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Background

1 The proposed Diagnostic Trade Integration Study (DTIS) is being prepared under
the Integrated Framework for Trade-Related Technical Assistance to Least Developed
Countries (IF). The IF isamulti-agency, multi-donor program established by WTO trade
ministersin 1996 to promote the integration of the least developed countries (LDCs) into
the global economy. The participating agencies are the International Monetary Fund
(IMF), the International Trade Center (ITC), United Nations Conference on Trade and
Development (UNCTAD), United Nations Devel opment Programme (UNDP), the World
Bank and the World Trade Organization (WTO).

2. The original IF entailed the preparation of a Needs Assessment for the eligible
LDCsfollowed by a Roundtable or Consultative Group meeting to secure donor
financing for the trade action plan. Progressin mobilizing donor support proved difficult,
and the program started slowly. An independent review of the IF, completed in June
2000, highlighted both the absence of donor resources, as well as the lack of linkagesto
overall development strategies or programs. The outcome was the redefinition of the IF
to ensure better integration of trade with national development strategies, complemented
by atrust fund for IF activities financed by multilateral agencies and bilateral donors,
with the latter being supplemented by resources of international agenciesin terms of staff
contributions.

3. Therevised IF work program starts with the preparation of aDTIS, led by the
World Bank. An important output of the DTIS is an action plan that lays out the policy
and institutional measures, and investment and technical assistance needs that have been
identified through the diagnostic work.

4, Uganda was among the group of 12 countries that went through the first IF
process, for which a needs assessment was prepared. Uganda received funding of
US$300,000 under the first IF, which was used for the formulation of an Export Sector
Strategy. With the objective of strengthening its efforts in promoting trade integration,
the Government of Uganda (GOU) applied to participate in the second IF process, for
which it was approved in June 2004.

Objective
5. In line with the terms of reference of the IF, the objective of the proposed DTIS is

to identify key constraints, both internal and external, to the expansion of Uganda’s trade,
with afocus on how trade expansion can help reduce poverty in the country.



6.

The importance of trade for poverty reduction is recognized by GOU in the most

recent revision of its Poverty Eradication Action Plan (PEAP 2004/5-2007/8). Trade
appearsin 2 of the 5 pillars of the PEAP, the “Economic Management” and the

“ Enhancing Production, Competitiveness and Incomes” pillars.” Table 1 below presents
those sections in the PEAP that pertain to trade. The coverage of the DTIS (paras.22-25)
overlaps with most of the areas where policy actions pertaining to trade are indicated.
The DTIS will aim to provide concrete actionable measures in these aress.

Tablel. Trade and trade-related areasin the PEAP

Strategic Objectives Challenges/ PEAP PEAP Policy Action
Constraints Outcomes/Indicator s
Pillar One: Economic M anagement

1.0 Macroeconomic External debt ratio 1.4 Reduce external * Implement programmes to
stability high, despiterecent | debt to sustainable boost export performance
consistent with debt relief levels
rapid private-

sector led growth

Pillar Two: Enhancing Production, Competitiveness, and | ncomes

2.1 Increased and 2.1.1Total exportas% | « Maintain liberal trade policy
more efficient of GDP ¢ Minimize domestic and
private sector international barriersto trade
production « Harmonize activities under

Strategic Export program
(SEP) with PMA & MTCS
programs

2.2 Increased and Tariff and non tariff | 2.2.1 * Harmonize some of the
more efficient barriersto Uganda's | » Agriculture export current SEP with the PMA
agricultural exports as % of total value and MTCS programs and
production of agriculture output activities, co-ordinate by the

MTCS Secretariat.
» Focus SEP activities along the
commodity value chain.

2.3 Increased and 231 Implement the 2003 Fisheries
sustainable » Vaueof Fish Sector Strategic Plan, which
fisheries exports (US$m) include, [inter alia]:
production » Development of quality

guarantees for fish exports

2.5 Increase and * Limited 2.5.2 Increased « Promote abroad of Uganda as
more efficient infrastructure and | tourism revenues atourist destination
production of security around *  Number of tourist » Promote diversification of
non-agriculture tourism sites visiting Uganda tourism products including
goods and * Inadeguate rural tourism, cultural routes,
services promotion of etc.

Ugandatourism
resources

Training of staff in the tourism
industry

Provide business development
services for tourism, in
cooperation with private
sector

! The other pillars are “ Security, Conflict Resolution and Disaster Management”, “Good Governance”, and

“Human Development”.




Economic Backqground

Economic reforms

7. After gaining independence in 1962, Uganda went through an extended period of
political turmoil beginning in 1971 until 1986 when the current president took power.
The extended period of relative political stability since then has allowed the country to
undertake an extensive and sustained economic reform program. This began with the
Economic Recovery Program (ERP) in 1987 which was aimed at addressing deficiencies
in Uganda’ s export competitiveness, introducing market reforms into its agriculture
policy, attracting more foreign investment, and improving the effectiveness of fiscal and
monetary policies. Thiswas followed by strong macroeconomic stabilization policies,
liberalization of key markets and sectors—including the foreign exchange market and the
coffee and banking sectors—in the first part of the 1990s. During the second half of the
1990s, the focus of Uganda s development policies shifted to poverty reduction,
complemented by further reforms including further liberalization of the trade regime,
restructuring and privatization of electricity and telecommunications, tax reforms,
liberalization of international capital account transactions, and strengthening of banking
supervision.

8. Macro stability was achieved early in the 1990s (Table 2), and has been
maintained since, although very recently the exchange rate and interest rates have
become more volatile. By 2002, the far-reaching trade liberalization that had begun in
the mid-1990s had resulted in an economy that was very open, not only by Sub-Saharan
African standards but also by developing country standards. In fact, in 2003, tariff levels
in Uganda were close to those in devel oped countries, and even lower for agricultural
goods (Table 3).

Growth and poverty reduction outcomes

0. The economic reforms have been accompanied by a dramatic rebound in growth,
helped in the early 1990s by buoyant coffee prices. This has enabled Ugandato attain
one of the highest per capita real GDP growth rates in the world during the 1990s —
albeit from alow base—of 2.8 percent compared to 1.7 percent for all developing
countries. Largely because of the strong economic growth, the incidence of poverty in
Uganda was reduced from 56 percent in 1992/93 to 38 percent in 2002/3.

10.  Growth, still impressive, has slowed in recent years, from an annual average 6.5
percent in real terms during 1990/91-2000/01, to 5.8 percent during 2000-2004. The
concern is not so much that growth is marginally slower (5.8 percent is still avery
impressive rate of growth), but what underlies this slower growth and what the
implications are for sustaining high growth in the future. These questions will be
addressed in the CEM currently under preparation. The DTIS will focus on issues that
complement those addressed in the CEM, specifically at how to enhance trade integration
to contribute to growth of the economy.



