O oo o

sCO
CT,

COco

to

co 
IO s CO 

co
r-—

s £

co

ou

8
to
CU

o? — o

*
S

CO
CO S’? 3OU 

co s -
II

A
M

CO

s
-8-U

-1

a

5

to 
OU

cn

12

CU

,O->

g= 
O1

a.

UXJ
co

<=• CT

o» -— 
» •• <M 
to «»,

.2
£■2 —'

■S 
o> 
CT

cr>

cu 
ru 
X:

s 2
? ¥

— w
¥ T

1 z
>u S

CT

to, 

to

Q->

tn co

8CU
o

n. 

a
&
§
<u 
<u s
o 
w» 
tu

tn
CO
CO

S
o

s
co

tu

-5

S S
CO co

co
CO

CO

co

CO 

co

25

cm

co
co

co

co to 
co

s
OU

CT

CT, 
CO

CO

co 
co

co
co

OU 
co

2 3
CxJ co

¥ T

£

75 «/» 
£ S

= S

Cu --------.
u> co 
to

er»

Z

co 
co

3 S
CTj cu

' Z

-— co 
r—- co

r— >2 gj

g ~ 
. A

CM

g ¥
co 
O->

2 
co ZZZ-

s

s

" ct

' =L
OVJ CT

gg
? ¥
2 r
2

s? S

s sCT C°

z
- co

s 2 . cr» 
<o -

i <*> • I
2 is

k-S 
i S 
iS s 
l-s* u- F

s
m CT I ° 
g X7 I “

a=5i 
*=*- «5 <X3 <-

fii ‘
’-E.S - 

.sis 
& ° -8 
tn . - - ii

■C o s

8 -
=;

CT X 
CO - -----

2? 2 
<O e> j

co

s 11 i 
= - i l
=

I S S O 
;s 
s 5 S

15 -°

r» <v*
I !£ " .5 iS 

.3 8 2-’
I - g 8. ^8 -

S 8 -

OU 
co 
co 03

CT 
or, Ou 
CO <^u

. cxj 
CO ---------

.S t5
8 8- r~> </,
O cu 

l^-’s g I 
!2 -g -5 “5
13 S -8 
i-X, o

?
5 co' ^5 — 

■S 7 -s **— * '
« £ 

<8 °?
II

OJ

- co

g 2

CT
2 CT

'ct 

CO —f 

¥

s
G "8

1 
«3 

S

?L
I—

OU r " 
<^u — " 
co CxJ

<T> —'
A

CT>

I -O •— «=s S g -s 
"s is § 

™ -2 ST -s -2 
t«q 11 

1 ?5 S 
s ~ei
■S

£= § S ° 
8 5 g: £ 
JlsS

CU

~ a
= z;

_ - £
e I 8O? ro <o 
—* cn <u 

_ cu ••—

>Z ZZI
— O

-S - =
-5 8.2
8. 8 ~
co co —

- s= f
5 S j= -s
£?= e
£ -g .2 -S 

ct “■ 75 8 "g
co -•—
11

<T3

-• - Sz <” 
-2 8 - b
™ .2

II TO •— 
■4—* IZ> 

CZ> tr, C_ 
CU =, >-
co o -—” 

< §5. 
8 ’5 .2 ?1 
2 -8 -8 w 

O u_ 
*— -<C 

re. o ™ ., •*—• —



54
results into animprovement in the previous year’s crop

increase in output the following year.

by 42farmers would adjust outputimplies thatThis
Robustaoffirst ini n t heand 65 percent caseyear

and Arabica respectively.

the competing crops boreAll estimated coefficients on
Beans and maize had statisticallythe expected signs.

significant results when tested against Robusta coffee
with coefficients in the order of about -0.236 and

thatThese findingsrespectively.-0 . 143 suggest a
increase i n prices of maize andthe realpercentone

beans reduction of Robusta coffee by 0.236 andcauses
0.143 respect ively. Compet ing forpercent, crops
Arab i ca coffee that have statistically s ign i f i cant
results were maize with coefficient of -0.648 and sweet

coefficient of -0.505. A rise in the
market prices of these competing crops relative theto
producer price of coffee makes f armers shift their

from coffee to production of competing cropsresources
thereby increasing output of the competing crops at the
expense of the coffee. Since output of these competing

of coffee i scrops common 1y increased by increasi ng
their these crops only compete with coffee foracreage;
1 and . Secondly since coffee i s perenn ia 1a crop,

potatoes with a
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se 1 dom resuItscompeting cropsofincreasing acreage
fact,coffeeof Inreduct ioninto acreage.

cof f ee-basedincompet ingo fint roduct ion crops a
de 1 ays inintoresultsusuallyf arming system

intoThis resu11 scoffeeoperat ions management.on
results.ind i cat ed thebyi n thedecline output as

likelyShifting of from coffee is mostresources away
its yield.affect through reduction in itsoutputto

These results with t he observat ion thatconcur area
coffeeunder Robusta has for long remained constant

and i n decli ned(seeit fig-2). is ,Itsome cases
however, Government policy not to expand it but rather
to replace t he exist ing o fstock old, run-down trees
with high yielding clones. If real prices of competing

of Arabica coffee, however,
the Government o fstrategy ensur ing adopt ion of
improved practices and expans ion of its exist ing
acreage by 2-5 percent per annum would be jeopardised.
The upward trend i n pricesexport and the recent
reaction of Bugisu Cooperative Union increase farm-to
gate prices are expected to rectify the situation.
Surprisingly, when rice and wheat were entered into the
Arabica functions,
results although these gaining prominence incrops are
Mbale and Kapchorwa districts respectively.

crops rose relative to that

their results produced insignificant
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results ofWith regards to the liberalisation policies,

1iberali sat ionthe dummy variable for price and market
the policiesentered additively indicate thatpolicies

inCoffeeArab i ca outputhad pos i t ive impact ona
coeff icientsigni fleantwith statisticallypart i cu1 ar

factof t heresultcou 1 dThisaveraging 1.182,
purchasedwhof armersArabica coffeethat use more

sensitive to non-price supply
inst i tut ionssupport ing infactors improved1 i ke

particular extension services and the marketing system.
i nThe policy led improvementa 1 so t he pr i ceto

multiplicative formThe o f thestructure.
liberalisation dummy significantly improved Arab i ca
coffee price with coefficients averaging 0.179. This
implies that the s lope of t he Arabica coffee output
equation would change by 0.179 following the adoption
of liberalisation policies. The bulk of Arabica coffee
i s produced in border hence the better pr i ceareas,
structure is likely to have a bigger impact on Arabica
by making signif icant reduct ions in t he quant i t ies
smuggled o f theout coun try. ofI n Robus t acase
coffee, results indicate that this dummy variable had
the hypothesised signs but with coefficients that were
not s igni f icant hence t he slope of the supply equation

inputs are similarly more

be a
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ofadopt iontheafterandbeforetheremained same

liberalisation policies.

