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Executive Summary

Despite the tremendous reduction in income poverty and impressive economic growth,
Uganda is still languishing in a low-income trap, with low levels of socio-economic
transformation. The share of the agricultural sector in Uganda’s total Gross Domestic
Product (GDP) has been declining from 39.9% in 2001/02 to 23.7% in 2008/09, which
has been erroneously regarded as a key indicator of socio-economic transformation by
some policy makers. However, it is inconceivable to believe that Uganda’s economy has
been transformed. This is because most of Uganda’s social indicators have not improved
considerably. There is serious imbalance between the structural change in the economy
and the labour force. Whereas the contribution of the service and manufacturing sectors
to the economy is increasing, their share of the labour force is falling. This means that the
current economic growth is not having an impact on labour movement and employment.

The slow pace of socio-economic transformation in Uganda can be attributed to the neglect
of the agricultural sector as an engine of growth. The growth strategy for Uganda has not
been anchored on getting agriculture moving. Over the last decade, the agricultural sector
in Uganda has had a raw deal in terms of budget allocations. The sector has also suffered
poor prioritization of the limited resources it is allocated. ACODE, as part of her advocacy
work, is producing this paper to better understand the nature and composition of the
agriculture public expenditure with the view of providing practical proposals for enhancing
socio-economic transformation.

This paper identifies and discusses a number of challenges for the financing of the
agricultural sector in Uganda. The paper notes that although the role of agriculture in
poverty reduction and overall growth in Uganda is well recognized, investment in the
sector remains minimal. For effective poverty reduction, agricultural growth in Uganda
needs to be accelerated. This requires investments in critical areas to enhance productivity
and transformation of the sector.

I. Budget allocation to the agricultural sector

Since agriculture interventions are scattered across many sectors and do not give an
accurate picture of the public resources committed to agriculture, it is difficult to analyse
trends in public spending on agriculture. This constraint notwithstanding, budget allocations
to the following core agencies: (i) Ministry of Agriculture, Animal Industry and Fisheries
(MAAIF), (ii) National Agricultural Research Organization (NARO), (iii) National Agricultural
Advisory Services (NAADS), (iv) Uganda Cotton Development Organization (UCDO), (v)
Uganda Coffee Development Authority (UCDA), (vi) Local Governments (agricultural
extension and production services), and (vii) Plan for Modernization of Agriculture (PMA)
non-sectoral conditional grants, are by far the most important indicator of the amount of

viii
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public resources directly devoted to agriculture.

Over time, the approved budget for agriculture (core agencies mentioned above) in relative
terms has declined from an estimated 5.1% of total government spending in 2001/02 to
4.3% in 2009/10. The decline in agriculture’s share of expenditure is in stark contrast to
the strong growth in social sectors such as education, general public sector management
and public administration sectors. Though the share of spending allocated to agriculture
is projected to marginally increase over the next three years; rising to 5.2% of the total
government spending by 2013, much of the proposed increase in expenditure is driven
by a projected rise in development spending projected to come, directly or indirectly,
from donor funding. This shows little commitment by government to use domestically
generated funds for sustained expenditure on agriculture. The low levels of agriculture
spending are grossly insufficient to sustain any major or substantial investments that can
create the necessary institutional and physical infrastructure required to transform the
economy.

1. Allocative efficiency

Analysis of the allocation of the resources within the agricultural sector shows many gaps
with regard to allocative efficiency. The priorities of the agricultural sector are defined in
the MAAIF Development Strategy and Investment Plan (DSIP). However, the DSIP has not
been used to draw up sub-sector budgets. Advisory services and research are accorded the
highest priority; taking about 59% of the sector budget. However, many other core public
goods remain underfinanced, undermining the potential impact of research and advisory
services. The critically underinvested areas are rural infrastructure, livestock, plant pest
and disease control, regulatory services and institutional development. For instance, plant
pest and disease control has received less than 1% of total resources, while the proportion
of funding allocated to livestock disease control has continued to fall over the last three
years.

The MAAIF headquarters takes nearly half of the entire budget. However, this has been
declining from 70% in 2000/01 to 40% in 2009/10. The high allocation to the headquarters
is partly due to higher wage allocations for senior staff; high transport costs to Kampala
from Entebbe where the ministry headquarters are located; and other recurrent expenses
such as fuel and vehicle maintenance. In addition, there are value for money concerns
as regards procurement of goods and services, especially at the MAAIF headquarters. For
instance, according to a report by Economic Policy Research Centre (2009), a total of US
$225,007.9 (Ug.Shs.427,515,010) was wasted in the procurement of vehicles that worked
for less than two years and are currently grounded.

The agricultural sector’s recurrent budget is relatively small and the share of wage to non-
wage expenditures appears well balanced. Though the staff-related costs are generally
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low, other expenditures on various ministers, vehicles, maintenance of vehicles, fuel and
lubricants, workshops and seminars and consultancy services augment the high cost of
running MAAIF and its sister agencies. For instance, travel costs (inland and abroad), cost
of vehicle maintenance and fuel account for 23% and 20% respectively of the non-wage
recurrent.

The sector’s development spending accounts for around 85% of total sector spending.
However, the development expenditure is not synonymous with capital expenditure as
is usually assumed. For instance, the share of capital outlays in the 2009/10 agriculture
budget was only 12%, which is far less that of the development budget. The sector’s
development expenditure is heavily oriented to non-wage recurrent expenditures rather
than capital expenditures.

lll. Multi-sectoral approach through PMA

The major argument from policy makers in Uganda is that under-funding of the agricultural
sector (MAAIF) is compensated for by the higher proportion of resources devoted to the
PMA’s multi-sectoral approach. Resources are spent on other sectors which are presumed
to have a direct impact on sustaining Uganda’s long-term economic development, notably
infrastructure and social sectors, which are expected to support agricultural development.

In FY 2007,/08 Ug.Shs 772 billion of the PMA resources was directed towards 181 projects.
Four ministries of Energy and Mineral Development (22.8%), Agriculture Animal Industry
and Fisheries (19.9%), Finance Planning and Economic Development (19.2%) and Works
and Transport (14.0%), accounted for over 76% of the total PMA project relevant budget
allocations. However, although it is certainly true that promoting agriculture requires
investments in areas that are not strictly agricultural (such as infrastructure), other
critical production and productivity drivers like research and technology development and
access to credit have been neglected. In addition, there is no mechanism to ensure that
PMA priorities are adequately captured within the budget prioritization, partly because
several line ministries and agencies do not take the agreed PMA undertakings seriously.
Furthermore, the disbursement rates on PMA projects is very low at 54% of the levels
budgeted. The unbalanced implementation of the PMA is typified by that fact that the
highest level of disbursements is registered with policy and institutional reform (77%),
and lowest with marketing (14%) and rural finance (24%).

IV. Agricultural research and development

Despite the fact that empirical studies have shown that research and development has the
greatest impact on labour productivity and poverty reduction among all type of agricultural
spending, funding towards agricultural research is declining. Funds allocated for research
through NARO accounted for on average 24% of sector spending between 2000 and 2005
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and 18% between 2006 and 2009. The situation is further worsened by the fact that NARO
is weak at designing research for the real needs of farmers and actually disseminating
technology. As of end 2006, just 55% of NARQ's research outputs had been disseminated
and these had reached less than half of all crop farmers and 30% of livestock farmers
(Action Aid, 2010).

V. Agricultural extension services

Agricultural extension services (mainly allocations to NAADS and local governments) are
taking an increasing share of sector expenditures. The overall allocation to agricultural
extension has increased from 25% of total sector spending in 2005/06 to nearly 43% in
2009/10. Spending on extension is projected to rise further to 49% of sector spending in
2012/13. Increasing resource allocations to agricultural extension at local government level
shows a good policy shift by government towards supporting agricultural development in
rural areas.

Though the success of NAADS remains contested, two major independent evaluations by
ITAD (2008) and IFPRI (2007) described the programme as successful mainly in the area of
farmer empowerment and adoption of improved technologies. The biggest challenge with
the NAADS approach is that there is no common agreement on the concept and practice
of agricultural extension among the politicians who make policies and technocrats who
implement them. The impromptu intervention and suspension of the NAADS programme
by the President in recent years is causing a lot of inefficiencies in the programme’s
implementation. This is denting the success so far registered.

VI. Agricultural Credit

The government and donors recognize the need to increase the availability of credit to
farmers, but there is general belief among policy makers that credit is a private rather
than a public good. Despite the fact that farmers cite shortage of capital and credit as their
single biggest constraint to improving farming, the government is not investing enough
resources in providing credit to farmers. Only 4% of the PMA funds are allocated towards
rural finance services, which include increasing access to credit. Worse still, most financial
institutions have not developed suitable lending instruments for agriculture, in that
agriculture receives less than 10% of lending from commercial institutions. Consequently,
most farmers cannot access credit from such institutions because they lack the required
collateral security for the loans. Without access to credit, many farmers are unable to
invest in future production, to expand their farming or take a risk.

VII. Key policy recommendations

The central argument of this paper is that the current poor agricultural performance is
attributed to limited public spending in agriculture. Unless the Government of Uganda
heavily invests in the agricultural sector, the country will not achieve socio-economic
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transformation. It is against this background that, | recommend the following:

Xii

Re-orienting the national budget. Government should tremendously increase budget
allocation to the agricultural sector even beyond the Maputo commitment of 10%
of the total national budget. This can be done through curtailing the cost of public
administration and prudent utilization of oil revenues towards agriculture development.
Promulgating the National Agriculture Policy. Government should expedite the
process of promulgating the National Agriculture Policy with a clear definition of public
and private sector interventions to integrate and harmonize all the sub-sectors and
programmes under agriculture with the objective of improving service delivery and
support to the poor farmers.

Re-allocating budget funds within the agricultural sector. MAAIF needs to strategically
shift development resources from non-wage recurrent to capital expenditures. In
addition, MAAIF needs to devise ways to re-balance the operational costs structure
towards the operational or technical departments whose effectiveness is currently
constrained due to lack of funds.

Prudently utilize allocated budget funds. MAAIF needs to be more effective in the
planning and implementation of its activities and to show how agriculture can become
a driving force in economic growth and sustainable poverty reduction. In addition, the
sector should devise means of increasing its absorption capacity.

Revamping the agricultural extension services. MAAIF should review of the regulatory,
policy and legal framework with the aim of gquiding implementation of the agricultural
extension programmes in Uganda. In addition, the sector should ensure that
the increase in extension service funding is matched with increase in funding for
agricultural research.

Improving collaboration between MAAIF and Local Governments. Since more resources
will continue to shift from central to local governments, mainly to NAADS, it is vital
for MAAIF to improve collaboration with the local governments to ensure effective
implementation of agricultural programmes.

Improving access to agricultural sector credit. Government through the MFPED should
exploit the possibility of establishing an Agricultural Bank that will explicitly focus on
farmers’ credit needs, hedge against risks like crop failures and volatilities in the prices
of agro-products.
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1

Introduction

After decades of political turmoil and economic decline, Uganda has been able to register
some improvement in the wellbeing of its citizens. The number of people living in absolute
poverty reduced from 56% in 1992 to 31% in 2006. Despite the tremendous reduction
in income poverty and impressive economic growth,” Uganda is still languishing in a
low-income trap with minimal socio-economic transformation.? Income inequality as
measured by the Gini Coefficient®> increased from 0.365 in 1992/03 to 0.408 in 2005/06.*
A sizeable number of Ugandans (over 26% of households) were living in chronic poverty®
in 2006.° The percentage of household that are food secure dropped from 83% in 1992
to 66% in 2005.7

The share of the Agricultural sector® in Uganda’s total Gross Domestic Product (GDP) has
been declining from 39.9% in 2001,/02 to 15.4% in 2008/09 (Table 1), which has been
erroneously regarded as a key indicator of socio-economic transformation by some policy
makers. However, some key factors that characterize Uganda’s economy do not show
evidence that it has been transformed. This is because most of the social indicators have
not improved considerably. For instance, out of the 30.66 million Ugandans,® 85% live in
rural areas of which 73.3% are engaged in subsistence agriculture and hunting.’ Most of
the agricultural holdings are characterized by small land holdings with a few who have
isolated commercial holdings.™

'GDP (at factor cost) growth of 7.2% between 1997/98-2000/0, 6.8% between 2000/01 - 2003/04 and 8% between
2004,/05-2007,/08.