Table 2. Key Economic Indicators

1990/91 1995/96 2000/01 2001/02 2002/03 2003/04

Real Sector
GDP (m. US$) 1841.3 61442 5681.3 5859.8 62988 6859.0
GDP per capita (PPP, International $) 716.1 963.2 1336.3 14032 1456.8 n.a
Gross Domestic |nvestment/GDP (%) 155% 20.7% 186% 197% 20.7% 21.7%
Public Investment/GDP (%) 6.2% 4.5% 5.8% 5.3% 4.7% 5.2%
Private Investment/GDP (%) 93% 129% 124% 140% 156% 16.1%
External Accounts (US$m)
Exports of Goods & Services 202.1 747.1 736.3 7335 7975 10321
Imports of Goods & Services 7319 16682 12055 1686.6 1809.1 2045.5
Current Account Balance excl. grants -449.3 -500.0 -293.1 -779.3 -845.9 -804.0
(percent of GDP) -24.4% -8.5% -52% -133% -134% -11.7%
Current Account Balance incl. grants -187.4  -2234 1531 -2936  -387.9 -129.0
(percent of GDP) -10.2% -3.8% 2.7% -5.0% -6.2% -1.9%
Fiscal Accounts (% of GDP)
Revenues 77%  105% 11.3% 122% 122% 12.7%
Expenditures 228% 17.0% 21.8% 244% 23.0% 23.8%
Overall balance, excluding grants -15.0% -6.5% -105% -122% -108% -11.1%
Overall balance, including grants -4.4% -2.3% -2.6% -5.3% -4.3% -1.8%
Prices, Exchange Rates (period
aver age)
Inflation (CPI, annual average) 24.5% 7.5% 4.5% -2.0% 5.7% 5.1%
Exchange rate (Shillings per dollar) 960.8 10128 17629 17550 18828 1934.7
Export Price Index (1990/91=100) 100.0 135.7 79.4 63.6 734 85.2
Import Price Index (1990/91=100) 100.0 123.2 99.8 95.3 104.4 113.3
Terms of Trade (1990/91=100) 100.0 110.1 79.6 66.7 70.3 75.2
Social Indicators
Population (in millions) 16.7 20.1 23.8 24.4 25.2 25.9
Adult literacy rate (% people over 15) 57.3 62.9 68.0 68.9 68.9 n.a

Note: All data on Ugandan Fiscal Y ear basis except for GDP per capita (PPP, international $).
Source: Ugandan authorities.

11. While sustained higher growth is clearly essential for poverty reduction,” the
benefits of high growth may not reach some of the poorest households. Thisis
underlined by the finding of the recent Poverty Assessment (PA) by the World Bank® that
there has been growing inequality in the country. The growing inequality is found:
between rural and urban areas and regions (the latter in part caused by continuing conflict
in the North); between household size groups (reflecting widening fertility differential
between poor rural women and richer urban women); and between higher educated and
lower educated households. Given these findings, the PA emphasizes that improving
agricultural incomes would need to be a cornerstone of Uganda’ poverty reduction
strategy, in addition to increasing non-farm earning opportunities to absorb the rapidly
growing labor force. Inthisregard, the DTIS aimsto support GOU’ s poverty reduction

2 There is abundant cross-country evidence on the strong positive relationship between GDP growth and
poverty reduction. Thisrelationship applies aso to Sub-Saharan Africa (SSA). Demery and Squire (1996),
for example, argue that the dominant factor responsible for changesin poverty in SSA during the 1980sis
economic growth.

3 World Bank (2005a).




effortsin its selection of sub-sectors—most of which are in agriculture (see below)—for
more in-depth analysis.*

Table 3. Uganda and Worldwide Trendsin Tariff Protection
(Weighted averages, in percentage).

1994 2000 2002
Uganda
Agriculture, Forestry, and Fishery Products 17.25 2.49 2.81
Mineral Commodities 9.25 6.41 7.16
Manufactured Commodities 18.48 8.11 8.16
Other Commodities 29.78 14.95 14.33
Developed Countries
Agriculture, Forestry, and Fishery Products 5.57 3.52 3.62
Mineral Commodities 0.33 1.36 0.01
Manufactured Commodities 8.05 5.38 4.86
Other Commodities 0.34 0.08 0.10
L east Developed Countries
Agriculture, Forestry, and Fishery Products 35.40 8.25 7.10
Mineral Commodities 51.65 15.91 15.40
Manufactured Commodities 69.81 20.03 17.74
Other Commodities 44,12 15.79 14.96
Sub-Saharan Africa
Agriculture, Forestry, and Fishery Products 7.79 14.70 6.58
Mineral Commodities 15.92 20.96 8.42
Manufactured Commodities 15.59 18.10 14.22
Other Commodities 27.14 22.39 18.00

Source: WITS, SIC classification, from Rajhi et a (2005)
Sectoral contributionsto growth

12. The DTIS takes asits basic premise that export growth isimportant for overall
economic growth, which is evidenced by the experience of many countries, in particul ar
the East Asian countries.” During the period 1990/91-2003/04, private consumption was
the main driver of growth, being responsible for 67 percent of overall economic growth
(4.2% of the 6.4% of GDP growth during that period), while exports of goods and
services contributed around 21 percent, and private investment around 17 percent (Table

* A recent econometric analysis of the determinants of poverty in 24 low income countries over the period
1987-1996 found that exports—and in particular agricultural exports—as a share of GDP is hegatively
related to poverty levels. See Ethiopia DTIS, Volume 2, Trade and Poverty Chapter.

® Quite aside from the trivial accounting relationship whereby exports constitute one component of the
gross domestic product (GDP) such that higher export growth leads to higher GDP growth, exports could
also enhance overall economic growth through the positive externalities that are associated with exports,
including economies of scale, and technological upgrading that is entailed in competing in international
markets as well as enabled by the foreign exchange earnings from exports, all of which help raise
productivity in the domestic economy.



4). Underlying these overall trends, however, has been a steady declinein the
contribution of private consumption to growth, and increases in the contributions to
growth from private investment and exports. The decline in the contribution of private
consumption to growth, from 4.6 percent during the decade of the 1990s, to 3 percent in
2000/01-2003/04, probably reflects a return to more normal trends after high levels of
private consumption in the post conflict period. This, however, also implies that for
Ugandato sustain the high growth performance of the 1990s, the contributions to growth
from private investment and exports need to be sustained. The CEM is addressing the
issue of private investment growth, while the DTIS will focus on exports, athough the
two are obvioudly linked.

Table 4. GDP by expenditure categories

1990/91- 2000/01- 1990/91-
2000/01 2003/04 2003/04
Contribution to growth
Private Consumption 4.6% 3.0% 4.2%
Public Investment 0.1% -0.1% 0.1%
Private Investment 0.9% 1.5% 1.1%
Government Consumption 0.8% 1.0% 0.9%
Exports of GNFS 1.3% 1.6% 1.4%
Imports of GNFS 1.3% 1.2% 1.3%
GDP 6.5% 5.8% 6.4%
Contribution to growth in shares
Private Consumption 70.5% 51.4% 66.5%
Public Investment 2.1% -1.0% 1.4%
Private Investment 14.4% 25.9% 16.8%
Government Consumption 12.7% 17.0% 13.6%
Exports of GNFS 19.9% 26.8% 21.3%
Imports of GNFS 19.7% 20.2% 19.8%
GDP 100.0% 100.% 100.0%

Source: World Bank calculations based on Uganda Bureau of Statistics.