1978/79 war didThe dummy variable(D3) representing the
coffeeRobus tat heinresultss igni f icantbearnot

significant in case of Arabica coffee.equation but was
actually disrupted ArabicathethatThis indicates war

This-0.465.averagedcoef f i c i entproduction whose
i sArabica coffeethatfactof theresultcould be a

1 ikecondi t ionsadversesensitive to poormore
management resulting from abandoning coffee fields.

dummy variab!e(D5) effect ofrepresenting theWhen a
( 1987-1993) enteredpolicyStructural adjustment was

ins i gn i f i cantadd i t ively, i t showed for bothresults
Robust a and ThisArab i ca. could be explained by t he
fact that coffee formsRobusta of Uganda’st he bu 1 k
coffee and i s mainly produced i n t he 1 ake crescent
region with various e conom i c activities and where
several enterprises f or itscompe t e Thisresources.

that t he incentivessuggest s presented by the po1 icy
attractive enough to increase investments in

the indust ry s i gn i f i can t1y affectto output. The
multiplicative form of that variable produced s imiI ar
results implying that po1 icy d i d s ign i f i cant 1 ynot

were not
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thehenceandprice s t ructurecoffeet hechange

ofresult onei n output achange aaspercentage
Thet heremainedthe price same.i nchangepercent

positively impact Robustahowever,macro-policy could,
theimprovepotent iallyand uponcoffee output can

signt hesincef armers onincent ive toprice
thebore correctvar i ab1eof t hemultiplicative form

theA dummysign.
multiplicativelyenteredwhereastermconstant one

t hefunct ion hencesupp1yof thes lopeaffects the
pr i cet hethe supp1yneitheraffectedpolicy nor

strueture .

coefficients t he own-pr ice variablesThe wereon

for both Arabicapositive and significant and Robus t a

coffee with i nva1ues t he order of and0.465 0.205,
respect ively. This indicates that shor t-run Arabica
and Robus t a coffee inelastic andoutput response was

percent,
coffee output in Uganda would increase by about 0.47
and 0.21 percent, respectively. This confirms the fact
that coffee f armers responsive to price incentivesare
as noted by earlier studies (Maitha, 1970 , Ot im, 1993
and Otim and Ngategize, 1993 ) . Also concurring with
B i nswange r, 1989 ; Och i eng and Ssemogerere, 1986;

variable entered additively shifts

that by increasing the producer price by one
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1990 and Shida and Tweetei1990; Vanegas,Ssemogerere,

i spr i ceobservati on that( 1991 ) i s the response

inelastic in the short-run.

Results of the study further indicate that Robusta coffee during

price elasticity(SRE) of output was notliberalisation short-run
statistically different from the pre-1iberalisation one at 0.205
whereas the during-1iberalisation (SRE) at 0.644 was significantly
higher than the one before at 0.465 for Arabica coffee.

pre-1iberalisat ion elasticitiesCoefficients of long-runthe
0.722 respectively for Robusta and Arabica

coffee indicating that long-run elasticities inelast icthe were
with Robusta coffee.and Arabica The findings of the study
further revealed that Robusta coffee output would take 6.4 years
to attain full adjustment whereas Arabica would take 2.9 years.
It is also indicated that the during-1iberalisation Arabica coffee
long-run elasticity which averaged 0.998 rose quite close to unit
elasticity. This further confirms the fact that output response
is higher in Arabica than Robusta.

4.1.2 Coffee Yield Supply Equations
Results of the Coffee supply functions in Uganda for the period
19/0 1993, with yield expressed in metric tons per hectare, as the
dependent variable are shown in table 4.
Al 1 regressors were signed as hypothesised but many of them were

not significant.

£

S

averaged 0.509 and
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Table 4: Estimates of Coffee Supply Functions Dependent Variables:

Acofyld and Robcofyld

Eqn. 5Eqn. 3 Eqn. 4Eqn. 2Variable Eqn. 1

Constant

PArcof

PMaize NS NS

D2 NS

D3

DS

Trend
NS NS

NS

Robcofyldt_j

to refer to

Rcof*D2
Acof‘Dj

0. 197
(1.804)

-0.168 
(-1.395)

0.729
(4.196)

0.019
(1.738)

23
-0.170
0.782
2.039

-0.203
(-1.824)*

0.226
(2.245)

0.559 
(3.363)“*

0.008 
(0.771)

0.652
(3.164)

-0.202
(-1.522)
0. 136 

(0.690)

0.243 
(1.933)*

0.019
(2.140)

0.669
(3.350)

0.233
(1.920)

0.019
(2.114) 

0.018 
(0.629)

23
-0.244
0.822
2.053

-0.281 
(-1.876)

23
-0.195
0.782
2.023

0.271 
0.716 
9.5 
0. 174 

17.035

0.441 
0.512 
5.8 
0. 178 

21.482

0.301 
0.774 
7.5 
0.200 

17.029

23 
-0.310 
0.782 
2.020 
0.348 
0.698 
7.0 
0.206 

16.985

-0.555 
(-2.398) 

0.281 
(1.925) 
0.013

(1.636)

***,** and * =
respectively

= Adjusted coefficient of Multiple Determination
LRE = Long-run elasticity
Variables are defined as in table 3 with yld included 
yield.

Rcof«D5 
Acofyldt_j

-°-8S1ns(-0.814)"°

Acof‘D2

PRobcoft_j

k

N(Years) 
h-stat ist ic
R-2
DW
X
LRE
Full Adj.(Yrs) 1.8
SEyldt-l 0.205
F-ratio 11.607

’°-986ns
(0.942)"°

PBeanst_ j

"0,198ns
(1.502)"°

0.006
(0.271)"°

-1-°43 NS
(-0.987)"°

0-045 
(0.068)"° 

0.218 
(1.956)*

0,184 NS 
(0.818)"°

23
0.289
0.737
1.978
0.816
0.267

Note: Figures in parenthesis are t-values 
NS = Not Significant

Statistical Significance at 1, 5 and 10 percent

-0.877
(-0.924)"°
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Among competing drops only beans and maize produced significant
results on the Robusta and Arabica coffee equations respectively.
Corresponding coefficients were -0.281 and -0.200 implying that a

percent increase in the real prices of beans and maize wouldone
lead to reduction of 0.281 and 0.2 percent in Robusta and Arabica

Bean production requires a fine tilth and limitedcoffee yield.
lacks compatibility with coffee.shading and hence Regarding

Arabica coffee, other than lack of compatibility with coffee maize
fetches higher prices in the Eastern than in other parts of Uganda

in Kenya which borders
Arabica producing areas in Uganda. It is therefore possible that
both beans and maize competing with coffee for land and labour -
the key factors of production used on coffee.
sweet potatoes and matooke did not produce significant results. A
possible explanation is that Robusta coffee being indigenous to
Uganda and both Robusta and Arabica coffee having been dominant
traditional cash crops occupying quite a large proportion of the

coffee plots have become the key area on which a
bulk of staple foods like matooke this,Consequent toare grown.
coffee benefits from any improvement made to the associate crops
whose prices have remained traditionally 1iberalised. Sweet
potato production on the other hand does not significantly compete 
for resources because of its low input demand.

farmers’ land,

this major

Other crops like

because of its high demand
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With regards to policy variables, the structural adjustment dummy
produced significant results in the Robusta coffee equation with a

This suggests that this policy resultedcoefficient of 0.281.
into better husbandry and increased use of inputs significantly

Farmers had completely abandonedenhancing Robusta coffee yield.
and some had even started cutting down Robusta coffee trees in

in producer prices and theWith the improvement
implementation of the Coffee Rehabilitation Programme(CRP) in the
ministry of Agriculture, farmers improved on coffee husbandry in
general.

liberalisation policies did not produce
significant results on either type of coffee. Possibly because
the producer prices attractive especially forare
improved technologies the which still immature.are

must primarily produce to cater for their subsistence needs.

variable with coefficient averaged at 0.692 implying that yield
adjustment of 31 percent
Arabica. Being more vulnerable to disease and pest attacks and
therefore more responsive to good management and input use yield
response is greater for Arabica than Robusta.