2Characterized by low life expectancy at birth, high mortality (infant and maternal) rates), high levels of unemployment,
high levels of people living in poverty especially chronic poverty, high levels of gender inequality, among others.
3Measures inequality in household consumption per adult equivalent.

‘UBOS (2009). Statistical Abstract 2009.

SChronically poor people are mainly those living in rural areas and engaged in agriculture, especially crop farming
SCPRC (2008). The Chronic Poverty Report 2008-09: Escaping Poverty Traps; Chronic Poverty Research Centre.

7UBOS (2006). Uganda National Household Survey 2005/06: Report on Socio-economic module.

8Cash crops, food crops, livestock, forestry and fishing activities.

Population Secretariat; accessed at http://www.popsec.org/key_facts.php#population_size [30 November 2009].
0YBOS (2009). Statistical Abstract 2009.

""Musiime, E., et al., (2005). Organic Agriculture in Uganda: The need for a Coherent Policy Framework. ACODE Policy
Research Series No. 11, 2005.
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Table 1: Share of primary growth sectors in GDP and growth performance in Uganda

Agriculture 51.1 33.1 17.3 14.5 15.4 3.9 5.4 1.1 1.7 2.2
Forestry 2.2 1.7 33 3.5 3.4 4.7 7.0 3.9 2.2 4.2
Manufacturing 5.9 8.4 7.0 6.9 7.2 13.2 7.2 6.3 7.6 6.7
Hotel & Restaurants 1.1 1.9 4.0 4.1 4.1 13.1 3.8 9.6 9.2 12.5
Mining 0.1 0.6 0.3 0.3 0.4 34.6 8.0 13.0 5.0 10.4
Posts & Telecom 0.2 0.6 2.0 3.0 3.4 10.1 22.8 26.2 16.1 39.6
Construction 4.1 6.5 11.9 12.2 12.2 6.5 6.3 6.3 4.8 5.8

Source: NDP (2010).

There is a serious imbalance between the structural change in the economy and the
structural change of the labour force. Whereas the contribution to the economy of the
service and manufacturing sectors is increasing, their share of the labour force is falling.
For example, the proportion of persons engaged in agriculture increased from 65.5%
in 2002/03 to 73.9% in 2005/06, while real agricultural growth declined from 7.9% in
2000/01 to 2.2% 2008/09. The percentage of employment in manufacturing decreased
from 6.8% to 4.2% and in services decreased from 26.8% to 20.7% while their share in
GDP was rising.”? This clearly shows that the current economic growth is not having an
impact on labour movement and employment. The inelasticity of labour movement from
agriculture to other fast growing sectors such as services is a clear indication of diminutive
socio-economic transformation of the Ugandan economy.™

The slow pace of socio-economic transformation in Uganda can be attributed to the neglect
of the agricultural sector as an engine of growth. Whereas national GDP has been growing
above five per cent per year over the last decade, during this same period, the agricultural
sector experienced very low growth of about two per cent per year. Furthermore,
agricultural growth has been erratic, with agricultural GDP rising during 2002-2003, falling
in 2004, and then remaining stagnant during 2005-2006.

Agriculture has a well-established record as an instrument for poverty reduction. Success
stories of agriculture as the basis for growth are well documented; agricultural growth was
the precursor to the industrial revolutions in England in the mid-18th century and Japan
in late-19th century. More recently, rapid agricultural growth in China, India, and Vietnam
was the precursor to the rise of industry. However, evidence has shown that the growth
strategy for Uganda has not been anchored on getting agriculture moving.

2NPA (2010). National Development Plan (2010/11-2014/15). Republic of Uganda, Kampala, Uganda.

3Uganda National NGO Forum (2009). Unlocking Uganda’s Development Potential: 8 Fundamentals for the Success of the
National Development Plan, A Civil Society Perspective Paper, July 2009.

“World Bank (2008). World Development Report 2008: Agriculture for Development, World Bank, Washington D.C
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The Government of Uganda is among the African Union states that adopted the principles
of the Comprehensive Africa Agriculture Development Programme (CAADP)™ in 2003 and
the Maputo pledge of 10% budget allocation to agriculture with a broader objective of
achieving and sustaining 6% growth target. Unlike some countries such as Burkina Faso,
Chad, Mail, Niger, Ethiopia, Malawi and Cape Verde that have met the 10% goal,’ Uganda
is yet to make any progress towards achieving these agreed targets. In addition, Uganda
spends relatively less than other countries (Table 2), when spending is measured as the
share of agricultural budget in GDP.

Table 2: Comparison of budgets for agriculture, average for 2002-2004

Middle-income countries

Turkey 13.0% 2.0% 0.15
Mexico 4.0% 0.7% 0.18
Venezuela 5.0% 0.5% 0.12
China 15.0% 1.2% 0.08
Brazil 9.3% 0.7 0.08
Russia® 6.0% 0.95% 0.16
Ukraine 11.6% 1.3% 0.11
Low income countries

Uganda 32% 1.5% 0.05
Tanzania 45% 1.2% 0.03
Ethiopia*™® 44% 2.7% 0.06
Kenya 29% 1.3% 0.04

Note: * Data for Russia are for 2003. ** Data for Ethiopia are for 2004/05. To make the data
for Ethiopia comparable to data for other countries, transfers under the vulnerability and food
security programme and expenditures on rural energy, mining, federal roads, and water supply
are excluded.

Source: World Bank, AGPER, 2009 (p.12)

After years of silence, the debate over the role of agriculture in development in low
income countries has gained momentum. Much of this debate, often spearheaded by
the international development agencies,’”” has not effectively spurred government to
galvanise strategies and mobilize more resources to invest in the agricultural sector.

5CAADP was endorsed and adopted by the African Heads of State and Government at the Summit of the African Union
in July 2003 in Maputo, Mozambique, as a framework for the restoration of agriculture growth, food security and rural
development in Africa.

sMkandawire, R., (2009). Investment in Agriculture Africa’s Path to Prosperity. The New Vision, Thursday November 19,
2009.

7See World Bank (2008). World Development Report 2008: Agriculture for Development, World Bank, Washington D.C



INCREASING AGRICULTURAL SECTOR FINANCING: Why it matters for Uganda’s Socio-Economic Transformation

Despite proclamations in the policies '® and budget speeches,” the Government of
Uganda has not prioritized agriculture in her public spending, as manifested in the fact
that agriculture receives less than 5% of the national budget.?® The minimal public
spending on agriculture has been associated with, among other things: lack of strategic
leadership; distortions in the budget architecture; and the failure of the market-based
model of agricultural development.

The central argument of this paper is that the current poor agricultural performance is
attributed to limited public spending in agriculture. Unless the government of Uganda
invests heavily in the agricultural sector, the country will not achieve socio-economic
transformation. Government should allocate more resources for agriculture even beyond
the Maputo Declaration of allocating at least 10% of government'’s total budget. In addition
to meeting and exceeding the Maputo target, government should improve efficiency
of its agricultural spending. Public expenditure should be concentrated on investment
research and development; extension services; provision of credit; and rural infrastructure,
especially feeder roads and markets. Resources should also be allocated to activities that,
although considered to be non-agricultural, will promote agricultural processing and
marketing, such as investments in rural electrification and community roads.

This study was undertaken by mainly relying on comprehensive review of literature
comprising official government documents, budget speeches, ministerial policy
statements, international publications and scholarly papers. The study provides systematic
and comprehensive analysis of the agricultural sector financing by civil society. The paper
is intended to act as a policy guide to enable Ugandan policy makers prioritize agricultural
sector spending so as to achieve greater impact. It also helps to augment the case for an
appropriate level of funding for the sector as per the Maputo Declaration.?’

The paper is divided into five sections. Section 2, following this introduction, is a discussion
of the key concepts used in the paper. Section 3 analyses sectoral and intra-sectoral budget
allocation to the agricultural sector. Section 4 provides some of the major reasons why
agriculture ranks low in the sectoral allocations. Section 5 provides the conclusion and
policy recommendations.

BNPA (2010). National Development Plan (2010/11-2014/15), p.52. Republic of Uganda, Kampala.

*For instance, the theme for the 2009/10 National Budget was ‘Enhancing Strategic Interventions to Improve Business
Climate and Revitalize Production to Achieve Prosperity For All".

2Agricultural sector ranked 9th (4.3%) of the total national budget allocations according to the approved estimates of
revenue and expenditures for FY 2009/10.

2Governments agreed to adopt sound policies for agricultural and rural development, and committed to allocating at least
10% of national budgetary resources for their implementation within five years.
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2

Conceptual and Analytical Framework

The starting point to providing a conceptual framework for this paper is to define the
concept of “socio-economic transformation”. In this paper, socio-economic transformation
is used to refer to systematic and measurable improvements in macro economic
performance as well as micro and household-level indicators in which the majority of the
population is being lifted out of poverty leading to economically-based industrial skills and
intellectual labour rather than archaic human muscle.?? Socio-economic transformation
therefore, should be seen as a qualitative and quantitative positive movement from a
bad to a better situation. The movement can be incremental or dramatic. Socio-economic
transformation is also not an event but a process. For example, the economic development
status achieved by the Asian Tigers is considered to be one of the most dramatic economic
transformations of our times.?

Transformation can be accomplished by doing what it takes to launch political, social,
cultural and economic reforms in a multi-sectoral manner. In most agricultural-based
economies such as Uganda, economic transformation depends on a number of factors
which include increased production, higher productivity, marketing infrastructure and
pricing systems. Unfortunately, Uganda has had problems of increasing agricultural
productivity. This has led to low socio-economic transformation.

Agriculture is the most important source of employment, income and overall well-being
in Uganda. Most households directly or indirectly derive their livelihood from agriculture.
Agriculture provides the basis for growth in other sectors such as manufacturing and
services. The sector is also the basis for much of the industrial activity in the country since
most industries are agro-based. The agricultural sector is the biggest source of foreign
exchange ?'and is a major source of saving and investment for many Ugandans.

Empirical studies have shown that increased agricultural growth is the most efficient way
of reducing inequality, and that agriculture matters more than manufacturing growth for
poverty reduction. A study by Benin, et al. (2007)* showed that if agriculture in Uganda

grew at 6% per annum, the poverty rate would be cut by an additional 7.6 percentage

2Tumushabe, G., W., et al., (2007). Transforming Commonwealth Societies to achieve Political, Economic and Human
Development: Technical Background Paper Prepared for Kampala CHOGM 2007.

Z1bid.

240ver 95% of the Uganda’s exports are primary agricultural commodities.

»Benin, S., et al., (2007). Agricultural Growth and Investment Options for Poverty Reduction in Uganda. International Food
Policy Research Institute (IFPRI), Discussion Paper 00790.
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points to 18.9%, much lower than the 26.5% that would be reached if agriculture continued
to grow at the average rate of 2.8% per year. It follows, therefore, that any strategy for
sustained growth with socio-economic transformation must centre on rapid growth of the
agricultural sector.

The other key concept employed in this paper is “public agricultural expenditure”. The
definition of public agricultural expenditure is contestable, such that there is no common
understanding of what it encompasses. A Public Expenditure Review (PER) done in Uganda
in 2007 that followed the United Nations definition of agriculture spending - Classification
of Functions of Government (COFOG)?*® - indicated that Uganda was spending about
6% of its budget in the sector in 2007/08.” However, the government definition of
public agricultural spending following the seven PMA pillars showed that in 2007/08
government spending to the sector was about 8%, more than half of which goes to MAAIF
and its agencies.?