13. The high growth performance since the beginning of the 1990s has been
accompanied by a structural change in the economy, with a steadily declining share of
agriculture and increasing shares of industry and services (Figure 1). Services, in
particular, have been the largest contributor to growth over the 1990/91-2003/04 period,
being responsible for nearly half of the growth (3% of the 6.2% of GDP growth came
from services during that period), and have taken over agriculture as the dominant
productive sector in the economy (Table 5). Much of the growth in the services sector
has been directed to domestic demand rather than exports, in light of the large
contribution of private consumption to growth on the expenditure side. This further
underlines the fact that sustaining long-term economic growth would probably require
continued re-direction of the sources of growth towards more investment and exports,
including services exports. The DTIS in selecting some services sectors to study in more
depth will aim to support efforts on this front.



Figure 1. Shares of productive sectorsin GDP, 1990/91-2003/04
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Source: Uganda Bureau of Statistics.

Tableb. Sectoral Sharesof GDP and Contributionsto Growth

Shares of GDP (in %) Contribution to Growth Average

Toona9e | 1990/91- | 2000/01- | 1990/91- grggth

tos0ior | s00m/0a | 200304 | 2000001 | 200304 | 200804 | ol

Agriculture 528% | 385% | 445% | 17% | 15% | 16% | 3%
Industry 127% | 194% | 168% | 17% | 13% | 16% | 9%
Construction 59% | 81% | 70% | 06% | 08% | 06% | 87%
Gas, dectricity, water | 0.9% | 14% | 12% | 01% | 01% | 01% | 104%
Miningand quarrying | 03% | 07% | 06% | 01% | 00% | 01% | 135%
Manufacturing 56% | 92% | 81% | 09% | 04% | 08% | 104%
Services, etc 346% | 420% | 38.7% | 30% | 28% | 30% | 7.8%
Total GDP 64% | 57% | 62% | 6.2%

Source: World Bank calculations based on Uganda Bureau of Statistics.

Export Perfor mance

14. Uganda’s export performance is dominated by merchandise exports, which
accelerated during the first half of the 1990s, nearly quadrupling from US$176m. to
US$684m. between 1990/91 and 1996/97. The high export growth during this period
was driven by the acceleration in coffee exports, which in turn was fuelled by the boom
in international prices during the first part of that decade. Coffee exports, which
dominated Uganda’ s merchandise exports during the first half of the 1990s, peaked in
1994/95 at US$457m., when it made up over three-quarters of Uganda’ s total
merchandise exports. Since then, total merchandise exports had stagnated, with coffee
exports continuing to decline, while non-traditional exports had been steadily increasing.



By 2000/01, non-traditional exports had surpassed traditional exports as the dominant
export category (Figure 2).

Figure 2. Merchandise Exports: Traditional and Non-Traditional (US$m)
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15. Among traditional exports, coffee alone experienced a steady and sharp decline
in export prices since the mid-1990s (Figure 3), while export prices for the other
commodities fluctuated (Figure 4). And, while coffee exports fell in both value and
volume terms since the mid-1990s, the other commodity exports trended upwards such
that all of them reached higher levels (in both value and volume terms) in 2003/04
compared to a decade ago (Figure 5).

Figure 3. Coffee Exports: Value, Volume and Prices
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Figure 4. Non-Coffee Commaodity Export Prices ($/kilo)
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Figure 5. Non-Coffee Commaodity Exports (US$m)
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16. Fish exports dominate non-traditional exports. In the ten years since 1993/94,
fish exports increased 9 times from US$11m. to US$101m., overtaking coffee exports as
the largest merchandise export item in 2003/04. Another emerging non-traditional export
is cut-flowers, which rose between 4 and 5 times from alittle over US$5m.to nearly
US$24m. during the same period. The other major non-traditional exports—gold,
electricity, cereals, hides and skins, cobalt, and beans—fluctuated without clear upward
or downward trends.

17. Tourism is the dominant service export item, rising 8 times between 1992/93 and
2003/04, from US$24m. in 1992/93 to US$197m. in 2003/04 (Figure 6). By 2003/04,
tourism had surpassed both coffee and fish as the top foreign exchange earner from
merchandise and services exports.



Figure 6. Exports. Merchandise, Servicesand Tourism (US$m)

1000

800

600 ? 2

400 /

200 W

N2 o) X H o QA QO ) \} N2 > >
SFSSFSF S S S
NOONTTNTNTNT N NN NN Y Y Y D
—e— Merchandise Exports —m— Export of Srvices
—aA— Tourism —— Exportsof Goods & Services

Source: Ugandan authorities.

Table 6. Composition of Exports (US$m)

| 93/94 | 94/95 | 95/96 | 96/97 | 97/98 | 98/99 | 99/00 | 00/01 | 01/02 | 02/03 | 03/04

Traditional Exports

Coffee 172.3 | 456.6 | 4044 | 365.6 | 269.9 | 306.7 | 186.8 | 109.7 85.3 102.2 92.6
Cotton 4.3 33 13.2 28.6 114 10.8 22.5 14.1 17.9 16.9 30.2
Tea 8.9 11.8 12.5 21.3 35.0 22.7 31.9 36.0 27.1 28.9 37.8
Tobacco - -- -- 8.6 10.8 229 224 27.6 32.3 39.9 415

Sub-total 185.6 | 4717 | 430.1 | 4241 | 3271 | 363.1 | 263.6 | 1874 | 162.6 | 1879 | 2021

Non-Traditional Exports

Fish Products 11.1 17.0 37.5 34.6 28.0 47.6 18.7 50.2 82.1 83.8 101.3
Gold -- - - 110.5 255 28.0 394 58.5 56.7 48.2 415
Flowers -- - -- 5.3 6.8 7.2 8.3 13.2 15.9 17.0 23.8
Electricity - -- - 8.1 12.0 12.3 13.8 16.7 13.9 15.6 14.3
Ceredls 14.0 20.2 9.4 16.5 8.1 5.9 4.0 6.2 13.1 8.2 13.6
Hides and Skins -- - - 7.8 7.8 6.6 6.1 22.7 19.6 4.2 5.1
Cobalt -- - - - - - 61.9 12.8 10.9 1.9 -
Beans 10.5 11.7 7.4 6.0 2.2 4.6 4.8 2.0 14 5.5 6.3
Others 32.7 74.8 105.9 70.6 42.0 73.9 39.3 88.7 974 135.6 | 188.8

Sub-total 68.3 123.6 | 160.2 | 2594 | 1323 | 186.1 | 1963 | 2710 | 3111 | 3199 | 3948

Source: Ugandan authorities.

Informal Exports

18. The export performance discussed above, which is based on official customs
statistics, does not take into account the sizeable volume of informal cross-border trade
between Uganda and its neighbors. A survey of informal cross-border launched by the
Uganda Bureau of Statistics and the Bank of Uganda® estimated that informal exports
amount to approximately 50 percent of official exports, while informal imports amount to

about 4 percent of official imports. This underlines the importance of regional trade to
the Ugandan economy.

® This survey is funded by the UK Department for International Development and the Bank of Uganda.
The results are reported in Uganda Bureau of Statistics (2004).
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19. Ugandaisinvolved in cross-border informal trade with al five neighboring
countries (DRC, Kenya, Rwanda, Sudan, and Tanzania). 63 percent of informal exports
are agricultural exports, while 37 percent areindustrial. Topping the list of informal
agricultural exports are maize (19 percent of informal exports), beans (17 percent), fish (8
percent), other grains (7 percent), and bananas (3 percent). Among the leading industrial
exports are re-exports of second hand shoes (7.5 percent of such exports) and second
hand clothes (6 percent), as well as cement (3 percent). Maize and beans which together
make up 36 percent of informal exports, are comparable in value to al informal industrial
exports combined, which highlight the importance of such crops to the Ugandan
economy.