Significant results were obtained for Arabica coffee lagged yield

Secondly, the producer price of the traditional coffee types are
more or less equal to those of competing crops which the farmers

some areas.

The dummy variable on

bulk of

can be achieved within one year for

much more
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yield like weather and technology have had a significant impact
the yield of Arabica coffee in particular with a coefficient
0.017.

The dummy variable for the 1978/79 war showed significant resul

the war disrupted Robusta coffee production.

0.218 and 0.225 respectively for Robusta and Arabica coffee. T!
insuggests that

increase Robusta and Arabica coffee yields by 22 and 23 perc
respectively.
Corresponding long-run elasticities were 0.267 and 0.673 and fi

adjustment would be attained in 1.8 and 7.5 years respective

This too supports the argument that most Robusta coffee trees h

longer be stretched.

4.2 Examination of the Relative Profitability of Coff

and its Competing Crops

Result s of profitabilitycompara t i ve of co f f £

niat ooke ,

on Robusta coffee yield with coefficient at -0.555 implying th

surpassed their active production cycle hence their yields can

Results on own-price variable produced short-run elasticities

beans and maize are presented in table 5.

a hundred percent increase real prices wo

Results on technology trend indicate that factors which influen
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4.2.1 Robusta coffee

marginwithcoffee, atRobust aTrad i t i ona1 gross
less prof i tab 1 e to19600,hectareshillings wasper

produce than both beans and matooke with gross margins
respectively but113140,and41600shillings moreat

gross margin atproduce than maize withprofitable to
shillings 8135 in 1990.

The Relative Profitability of Coffee and itsTable 5:
competing Crops

Maize Beans MatookeIncome R.Coffee A.CoffeeYear

1992

Gross 137300 362810
401653b

In 1991, corresponding gross margin figures for Robusta
coffee, maize, matooke and beans were shillings 122700,
72450 , 160485 and 78730, respect ive1y. These find ings

thatsuggest producing Robust a coffee lesswas
profitable than only matooke. Th i s that althoughmeans

1990
1991

93970
115525

113140
10230 

160485 
177280 
277000 
186800

43500
1735 

221170 
-82172 
168250 
116282a 
272053b

Gross 
Net 
Gross 
Net 
Gross 

1993 Net

Source: APC Reports for Various Years and Economics of 
Crop Production, 1993.
a = Present Variety and /or management practices
b = Clonal coffee or improved practices

19600
-74600
122700

-159500
61550

-29200a
262550b
127000a 222682a 139330
360150b

8135 41600
-22518 -18521
72450 78730
-2582 -18570 
72310
8605
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beingcont inuouslypricesproducerthe minimum were

comp Ie tely1992 when theyrevised upwards to wereup
still lowerprof it ability of coffee1 iberalised, was

yieldsgiven the 1 owcompe tingthan the most crop
al 1is also worthwhile thatrealized. to note netIt

coffee were negative throughout.from Robustaincomes
indicatesThis that exclusion of family 1abour cos t

makes Robus t a Coffee profitable to produce. Farmers
therefore cont inue and harvest Robus tat o nurture
coffee since they donot make cash payments familyt o
labour which accounts for about 70 percent of the total

of production.cost increasedDue yields f romto
clonal coffee, both t he and fromnet gross revenues
clonal Robust a coffee positive and great 1yare
increased to shillings 262550 and 360150, respectively.

C1ona1 Robust a coffee i s prof i tab 1e producetomore
than either beans or maize although still slightly less
profitable t han matooke 1993 prices.at This implies
that the policy of pricing and market liberalisation of
the coffee sub-sector shouId be comb i ned with an
aggress i ve campa i gn of replacing the existing coffee

with high yieldingtree clones. Notable i s the fact
that the high inputcost package of clonal coffee
resu1t s into benef i ts that by far exceed t he o fcost
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Since the producer prices have improved asproduct ion.

andt hereforms, netpolicyof t he grossresulta
accruing360150 toand262550shillingsofincomes
ofadopt ion theshouIdcoffee newc 1 ona1 encourage

technologies.
income figures are greater than the ones ofThese gross

maize,forand 139330for beansshillings 137300
respectively.

4.2.2 Arabica Coffee
The relative profitability of unimproved Arabica coffee
with h igher for Arabicamarginrespect to gross was
coffee at shillings 43500 compared to that of beans and
mai ze 41600 and 8135 , respectively butat 1 ower than
that of matooke 113140 i n 1990.at 1991 , Arabi caI n
coffee became prof i table to produce than ofmore any
its competing name 1y, beans, maize and matookecrops
with corresponding margins of ; 221170, 78730,gross

J •

72450 and 160485. The 1990 trend recurred in 1992 with
Arabica coffee having an edge beans and maize butover
being less prof i tab 1e t han matooke based on
corresponding gross margin figures of shillings 168250,
93970 , 723 10 and 277000 for Arabica, beans, maize and
matooke, respect ively.

i

f

II
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Although Arabica coffee producer prices s t agnan twere

for both 1991 and 1992,at shillings per kilogramme 471
margin o fwithun improved coffee,Arabica gross
to produceprofitableshillings 222682, it became more

than any of its competing crops except matooke in 1993,

pricing andi nrespectively after decisivethe step

marketing liberalisation, which spelled out the removal

of the implicit exchange rate tax in September 1992.

both its andgross
incomes exceed those ofnet

Thi s i mp1i es that t he b e n e f i t s that f a rmerst oaccrue
t

result of adopting Arabica i mproved practices by
f far exceed the assoc iated o f product i on.costs
- Noteworthy is the fact of sh i11i ngs
‘ per hectare of 401653 from

thangreater that of shillings hectare 362810per
i
accruing ma t ooke.t o This implies that al location o f

resources will be favour of Arabica coffee comparedi nJ

J

I

I

any of its competing crops.

to its competing crops.

that gross margins

as a

In case of improved Arabica coffee,

improved Arabica is now also
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Estimation of the Efficiency of Coffee Marketing4.3

and Processing Facilities

Capacity Utilisation of Coffee Processing4.3.1.