However, in this paper, | define public agricultural expenditure as the amount of funds
allocated in the national budget for agriculture under the following core agencies: (i)
Ministry of Agriculture, Animal Industry an Fishery (MAAIF), (ii) National Agricultural
Research Organization (NARO), (iii) National Agricultural Advisory Services (NAADS),
(iv) Uganda Cotton Development Organization (UCDO), (v) Uganda Coffee Development
Authority (UCDA), (vi) Local Governments (agricultural extension and production services),
and (vii) Plan for Modernization of Agriculture (PMA) non-sectoral conditional grants.
Nevertheless, whichever definition one uses, public spending on the agricultural sector is
still too low to meet Uganda’s commitment according to the Maputo Declaration.

It should be noted that there is substantial off-budget spending by some donors and NGOs
estimated to be equivalent to 10 - 20% of the agriculture budget. Since the information
about the off-budget spending remains fragmented and difficult to obtain, no attempt is
made in this paper to analyse it.

The lack of reliable data makes it difficult to analyse trends in public agricultural spending.
Agricultural interventions are scattered across many sectors and do not give an accurate
picture of the public resources committed to agriculture. This constraint notwithstanding,
budget allocations to the above-mentioned core sector agencies are by far the most
important indicator of the amount of public resources devoted to agriculture.

Includes budget allocations for forestry, water for production, agricultural land, and agriculture-elated services.
2MAAIF (2009). National Agricultural Policy (draft). Kampala, Uganda.
#|bid.
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3

Agricultural Public Spending

Public spending is one of the most effective instruments in promoting agricultural growth
and poverty reduction in Uganda. In absolute terms, government spending on agriculture
(national budget allocation to agriculture) has been increasing from UShs 135 billion in
2000/01 to USh 320 billion in 2009/10. This means the agricultural sector budget has
more than doubled over the last ten years. However, this is less than the growth in the
total national budget; which increased more than three-folds during the same period.

Table 3: National budget allocations (including donor projects)-UShs Bn

Roads & works  346.89 316.65 325.25 402.33 37415 464.88 625.59 1,083.73  1,214.83
Education 514.29 550.79 587.31 618.93 635.72 720.81 767.09 899.34 1,079.62

Public admin 347.61 380.63 373.46 421.52 505.55 576.67 739.36 784.18 1,045.04
& sector man-

agement

Economic 361.92 337.50 279.11 313.47 406.38 671.38 532.44 535.14 808.53
functions &

social services

Health 314.13 337.92 385.56 383.44 506.06 381.84 428.26 628.46 735.67
Security 229.24 261.66 331.15 371.84 373.88 377.26 443.24 477.24 487.68

Accountability 23.67 27.31 254.50 204.97 174.35 197.11 336.19 417.60 461.89

Interest pay- 155.10 144.60 227.80 258.90 290.63 253.90 289.12 379.05 368.22
ments

Justce, law & 131.31 147.51 162.55 177.22 181.59 195.75 234.56 280.42 359.57
order

Agriculture 135.21 133.11 99.37 115.64 148.85 146.58 202.47 223.22 310.73

Water & envi- 107.34 126.05 96.59 111.05 110.08 121.23 156.31 150.28 172.24
ronment

Total 2,669.74 2,763.73 3,122.65 3,379.31 3,707.24 4,107.41 4,754.63 5,858.66 7,044.02

Source: Author’s computations based on the MFPED Approved Estimates of Revenue and
Expenditure (various years).
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3.1 Composition of Government Spending

Examining the composition of total government expenditures reflects that the top three
prioritized sectors for Uganda in 2009/10 were roads and works, education and public
administration? (Figure 7). The agricultural sector is among the lowest ranked sectors
in the national budget. For instance, in the 2009/10 national budget, General Public
Administration® , Security and Parliament were allocated Ug.Shs 1,376.53 billion; Ug.Shs
503.40 billion and Ug.Shs 122.18 billion respectively compared to only Ug.Shs 331.18
billion that was allocated to the agricultural sector. The cost of public administration
(uncontrolled expansion of the Executive®' , Presidential Advisors*? and districts® ) is
imposing a huge toll on the national budget.** The budget for public administration and
public sector management has grown rapidly over years and in addition, it claims a lion’s
share of supplementary budgets, which negatively affects budget allocations and releases
to other sectors especially agriculture.

Figure 1: National budget allocations for FY 2009/10

a4y =

Source: Author’s computations based on the MFPED, Approved Estimates of Revenue and
Expenditure FY 2009/10.

»Mainly on State House and the Office of the President, Parliament and Districts.

PIncludes: MFPED (Ug.Shs 262.19 bn), URA (Ug.Shs 107.99), Office of the Prime Minister (Ug.Shs 144.32 bn), MoPS (Ug.
Shs 144.78bn), MoLG (Ug.Shs 124.18 bn), EAC (Ug.Shs 15.13 bn), NPA (Ug.Shs 9.8 bn), PSC (Ug.Shs 3.48bn), LGFC (Ug.Shs
2.14), LGs (Ug.Shs 261.17 bn), Office of the President (Ug.Shs 36.96 bn), State House (Ug.Shs 76.43bn), MoFA (Ug.Shs
9.43bn), Electoral Commission (Ug.Shs 47.45bn), Missions Abroad (Ug.Shs 46.73 bn).

31In less than a decade, the size of the Cabinet increased from 42 ministers originally provided for in the constitution to
approximately 75 in 2009.

32From 4 in 1994 to 71 in 2003.

3From 30 in 1990 to 100+ in 2010; with this number of districts, Uganda surpasses Russia to become the first country with
the largest number of the highest level sub-national administrative units in the world.

3Tumushabe, G., W., (2009). Trends in Public Administration Expenditure in Uganda: The cost of the Executive and its
Implications on Poverty Eradication and Governance. ACODE Policy Research Series, No. 27.
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Investment in agriculture has been found to contribute to growth and poverty reduction, yet
the development of the sector remains poor. The agricultural sector has not received more
than 4% of the Government of Uganda (GoU)-financed budget in any year since 2000/01.
As shown in Table 4, budget allocation to the agricultural sector (MAAIF and its agencies)
in relative terms has slightly increased from 2.6% in 2000/01 to 3.8% in 2009/10. It is
vital to note that this is based on approved budgets; however, the released budget (on
average 10% lower) could reduce the share of the agricultural sector expenditure in the
total budget.*> This level of spending on the agricultural sector is grossly insufficient for
sustaining any major or substantial investments that can create the necessary institutional
and physical infrastructure3required to transform the economy.

Table 4: Agriculture’s share of the national budget (excl. donor projects) in relation
to other sectors, FYs 2001/02-2009/10

Education 241%  24.8%  23.0%  22.8%  21.6%  22.3%  203%  17.3%  17.4%
Roads & Works 8.9% 7.4% 7.3% 6.5% 5.8% 5.8% 8.2% 16.2% 16.0%
Public Admin &

Sector Manage- 171%  17.8%  155%  16.5%  17.9%  17.5%  16.7%  14.1% 1520
ment

Security 12.0%  12.9%  14.4%  153%  13.9%  12.3%  1250%  10.5%  9.1%
Economic Functions o 7.4% 5.7% 4.9% 67%  11.6%  7.8% 7.19% 8.4%
& Social Services

Health 8.9% 9.6% 9.5% 9.7% 9.0% 7.9% 7.8% 8.3% 8.1%
Interest Payments 8.2% 7.1% 9.9% 10.6% 10.8% 8.3% 8.1% 8.4% 6.9%
J(;’rsdtgre' 1 6.8% 7.0% 6.6% 6.8% 6.5% 6.2% 6.4% 5.9% 6.4%
Accountability 1.2% 1.3% 3.50 2.9% 3.1% 2.9% 6.2% 6.4% 6.4%
Agriculture 2.6% 2.3% 2.1% 2.0% 3.0% 3.0% 3.3% 3.50% 3.8%
mztnetr & Environ- 2.8% 2.4% 2.7% 2.1% 1.5% 2.3% 2.7% 2.2% 2.3%
Total 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
Agric Budget

Allacation as 3 0.4%  0.4%  03%  03%  04%  04%  05%  05%  0.6%

Percentage of GDP
(current prices)

Source: Author’s computations based on the MFPED, Background to the Budgets (various years)
and UBOS; Statistical abstracts (various years).

Although combining the Government of Uganda-financed budget with donor financing
(projectsreflectedin the budget) raises the total agriculture public expenditure substantially,
it has not yet exceeded 5% of the total national budget (see Table 5). In fact, agriculture
public expenditure as a percentage of the national budget declined from about 5.1% in

3World Bank (2009). Uganda Agriculture Public Expenditure Review. Sustainable Development Network, Africa Region,
The World Bank. Washington D.C.

3ACODE and UNFFE (2009). Farmers’ Petition to the President and Members of Parliament of the Republic of Uganda.
INFOSHEET No. 7, 2009.
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the year 2001/02 to 4.4% in 2009/10. Donor funding accounts for a substantial portion
of agricultural funding in Uganda; however, it is usually under-reported or not accounted
for in calculating the total agricultural spending, which complicates spending estimates to
agriculture.

Table 5: Agriculture’s share of the national budget (incl. donor projects) in relation to other
sectors, FYs 2001/02-2009/10

Education 193% | 19.9% | 18.8% | 183% | 17.1% | 17.5% | 16.1% | 15.4% | 15.3%
Roads & Works 13.0% | 11.5% | 104% | 11.9% | 10.1% | 11.3% | 13.2% | 185% | 17.2%
Public Admin &

Sector Manage- 13.00 | 13.8% | 12.0% | 125% | 13.6% | 14.0% | 15.6% | 13.4% | 14.8%
ment

Security 13.6% | 122% | 8.9% 93% | 11.0% | 163% | 11.2% 9.1% 11.5%
Economic Func-

tions & Social 11.8% | 12.2% | 123% | 113% | 13.7% | 9.3% 9.0% 10.7% | 10.4%
Services

Health 8.6% 9.5% | 10.6% | 11.0% | 10.1% | 9.2% 9.3% 8.1% 6.9%

Interest Payments | 0.9% 1.0% 8.2% 6.1% 4.7% 4.8% 7.1% 7.1% 6.6%

J(;‘rs(}::re' L 5.8% 5.20 7.3% 7.7% 7.8% 6.2% 6.1% 6.5% 5.20

Accountability 5.0% 5.3% 5.200 5.20 4.9% 4.8% 4.9% 4.8% 5.1%

Agriculture 5.1% 4.8% 3.20% 3.4% 4.0% 3.6% 4.3% 3.8% 4.4%

mtnetr GEviron- | hgp 4.6% 3.1% 3.3% 3.00% 3.00% 3.3% 2.6% 2.4%

Total 100.0% | 100.0% | 100.0% | 100.0% | 100.0% | 100.0% | 100.0% | 100.0% | 100.0%
Agric Budget

Allocation as a

Percentage of 1.2% 1.1% 0.7% 0.7% 0.8% 0.7% 0.8% 0.7% 0.9%

GDP (current

prices)

Source: Author’s computations based on the MFPED, Background to the Budgets (various years)
and UBOS; Statistical Abstracts (various years).

The share of spending allocated to the agricultural sector is projected to marginally
increase over the next three years, rising to 5.2% of the total government spending by
2013. However, much of the proposed increase in expenditure is driven by a projected
rise in development spending under the Local Government Agricultural Advisory Services,
which will come directly or indirectly from donor funding. This creates skepticism regarding
the commitment of government to use domestically-generated resources to fund the
agricultural sector.