20. Kenya dominates as the informal export destination, absorbing 71 percent of such
exports from Uganda, followed by DRC (20 percent), Sudan (4 percent), and Rwanda and
Tanzania (around 3 percent each). There may be strong potential for Uganda to expand
exports and re-exports to Sudan in light of the recent peace settlement and the vast re-
construction and devel opment needs of that country.

Coverage of the DTIS

21. It is by now widely accepted that what is important for trade integration and in
particular export expansion goes beyond policies and institutions that are directly related
to trade (such as tariff and non-tariff policies, and trade policy making institutions), to a
whole range of factors that have been called the “ behind-the-border” agenda, or supply-
side constraints. In asense, al the factors that affect private investment would affect
export supply responses as well as competitiveness. These factors could include virtually
all aspects of the development agenda, ranging from education and health, to financial
sector development, infrastructure, firm entry and exit regulations, governance, the legal
framework, and taxation. In accordance with the terms of reference for the DTIS, and
based on extensive consultations with the various stakeholdersin Ugandaincluding
representatives from government ministries, the private sector, donor organizations, and
civil society organizations,” this DTIS will cover the following subset of the agenda.

22. With respect to internal constraintsto trade, the DTIS will address both cross-
cutting and sub-sectoral issues. The cross-cutting issues are: (i) the macroeconomic
environment and its impact on competitiveness and trade; (ii) domestic trade policy
including Uganda' s participation in various regional trade agreements (RTAS), the
conflicts arising thereof, and the resulting impact on itsincentive regime; (iii) the
ingtitutional framework and capacity for trade policy and trade development; (iv) the key
elements of the investment climate; (v) Uganda s capacity to meet international product
standards for exports; and (vi) its transport and trade facilitation capacity including
customs;

23. Addressing these cross-cutting issues may not be sufficient if there are sub-sector
specific constraints to trade. Therefore, in addition, the DTIS will select afew sub-

" The Aide-Memoire for the Preliminary Mission for the Uganda DTIS provides the list of organizations
consulted.
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sectors for more in-depth analysis of the constraints to, and opportunities for, export
expansion. The sub-sectors are selected based on two criteria: their potential for export
expansion, and/or they are important for poverty reduction. These are: (i) traditiona
export crops—coffee, cotton, tea, and maize; (ii) non-traditional exports—floriculture
and horticulture, and fish and fish products; and (iii) services—tourism, ICT, and transit
trade.

24. With respect to external constraintsto trade, the DTIS will review issues
pertaining to access to both devel oped and devel oping country markets, including the
implications of the ongoing WTO negotiations, and issues with respect to preferential
trade agreements and the negotiations of the Economic Partnership Agreement (EPA)
with the European Union (EU).

25. The DTIS will provide recommendations for addressing constraints identified in
the above areas for enhancing Uganda' s trade integration. In addition, the report will
analyze and—to the extent possible (data permitting)—aquantify the impact on poverty of
trade and trade policy changes coming from the recommendations in the report. The
findings will be summarized in a prioritized and sequenced action plan that lays out the
policy and institutional changes, the capacity building needs, and the investment
requirements for removing bottlenecks and seizing opportunities to promote the
integration of Ugandainto the global economy.

Relationship to other studies and support

26. Thereis alarge amount of existing trade and trade-related studies on Uganda.®
With respect to the topics that will be covered (listed in previous section), the DTIS will
take into account the existing base of knowledge from these studies, and update the
analysis and recommendations where rel evant because of devel opments since these
studies have been undertaken, or because of gaps inthem. The DTIS will also take into
account existing support on trade and trade-related activities that Ugandais already
receiving from donors and multilateral agencies, to avoid duplication of, and to ensure
consistenciesin, efforts.

27. The World Bank is undertaking the DTIS at the same time as another major
economic report, the Uganda Country Memorandum (CEM). Given that the main focus
of the CEM is on growth, and the importance of trade in growth, the two economic
reports have been designed to complement each other. The team leaders of the two tasks
have been coordinating closely to ensure there is no duplication in efforts, to pool
resources where applicable, and to ensure adequate coverage of key issues that affect
both the trade and growth fronts. Given Uganda' s landlocked status, its growth prospects
need to be addressed in the context of the East African Community. The CEM will cover
this aspect focusing on EAC food markets and Kenya' sinfrastructure. The DTIS will

8 A recent compilation has been made by Zake (2005), which reviewed over 120 trade and trade-related
reports prepared from 1990 onwardstill the present undertaken by government ministries and agencies,
development partners, and business associations. This review does not include the 65 studies that have
been covered in an earlier report, Nyakoojo (2002).
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incorporate relevant analysis from the CEM in thisregard. The CEM will also draw on
the transport and trade facilitation (TTF) analysisin the DTIS that will address TTF
issues with respect to EAC.

28. Therest of this paper presents the topics that will be covered inthe DTIS.

M acr oeconomic Environment and Challenges

29. The key macroeconomic factors important for exports are low levels of inflation,
and a stable and competitive real exchangerate.” Low levels of inflation are important
for encouraging private investment, which in turn is the source of export growth.
Exchange rate volatility creates a risky business environment in which there are
uncertainties about future profits and payments. These risks are especially exacerbated in
countries where financial instruments for hedging against foreign exchange risk are not
developed, which is the case in many developing countries including Uganda.

30. As discussed earlier, Uganda has achieved and maintained macroeconomic
stability since the early 1990s. Thisisreflected in the large declinein inflation in the first
part of the 1990s and low levels of inflation since then (Figure 7). After aperiod of
relative stability during the mid-1990s, the real effective exchange rate (REER) has been
steadily depreciating from the end of the 1990s, which reflectsin part the declinein
international coffee prices given the importance of coffee in Uganda s overall exports.

Figure7. Inflation and REER
(percent changes in CPI; REER = 100 in 1990)
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Sources: CPI inflation from Bank of Uganda; REER from IMF.

3L Notwithstanding these macroeconomic achievements, the Ugandan authorities
are concerned with the challenges that continued high inflows of aid present for
macroeconomic management. Sterilization of aid inflows requires either raising
domestic interest rates or appreciation of the real exchange rate, or likely a combination
of thetwo. Higher domestic interest rates discourage private investment, while
appreciation of the real exchange rate could potentially undermine export growth and
long-term productivity performance (the “Dutch Disease” effect). The DTIS will draw

® See World Bank (2005b).
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on the contribution by the IMF, and analysis in the context of the CEM, to address the
issue of appropriate macroeconomic management to mitigate these potential effects of
high aid inflows on private investment and exports.