fac i1i t ies
coffee processingo fR e s u I t s capacity utilisationfor

factories comb i ned6. Thei n tablepresentedare

u t i 1 isationcapaci tyand union h u 1 1 e r y was

1990/913 8.66 coffeei n 1989/90 1 ncentper season.

had capacity utilisation ofunion hulleries 20.4alone

a I I owedWhen t ocent.I P '■ p r o c e s s o r s w e r

c c> f f e e 1 9 '< I . t hey reg i s ter ■..•<1■ ■ <port capacilyi r

'. i 1 i s a t i o n o f 104.4 t he J 99 i ,/92 coffeecentpe r t n
season whereas o fthat union factories d r o ppe d 13.9t o
per cent during the coffeesame season .

strategies wh i c h i ri v o 1 v eprocu rerne n t pre-
buyersstore by t he private t heP rocesso rs,

attitude t ha t fa r me r s a I ready had regard i ng
in bypayme nt c hruni cunions. u nion s own
s temm i ng f rom di I a p i da t e d ma ch i nery a nd

f a i i u r t s i i k e 1 v 11 a vpowe r a r e t o [iu t u n i o n s
a d i s a d v a n t a g e d pos it ion. The stiff competition for

su pp1y of pa i ci ■men I k i 11 o k o i mpi i edo r

■ n e f f i • ■ i ■ • f i r m ’•.on ' .1

r

private

I
Aggressive

”"]r i nanc i ng

11

I ’ m i t ed i,.

•j o n s t r a i n I s 

p e r s i s t e n t

tU ' oma t i c;: i I ’

B.-.-

b a d

1 ,■ime 1iness
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offeringmarketsalternat iveacqu i redhadFarmers ••
promptlycashpayingcoffee,theirforbetter prices
costs bytimes reducing farmers’ pos t-harves tand many

the farm.buying right at

factories maintainedprivate1993/94 coffeeI n season

capacity utilisation of 104 per cent that of the unions
Due to persistent decline

theof coffee f armstocks the 1 eve 1at yearsover
factories,coupled with mushrooming of private coffee

processing capacity which a 1 ready existedexcess was
intensified. addition, i n t heI n order react t ot o
cha11enges of t he 1 iberalised marketing policy
env i ronmen t, unions have shown improvemen t sexporters
in promptness of payments and price
members. Notable among these was Masaka and Banyankole

unionsKwe t erana which i n 1991 of fered producers
bonuses of 10 and 30 shillings respectively higher than
the Government price of sh i11i ngs 210 per kilogramme.
In add i t ion, some unions rented some of their factories
to private For exampleprocessors. West Mengo rented
its K i dumu1e factory to Kyaga1 any i Coffee Ltd .
Besides, CMBL is also now seriously involved in primary
processing with i t s factories Ndese,at K i i r a , Budde
and Kawoko and started engaging into direct procurement

Z2.~

4

£'•
increased to 39.9 per cent.

incentives to their
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depending on otherrather thanof kiboko and parchment

cleanfor t hewiderwho had got avenueprocessors a
trade.1 iberalised exportresult ofcoffee t heas a

improvedforcreatedreact ions cou 1 d haveThese room
ofstagnat ionandfactoriesef f iciency in un ion

Thefactories.privateeff iciency i n ofcase
decliningfacingi sincreas ing number o f processors

Capacity utilisation is usedvolumes of raw coffee. t o

o f coffeeefficiency the larger the volumecapture

operat ion .processed 1 owe r t he unit o fthe costs

Processing machinery present quite a substantial amoun t
of f ixed cost s.

CoffeePer

Coffee Private hu11 ers Union hu11ersseason

and Researcher’s FieldSource: 
surveys;

1989/90 
1990/91 
1991/92 
1992/93 
1993/94

APC
NA:

38.66
NA
104.4 
NA
104

38.66
20.40
13.9 
NA

39.9

Table 6: Average Capacity Uti1isation(%) 
Huller 1989/90 to 1993/94

Report 1992/93 
Data missing.
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Organisat ionsofEf f i c i encyandPart icipat ion4.3.2.

Involved in Coffee Processing and Trade

Trends showing participation of various actors engaged

trade of i nshowncoffeein domestic and export are

coffeeentered t heUnionswhen1991 ,table 7 . I n
still procured the bulk of Uganda’strade, CMBLexport

forrespect ivelyandwith 98 67coffee percentover
procured 16. 1unionsArabica. 1991,Robusta and I n

handled bypercent of Robusta coffee and the rest was

coffeeof ArabicaUnions procured 82.5 percentCMBL .
i n t he and t he remaining proport ions a m e year wa s
procured by CMBL.

is evident that there is increasing participation ofI t

unions and the private for both domes t i csector and
export marketing of coffee.
Robusta shared i nprocurement o fpercentages 39,was
11.7 and 49.2 by CMBL, UNEX and the private i nsector
1 993 . Corresponding figures 40 , 46.6 and 12.6 forare
Arabica respectively for the year 1 993 . These findings
further reveal t hat by 1993 larger share of Robustaa
coffee trade be i ng d o n e by thewas privatea sector
with 49.2 and a 1mos tpercent equal propo rtions o f
A r a b i c a being traded by CMBL and UNEX with percent age s
of 40 a nd 4 6.6 respecti A 1 t h o u g h CMBL still

------- , •

i n
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o fvo1umetotali t ssingle exporterlargestthe

of Uganda’s total50 percentt hanlessi sprocurement
i stherethatindicateconditionsSuchprocurement.

withof entrants,part icipat ionincreas ing new
i nimprovedi seff iciencyinjectedbe ingcompe t i t i on

andpricescompe t i t i vet hehencet he coffee t rade
levels.farm and processorabsence of coffee stocks at

Private ExportersCMB/CMBL UNEXYear

Several issues of UCDA quarterly Reports and Background

4.3.3 Farmers’ share of Coffee Export Prices

table 8. Owing to the dismantling of the monopoly ofexport
co f f ee t oge the r with reinova1 of Government po1 i cy induced

7 '.. ~ ________  _____________ I________

Source: f 
to the Budget.

39
40

63.3
52.7

98.4
67.4

100
100

16. 1
82.5

25.8
1.03

11.7
46.6

83.3
17.5

10.9
46.3

1.6
32.6

49.2
12.6

1993 Robusta
Arabica

1992 Robusta
Arabica

1991 Robusta
Arabica

1990 Robusta
Arabica

1989 Robusta
Arabica

Table 7: Trends in Exporter’s Procurement (%) for the Period 
1989 - 1993

Trends in farmers’ share of export prices are presented in
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farmers’reflected byprof itabi1i tyfarm-levelr distortions as
beforeIn 1987,share of the export prices, has improved. even

farmers’ share of the exportthe collapse of the ICA agreement,
andbarely 1214the shadow exchangeprice based rate wason

>> percent respectively for Robusta and Arabica coffee. With the

inpolicy environmentand ind i rect' improvement in the direct
i Uganda farmers gained 55 and 47 percent of the Robusta and Arabica

Farmers’ Share(%) ofin Internal ional Coffee

l' ROBUSTA ARABICA
Yeari

Source:

NA Not

ITt rends showi ng producer priccs ofpe ’■ centage ofa
■ >, ; nd i ■

i he i '■>[' i emen i a' i• i l».r ofn I ' mi - r. .