10
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3.2 Intra-sectoral Budget Allocations
3.2.1 Agricultural Sector Priorities

The priorities of the agricultural sector are defined in the Development Strategy and
Investment Plan (DSIP). Table 6, shows the extent to which MAAIF’s annual budgets®’” are
aligned with projections for the three years covered in the DSIP. According to the analysis
by the World Bank,* the DSIP has not been used to draw up sub-sector budgets. Advisory
services and research are accorded the highest priority, taking about 59% of the sector
budget. However, many other core public goods remain underfinanced, thus undermining
the potential impact of research and advisory services. The critically underinvested areas
are rural infrastructure, livestock, plant pest and disease control, regulatory services, and
institutional development. For instance, plant pest and disease control receives less than
1% of total sector budget, while the proportion of funding allocated to livestock disease
control has continued to fall over the last three years. As a result, veterinary services in
most districts are very weak since less support is extended to the sub-sector.*®

Table 6: Proportion of agriculture budget allocated to DSIP priority areas, compared with
DSIP projections, FYs 2005/06 to 2007/08

Research 17% 19% 23% 20% 19%
Advisory Services 30% 45% 41% 39% 29%
Livestock Disease 9% 7% 4% 7% 6%
Plant pests and diseases 1% 1% 0% 1% 5%
Livestock and fish regulatory services 2% 2% 2% 2% 5%
Planning and policy 2% 2% 1% 2% 1%
Institutional development 4% 1% 0% 2% 9%
Water capacity development 3% 4% 4% 4% 10%
Seed capacity development 9% 3% 3% 5% 8%
Processing and marketing 7% 2% 2% 3% 3%
Physical infrastructure 12% 14% 18 15% 5%
Promotion 3% 1% 1% 2% 1%

Source: World Bank, AGPER, 2009 (p.27)

Despite the fact that poor infrastructure still limits farmers” access to markets and capacity
to diversify, the capital investment budget has been declining between 2005/06 and
2008/09 (see Figure 2). As a result, capital outlays constitute only 8.5% of the agriculture
budget, with the wage bill absorbing 31.5% and non-wage recurrent expenses 60.1%. The

Including expenditures for development, recurrent costs, and District grants, which fall within the MAAIF portfolio.
3#World Bank (2009). Uganda Agriculture Public Expenditure Review. Sustainable Development Network, Africa Region,
The World Bank. Washington D.C. Draft

3EPRC (2009). Agricultural sector Public Expenditure Review, Phase Three: Efficiency and Effectiveness of Agricultural
Expenditures.

“World Bank (2009). Uganda Agriculture Public Expenditure Review. Sustainable Development Network, Africa Region,

11
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current economic composition of sector expenditure is inappropriate to enhance pro-poor
agricultural growth in Uganda. Too little capital funding is allocated to construct markets,
link remote areas with road networks, rehabilitate and expand irrigation systems,upgrade
veterinary and sanitary and phyto-sanitary laboratories, and improve access to livestock
breeds. Consequently, high marketing costs caused by poor rural infrastructure have left
many Ugandan farmers with little choice but to produce staple food crops for domestic
consumption and avoid commercial agriculture.*!

IFPRI studies in other countries, including Ethiopia, Ghana and Zambia, emphasize the
importance of rural roads for increasing smallholder access to agricultural inputs and
product markets. Roads enable farmers to participate in higher value-added market
chains, thereby contributing significantly to poverty reduction.”> For the last two years,
the Government of Uganda has dramatically increased its spending on roads, with special
focus on national roads. Research by Fan, et al (2004)* shows that investment in rural
road infrastructure in Uganda, particularly feeder roads, has a high return and can have
large effects on growth and poverty reduction. The marginal returns to public spending on
feeder roads on agriculture output and poverty reduction is three to four times larger than
the returns to public spending on murram and tarmac roads.

Figure 2: Economic composition of the agricultural sector budget, FYs 2005/06-2008/09

ash

Source: World Bank, AGPER, 2009 (p.22)

MAAIF Headquarters, NARO and the NAADS Secretariat receive the largest share of the
sector budget, although their share has been declining over time. For instance, the
share of MAAIF Headquarter’s budget has declined from 70% of total sector spending

The World Bank. Washington D.C. Draft

“1Balat, J., et al., (2008). Realizing the Gains from Trade: Export Crops, Marketing Costs, and Poverty. The World Bank
Development Research Group, Policy Research Working Paper 4488. Washington D.C.

“2Benin, S., et al (2007). Agricultural Growth and Investment Options for Poverty Reduction in Uganda. International Food
Policy Research Institute (IFPRI), Discussion Paper 00790.

“Fan, S., et al (2004). Public Expenditure, Growth, and Poverty Reduction in Rural Uganda. International Food Policy
Research Institute (IFPRI), DSG Discussion Paper 4. Washington, DC.
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in 2000/01 to 40.4% in 2007/08. This share fell further, to 29.4% in 2008/09, before
rising again to around 39% in 2009/10 (Table 7). The high allocation to Headquarters
is partly explained by higher wage allocations for senior staff; high transport costs to
Kampala from Entebbe since many meetings taken place in Kampala; and other recurrent
expenses paid from headquarters for services used by all MAAIF departments, such as
telecommunications, electricity, water and security guards (25% of the Headquarters
budget).** This hampers the effective delivery of services in the sector. It is thus important
that MAAIF Headquarters reduces her costs with the objective of shifting more resources
to other sub-sectors especially those with high impact on agricultural productivity.

Table 7: Trends in intra-sectoral allocation in the agriculture budget (including donor projects)
FYs 2001/02 -2009/10

MAAIF HQs 69.8% 66.3% 59.0% 59.8% 57.2% 45.8% 40.4% 29.4% 39.0%
NARO* 24.2% 25.0% 23.5% 20.6% 17.0% 18.2% 21.4% 17.6% 14.0%
NAADS Secre- 3.3% 7.0% 7.3% 7.6% 5.5%
tariat

ucbo 0.9% 2.8% 2.6% 1.8%
UCDA 0.4% 0.4% 0.4% 0.3%
Local Govern- 5.9% 8.7% 17.5% 19.6% 22.5% 27.7% 27.7% 39.6% 37.7%
ment**

Non-Sectoral 2.8% 1.6%
Conditional Grant

Total 100% 100% 100% 100% 100% 100% 100% 100% 100%

Source: Author’s computations based on the MFPED, estimates of revenue and expenditure
(various years).

* Agricultural Research
“*Agricultural Advisory & Extension Services

There are value-for-money concerns as regards the procurement of goods and services
especially at the MAAIF headquarters. For instance, according to a report by EPRC (2009)*,
a total of US $225,007.9 (Ug.Shs 427,515,010) was wasted in the procurement of vehicles
that worked for less than two years and are currently grounded. In addition, there is
evidence that goods procured at the local levels cost less and are less prone to wastage
and leakage than goods procured centrally.* Forinstance, the cost of procuring a Boer goat
is Ug.Shs 892,000 compared to Ug.Shs 250,000-300,000 at the district level. A local goat
was procured at Ug.Shs 70,000 through central government procurement arrangements
as compared to Ug.Shs 50,000 at the local government level.*

“‘World Bank (2009). Uganda Agriculture Public Expenditure Review. Sustainable Development Network, Africa Region,
The World Bank. Washington D.C. Draft

“1bid

“sIbid

“7EPRC (2009). Agricultural Sector Public Expenditure Review, Phase Three: Efficiency and Effectiveness of Agricultural
Expenditures.
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Over years, the agricultural sector has exhibited low absorption capacity. According to the
Semi Year Budget Performance Report 2009/10, the sector was only able to utilize 47%
of its appropriated development budget. Though the low level of absorption of funds is
characteristic with most sectors of government, the Agricultural sector absorption capacity
was even below entire government absorption capacity of 55%. The danger with this low
absorption capacity is that the sector is likely to suffer budget cuts in subsequent financial
years, and also weakens its capacity to advocate for resources.

Low staffing levels due to delayed restructuring have created inefficiencies in delivery
of services in the sector. According to the Auditor General’s report (2009)* , MAAIF is
supposed to have 340 staff. However, only 290 positions have been filled. Fifty (50)
positions including key positions in the ministry were vacant at the time of audit in
December 2009. This, coupled with large remuneration disparities among MAAIFs and its
affiliate agencies, make the situation worse. For instance, heads of NAADS Secretariat and
Uganda Coffee Development Authority (UCDA) earn 70% more than a corresponding civil
servant in the MAAIF.* This is creating discontent among staff of MAAIF and its affiliate
agencies.

In the following sections, this paper concentrates on analyzing public spending on the
two sub-sectors of agricultural research and extension services given their relevance in
enhancing growth and poverty reduction. The research by Fan, Zhang and Rao (2004)*°
on Uganda confirms that investment in agricultural R&D and extension offers the greatest
potential for enhancing productivity and reducing poverty. Therefore, a key investment
area to support technology generation and dissemination is agricultural research and
development (R&D) and extension.

3.2.2 Agriculture Research and Development

A key investment area to support technology generation and dissemination is agricultural
research and technology development (R&D) and extension. Previous research in Uganda
confirms that investment in agricultural R&D and extension offers the greatest potential
among agricultural investment areas for enhancing productivity and reducing poverty.>' As
demonstrated empirically by Fan, Zhang and Rao (2004)%?, public spending on agricultural
advisory services and research has the highest return to labour productivity and poverty
reduction. For each marginal shilling invested, 12 Ug.Shs was returned. These investments
have had the largest impact on poverty reduction, followed by investment in feeder roads
(7 Ug.Shs), and education (3 Ug.Shs).

“0ffice of the Auditor General (2010). Annual report of the Auditor General for the year ended 30th June, 2009; Volume 2,
Central Government.

“The Independent (2009). Gov't stuck over big salary gaps, Issue 086, November 13-19, 2009.

°Fan, S., et al (2004). Public Expenditure, Growth, and Poverty Reduction in Rural Uganda. International Food Policy
Research Institute (IFPRI), DSG Discussion Paper 4. Washington, DC.

s10xford Policy Management (2007). Review of Public Spending to Agriculture: A joint DFID/ World Bank Study, Uganda
Case Study. Oxford Policy Management, UK.

52Fan, S., et al., (2004). Public Expenditure, Growth, and Poverty Reduction in Rural Uganda. International Food Policy
Research Institute (IFPRI), DSG Discussion Paper 4. Washington, DC.

$30xford Policy Management (2007). Review of Public Spending to Agriculture: A joint DFID/ World Bank Study, Uganda
Case Study.
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However, agricultural research and development spending in Uganda is low compared to
expenditure on the provision of other public agricultural goods and services.>* On average
the agricultural research budget accounted for 24% of sector spending between 2000 and
2005 and 18% between 2006 and 2009. The National Agricultural Research Organization
(NARO), the main institution responsible for agriculture R&D, has continued to receive less
funding over years. Even within NARO, very little funds are devoted entirely to research.
An analysis of the Ug.Shs 52.473 billion allocated to NARO during the FY 2009/10, shows
that 49% is spent on general goods and services which comprise inputs® ; 29% on staff
salaries, allowances and benefits; 14% on taxes on machinery, furniture and vehicles and
3% on travel (inland and abroad) (Figure 3). It is hard to establish exactly how much is
allocated for substantive research activities.

Figure 3: Intra-sectoral allocation of the NARO budget, FY 2009/10

Equipment &

General Goods &
Services
4E.7%

Source: Author’s computations based on the MFPED, Approved Estimates of Revenue and
Expenditure FY 2009/10.