Domestic Trade Policy Regime and Regional Trade Agreements

Tariff policies

32. As mentioned earlier, Uganda has undergone substantial trade liberalization such
that by 2002, the level of tariff protection was comparable to even those in devel oped
countries. Uganda’s trade regime changed with the adoption of the Common External
Tariff (CET) of the East African Community (EAC) in January 2005. The CET has 3
tariff bands: O percent for raw materials and capital goods; 10 percent for intermediate
goods; and 25 percent for final goods. Adoption of the CET raised Uganda’ s maximum
tariff from 15 to 25 percent, and the average tariff from 7.2 to 18.4 percent. In addition to
tariffs, Uganda also affords protection to some sectors and sub-sectors by imposing
excise taxes on adiscriminatory basis. On the other hand, Uganda also grants
exemptions from import duty, which reduces protection to sectors.

33. The DTIS will review current tariff policiesin Uganda, including other duties
and charges, domestic taxes, as well as exemptions. This part of the work will draw on
the forthcoming WTO Trade Policy Review (TPR) which will be undertaken around the
sametime.

34. In addition, the DTIS will examine the impact of the adoption of the CET on the
incentive regime, and in particular the anti-export bias, in Uganda by analyzing the
changesin nominal and effective rates of protection, as well as changes in the dispersion
of protection, taking into account excise taxes and exemptions. This part of the study
will draw on the recent analysis by Rajhi et al (2005). The DTIS will provide
recommendations for reducing distortions in incentives.

Non-tariff policies

35. In addition to tariffs, non-tariff policies could also distort production incentivesin
acountry. The DTISwill review the current status of such policiesin Uganda, including
possible import restrictions and licensing, government procurement measures, and other
measures. The DTISwill draw on the forthcoming TPR by the WTO for this part of the
study, and provide recommendations to address distortions that may arise from such
policies. In addition, the DTIS will aso review trade policies by sector to identify
constraints to trade at the sectoral level, and the status of implementation of WTO
commitments at the sectoral level where they apply. This part of the DTIS will draw on
the forthcoming TPR by the WTO.
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Export policies

36. Distortions to production incentives could arise from restrictions on the export
side such as export taxes or export bans. The DTISwill draw on the forthcoming TPR to
review the current status of export policies, and provide recommendations where
applicable to address distortions that may arise from such policies.

Regional Trade Agreements

37. In addition to the EAC, Uganda s also signatory to the Common Market for
Eastern and Southern Africa (COMESA).™ The simultaneous participation in COMESA
and EAC poses a number of challenges for trade policy makersin Uganda. Asastart,
there arereal conflicts regarding the different CETs under the two RTAs. The CET for
COMESA consists of 4 bands: 0 percent, 5 percent, 15 percent, and 30 percent on capital
goods, which are different for those for the EAC. There are also potential conflictsin the
application of different trade standards and border procedures. At some point, Uganda
would be faced with the dilemma of which RTA to go with, given their inconsistencies
with each other.™

38. The DTIS will address the challenges confronted by Uganda in being members of
two RTASs by evaluating the relative advantages and drawbacks of pursuing regional
integration through these two RTAs. Pertinent questions relate to the size of trade flows
with respect to partner countries in the two RTAS, impact of the tariff structure on
domestic producers, consumers and the government’ s budget, as well as the potential
conflictsin the application of different trade standards and border procedures. The DTIS
will draw on the recent study on tariff policy mentioned above (Rajhi et al, 2005), and
update and extend thiswork in. Potential conflicts between RTAsin the areas of trade
standards and customs administration will also be investigated in collaboration with the
DTIS team members involved in those areas of work.

Accessto external markets and trade preferences

39. In addition to domestic policies (both trade and non-trade), a country’ s trade
performance can also be affected by the international trading environment. The DTIS
will address the question of whether foreign countries' trade policies help or hinder
Uganda s integration into the world economy. The main export destinations for Uganda
in 2003 include developed and developing countries, with the latter being mainly
neighboring countries (Table 7). There could be market access issues with respect to
both groups of countries.

19 Members of COMESA are: Angola, Burundi, Comoros, Democratic Republic of Congo, Djibouti, Egypt,
Eritrea, Ethiopia, Kenya, Madagascar, Malawi, Mauritius, Rwanda, Seychelles, Sudan, Swaziland, Uganda,
Zambia, and Zimbabwe.

"The conflict arising from being a member of COMESA and a member of EAC is not confined to Uganda
aone, but also affects Kenya, and possibly Burundi and Rwanda which have applied for EAC membership,
and also possibly Tanzaniawhich is considering re-entering COMESA.
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Table 7. Export Destinations, 2003
(share of total exports)

By regional grouping Top ten export destinations
COMESA 27.7% Kenya 14.7%
Other Africa 8.6% Switzerland 13.7%
European Union 26.3% Netherlands 9.2%
Other Europe 14.8% United Kingdom 6.3%
North America 2.7% Rwanda 3.9%
Middle East 3.5% Spain 2.7%
Asia 9.3% Singapore 2.6%
South America 0.1% Sudan 2.6%
Rest of World 7.0% Belgium 2.4%

Democratic Republic of Congo 2.4%

Source: Uganda Bureau of Statistics 2004 Statistical Abstract.

Developed country market access

40. In general, the most favored nation tariffs Uganda facesin OECD markets are
low on average, but these countries impose significant tariff peaks and have escal ated
tariff structures on the one hand, while offering a variety of non-reciprocal preferenceson
the other. Therecord in other African countries has been avery uneven use of
preferences, sometimes due to different administrative barriers imposed by importing
countries, and sometimes due to supply-side constraints in exporting countries. The
DTIS will evaluate the effect of border barriersin OECD markets on Uganda s exports
and the extent to which exporters take advantage of preferences. The DTIS will
recommend ways that the government and exporters can increase their accessto foreign
markets, suggesting which should have higher priority and which should be accorded
lower priority.

WTO negotiations

41. The DTIS will provide estimates of the potential impact on preference margins
for various tariff reduction scenarios for manufactures and agriculture. Attention will be
paid to losses that may arise as aresult of the end of the Multilateral Fiber Agreement
(for example, is Uganda gaining anything on the African Growth Opportunity Act—
AGOA—it could lose). Potential losses (as a share of total exports or as a share of
exports in the sector) will be derived for each product to estimate the cost of preference
erosion in each sector and to Uganda as awhole. If the costs of preference erosion are
found to be significant either for the economy as a whole or for individual sectors, the
DTIS will suggest mitigation measures that could be used to compensate Uganda for
losses.

42. Negotiations with respect to services liberalization. The DTIS will select afew
sub-sectors to undertake in-depth analysis of the impact of liberalization on foreign
presence/market structure/contestability over time, and on the performance of these sub-
sectors. Thisanalysis would contribute towards the devel opment of recommendations to
GOU with respect to regional and multilateral services trade agreements. As astart, the
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banking sector is selected for this analysis; the analysis may be extended also to the
insurance sector, as well as telecommunications. For this part of the study, the DTIS will
draw on aresearch effort by the World Bank’ s Devel opment Research Group (DECRG)
that is being launched around the sametime asthe DTIS.

Negotiations of the Economic Partnership Agreement (EPA) with the EU

43. An emerging issue with respect to preferential agreements concerns the ongoing
negotiations of the Economic Partnership Agreement (EPA) with the European Union.
First, the DTIS will estimate the impact of converting Uganda s trade preferences with
the EU into an EPA. Second, the DTIS will identify the main issues for Ugandain these
negotiations with respect to goods trade, services trade, and the Singapore issues (in
particular investment policy), and provide recommendations on how Uganda can try to
maximize the benefitsit could derive from an EPA. Third, the DTIS will also address the
complications arising from Uganda negotiating the EU-EPA with the COMESA group
while being a member of EAC.