■

1992
1993

1991
1991

%share 
with OER

Xshare 
with MER

%share 
with OER

%share 
with MER

35 
39 
22 
31 
49
36 
NA 
NA 
NA

37 
44 
27 
26 
58
42 
NA 
NA 
NA

12
18
14
18
43
37
42
35
55

12
16
12
9 •)
33
29
39
39
4“

t lb II’loduct ion .ire

I

! coffee export price bv 1993. di

'of! sa' i i >n

Various: Agsec. APC Reports and Economics of Crop 
Production 1993

OER = Official Exchange Rale, MER = Market Exchange Rate.
■ rapplicable.

'4.3.4 Coffee Producer Prices to Cost of Production Ratio

1 Table 8: Trends
Prices 1987-1993

" 1987
1! 1988

1989
rj 1990
I May
Nov.
March 1992 

7 oct.
- May
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started receiving increasingly larger recovery of their costs of

In 1989, after the collapse ofproduction from producer prices.
the ICA agreement, producer prices could only salvage 28 and 27.5

ofcoffeeArabica costsandrespectively of Robustapercent
By 1993, 92 percent of the unimproved Robusta coffeeproduct ion.

costs of production could be recovered while the entire costs of
bereasonable profit margin couldproduction together with a

obtained in case of unimproved Arabica which recorded a percentage

Improved technologies are capable of covering the totalof 143.
Their producer pricecosts with reasonable profit margins. to

cost of production the order of and 1 .541.42

respectively for improved Robusta and Arabica.

Robusta Arabica
Shillings/KgYear Price(%) Shi 11ings/Kg Price(%)

1

fl

and Economics of Crop

1986
1987
1988
1989
1990
1991
1992 
1993a 
1993b

16
34
78 

215 
263 
315 
315 
304 
212

18 
58 
120 
363 
423 
485 
580 
421
423

53
70
76
28
37
38
60
92
142

94.0
75.0
83.3
27.5
25.5
72.0
81.2
143.0
154.0

Source: Several; Issues of APC Reports 
Production Agsec, Bank of Uganda.

” a = Present technologies
b = Improved technologies

Table 9: Trends in Coffee Unit Costs of Production and Producer 
Price as a Percentage of Cost of Production

ratios were of
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Efficiency and Competitiveness at the Macrolevel4.4

4.4.1 Robusta Coffee
changesin private and economic efficiency asTrends

Government induced distortions in producer incentives relating to

Robusta coffee derived from the Policy Analysis Matrix (PAM) are

presented in table 10.

4.4.1.1 Indicators of Private Profitability and Efficiency

Trade of Robusta coffee on the world market was competitive for

the years 1986 to 1988 with the index of competitiveness ranging

between 0.39 and 0.7 and Net Financial Benefit ranging between

those reported by2.06. These w i t hresuIts concur

Agsec(1990) and Balayo(1992) who reported that with the prevailing
exchange rate of 1990 Robusta coffee profitable whilenotwas
Arabica was only marginally profitable to export.

For the three subsequent years that followed, it was unprofitable
to trade in Robusta coffee internationally. Private DRC figures
were in the order of 1.05 and 1.61 while NFB values ranged between
0.69 and 0.98. This shift in competitiveness is attributed to the
existence of an overvalued exchange rate, the collapse of the ICAI
in July 1989 which led to the slumping of export prices and the
failure of the exporting monopoly, CMB, to Quickly adjust to the

price performance by aggressively

■ I®

!
11

I
■c..

as well

1.30 and

worsening international coffee



77

identifying new market niches especially in the non-quota markets.

: Results of Measures of Private and10. Robusta CoffeeTab1e:
Economic Efficiency from the PAM

NPEtNSPtNPPtEPCDRCs NPCDRCp NFBYear

■

and Economics of Crop

s

is ,11 however, clearly d isp1ayed that t he policy -

reversals initiated in 1991 led to of Uganda’srecovery
Robus t a coffee compet it iveness.export I ndex o f
competitiveness and ratiosNFB obtained for 1992 and
1993 were 0.98 and 0.66 and 1.01 and 1.17 respectively.
Exporters gained to a realistic foreign exchangeaccess
market and therefore became compe t i t i ve i n themore
world market. private profitability whichNet s hows
the returns that wou 1 d thet oaccrue aftersector

-
I
1

■

-268.9
-166.3

a = Present variety and/or management
b = Clonal coffee or improved practices
p = Private, s = social and t = figures in 1000,

0.48 
0.39 
0.70 
1.05 
1.61
1.31 
0.98 
0.80 
0.66

0.06
0.09
0.08
0.46
0.78
0.91
0.69
0.63
0.54

0.17 
0.23 
0.15 
0.56 
0.68 
0.85 
1.0 
1.0 
1.0

15.1
207.1
860.5

23.8
92.6
44.4

F

I
J

1.75 
2.06 
1.3
0.98
0.69
0.81
1.01
1.3
1.17

0.17
0.23
0.15
0.56 -20.4
0.68 -34.4
0.85 -235.1
1.01
1.02
1.03

4

Sept.1986 
Nov. 1987 
May 1988 
Nov. 1989 
Nov. 1990 
Nov. 1991 
Oct. 1992 
May 1993a 
May 1993b

248.6 -224.8
592 -499.4
908.2 -863.7
377.3 -397.7
181.3 -525.1
82.2 -317.3
284
373 
1149 -288.4

Source: Several; Issues of APC Reports 
Production Agsec, Bank of Uganda.

I I
■
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f rom exportof f-f arm cost sandf armal 1deduct ing
ofthats imi1 ar tot rendfol lowsa 1 soreali sat ion a

privateof netLosscompet itiveness.export
theis attributed to19911989profitabi1ity from to

the existence ofin 1989 and to ancollapse of the ICA
incent ive towithparastatalmonopoly noexport

All the profits it wasminimize its operational costs.
Similarly,bybe ing t aken Government.making were

covered bybeingincurred by CMBlosses were

Government.

o fd i smant1i ng theStarting with 1 992 subsequent to

f ore i gn exchangemonopo 1 y and 1 iberalisat ion of t he

the sector regained its private profitabi1ity.market ,

Implicit taxation associated with monopolies and having
to exchange off icialexport proceeds t he exchangeat

eliminated. off-farmFurther, unitrate costswere
F declined following the restructuring of CMB.

4.4.1.2 ofMeasures Economic Prof i tabi1i ty and
Efficiencyr
The DRC at social prices indicates that when all policy
distort ions and marke t failures forcorrected i nare
t he coffee indust ry, Uganda maintains comparat i ve
advant age the product ion o f Robustai n coffee

f
i

iI1

0

'1
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Social DRC ratios1993.throughout the period 1986 to
The0.91.and0.06order betweentheof sameare

followed bytrendthemade basedbeinference oncan
wit houtthatindicatesProfitability whichSocialNetn

cou 1 dcoffeethe Ugandandistort ions sector earn
and 114888082225sh i11i ngs hectarebetweenp per

1 figures furtherthroughout the period 1986-1993. DRC
indicate that the trend of policy distortions starts by

Thereaf ter i trising reaching inc1imax 1991 .a
sub­declines hence in theemphas i z ing improvements

sector due to favourable policy changes.