Despite minimal funding, there have been some recent successes in agricultural research
and development work. NARO is often highly regarded for producing technologies for
improving crop productivity. NARO claims to have developed over 200 improved varieties
for cereals such as maize, lequmes and root crops, and to have disseminated over 70
strategies for the control of poultry and livestock diseases.¢ However, NARO is weak in
disseminating its technology to farmers, especially small scale farmers.>” As of end 2006,
just 55% of NARO's research outputs had been disseminated and these had reached less

than half of all crop farmers and 30% of livestock farmers.>

54Benin, S., et al (2007). Agricultural Growth and Investment Options for Poverty Reduction in Uganda. International Food
Policy Research Institute (IFPRI), Discussion Paper 00790.

5sThe information is, however, insufficient to disaggregate this category into specific input sub-categories.

SSMAAIF (2009). Development strategy and investment plan, 2009/10-2013 /14, Second Draft, p.48

S7Action Aid (2010). Invest in Small Holder Farmers: Six Areas for improvement in Agricultural Financing.

s8ibid
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In addition, household involvement in technology generation is minimal, with participation
rates of 5-17% of households.>

3.2.3 Agriculture Extension

Extension is a critical component of agricultural development. It helps to bridge the gap
between the farmer and source of knowledge required to improve productivity. Often
such knowledge is generated from research institutions and universities or even from
farmers’ own indigenous knowledge and then transferred through extension services to
those farmers who lack such information.®

Agricultural extension services (mainly allocations to NAADS and Local Governments) are
taking a rising share of sector expenditures; the overall allocation to agricultural extension
has increased from 25% of total sector spending in 2005/06 to nearly 43% in 2009/10.
Spending on extension is projected to rise further to 49% of sector spending in 2012/13.
Increasing resource allocations to agricultural extension at local government levels®’
shows a good policy shift by government towards supporting agricultural development in
rural areas.

Over the last 30 years, Uganda’s extension service has used various policy approaches and
practices, largely influenced by the political priorities of the time. The extension approaches
during the 1980s and early 1990s centred around projects, with lots of duplication and
confusion. The late 1990s saw a change of strategy towards a unified extension approach
aimed at integrating and harmonizing the use of scarce resources. Government was a key
player in providing extension services. Since 2001, NAADS has changed extension services
from a government-run service and introduced a partly-privatized system of ‘demand-
driven’ services; which are provided by private sector suppliers in order to promote the
commercialization of agriculture.5? The government, however, recognizing the poor quality
of the services provided by NAADS, restructured the service again in 2007/08. It said
that government officers would again play the main role in service provision, alongside
private sector providers. At the same time, it began providing inputs (such as livestock) at
supposedly lower prices to farmers as part of the NAADS package.

Though the success of NAADS remains contested, two major independent evaluations
by ITAD (2007) and IFPRI (2007) described the programme as successful. The NAADS
programme is having a positive impact on increasing the availability and quality of
advisory services provided to farmers; promoting the adoption of new crop and livestock

enterprises; and improving the adoption of modern agricultural production technologies
and practices. In addition, NAADS also appears to have promoted greater use of post-
harvest technologies and commercial marketing of commodities, consistent with its
mission to promote more commercially-oriented agriculture.* Furthermore, between

$°0xford Policy Management (2005). Evaluation report: The plan for the modernization of agriculture, Annex B2, .18
®Namara, R. B., (2009). Public Policy Management: Uganda’s Experience in Agriculture Extension Policies. Paper presented
at the Symposium on the 40th UMI anniversary celebrations, October, 2009.

¢'mainly for towards farmers’ forums, technology development sites and agri-processing facilities and district production
services

¢2Action Aid (2010). Invest in Small Holder Farmers: Six Areas for improvement in Agricultural Financing

3ibid, p 24

S'MAAIF (2009). Long-term Funding for agricultural growth, Poverty Reduction, and Food and Nutrition Security. Brochure
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2004 and 2007, NAADS was associated with an average of 42-53% greater increase in the
per capita agricultural income of the programme’s direct participants compared to their
non-participant counterparts. A significantly larger proportion of NAADS participants than
non-participants perceived that their standard of living had improved compared to what
it was in 2000.%

The early success of the NAADS can be attributed to the fact that there was no apparent
contradiction between the political agenda and the technocratic agenda.®® However,
NAADS has been hijacked by the politicians. NAADS has become a political project and
its quiding principles have been oriented towards political machinations. For instance,
attaining farmer empowerment means more than occupying farmers’ institutional
structures; it involves changing the structural inequalities which might not be the choice
for government that needs to create faster results to retain the commitment of voters. It
is not surprising that the empowerment activities focus on material gains rather than on
shifting power relations.®’

The NAADS programme has been surrounded by uncertainties and ambiguities. Currently,
there is no clear direction for NAADS, and this has been happening for the past two
years, mainly because of unharmonized political and technical expectations. The President
has hijacked the programme and he continues to send mixed messages to the farmers.
Secondly, NAADS technocrats have been disempowered and cannot stand up to political
pressures. As shown in Table 8, both politicians and technocrats have different expectations
of NAADS. There is no common agreement on the concept and practice of extension in
Uganda among the politicians who make policies and technocrats who implement the
policies. There are probably three or four major unharmonized policy priorities in the
current ‘confusion” of NAADS. These relate to what kind of extension services should be
given to farmers; which farmers should be targeted; what approaches should be used;
and, who should offer those services.®® Funding dynamics of NAADS also contribute
significantly to the stand-off between politicians and the technocrats.

To lessen this stand-off among politicians, technocrats and donors, two major working
compromises have emerged. First, NAADS is running a two-track extension service delivery
system. On one hand, NAADS delivers information, training and technologies to farmers.
This is in line with the NAADS Act and is supported by donors through the basket funding.

On the other hand, NAADS offers inputs to farmers through the Integrated Support for
Farmer Groups (ISFG). This is equally funded by donors but under the pretext of technology
development. Secondly, in addition to ISFG, NAADS also offers inputs to the six model
farmers as suggested by politicians and funded by government. Politicians reluctantly
accepted that the six farmers’ households to receive comprehensive inputs should be
selected by the farmers’ fora rather than the NRM committees in the sub counties.®

5, October, 2009.

®Benin, S., Nkonya, E., et al (2007). Assessing the Impact of the National Agricultural Advisory Services (NAADS) in the
Uganda Rural Livelihoods, IFPRI, Discussion Paper 00724

ssibid

¢’Namara, R. B., (2009). Public Policy Management: Uganda’s Experience in Agriculture Extension Policies. Paper presented
at the Symposium on the 40th UMI anniversary celebrations, October, 2009

1bid
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Table 8: NAADS policy priorities and their assumptions

Political direction

Provide agriculture
inputs to farmers

The people have said they
need inputs.

They are the owners of NAADS
& and also wield electoral
power.

The electorates must be
satisfied.

NAADS has spent money on
training for years and there are
limited tangible results.

The entire PMA has not yet
started because of resource
constraints yet inputs to
farmers are needed now not
later.

Spend money on
providing knowledge
and technology
development
regarding production.

Assumptions/
arguments by
technocrats

Farmers do not
have the required
agricultural skills,
once they acquire
the skills they will
go to microcredit
institutions,
borrow money
and buy inputs.

The supply of
inputs to farmers
is not sustainable.

Asking farmers for
NAADS inputs is
asking the wrong
agency.

Let the entire

PMA operate
to enhance
synergies.
Work with If you spend money on groups Work through The Group
model farmers; you are scattering resources. groups and approach will
give them a support technology increase efficiency
wholesome The Group approach presents development through and availability of
agricultural to farmers new dynamics of demonstration services to several

package, they
will teach others
to get out of
poverty.

These families
should be
selected by the
NRM cadres in
the area.

management where farmers
spend most of their time
managing those conflicts.

sites hosted by few
members of the

group.

people.

The farmers’
groups are the
right entities
to select those
model families.

Politicians should
be allowed

to be part of

the farmers’
organization and
if not they should
be the ones to
distribute the
inputs to farmers.

Source: Namara (2009)

The NRM political leaders
should be in charge because
other people may sabotage
government programmes.

Politicians should
not be members of
the farmers’ fora
even when they are
members of farmers’
groups.

Farmers’ fora
are to enhance
accountability,
they are not a
political caucus.

Politicians may
politicize the
programme.

The unharmonized expectations between technocrats and politicians are denting the little
success NAADS has so far registered. The impromptu intervention and suspension of the
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NAADS programme by the President in recent years”® is causing a lot of inefficiencies in
the implementation of the programme. The interventionist approach by politicians will
compromise the more sustainable market-based developments that are occurring along
the value chains that technocrats are anxious to see established and that, once these
programmes of subsidy have outlived their political life, there will be a vacuum in the
continued delivery of services.”" For instance, in 2008,/09, NAADS received an additional
Ug.Shs 37 billion for small-scale farmers who cannot afford to purchase the necessary
inputs.”? However, little has been done to strengthen private networks of agro-dealers
and input suppliers.

The provision of inputs as currently implemented does not meet the requirements for
market-supporting smart subsidies,” especially because it tends to benefit the wealthiest
rural households.” Results from the household survey carried out in 2007 show that
public expenditures tend to benefit wealthier households more. The Integrated Support
to Farmer Groups (ISFG) grants, as well as non-ISFG NAADS support are mostly heavily
concentrated on the higher quintile.”

Local governments and farmers are supposed to co-fund NAADS in order to build ownership
and a sense of sustainability. However, most local governments have been challenged by
limited resources with the exception of a few districts. In 2006, the performance survey of
NAADS showed a local government co-funding rate of 40.9%, i.e. a total of 38.1% of the
district achieved 100% of the co-funding and 20.1% of the sub counties achieved 100%

while 32-5% failed to achieve any co-funding.’® This is partly because of the abolition
of graduated taxation which contributed significantly to local government revenues. At
the same time, farmers have been skeptical and hardly comprehend the reason behind
co-funding because they are poor and they need to be helped by their own government
instead of being asked to contribute.”” In addition, weak community participation in
decisions over how funds are allocated, suggests that local political leaders and technicians
have the major influence over the identification and selection of projects and enterprises,
fueling corruption and misuse of resources.

The New Vision of September, 2007 stated that President Museveni had suspended NAADs funding until Cabinet decided
on the way forward. This led to high-level discussions among donors, technocrats and politicians, where an agreement
was reached to continue the funding.

"Joughin, J., and Kjaer, A., M., (2009). The politics of agricultural policy reforms: the case of Uganda. First draft.

2MFPED (2008). Budget Speech financial year 2008,/09: Strategic Priorities to Accelerate Prosperity for All. Republic of
Uganda, Kampala.

3To be “market smart,” input subsidies should: (i) be directed at poor farmers to encourage incremental input use by
people would not otherwise use inputs; (ii) not displace existing commercial sales; (iii) use vouchers, matching grants, or
other instruments and strengthen existing private distribution systems; and (iv) be introduced for a limited period, with

a clear schedule for phasing out once their purpose has been achieved. The benefits of a smart subsidy include increased
agricultural output, the promotion of private input markets, and increased adoption of new technologies by poor farmers,
all of which ultimately result in sustained poverty reduction (World Bank, 2009).

7*World Bank (2009). Uganda Agriculture Public Expenditure Review. Sustainable Development Network, Africa Region,
The World Bank. Washington D.C. Draft.

7sibid

7¢Kato, )., and Kayango, R., (2007). NAADS: Is local government funding slowing down progress. New Vision, Thursday,
March 15, 2007

’Namara, R.B., (2009). Public Policy Management: Uganda’s Experience in Agriculture Extension Policies. Paper presented
at the Symposium on the 40th UMI anniversary celebrations, October, 2009
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3.2.4 Recurrent Versus Development Spending

Table 9 provides a breakdown of recurrent”® and development spending of the agricultural
sector budget under MAAIF for the period 2001/02 -2009/10.

Table 9: Agricultural Sector Recurrent and Development Spending (Ug.Shs Billion), FYs 200/1
-2009/10.