Developing country market access

44, The DTIS will review whether there are issues with respect to accessing
developing country markets that could be important for Uganda’ s exports. In light of the
importance of regional markets for Uganda' s exports as discussed earlier, the DTIS will
analyze the effects of being members of EAC and COMESA on Uganda' strade. This
part of the study will be closely coordinated with the work on RTAS (paras.37-38).

I nstitutions for Trade Policy and Export Development

Trade Policy I nstitutions

45, Having adequate capacity for trade policy-making is important for promoting
trade integration in away that is beneficial for Uganda. Such a capacity would help
Uganda evaluate the impact of various trade proposals on its economy and people, based
on which to help determine its positions in the various regional and multilateral trade
negotiation forumsit is participating in.

46. Trade-policy making in Ugandais fragmented, with the Ministry of Tourism,
Trade and Industry (MTTI), the Ministry of Agriculture, Animal Industry and Fishers
(MAAIF), the Ministry of Finance, Planning and Economic Development (MFPED), and
the Ministry of Foreign Affairs (MOFA) all being involved. The DTISwill: (i) take
stock of the current status of trade policy making in Uganda; (ii) evaluate coherence of
trade policy-making within the Government; (iii) review adequacy of consultations with
the private sector and civil society organizations in trade policy-making; (iv) assess
capacity for trade policy-making and trade negotiations, the latter for both regional as
well as the multilateral arrangements; and (v) based on (i)-(iv) provide recommendations
for strengthening trade policy making in Uganda.
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47. As mentioned earlier, promotion of trade integration requires tackling a host of
issues outside of the narrow confines of trade policy-making. This requires an effective
inter-institutional mechanism to address the wide range of trade and trade-related issues.
The DTIS will review the adequacy of the existing inter-ministerial coordination
mechanism with respect to the behind-the-border agenda for engendering export supply
responses, and provide recommendations for strengthening/institutionalizing such a
coordination mechanism.

48. The situation in Uganda s further complicated by the existence of several
government strategies, policies, and programs that pertain to trade. These include, in
addition to the PEAP, the existing Strategic Export Program, the Medium-Term
Competitiveness Strategy, the Plan for Modernizing Agriculture, the Presidential
Investors Roundtable, and the forthcoming Nationa Trade Policy, the Export
Development Strategy, and the Industrialization Policy. The DTIS will review the
functions of these various strategies, policies and programs with a view to their
harmonization, where applicable and possible.

49. Finally, one of the main objectives of the IF isto ensure better integration of
trade into national development strategies. This requires the presence of institutional
mechanisms that provides for thisintegration. In thisregard, the DTIS will review the
existing mechanism for integrating trade issues into Uganda s PEAP, and provide
recommendations for strengthening/institutionalizing this mechanism where necessary.

Export Development | ngtitutions

50. Many developing countries have institutions set up for the purpose of export
promotion. Typically, there exist many such institutions in one country, many of which
do not perform their function of export promotion very well. Uganda appears not to be
an exception in thisregard. The DTIS will: (i) review the current status of such
ingtitutions in Uganda; (i) assess their effectivenessin promoting exports; and (iii)
provide recommendations for the kind of institutional support necessary for strengthening
export promotion in Uganda.

Investment Climate, Export Diversification and Competitiveness

51. As mentioned earlier, virtually all the factors that pertain to the investment
climate are important for trade integration. The World Bank has recently (August 2004)
completed an Investment Climate Assessment (ICA) for Uganda which covers the key
constraints in the business environment. The DTIS will summarize the main findings of
this report.

52. In addition, based on the firm survey data collected for the ICA, the DTIS team
plans to undertake further analysis on issues constraining export diversification and
competitivenessin Uganda. Thiswill be done in conjunction with/in the context of
analytical work planned under the CEM to review current GOU policies for developing
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manufactured exports and the international experience in industrialization policies and
export growth.

Product Standards

53. There has been a proliferation of, and rising stringency in, products standardsin
international trade in recent years. It has become essential for countries to have the
capacity to meet such product standards if they want to be playersin today’ s increasingly
competitive international markets.

54. The DTIS will assess how standards and related capacities for food safety,
agricultural health, and quality management are affecting Uganda' s trade, and identify
priority technical assistance or other capacity-building needs in these areas. More
specifically, the work will:
» assess how Uganda s exports/imports of agricultural and food products have been
impacted by food safety, agricultural health, and quality standards;
» identify and characterize the mgjor sanitary and phyto-sanitary (SPS) (and
quality) issues faced by Ugandan producers and exporters and efforts made to
address these;
» examine the nature/extent of prevailing strengths/weaknesses in SPS and quality
management and identify several near- and longer-term priority capacity needs;
* assess the extent to which Uganda has engaged in regiona efforts to enhance
capacity and overcome constraints and the success of such initiatives.

55.  Theanaysiswill start with abroad mapping of Uganda s agricultural and food
exports, identifying key trends and pertinent challenges related to food safety,

agricultural health, and quality management. This, together with the notion of a
‘hierarchy’ of SPS/quality management functions—ranging from basic awareness and the
application of ‘good’ agricultural and manufacturing practices to more sophisticated
technical and negotiation functions—will provide aframework for the remainder of the
study.

56.  Severa approachesto the work and dimensions of the standards field will be
pursued. Thiswill likely include the following:

i. ldentifying several cross-cutting SPS capacity issues—for example, certification
and accreditation capacity, systems of disease or pest surveillance, promotion of
Hazard Analysis Critical Control Point (HACCP) principlesin the food industry
etc —and making these the focus of one or several thematic case studies.

ii.  Attention will be focused on commaodity sub-sectors which have strong export
potential and are facing important SPS-related challenges/opportunities,
specifically fish and fish products, floriculture and horticulture (these are also the
sub-sectors for which detailed analysis will be undertaken in the DTIS). Recent
experiences, current strategies, outstanding issues, and the apparent options for
maneuver will be highlighted.
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iii.  Reviewing prior analyses on quality management issues faced in Uganda’ s major
agricultural export crops—coffee, cotton, tea, and maize—and, where possible,
providing an update of the current status and outstanding issues and needs.

iv.  Examining Uganda’sinvolvement in regional effortsto build SPS capacity,
harmonize standards and otherwise overcome the trade impacts of standards.
These will include standards-related work in the Codex Regional Committee for
Africa, joint efforts by the Tanzanian, Kenyan and Ugandan governments to
manage food safety and other issues associated with the Lake Victoriafishery,
and other aspects. The aim isto identify areas where progress has been made and
where problems have been encountered, with aview to potential foci and
mechanisms for technical support.

v.  Providing abroad assessment of past and current efforts to enhance SPS capacity
in Uganda, building on existing work.*> Thiswill characterize the current state of
capacity in Uganda and areas already identified for capacity development. The
focus here will be on capacity development and needs within the public and
private sectors and the nature and extent of technical and other forms of donor
support. The outcome is expected to be some form of prioritized list of
unresolved issues where further capacity development is needed and some
indication of appropriate ways in which these might be addressed.

vi.  Attempting to assess the magnitude (in qualitative terms) and direction of any
impacts of food safety and plant and animal health standards on Uganda' stradein
agricultural and food products. Thiswill include export flows to major foreign
markets and impacts of developments in domestic SPS capacity on imports, for
exampl e through the procurement practices of supermarket chains such as
Shoprite. Inturn, thiswill provide some indication of the broad economic
benefits to Uganda of developmentsin its food safety and agricultural health
management capacity.