Net Policy Effect(NPE) has negative figures both before
and after the policy ref orms. yields comb i nedPoor
with 1 ow prices providesexport t he poss ib le
explanat ion. This implies that despite t he f avourab1e
policy envi ronment t he hassector achievednot its
maximum profitability potential. The present trend of
increase in export prices and the Government policy of
replacing old coffee with high yieldingtrees c 1 ones
and adoption of improved practices i n case of Arabica
cof fee o f t he poss ib leare some remed i es thisto
prob 1em.

iI
1

•7
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EconomicandDistort ionsof Policy4.4.1.3 Measures

and Effective ProtectionBoth the NominalIncent ives
coffeet hetaxationshow implicitCoe f ficients on

1992 and1.0 for the yearsNPC ofindustry up to 1991 .
producertheneutral policyimp 1i es output1993 on

be1iberalisedi s comp 1e t e1y towhichprice now

supply withoutforces of demand anddetermined by any

the other handintervent ion. EPC values onGovernment
coffeethat product ion receivedshow Government

protect ion in the implicit1992 and This1993 .years
subs id i sat ion is o f the fact bulk ofthat t he
agricultural inputs being procured under t hewere
Special Import Programme(SIP) with dollars provided by
t he Bank of Uganda slightly lower t hanat the market

and sold byrate Projects i n the Ministry o f
Agri culture. The situation i s further explained by
subsidised sales of farm inputs by the Farming Systems
Support Programme(FSSP) of the Ministry of Agriculture
and several local and international NGOs(World Bank,
1993)

4.4.2 Arabica Coffee
Trends i n private and economic and
Governmen t po1i cy i nduced in producer

j?

Ii.

I

efficiency 
distortions

a result
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Arabica coffee derived from the

andProf itabi1ityPrivateofMeasures4.4.2.1

to
r

of Arabica not as
fromIn fact rosecoffee.
NPP1.81i n 19901 . 70$/Kg t oUS
thebeforei nbecamehowever even

thatis a result of the fact
f romsoaredhadlocaland costs

1987i nand 7 1.67 to13.49per
1988i n338.66and58.15per

fromfel 1export price US
1988 .i n NPP1987 2.802.85 USto

1989
This t he1986-1993 .

to US

4.4.2.2 of Economic Prof i tabiIi tyMeasures and

t he of Robusta coffeeAs andcase
Social DRC values less than 1 has

i n of
11 that due t o

not i n
199 3 . This i s

F

potent ia 1 
absence of distortions between

shillings
respect i vely.

in

incentives relating to 
(PAM) are presented in table 11.

negat ive
This

profitabi1ity
1986 and

$/Kg
of -465200 in the year

coincided with

Ef f iciency
i n

somewhat similar trend 
that competitiveness

$/Kg 
recorded the lowest value

....

during the period 
acute slumping of the export price from US $ 2.80 
$1.25 owing to the collapse of the ICA.

collapse of the ICA. 
fore ign(t radab I e ) 
shillings per kilogramme

Ki1ogramme 
Bes ides, t he

is regained in 1991.
This is explained by the fact that international prices 

did not slump as deep as those of Robusta 
the export price of Arabica 

US$/Kg 1.81 in 1991. 
1988

positive NSP 
indicate that Uganda 

always had comparative advantage in the production 
Arabica. It is, however, 
yields and/or high costs 

reach its

Ef f iciency
Export competitiveness follows a 

that of Robusta coffee except

suspected that due to poor 
of production the sector does

max imum
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t oi s11
clonalnote
valuesNPE

reasonare
4535 tot he are

shown1 eve 1 s . As
reduce

anda
world

and

Year DRCp NFB DRCs NPC EPC NPPt NSPt NPEt

r

■

T

!

I

i

1987
1988
1989
1990
1991
1992 

1993a 
1993b

0.66 
0.46 
3.08 
1.17 
1.07 
0.51
0.80 
0.66 
0.59

0.09
0.08
0.33
0.48
0.45
0.43
0.60
0.51
0.48

8.0
64.4

125.6 -117.6
472.2 -407.9
375.5 -547.1
261.4 -307.9
409.7 -438.1
115.1 -599.9
363.6 -181.6
373.7 -107
709.8 -116.3

yields 
favourable

-28.5 
715.1 
185.1
265.9 
570.2

1
i J

1.36
2.01
0.33
0.89
0.96
1.5
1.1
1.42
1.36

0.17
0.23
0.15
0.56
0.68
0.85
1.0
1.0
1.0

Sept. 1986 
Nov. 
May 
Nov. 
Nov. 
Nov. 
Oct. 
May 
May

0.17
0.23
0.15 -171.6
0.56 -465.2
0.58
1.02
1.01
1.02
1.03

this being 
of

1993b 
t he

that, 
coffee and

a: Present variety and/or management
b: Clonal coffee or improved practices
p = private, s = social and t = figures in thousands

Source: Several; Issues of APC Reports and Economics of Crop 
Production Agsec, Bank of Uganda.

percent 
by the 

improved yields substantially 
and a combination of good 

has promising

still negat ive.
low export prices 

their respective 1986 
NPE figures, 
negative values 
improving world prices 
prospects for the industry.

shown by negative NPE values. It is interesting 
not withstanding the high yields of 
improved practices in Arabica, 

The major reason for 
that

Table 11: Arabica Coffee: Results of Measures of Private 
Economic Efficiency from the PAM



CHAPTER V
5.0 CONCLUSIONS AND RECOMMENDATIONS

5. 1 Conclusions
duringt hethatindi cates tudythisofResu 1 t s

short-runcoffee outputRobust a1 iberalisat ion
f romdi f f erentstat ist icallynotwas

duringt hewhereas0.205pre-1ibralisat ion SRE at

e1 ast ici ty(SRE) 0.644a t1 iberalisat ion Short wasrun
significantly higher than the pre-1iberalisation one at

0.465 for Arabica coffee.
ArabicaRobusta andYield equations indicated that pre

elasticitiesduring-1ibera1isat ion shor t-runand were
statistically and 0.225,also t he 0.218atsame

respectively.

r

Findings of the study revea1edalso that, since t he
imp1 ementa t ion of sectoral pricing and market ing
liberalisation policies Uganda's coffee indus t ry,on
the profitability of coffee compared its compe tingto

i mproved and by 1993 , margins ofcrops was grossIT

s h i 1 1 i n g s 1 27000 and 222682 for traditional Robus t a
and Arabica coffee, respectively compared 139330,t o
137300 and 362810, respectively for ma i ze , beans and
matooke indicate that coffee favourably compete forcan
farmer s' Furthe r ,re sou ices. of!? ros s margms

I

elasticity!SRE)



- 84

Robus t athat to4016536,andshillings 360144 accrue
adopt ion ofresultrespectively asand Arabica newa

production could becomecoffeethattechnologies show
Thisprofitable than any of its competing crops.more

the policies made coffee productionsuggests that more

f armers’from thecompetitive than the competing crops

view point.