Recurrent 12.55 13.82 13.23 17.44 20.48 20.48 37.74 39.37 37.45
0/w Wages 3.90 5.13 5.51 5.16 5.46 5.46 6.03 6.43 2.52
0/w Non- 8.65 8.69 7.72 12.28 15.02 15.02 31.71 32.94 34.93
wages
Percentage 9% 10% 12% 15% 14% 15% 21% 18% 12%
Development 122.67 119.28 94.96 98.19 128.37 116.73 138.65 182.68 273.29
0/w Domestic 36.51 32.95 32.64 30.34 60.69 51.22 53.43 118.82 168.20
0/w Donor 86.16 86.33 62.32 67.85 67.68 65.51 85.22 63.86 105.09
91% 90% 88% 85% 86% 85% 79% 82% 88%
Percentage
Total 135.22 133.10 108.19 115.63 148.85 137.21 176.39 222.05 310.74

Source: Author’s computations based on the MFPED, Estimates of Revenue and Expenditure
(various years).

Within the recurrent budget, the share of wage to non-wage expenditures appears
well balanced. Wages as a share of total recurrent budget have declined from 42% in
2004/05 to 19% in 2007/10, and are projected to decline further to 7% of the recurrent
budget in 2009/10. Though staff-related costs are generally low, other expenditures on
various ministers,” vehicles, maintenance of vehicles, fuel and lubricants, workshops and
seminars and consultancy services augment the high cost of running MAAIF and its affiliate
agencies. For instance, travel costs (inland and abroad), cost of vehicle maintenance and

fuel account for 23% and 20% of the non-wage recurrent, which is high.®

Development spending consistently accounts for around 85% of total sector spending.
Within development spending, donors®" have traditionally provided the majority of
funding. However, this is beginning to change with domestic funding of the development
budget exceeding donor funding in 2008 and 2009. However, it should be noted that the
sector “development expenditure” is not synonymous with “capital expenditure” as is
usually assumed. The development expenditure is heavily oriented towards non-wage
recurrent expenditures rather than to capital expenditures. The share of capital outlays in

8Consists of employee costs, use of goods and services, grants to other organizations, and domestic arrears.

"These include: 1 cabinet minister and 3 state ministers.

8EPRC (2009). Agricultural sector Public Expenditure Review, Phase Three: Efficiency and Effectiveness of Agricultural
Expenditures.

#The main donors are African Development Bank, World Bank, International Fund for Agricultural Development (IFAD), the
EU, the Danish International Development Agency (DANIDA), and UNDP.
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the 2009/10 agriculture budget is only 12%. The share of capital expenditures is higher
in MAAIF’s budget than in the total sector budget, being at about 24% in 2009/10. But
this budget share is far less than that of the development budget, which may convey the
wrong impression that capital expenditures dominate public spending.

It is important to note that most of the capital spending goes to around 30 projects,
presumably government-run, many of which are hangovers from ancient projects kept
going to facilitate field activities. Some other MAAIF projects have had the same outputs
year after year and often these do not show what the project is actually doing or intends
to do.®? Most of the projects overlap and experience delays in implementation, sometimes
for a year or more; unrealistic cost estimates; procurement delays; and inadequate
counterpart funding by the government. Most particularly, the effort and resources of the
ministry as a whole are distorted by the existence of stand-alone projects with their own
priorities and funding.®* The impact of individual projects is considerably circumscribed by
the lack of a strategic approach for using public expenditures to support agriculture.

Some top managers of the ministry are assigned additional responsibilities of being project
coordinators with some of them coordinating more than one project. For example, one of
the Commissioners is a coordinator of three projects and another senior officer at the rank
of Assistant Commissioner coordinates two projects.®* The extra responsibilities affect
the performance of the officers on their normal duties. In addition, weak coordination
between central and local governments and inadequate incentives for local monitoring
cause many projects to be implemented inefficiently.®

The above challenge is compounded by the fact that the policy environment is not entirely
conducive for implementing agricultural projects. It takes about one-and-a-half years for
Parliament to ratify a loan, which reduces project benefits. After Parliament ratifies a
project, one year is typically needed to establish a procurement and management unit
that meets domestic and local requirements and open special project accounts, especially

if a project includes more than one Ministry.®¢ Though not all of the blame for this problem
rests with the sector; however MAAIF should keep raising these important issues and
actively seek concerted remedies.

3.3 Budget Allocations through the Plan for Modernization of
Agriculture

The major argument from policy makers in Uganda is that under-funding of the agricultural
sector (MAAIF) is compensated for by the higher proportion of resources devoted to the
PMA’s multi-sectoral approach. Resources are spent on other sectors which are presumed
to have direct impact on sustaining Uganda’s long-term economic development, notably
infrastructure (roads, energy) and social sectors (health, education), which are expected

82MAAIF (2009). Development strategy and investment plan, 2009/10-2013 /14, Second Draft, July 2009, pp.36, 46
SMAAIF (2009). National Agricultural Policy (draft). Kampala Uganda

#4office of the Auditor General (2010). Annual report of the Auditor General for the year ended 30th June, 2009; Volume 2,
Central Government.

#World Bank (2009). Uganda Agriculture Public Expenditure Review. Sustainable Development Network, Africa Region,
The World Bank. Washington D.C. Draft

#|bid.
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to support agricultural development, with better access to markets, opportunities for
developing agro-processing industries and better human capital.

The PMA emerged from the 1996 Presidential Manifesto with a promise to modernize
agriculture. The design took over four years until 2000, another year of elections. In August
2000 the PMA, which has seven key pillars®” and implementation mandates spread across
13 ministries and agencies, was launched with a promise to transform the structure of
the agricultural sector by transforming subsistence farming into smallholder commercial
agriculture.

The PMA accounted for 10 -11% of government spending from 2001/02 to 2003/04,3
increasing from 13 to 19% in the period 2005/06 to 2007,/08.% In FY 2007/08, Ug.Shs 772
billion (of which Ug.Shs 365 billion - 47% were local resources and Ug.Shs 406 billion -55%
were donor funds) of the PMA resources was directed towards 181 projects. Four ministries
accounted for over 76% of the total GoU PMA project-relevant budget allocations. These
are Ministry of Energy and Mineral Development (22.8%), Ministry of Agriculture, Animal
Industry and Fisheries (19.9%), Ministry of Finance Planning and Economic Development
(19.2%) and Ministry of Works and Transport (14.0%) (See Figure 4).%°

Figure 4: PMA PIP project relevant budget by Ministry, FY 2007 /08.

*MJCA, MLUD, State House, MGLSD & MoPS

Source: Author’s computations based on PMA Secretariat (2008) report.

However, although it is certainly true that promoting agriculture requires investments in
areas that are not strictly agricultural (such as infrastructure), other critical production and
productivity drivers like research and technology development and access to credit have

87Research and technology development, national agricultural advisory services, rural finance, agro-processing and
marketing, agricultural education, physical infrastructure, and sustainable natural resource utilization and management.
#0xford Policy Management (2005). Evaluation report: The plan for the modernization of agriculture, September 2005,
p.107

8PMA Secretariat (2008). Government of Uganda Funding of Agriculture related activities during the Financial Year 2007-
2008, p. 4-7.

*0|bid
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not been given adequate attention.”

The challenge with the multi-sectoral approach of the PMA is that the PMA was a conceptual
framework that described some intermediate policy objectives that were required for rapid
and holistic agricultural development. However, it did not clearly delineate who would be
responsible for these different objectives, or what sort of incentives would motivate them.

Thus, of the seven pillars of the PMA, only two pillars are ever regarded as being successfully
implemented: NAADS and NARO.*> This can be attributed to several factors: both pillars
were more conventionally “agricultural” than the other five pillars; both were created by
Acts of Parliament, whereas the other five pillars relied on soft political pressure; and both
were created (or re-created) as agencies that were largely autonomous from the MAAIF.

Secondly, there is no mechanism to ensure that PMA priorities are adequately captured
within the budget prioritization,** mainly because several line ministries and agencies
are not fully aware of the PMA undertakings they agree on during the PMA Joint Annual
Reviews. At the same time, the preferential treatment under the Poverty Action Fund
(PAF) does not apply to the PMA priorities. Thus, although some line ministries held a
perception that prioritizing PMA activities within their budgets would result in additional
funding,®® this is not the case. This discourages some ministries from putting emphasis on
PMA priorities.

Thirdly, disbursement rates on PMA projects is relatively low, at 54% of the levels budgeted.
*The unbalanced implementation of the PMA is typified by the fact that the highest level
of disbursements is registered with policy and institutional reform (77%), and lowest with
marketing (14%) and rural finance (24%). The low disbursements can be attributed to the
relatively large share of PMA project spending financed by donors, for whom projected
expenditure is over-optimistic and releases are erratic.”’

3.4. Agricultural Credit

Despite the fact that farmers cite shortage of capital and credit as their single biggest
constraint to improving farming,’® government has not provided adequate funding
towards improving access to credit by farmers. As shown in Table 70, only 4% of the
PMA funds are allocated towards rural finance services, which include increasing access
to credit. To make matters worse, according to the 2005 PMA evaluation, only 24% of the
planned expenditure on rural finance is actually disbursed. Lack of credit for agriculture
has resulted in locking many farmers in poverty. Without access to credit, many farmers
are unable to invest in future production, to expand their farming or take a risk.

TAction Aid (2010), Invest in Small Holder Farmers: Six Areas for improvement in Agricultural Financing

2Headey, D,D., et al ( 2009). Why African governments under-invest in agriculture: Results from an expert survey. IFPRI,
Washington DC.

%1bid

*0xford Policy Management (2007). Review of Public Spending to Agriculture: A joint DFID/ World Bank Study, Uganda
Case Study. Oxford Policy Management, UK

ibid

%0xford Policy Management (2007). Review of Public Spending to Agriculture: A joint DFID/ World Bank Study, Uganda
Case Study. Oxford Policy Management, UK

Tibid

%According to Benin, S., et al (2007). Assessing the Impact of the National Agricultural Advisory Services (NAADS) in the
Uganda Rural Livelihoods, 45% of the farmers highlighted this factor.
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Table 10: Trends in PMA allocations by PIP project pillar

Infrastructure 23% 36% 40%
Agriculture Advisory Services 23% 20% 21%
Other, Policy and Institutional 29% 23% 18%
Agro-processing and Market 8% 7% 8%
Research and Technology 7% 5% 4%
Rural Finance 4% 3% 4%
Agriculture Education 2% 2% 2%
Natural Resource Management 4% 4% 3%
Total 100% 100% 100%

Source: Author’s computations based on PMA Secretariat (2008) report.

To address the above-mentioned constraint, Government is currently working to improve
micro-credit, especially in rural areas. The Microfinance Outreach plan, which began in
2003 is the main initiative to provide financial services, targeting areas not serviced by
financial institutions. It is also helping to establish member-owned and controlled Savings
and Credit Cooperatives (SACCOs) throughout the country to provide loans at affordable
interest rates. In addition, government is providing resources in the national budget for
agricultural lending. For instance, in the 2009/10 National Budget government provided
Shs 30 billion for agricultural credit to medium and large- scale commercial agricultural
farmers.”

However, the process of acquiring this credit is so complicated for most smallholder farmers,
who lack most of the requirements as per the guidelines set by the Microfinance Support
Centre. For a SACCO to access credit, it must, inter alia: be registered; have minimum
one-year experience in running the activity for which the organization is registered; clear
ownership, governance structures and management capacity; adequate staffing with
knowledge and skills in microfinance and / or basic accounting. In addition, the process of
formation of SACCOs is marred with high levels of political interference, which stifles the
organic development of cooperative societies.

Though Government recognizes the need to increase the availability of credit to farmers,
there is general belief among policy makers that credit is a private rather than a public
good. The biggest challenge is that most financial institutions have not developed suitable
lending instruments for agriculture. They consider lending to agriculture as a risky venture.
As a result agriculture receives less than 10% of lending from commercial banks and
MDIs."® Consequently, most farmers cannot access credit from such institutions because
they lack the required collateral security for the loans.” As shown in figure 5, very few
households (less than 10%) demand credit for agriculture-related activities.