57. This part of the work will be done in close coordination with the work that is
being launched under the WTO'’ s Standards and Trade Devel opment Facility to develop a
cost/benefit methodology for assessing developing countries’ capacitiesto improve their
SPS infrastructure, for which Uganda has been selected as a pilot.

Transport and Trade Facilitation (TTF)

58. Moving goods from the point of production to their final destination
expeditiously and cost-effectively is certainly an important factor underlying the export
competitiveness of a country. Country-level evidence has also indicated that
transportation is the single most important component of cost for exportersin some
developing countries.® Thisissueis particularly pertinent for Uganda given its
landlocked status.

59. The DTIS will undertake a comprehensive review of the situation in Ugandain
terms of cost and effectiveness of transport services and administrative procedures related

2 Including World Bank (2003).
3 Tsikata (2003).
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to international trade. This part of the work will be done in close coordination with the
work undertaken on Customs (see next section).

60. The DTIS will begin by providing an overview of the transport logistics pattern
in Uganda, including quantitative information (volumes and values) of the various modes
of transport (road, rail, ferry and air), and a mapping of the routes within Uganda from
the production centersto the international gateway for the main export goods and
services that will be addressed in more depth in the report. These are, specificaly, fish,
cut flowers, tourism, coffee, cotton, tea, and maize. The DTIS will focus its analysis on
the following.

61. First, transportation costs. Specifically, the DTIS will:

» derive estimates of transport costs for the various modes of transport associated
with the movements of products (imports and exports and transit goods),
distinguishing between international and national costs;

* compare transport costs with those in neighboring countries and countries in the
region to evaluate Uganda' s competitiveness with these countries with respect to
transport costs;

» assessthe factors behind the high costs of fuel in Uganda, and identify reasons
behind the high costs;

» egtimate the relative importance of transportation, fuel and logistics costs (see
below) in raising the cost of production and trading;

* identify the policy, institutional, market structure, and other factors that raise
trangport costs for Uganda; in this context, review the ongoing the status of
privatization/concession of the railway.

62.  Second, tradefacilitation. The DTIS will:

* review procedural and documentary requirements for moving goods through
borders or in transit operations from gateways in Uganda or in transit countries
(Kenya and Tanzania), including the magnitude of delays of trade operations at
various stages of the supply chain for imports, exports, and transit goods (this part
of the work will be drawn from the work covered under Customs—see next
section);

» assessthe availability and quality of transport logistics services (clearing,
forwarding, and insurance), the market structure of these services and integration
with other activities (for instance haulers and forwarders).

63.  Third, transit trade services. The DTIS will review the potential for, and
constraints facing, Ugandain developing regional transit transport services for
neighboring Rwanda and the Democratic Republic of Congo, and for Sudan.

64. Fourth, TTF needsfor Sudanesetrade. Thereis potential for substantial

expansion of trade with Sudan in light of the recent peace settlement there. The DTIS
will highlight possible TTF issues that need to be addressed in this context.
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65.  Theimportance of providing those living in remote rural areas access to domestic
markets as afirst step towards helping them integrate into the world economy has been
documented in many of the DTISs undertaken to date. In thislight, and given the
geographic location of some of the export products listed above, the DTIS will not just
focus on main transport corridors but also on the feeder/rural roads that provide accessto
the main transport corridors.

66. TheDTISwill derive concrete actionable measures to address bottlenecks and
distortions identified in the analysis described above. Special attention will be paid to
identifying any TTF needs that may not be adequately addressed under existing or
forthcoming support, including the East Africa Trade and Transport Facilitation Project
by the World Bank. The proposed measures could include policy, regulatory and
institutional reforms; private sector development in the provision of transport services,
introduction of modern information and communication technologies related to transport
and trade; key investments to improve trade potential; and technical assistance measures
including training needs.

Customs

67. Customsisanimportant element of trade facilitation, and weaknesses in customs
have been identified as one of the main constraints to trade integration and export
performance in many least developed countries.* The DTIS will examine customs and
border processing/clearance procedures in Ugandato assess their level of effectiveness
and compatibility with international standards and to identify areas of potential
improvement. The DTIS will pay specid attention to identifying any trade facilitation
related areas that may not be adequately addressed in the current Uganda Revenue
Authority Support Project,’ and the Customs-related implications of Uganda's
participation in the East African Community. In particular, the DTIS will examine the
following aress:

» Import/export/transit procedures for compatibility with international standards
(including GATT ArticlesV, VIII and X and the World Customs Organization’s
Revised Kyoto Convention)

» Customs valuation for compatibility with WTO Valuation Agreement

* Current and future Information Technology support requirements

» Degree of cooperation between Customs and other border related regulatory
agencies

» Future requirements stemming from Uganda’ s participation in the East African
Community

» Explore opportunities available for el ectronic transmission of
import/export/transit data between EAC members

* Investigate the potential and constraints facing Ugandain providing transit
services to neighboring land-locked countries — Rwanda, DRC, and Sudan

1 Tsikata (2003).
> Funded by U.K. Department for International Development.
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68. In addition, due to the fact that Ugandais alandlocked country and is therefore
dependent on effective and efficient transit operations in Kenya and Tanzania, special
attention should be paid to identifying any Customs/border processing problems or issues
that may impact adversely on Uganda. Where possible, attention should be paid to
identifying solutions that could be implemented by Uganda either acting independently or
in coordination with neighboring countries.

69. In assessing the needs for improvement related to each of the areas, the DTIS will
take into account the policy, legidative, regulatory and institutional (including structure
and capacity) aspects, and provide recommendations accordingly. The DTIS will bring
in relevant international standards and best practice examples to support the analysis and
recommendations.

Sub-sector studies

70. In addition to the cross-cutting factors discussed above, there could also be sector-
specific constraints to exports. Certain sub-sectors have been selected for in-depth
studies with the objective of identifying such constraints. The sub-sectors have been
selected on the basis of their current or potential importance in contributing to Uganda's
overall export growth, as well as their impact on poverty alleviation through employment
generation either directly or indirectly by way of forward and backward linkages.

71.  Many of the sub-sectors that have been selected are in the agriculture sector for
the following reasons. First, agriculture isimportant for the Ugandan economy, as
reflected in its sizeable share in Uganda' s GDP (nearly 40 percent in 2003/04), and the
large share—87 percent in 2002/03—of the population that resides in the rural areas.
Second, the agriculture sector isimportant for poverty reduction: in 2002/03, 42 percent
of thoseresiding in the rural areas live below the poverty line. Third, it isthe sector in
which Uganda has a comparative advantage, as reflected in the fact that the majority of
Uganda' s exports are agricultural. These include, in addition to the traditional exports of
coffee, cotton, tea, and tobacco, also the non-traditional ones of fish, cut flowers, cereals,
hides and skins, and beans. While the share of these exportsin total exports has been on
adeclining trend, in 2003/04 they still made up nearly 60 percent of total merchandise
exports. The DTIS has selected for more in-depth analysis the sub-set of these exports
that are considered to have the largest potential for growth and/or poverty reduction.
These include, among agricultural crops, coffee, cotton, tea, and maize (the latter due to
its potential in exporting to neighboring countries in the region), and anong non-
traditional exports, fish and floriculture/horticulture.