I
marke ting ofdomes ticofe f f i c i encyWith regard to

domes tici n theimprovemen t scoffee resu1t s showthe
of Uganda’s coffee subsequent themarketing system t o

Farmers’adopt ion of 1 iberalisat ion policies.t he

share of increasedt he proceeds t oo . Forexport
instance, in 1989 farmers received 27 and 22 percent of
t he world marke t price o f Robus t a and Arabica
respectively whereas by 1993 t he correspond i ngMay
figures were 55 and 47.

5
The policy ref orms also improved t he producerextent
price cover farmers’the costs of production hence the
compe t i t i veness o f producer prices. 1993 , t heBy
producer price percentage of o f product ionas cos ta

92 and for143 Robus t a and Arabicawas respectively
I compared to 70 and 75 respectively in 1987 .

i.

I

f
■
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process i ngofutilisationcapac i tyConsidering
coffeecategories ofowned by di f ferentfactories

privatethatshowedThe f indingsprocessors.

efficient in coffee processing with
l

capacity utilisation of 104 percent compared to that of

privateandunionsofLikewise, t he part icipat ion
f igures,procurementreflected byexporters, as

CMB’sofd i smant1i ngincreased f o1 lowing the export
coffeeo f Robustamonopo1y. 1993 , procurementI n

forand 49.2o f CMBL ,recorded 39, 11.7percentages

respectively.and privateONEX, export ers

Corresponding figures for Arabica coffee 46.640,are ;

and 12.6. These conditions suggest that competition, a
for efficiency that results into higherprecursor
various in the industry,returns to i s beingactors

injected into the coffee export business.

Regarding results compet i t ivenessexport f indingson
show that , f o1 lowing t he adopt ion of 1iberalisat ion
policies, by 1993 i t financially prof i tablewas to
export both Arabica and Robusta coffee with NFB ratios

for I ndex of competitiveness being 0.66 and 0.59.
Also, the industry f reed of imp licitwas taxat ion when

■MmI

only 39.9 percent by unions registered for 1993.

processors are more

of 1.17 and 1.36 respectively and corresponding figures
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t he producers,disincentivesmajor of tot he sources

over-valuedt hename 1yand exportersprocessors
marginprof i tandpriceofficial exchange rate ,

prohibi t iveandcont ro1s, monopoly, export-taxesCMB
number1imi ted t helicensing procedures, thatexport

exporters were eliminated subsequent to the adoption of
the liberalisation policies.

be cone 1uded that producer prices, the var iety11 can
and husbandry farmers,prac t i ces adopted by the t he
exchange rate and processor and exporter management are
important factors Uganda’sdetermining coffee f arm
production and exports.

5.2 Policy Recommendations
I n order have practicalt o decision-making working
tools necessary for improving the contributionupon to
the coffee indust ry by f armers, s tore-buyers,

and po 1 i cy-makersexportersprocessors, the fol lowing
recommendations were made based t he
study.

i ) Interaction of various direct Government policy
instruments created incent ivesstrong l!for product i on
and export of Uganda’s coffee. The policy of price and

I }

on the findings of
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uphe1d.betheref oreshou1d1iberalisationmarket ing
implicitlifting exchange rateof t hetheSince
of theimp 1 ementat ionand foil owing thetaxat ion
fairlyit becameexchange rate policy,managed float

The managedexport coffee from Uganda.prof i tab 1e to
bealsothereforepolicy shouldexchangefloat rate

exchange rate system provides amplemaintained. This

maintenance of producer incentives by the1 at i tude f or
levelsof Bank of Uganda to avoid adverseintervent ion

appreciat ion of d i scourageof the shi1 ling that may

long term trends incoffee export without affecting the

the exchange rate.

i i) Adopt i on of production technology i s clearlynew
highly prof i table and coffeemakes product ion very
compe t i t i ve compared other enterprisesto farm-at
1 eve 1. is , however,11 also worthy to point thatou t
improved techno 1ogy increases f arme rs ’ <- n 1r* rj f tcu

incurredcos t s trad i t iona1 O t- n c f j b v hot iv <=> n A 1on
and 75 a 1 though rpercent

n r n f i t A 1- O i 1 r
fn rA inf orma1r\ m

hn n Vi « *- b r> F<- e t- - t dop t i on of thist o
o f ef feet ive farmer-or ientedco

I <■■ ok i ng thereforesystem deter techno 1ogymay

•_______ 

I

I

I

1 ower npd hi ph?
H«?

11 r» i t

A -rn



88
desiredmucht headopt ion. orderI n to ensure
on-f armtechnology,widespread theadopt ion of

thedemons t rateresearch/extension efforts to
ofsuperior i tybiological(yield) f inancialand new

havefarmerswhenispractices Itmust.are a
part icu1 arofconf i dence in performancethe a

i ttechnology and its attributes that they will accept
endfor adoption. this GovernmentachieveTo organs

coffee production and marketing namelyconcerned with
of Tradeministries of Agriculture and thatandUCDA,

and Industry should make concerted efforts and mount an
aggress i ve of coffeecampaign for adopt ion new
techno 1og i es.

iii) Cons ider ing coffee processing, it i s also
important to recognise the fact that although there i s
still need for investment in the industry, there exists
over capacity of processing facilities. Guidelines and

shou 1 d careful ly cons ider availability of suf f icient

raw coffee in the proposed factories’ catchment areas.

Also, processors
i s beyond the speci f ied hulling capaci ty of their
hu11ers and yet union factories have idle capacity the

since capacity utilisation of private

regulations regarding licensing of intending processors
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privatehu11ers toidleunions rentingofidea

processors should be encouraged.

t hewith1 inkedcloselyfol lowing issuesThe
attentionrequ irealsof ramework1iberalised policy

CMB ’ sofdismant1ingThef romespecial ly UCDA.
rise in producer pricesprocurement monopsony

The increase inand returns to farmers and processors.
profitability and competition for limited quantities of

coffeekiboko) for(cat chmentmaterial orraw
unripeharvestf armerscould toprocess ing t empt
it i sbeforecoffeebuycherries and t oprocessors

Uganda’s coffeeo fde t r imentt hedryproper 1 y to
andmon i tor i ngThemarket.the worldqua 1i t y on

quality control functions of UCDA should be equipped to

i s i nalsosuch practices. Thereprevent upsurgean

t heref orei s needhu11ers . Therelocal ly made to

that they conform to the expected standards withensure
the view to maintaining quality output from them.

5.3 Proposed Areas of Further Research
During ofthe conduct ing this study, certaincourse

issues which require research attention were unveiled.
i) Further research is required in future to establish
whether superiority of

led to a

the new production technologies
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adoption off armers ign i f icantactually intoresults

assessingrequirewou 1 dThistechnologies.these
adopt ion rates.

studyt heinii) coveredfactoriesAl 1 the were
of handThe performanceundertaking dry processing.

pulperies and large scale wet-processing facilities and
profitability of the currently dryits effects t heon

beneedscoffee toArab i caprocessed Robusta and
examined.