MFPED (2009). Budget Speech Financial Year 2009/10: Enhancing Strategic Interventions to Improve Business Climate
and Revitalise Production to Achieve Prosperity for All (page 16).

oBank of Uganda reports show that less that agriculture receives less than 10% of lending from commercial banks and
MDls.

0119 per cent of households do not apply due to inadequate collateral (UBOS, UNHS 2005/06)
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There are also differences between sexes; with a higher proportion of men (10.9%) taking
more agriculture-related loans than females (8.8%).

Figure 5: Loan applicants by purpose of loan and sex (%)
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4

Why the Agricultural Sector Receives
Minimal Funding?

Though the agricultural expenditure may not be properly measured to include spending
on roads, water, the environment, and so on, the above analysis shows that it is very low.
This section tries to provide an understanding of what kinds of factors may be restricting
larger expenditure shares for agriculture, beyond the “urban bias paradox” discussed
extensively by Bates (1981)'%2, Krueger, Schiff et al. (1991) "%, Palaniswamy and Birner
(2006)™* , Bezemer and Headey (2008).1%

4.1 Lack of Strategic Leadership

Uganda has prominent planning documents and political manifestos that attach a great deal
of importance to agricultural development. Agriculture has never been entirely ignored
by the leadership, especially in terms of rhetoric. However, there is weak leadership at
the operational level in agriculture (manifested by failure to put words into actions), and
inconsistent and stop-start leadership of agricultural development.'

Implementation or lack of implementation of agricultural policies has been greatly
affected by weak national leadership. For instance, the Cabinet and Parliament do not
exert enough pressure on the MAAIF and or MFPED, and do not push harder for better
agricultural policies and better results. The situation is exacerbated by inconsistency in
leadership from the Executive and Cabinet. For example, the President has continued
to send mixed messages to the public: on several instances he has suspended NAADS
funding without offering credible alternatives.

02Bates, R. H., (1981). Markets and States in Tropical Africa: The Political Basis of Agricultural Policies. Berkeley, University
of California Press.

Krueger, A. 0., M. Schiff, et al., Eds. (1991). Political economy of agricultural pricing policy. Baltimore, John Hopkins
University Press.

104 palaniswamy, N. and R. Birner (2006). Financing Agricultural Development: The Political Economy of Public

Spending on Agriculture in Sub-Saharan Africa. Proceedings of the German Development Economics Conference, Berlin,
Verein fr Socialpolitik

sBezemer, D., and Headey, D., (2008). Agriculture, development and urban bias. World Development 36(8): 1342-1364.
"sHeadey, D,D., et al ( 2009). Why African governments under-invest in agriculture: Results from an expert survey. IFPRI,
Washington DC.
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4.1.1. Political Leadership

The amount of resources allocated to agriculture is a political question and is the outcome
of political decisions on resource allocation during the budget processes. Decisions about
the sectoral allocation of public expenditure are made by the Ministry of Finance, Planning
and Economic Development delivered through the Medium Term Expenditure Framework
(MTEF), responding to political imperatives of different interest groups.

When the NRM government came into power in 1986, its political intentions to promote
agriculture were strong, at least rhetorically, and the policies were very good on paper.
The policy design was mostly based on a process of economic policy analysis. A number of
programmes and initiatives were taken to increase agricultural production; most of them
associated with liberalization included initiatives intended to improve the conditions for
agricultural production. However, implementation often failed.

The Presidential Campaign Manifestos have led to various public policies for agricultural
development, which is fine, but they have lacked the necessary technical capacity in
design and implementation. This has led to political interventions that are not based
on well grounded policy research and advice. Consequently, many of the selective
interventions over the last decade to promote agriculture seem not to have been
successfully implemented. Their failure can be explained, not by a lack of funding, but by
a combination of low capacity and clientelist politics.'"

During the early years of the NRM government, public policy design and implementation
was aligned to somehow single party system of government, where consensus politics
was the order of the day. But with the return of multiparty political dispensation in 2005,
agricultural programmes have been used for patronage purposes to mobilize support in
the context of competitive elections.® This has privileged state employment and welfare
provision in rural areas over investment in increasing agricultural productivity." The
political class has responded not much with policies and institutional frameworks that
increase returns to agriculture but with interventions that enable the NRM government to
consolidate itself through neo-patrimonism.”® With the need to consolidate its political
power, the NRM government is more interested in providing material resources in
exchange for political loyalty, thus affecting interventions in agriculture.™

4.1.2. Policy Leadership

Since 2000, several programmes, initiatives and projects aimed at improving the livelihoods
of agriculture-dependent households have come out of different centres of government.'"?
Among them was the PMA, which was widely praised for both its conceptual rigour and

07)oughin, J., and Kjaer, A., M., (2009). The politics of agricultural policy reforms: the case of Uganda. First draft.
9%8joughin and Kjeer, 2009

Mwenda, A., (2006). Redefining Uganda’s Budget Priorities: A critique of the 2006/07 Budget. ACODE Policy Briefing
Paper No. 17, 2006

11°Neo-patrimonialism exists where elites can use clientelistic value systems to sustain their political support, and occurs
where dispositions associated with traditional and/or statist institutions survive and co-exist with liberal values (Brett,
2006).

oughin, J., and Kjaer, A., M., (2009). The politics of agricultural policy reforms: the case of Uganda. First draft.
112ACODE and UNFFE (2009). Farmers Petition to the President and Members of Parliament of the Republic of Uganda.
INFOSHEET No. 7, 2009.
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its national ownership. However, the implementation of the PMA was hampered by the
fact that the plan did not clearly delineate who would be responsible and accountable
for its success. Realizing that the PMA was failing to deliver on its intended objectives,
in 2001 government initiated a non-public- participatory-designed Rural Development
Strategy (RDS) with the overall objective of raising household incomes. Like the PMA, the
RDS proposed a more focused approach to supporting farmers through input provision
and formation of co-operative societies. The focus of RDS was the sub-county, and this
led to the development of the Sub-County Development Model. Except for the sub-county
development model, the RDS did not have something substantially different from the PMA
expect strong support and buy-in from the political class.

However, when elections drew closer in 2006, political concerns about gaining popularity
in the rural areas became more urgent, and the President got more impatient with the fact
that the PMA was not showing results on the ground fast enough' and the RDS did not
go beyond the launch. The 2006 Presidential campaign slogan was “Bona Bagagawale”
that later became the 2006 Manifesto. This brought about the need for more direct and
visible interventions which led to birth of “Bona Bagagawale” (Prosperity for All, in short
PFA). The goal of PFA was to improve lives of all Ugandans in all aspects.”* A new
structure for the PFA programme was established in 2006 under the President’s Office
running in parallel with the secretariats of NAADS and PMA under MAAIF.

These multiple interventions have not helped the agricultural sector. In fact they have led
to uncoordinated multiple initiatives that have created unnecessary bureaucracy, struggle
for recognition, uncertainty among farmers and other stakeholders leading to duplication
of efforts and wastage of resources.” The existence of these parallel structures means
that the rules, procedures and ethos of public spirit built up in the civil service over some
years are confused and undermined."®

In addition, the MAAIF has a history of lacking strategic direction and poor planning. The
absence of a good plan that translates the principles outlined in the policy frameworks
such as PMA, RDS, and PFA into real actions and costs, limits the ability of the agricultural
sector to attract funding. There is no monetary tracking system with a clear budget or
financial incidence analysis, to trace how much money has been allocated, which priorities
it is going to address and the nature of impact which is affecting even the relatively well
funded programmes such as NAADS. In addition, top senior officials in MAAIF have not
pushed hard for reform, have not been vocal when funding was insufficient, and generally
displayed apathy or, at worst, incompetence."” Consequently, this left the agricultural
sector with minimal resources and insufficient space to realign expenditures to high-
priority activities.

Furthermore, there is a tendency of policies to be based upon political rather than economic
calculations. Policy makers in Uganda do have the capacity to do economic analysis, but

joughin, J., and Kjeer, A., M., (2009). The politics of agricultural policy reforms: the case of Uganda. First draft.
"4Higher incomes, improved access to services such as health, education, water, and reliable physical infrastructure.
"SACODE and UNFFE (2009). Farmers Petition to the President and Members of Parliament of the Pubic of Uganda.
INFOSHEET No. 7, 2009.

"sjoughin, J., and Kjeer, A., M., (2009). The politics of agricultural policy reforms: the case of Uganda. First draft.
"7|bid.
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this analysis is typically ignored or overruled by political considerations.”® Further, the
presence of international aid funds has made policy-makers less cost-conscious. There is
often unwillingness on the part of policy makers to use the past as a source of guidance
for the future and, therefore, new policies are decided that would have been ruled out if
based on an analysis of past lessons and cost efficiency.™?

4.2. Distortions in the Budget Architecture

4.2.1. Medium Term Expenditure Framework (MTEF)

Although agriculture is widely regarded as the engine of growth for Uganda, funding
for the sector has never been prioritized in the national budget. This is partly due to
stringent budgeting framework under the Medium Term Expenditure Framework (MTEF),
MFPED’s general suspicion of the capacity of the MAAIF to spend additional funds and
donor preferences for the social sectors.” The national budget has mainly focused on
defence, public administration and social sectors (especially primary education, primary
health care and water and sanitation).

The MTEF sacrificed meaningful development-oriented planning for the sake of fiscal

restraint. The MTEF is “a cost-minimizing rather than a development-optimizing process
121

It seems not to be built on professional and scientific methodology based on an economy-
wide modelling of how different sectors individually contribute to overall growth of the
economy and use this as a guide for public investment. Consequently, there is disparity in
funding between the contributors (i.e. agriculture) and enablers (i.e. public administration)
of growth, with the latter getting a bigger share than the former.

In addition, the Agricultural sector faces a number of difficulties under the MTEF framework.
First, there is a persistence or hysteresis in sectoral allocations of expenditure: a low
allocation last year is more likely to give a ministry a low allocation the next year. Though
to some extent this persistence is necessary, the process of “just looking at last year’s
figures” is little more than arbitrary, or convenient. Second, the sector cannot spend all
the money allocated for it because the budgetary process runs according to a financial
season that does not tie in well with the agricultural season. Thus, money may not be
available for distributing inputs - such as seeds - at the right time of the year.’ Instead
of working with sectors to strengthen capacities to absorb and spend, MFPED rather sits
back and asks sectors political-like questions such as “Tell us what you used the money on
to justify more allocations .”'2

181bid.

9bid.

1201bid.

211bid.

22Headey, D,D., et al ( 2009). Why African governments under-invest in agriculture: Results from an expert survey. IFPRI,
Washington DC

23Keizire, B.B., (2010). Peer review comments on this paper. African Union Commission, Addis Ababa Ethiopia.
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4.2.2. Ministry of Finance, Planning and Economic Development (MFPED)
Perception

There is general suspicion in the MFPED that MAAIF lacks the capacity to spend additional
funds. According to a top official in the MFPED, “The MAAIF cannot even come up with
detailed work plans so how can we disburse funds to their sector plan? If the funds
were released the Ministry would not be able to spend it” (MK, February 2009'2* ). This
perception also seems to be widespread in Parliament. The following statement made
in a parliamentary debate about budgets to the Ministry is illustrative: “Mr. Speaker, will
the people of Kashari County miss anything if the Ministry of Agriculture, Animal Industry
and Fisheries is scrapped? They will not, since they have never seen it in Kashari anyway.
| am amazed and disappointed that the Committee of Agriculture, Animal Industry and
Fisheries, is asking us to approve the Ministry budget” (The Hansard, March 1999).'%

The MFPED has always challenged line ministries and Agriculture in particular, to produce
value-for-money analyses of current expenditures as a basis for considering increased
budget allocations.” However, the MAAIF annual sectors BFPs do not offer sufficient
information on expenditures in the previous year and what those expenditures achieved.
Thus, with few exceptions, annual budgets and MTEF ceiling present only incremental
changes, irrespective of emerging sector priorities.’”  Consequently, this leaves the
agricultural sector with minimal resources and insufficient space to realign expenditures
to high-priority activities.