72.  Outside of agro-processing, Uganda s manufacturing potential islimited, and will
face greater import competition from trade liberalization under the EAC, especialy from
Kenya. The other area of export potential that Uganda has yet to exploit is services. The
DTIS has selected three services sub-sectors for more in-depth analysis: tourism,
information communications technology (ICT), and transit trade services. As mentioned
earlier, tourism is already the top foreign-exchange earner among merchandise and
services exports in Uganda, although a great deal of tourism potential remains to be
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exploited. Uganda does not currently export ICT services or transit trade services, but
there may be potential to develop these.

73.

For all these sub-sectors (excepting ICT and transit trade services, the latter being

covered in the TTF section), the DTIS will:

74.

review trends and current status in terms of production, exports, and employment
levels;

identify the structure of the industry (key companies at the producer,
intermediary, processor and/or exporter levels);

identify major constraints to expansion in terms of production and exports;

assess the prospects of expansion in light of external market conditions and
demand (international and regional), and Uganda' s competitive position both
regionally and globally;

analyze the potential for and constraints to value-addition where applicable and
feasible;

assess new initiatives proposed by/to the Government for expansion in these sub-
sectors (for instance, for cut-flowers, there is aproposal for making land available
and providing infrastructure in western Uganda where the climate is suited for
producing better quality flowers; for fish thereis an initiative to expand the
supply of fishery resources to cage culture, fish farming, and crater 1ake fish);
provide quantitative estimates, where possible, of future production and export
levels;

review poverty alleviation dimension of increasing production and exports either
through direct employment generation or indirectly through backward and
forward linkages,

assess the adequacy of existing skills in the sub-sector;

draw on international experiences in the development of the sub-sectors;

review existing diagnostics studies, evaluate the current status of the sub-sector
against recommendations from the previous studies, and focus new analysis on
any gaps that may exist; and

propose a prioritized action plan to address constraints to production, exports, and
value-addition (where applicable) that include policy, legidative or institutional
changes, capacity building measures, and investments. The DTIS will note which
of these recommendations have already been proposed (with implementation
pending).

With respect to the ICT sector, the DTIS will draw on analysisthat is being

undertaken in the context of the CEM. Specifically, the Bank is undertaking a study on
therole of ICT in improving competitiveness and increasing economic growth in Uganda
which will, among other things:

review the position of Uganda' s economy within the international business
environment and the opportunities and challenges for increasing exportsin ICT-
enabled services (such as business process outsourcing);

assess needs with respect to regulatory and institutional environment, ICT
infrastructure, ICT skills gap, and other constraints,

recommend appropriate actions to address constraints.
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Trade and Poverty

75.  Changesin trade policy—domestic and international—and removal of other
constraints to trade can affect poverty in different ways. For instance, changesin the
tariff structure can raise or lower the poverty levels of households depending on what the
latter produce and consume. Reduction in tariffs can reduce government revenues and
can adversely affect the poor if there are corresponding reductions in social spending by
the government. Changes in international trade policy can also affect poverty in different
ways. For instance, poverty can increase because of the erosion in preference margins
that may result from a possible future WTO agreement on market access. Or, poverty
can be reduced if tariff peaks and tariff escalation are reduced in the export markets for
products that are particularly important for poor households. Reduction of trade-related
constraints such as through measures to improve customs and other aspects of trade and
transport facilitation can boost exports, raising incomes and reducing poverty as a result.
The DTIS will trace, and provide quantitative estimates where possible, these various
ways in which changesin trade policy and other constraints to trade can affect income
and poverty levels. Specifically, the DTIS will cover the following.

76.  First, the DTIS will trace out the short-term impact of the adoption of the CET,
and possible changes to the CET that the DTIS might recommend, at the macro/sectoral
level. 1t will estimate the revenue impact, and assess which sectors are likely to gain,
which will lose, as well as changes in employment, wages, and productivity. This part of
the study will draw on, and extend the analysisin, Rajhi et a (2005). It isunderstood
that these are short-term effects as, over the longer term, the changes in relative prices
could lead to shiftsin resource allocation and hence changes in production, which would
affect household incomes. Nonetheless, it isimportant to ascertain the short-term effects,
in case thereis aneed for measures to alleviate potential adjustment costs. International
experience shows that trade policy changes can have significant negative effects on
poverty, among the reasons for which is limited mobility of labor that, in the absence of
re-training, may find it difficult to move to expanding sectors.®

77.  Second, the DTIS will analyze the impact on household incomes and poverty
resulting from the introduction of the CET and possible changes to the CET, by mapping
the tariff structures with household production and consumption data.

78.  Third, data permitting, the DTIS will estimate the effects of different scenarios of
market access changes on household incomes and hence poverty levels, including those
relating to the possible future WTO agreement on market access.

79. Fourth, the DTIS will analyze the impact of reducing trade costs on poverty
reduction focusing on tea, cotton, and coffee. This part of the study will draw on ongoing
research by the World Bank on the topic.'’

16 World Bank (2005b).
Y Balat and Porto (2005).
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80. Fifth, the DTIS will trace the employment and hence income and poverty
reduction effects arising from increased production and exports of those agricultural
crops and other sub-sectors that have been selected for detailed studies. Specifically, and
to the extent that datais available, the DTIS will map the geographic locations of
production of these exports with regional income distribution data, and perform
simulations to derive the magnitude of income changes and hence the magnitude of
poverty alleviation that would result from raising the production and exports of these
agricultural and non-agricultural goods.

81. TheDTISwill aim to integrate the discussion of all these various aspects of trade
and trade policy changes on poverty in the respective sections/chapters of the report.

Process and Time-line

82. The processing schedule of the DTIS isas follows:

Preliminary Mission: May 16-20, 2005
Concept Paper Distribution: June 30, 2005
Main Missions: July 11-22, 2005; September 2005

First Drafts of Chapters: September-November, 2005
Draft of Summary Report:  January 2006
Delivery to Government: February 2006
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Draft Outlineof DTIS Summary Report

Volumel
Executive Summary
Action Plan
Chapter 1 Context and Background

A. Economic Background

B. Trade Performance — Structure and Destination

C. Poverty Trends and Profile
Chapter 2 Macroeconomic Policies and the Real Exchange Rate
Chapter 3 Trade Policy and Regional Trade Agreements
Chapter 4 Market Access and Preferential Trade Agreements
Chapter 5 Ingtitutions for Trade Policy and Export Development
Chapter 6 Product Standards
Chapter 7 Transport and Trade Facilitation
Chapter 8 Selected Sector Issues
Volumell
Chapter 1 Agricultural Crops (coffee, cotton, maize, tea)
Chapter 2 Fish
Chapter 3 Floriculture and Horticulture

Chapter 4 Tourism

Chapter 5 ICT
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