I

I 
1
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Appendix(i)
PbeansTRENDWAGESPSweetpCPIPmatke PHzYEAR

Variables are defined in the methodology and tables 3 and 4

1970
1971
1972
1973
1974
1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993

193.3
200.0
188.9
150.0
205.9
248.8
203.3
170.8
81.2
62.6

131.1
70.4
53.6

122.1
329.4
144.8
287.7
140.5
104.3
257.3
148.2
155.2
384.8
574.6

1.5
1.7
1.8

2
3.4
4.1

6
11.3
15.4
48.7
54.4
100

116.7
154.9
217.7
584.5

1355.4
4375.7
13082.4
18236.9
22777.9
27701.8
40726.0
41287.2

180.0
164.7
205.6

160
185.3
285.4
245.0
185.8
152.6
53.4

139.9
92.1
68.8
116.5
330.7
128.2
188.1
172.3
152.9
295.7

230
464.8
418.2

1246.7
1100.0
1038.9
935.0
550.0
456.1
480.0
254.9
187.0
59.1
88.2

114.0
97.9

110.4
331.2
123.4
132.8
82.3
151.3
263.2
237.1
303.2
294.7
436.0

286.7
376.5
244.4
395.0
291.2
314.6
395.0
303.5
290.3
112.9
216.2
91.8

118.6
182.7
447.9
269.2
335.8
215.1
198.7
454.6
314.2
309.6
552.3
802.6

526.7
541.2
377.8
405.0
314.7
473.2
415.0
235.4
155.8
49.3

468.8
296.8
251.2
374.4
718.9
509.9

1106.7
678.1
427.8
570.7
585.5
644.2
825.8

1146.2

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
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ACOFYLDACOFAREACOFPDNRCOFYLDRCOFARERCOFPDNYEAR

Variables are defined in the methodology and tables 3 and 4

1970
1971
1972
1973
1974
1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993

182.0
169.2
177.4
206.4
191.8
191.8
132.3
150.5
118.9
98.3

130.0
93.0

152.3
134.0
136.7
133.8
151.3
158.0
141.7
161.2
116.8
133.5
151.2
161.7

261.9
271.6
270.8
199.2
216.7
199.4
192.6
193.9
213.8
181.4
221.8
159.5
167.9
140.5
149.7
138.8
162.0
159.6
140.3
142.0
77.9

116.1
137.5
134.8

0.695 
0.623 
0.655 
1.036 
0.885 
0.962 
0.687 
0.776 
0.556 
0.542 
0.586 
0.583 
0.907 
0.954 
0.913 
0.964 
0.934 
0.990 
1.010 
1.135 
1.500 
1.150 
1.100 
1.200

0.652 
0.456 
0.816 
0.836 
0.495 
0.498
0.276 
0.364 
0.273 
0.273 
0.303 
0.313
0.387 
0.433 
0.467 
0.500 
0.467 
0.500
0.750 
0.800 
0.750 
0.750 
0.750 
0.925

23.0
13.2
7.7
8.7

13.7
13.7
17.0
14.8
8.4

17.2
15.8
14.4
37.0
32.8
19.9
20.4
18.4
18.2
12.5
9.9

15.9
18.5
27.2
26.8

15.0 
6.0 
6.3 
7.3 
6.8 
6.8 
4.7 
5.4 
2.3 
4.7 
4.8 
4.5

14.3 
14.2 
9.3

10.2 
8.6 
9.1 
9.4 
7.9

11.9 
13.9 
20.4 
24.8
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PROACOFPRORCOFYEAR

I

PRORCOF/PROACOF = Real Producer Price Series for Robusta and 
Arabica Coffee Respectively.

1970
1971
1972
1973
1974
1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993

2973.3
2623.5
2477.8 
2230.0 
1311.8
1109.8 
810.0 
752.2
649.4 
308.0 
275.7
650.0
796.9
897.4
1332.1
1103.5
1248.3
997.8
764.4
548.3
474. 1
1263.5
1156.5
1453.2

726.7 
700.0 
661.1
595.0
367.6
609.8
416.7
221.2
227.3
143.7
128.7 
350.0 
428.4
516.5
964.6
804.1
627.1
548.5
305.8 
329.0 
412.7
595.6
466.5
605.5



Appendix (ii)

EconomicFinancial

Local Off-farm costs ForeignForeign Local

290.70277.26Sub-Total 251.56 359.63

On-Farm costs
53.90166.6467.38157.21

5.835.50

34. 1432.21

252.80206.61337.54194.92Sub-Total

543.50483.87697.17446.48Total costs

1134.961172.35

Measures of Private and Social Profitability

P

Surplus/ 
Deficit

Processing costs 
Marketing costs 
Collection costs

154.80
106.76

232.20
71.18
56.25

164.09
113.17

185.76
59.94
45.00

Fertilizer/ 
Chemicals 
Hired Labour 
Transport 
Family labour 
Fixed Labour

88.00
3.67

130.17
48.32

79.20
2.94

78.10
38.66

Note: Crop = Arabica Coffee (Unimproved), Year = May 1993
A) Average Export Realisation (US$/Kg) = 1.30
B) Official Exchange Rate (OER) (Shs/US$) = 1180.00
C) Market Exchange Rate(MER) in (Shs/US$) = 1245.25
Value of Output at MER (Shs) = AxC = 1618.83
Standard Conversion Factor(SCF) C/A = 1245.25/1180 = 1.06

ii) Economic(Social) Profitability.
DRC (Domestic Resource Cost Ratio) = Domestic costs/Trade gains 

= 543.50/1134.96 =0.48

i) Private Profitability.
DRC (Index of Competitiveness) = Domestic costs/Trade gains 

= 697.17/1172.35 = 0.59

Derivation of Measures of Private and Social Efficiency as well 
as Policy Distortions from a Policy Analysis Matrix(PAM)
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The Policy Analysis Matrix(PAM)

Costs 

ProfitsRevenues

1172.351618.83 - 446.48 iii) EPC = 1.03
1134.961618.83 - 483.87

iv) NPC = 1618.83
= 1.00

1618.83
v) NPE = 475.18 - 591.46 or
0 - -37.39 - 153.67 = -116.28

Private values 
Social values 
Divergencies

i) Net Private Profitability(NPP) = 475.18 x 1200(yield) 
= 570,216 Shs/ha.

1618.83
1618.83

Tradeable 
inputs 

Domestic
Factors
697.48
543.50
153.67

475.18
591.46

-116.28
446.48
483.87
-37.39

•er *** - !
> ***■-■'

 
Measures of Private and Economic Profitablity as well as Policy 
Distortions Derived from the PAM.

ii) Net Social Profitability(NSP)
= 1618.83 - 483.87 - 543.50 = 591.46
= 591.46 x 1200(yield) = 709,752 Shs/ha.