4.2.3. Donor Preference for Social Sectors

Donors’ preference for social sectors has led to their contribution to the agricultural sector
to decline significantly over the years. The share of donor funding (measured by donor
projects in the national budget'?® ) to MAAIF declined from 11% in 2001/02 to 6% in
2009/10 (Figure 6). This is partly attributable to changes in development policy and
approaches; the loss of donor confidence in agriculture as a result of poor performance of
agricultural projects, as well as the inherent complexity and risks in these projects; shifting
emphasis in development assistance towards social sectors (i.e. health) and infrastructure
(i.e. roads and energy); and changes in the aid architecture. The decline has also been
associated with a weak demand for assistance in agricultural support due to tight fiscal
constraints and inadequate capacities in the ministries of agriculture to bargain for more
resources.’

24oughin, J., and Kjeer, A., M., (2009). The politics of agricultural policy reforms: the case of Uganda. First draft.

5ibid

26World Bank (2009). Uganda Agriculture Public Expenditure Review. Sustainable Development Network, Africa Region,
The World Bank. Washington D.C. Draft

271bid

28These are donor committed projects in the MTEF, however, there more resources from donors which are off-budget or
implemented by donors individually, which are not captured here.

2DFID (2004). Official Development Assistance to agriculture. Working Paper by the Renewable Natural Resources and
Agriculture Team. London.
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Figure 6: Trends in sector share of donor projects in national budget FYs 2001/02 - 2009/10.

0%

i-

Source: Author’s Calculations based on the MFPED, Background to the Budget (various years).

4.3. Failure of the Private Sector Model

The NRM-regime acknowledged the importance of maintaining fiscal discipline and
maintaining a stable macro-economic framework through removing government
interventions in the market that distort prices. Public agricultural institutions (e.g.
marketing boards) were abolished because they were thought to constrain private sector
development, were inefficient, and a drain on public resources. As a result, public spending
on agriculture declined.™°

The low allocations to the agricultural sector reflects the dominant MFPED view that
agricultural sector growth happens best when left to the market and therefore should
not be sponsored by public moneys. Government is expected roll back and only provide
incentives, pass and enforce laws, adopt requlations, all of which are key ingredients
for private sector operations. Another key role for government is enabling, organizing
or participating in multi-stakeholder processes for policy reform. All of these constitute
a framework that has had enormous impact on whether and how various agricultural
policies are formulated in Uganda.

Although the bulk of the resource investment in agriculture originates from private investors
(ordinary farmers), the sector has not been able to attract in a significant way private
commercial capital. For instance, in 2008, most of the investments that were recorded
by Uganda Investment Authority (UIA) went mainly into Transport, Communication
and Storage (27.1% ), Financing, Real Estate and Other business services (24.9% ) and

130 Headey, D,D., et al ( 2009). Why African governments under-invest in agriculture: Results from an expert survey. IFPRI,
Washington DC.
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Manufacturing (19.4% ), with Agriculture registering only 11.1%%" (see Table 17). The
low level of investment in the sector is associated with high perceived long-term low yield
nature of agricultural projects and perceived high risks.'32

There are differing views as to the roles and responsibilities of the state in relation to
promoting agricultural growth. Though there is still a dominant belief in the market model
by most public officials, mainly in MFPED, there is a shift in ideology towards a more pro-
interventionist approach. Even though at the political level, a move back towards more
government intervention can be identified, it seems as if a core group of technocrats is
still in favour of the market model, which has affected allocation of funds to agriculture.'

Table 11: Planned investment levels in 2008/09

Agriculture, Forestry and Fishing 218,477,000 11.1%
Manufacturing 381,292,000 19.4%
Mining and Quarrying 117,015,000 5.9%
Wholesale and Retail, Catering and Accomo- 36,032,000 1.8%
dation Systems

Community and Social Services 39,844,000 2.03%
Water and Energy 24,095,000 1.23%
Transport, Communication and Storage 531,317,900 27.1%
Financing, Real Estate and Other Business 488,372,000 24.9%
Services

Construction 123,972,000 6.3%
others 3,000,000 0.15%
Total 1,963,417,100 100.0%

Source: Author’s computations based on the Parliament of Uganda (2009) report.

It is important to note that no development can occur spontaneously, solely through
market forces. Any example of a successful development story demonstrates that state
involvement in the process is essential. However, to be successful, state interventions
must be done in sympathy, not in opposition, to the market. The market is an essential
device in day-to-day decisions and short-term approaches. But the market is myopic. In
the long run, collective management by state and public agencies is necessary to avoid
false expectations and misunderstandings, as well as to fix standards, control quality and
set future priorities.

31parliament of Uganda (2009). Report of the Parliamentary Budget Office on the Performance of the Economy for FY
2008,/09.

1320dhiambo, Walter (2007). Financing African Agricultures: Issues and Challenges, paper presented at the Second African
Economic Conference, Addis Ababa, Ethiopia 15-17 November 2007. African Development Bank.

3)bid
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5
Policy Recommendations

This paper has analysed public agricultural spending in Uganda. The paper notes that
although the role of Agriculture in poverty reduction and overall growth in Uganda is well
recognized, investment in the sector remains minimal, which prevents the country from
achieving socio-economic transformation. The paper notes that although the Ugandan
government committed itself in 2003 to allocate 10% of the budgetary resources to
Agriculture under the Maputo Declaration, it is unlikely to meet the target in the near
future. Major reasons why Agriculture ranks low in Government of Uganda spending
include: lack of strategic leadership, distortions in the budget architecture, and the failure
of the market model.

The paper asserts that for Uganda to achieve socio-economic transformation, agricultural
growth must be accelerated through increasing public spending even beyond the 10%
agreed upon under CAADP. Public expenditure should be concentrated on investment
research and development; extension services; provision of credit; and rural infrastructure
especially feeder roads and markets.

Against this background, we recommend that the following actions which, as this paper
illustrates, are pertinent to enable Uganda attain socio-economic transformation through
agricultural development be taken:

5.1. Re-orient the National Budget

Government should tremendously increase budget allocation to the agricultural sector
even beyond the Maputo commitment of 10% of the total National Budget. There has
always been the debate as to whether Uganda has adequate domestic resources that can
be mobilized for agricultural development. A common view has been that Uganda can
hardly mobilize adequate resources to meet national and sectoral needs, especially in
agriculture which ranks low in the sectoral allocations. There are strong pointers to show
that the country has the resources that can be mobilized for agricultural development; what
is lacking is strategic orientation of the budget towards agriculture. One practical policy
action that government needs to take is to curtail the cost of public administration, in a
bid to re-allocate more resources to agricultural development. In addition, government is
set to mobilize more resources from oil revenues. Such resources should not be utilized to
support the bloated public administration, but should prudently be invested in unlocking
the binding constraints to socio-economic transformation though investing in rural
development, especially in agriculture.
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5.2. Promulgate the National Agriculture Policy

Government should expedite the process of promulgating the National Agriculture Policy
with a clear definition of public and private sector interventions to integrate and harmonize
all the sub-sectors and programmes under agriculture with the objective of improving
service delivery and support to the poor farmers. The formulation of this policy must from
the onset involve the private sector, farmers and civil society.

In addition, government should commit itself to the development of evidence-based
agricultural policies, strategies and plans and, more importantly, respect and implement
them by allocating and monitoring the resource use and resulting outcomes.

5.3. Resource Re-allocation within the Agricultural Sector

As discussed earlier, development spending seems to command a big share of the
Agricultural Sector budget. However, this spending is heavily oriented towards non-wage
recurrent expenditures rather than capital expenditures. Given the low levels of capital
expenditure, MAAIF as the key architect and implementer of Agricultural Policy needs to
strategically shift development resources from non-wage recurrent to capital expenditures.
Agricultural spending should focus on areas that contribute to increased productivity,
including disease and pest control, irrigation, farm input support, basic storage and post-
harvest technologies, and the effective use and management of natural resources.

In addition, MAAIF needs to devise ways to re-balance the operational costs structure
towards the operational or technical departments whose effectiveness is currently
constrained due to lack of funds.

5.4. Utilize Budget Resources Prudently

Notwithstanding the fact that the Agricultural Sector is poorly funded and indeed requires
more funds, the sector has exhibited high levels of inefficiency in the utilization of the
allocated funds. With the increasing focus by the international community towards
supporting the agricultural sector, it is likely that the sector will attract a lot of foreign aid.
High levels of investment in Agriculture will amount to very little without reforms to ensure
efficiency and prudent use of resources. In the new agricultural governance arrangement
with multiple players, the Agricultural Sector has to demonstrate transparency, efficiency
and effectiveness in the use of public resources. MAAIF needs to be more effective in the
planning and implementation of its activities and to show how agriculture can become a
driving force in economic growth and sustainable poverty reduction.

5.5. Improve the Sector Absorption Capacity

It is important that MAAIF updates its Development Strategy and Investment Plan (DSIP)
in line with the National Development Plan (NDP) to continue providing a link between
policy, planning, budget preparation and negotiations. In addition, the credibility of the
DSIP needs to be enhanced by paying greater attention to the criteria used for prioritization;
the expected outcomes, detailed explanations of expenditure estimates; and linking
investment plans more closely to anticipated MTEF ceilings. The sector should also devise
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means of increasing its absorption capacity.

5.6. Agricultural Extension Services

The current impasse in the NAADS is killing the agricultural extension in Uganda. As | write
this paper, agricultural extension in Uganda is at the crossroads. There is no clear policy
on how extension services should be implemented in Uganda. It is, therefore important
that MAAIF embarks on the review of the regulatory, policy and legal framework within
which the agricultural extension service delivery system currently operates, with the aim
of guiding implementation of the agricultural extension programmes in Uganda. MAAIF
needs to develop a comprehensive agricultural extension policy to guide implementation
of agricultural extension programmes at national and local government levels.

5.7. Strengthen Research and Extension Service Linkages

As mentioned in the analysis above, there is weak linkage between research under NARO
and extension services under NAADS. This means that most small-scale farmers cannot
access appropriate farming technologies, which affects agricultural productivity. Therefore,
it important that government ensures that the increase in extension service funding is
matched with increase in funding for agricultural research.

5.8. Improve MAAIF Collaboration with LGs

Since more resources will continue to shift from central to local governments, mainly to
NAADS, it is vital for MAAIF to improve collaboration with the local governments to ensure
effective implementation of agricultural programmes. The production departments at
district and sub-county levels should assume an important role in programme monitoring
for effective management of NAADS and other agricultural programmes. Small-scale
farmers and CSOs should be mobilized to engage in the monitoring of the utilization of
resources at these levels and the quality of services delivered.

5.9. Improve Access to Credit

Research on determinants of agricultural commercialization has shown that farmers with
better access to finance tend to sell a larger share of their production. Commercial banks
are unlikely to increase lending to smallholders of their own accord, so government has to
develop innovative. To improve the access to finance, the Government should exploit the
possibility of establishing an Agricultural Bank (provided it is efficient and accountable)
that will explicitly focus on farmers’ credit needs, and hedge against risks like crop failures
and volatilities in prices of agro-products.

5.10. Improve on Human Resources

Government through the Ministry of Public Service should expedite the process of
restructuring the Ministry of Agriculture, Animal Industry and Fisheries in a bid to fill the
vacant positions and harmonise wages within Ministry and its affiliate agencies with a
view to improving the effectiveness of service delivery.
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