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. Introduction

Can a primary-commodity dependent economy tidewaves of cycles in world market
prices in such a way that it eventually shad#sts vulnerability toexternal terms-of-trade
shocks? As a rule, the answer to that quessioNo. Slumps in world market prices tend to
have a lasting negative efft on medium-term growth and poverty reduction, but booms do
not have a lasting pitive effect (Dehn, 2000). The reasfam that, it is argued, is that

windfall profits are not saved and invested. Shwll-scale private sector typically either
does not receive a significant share of the ribiogler price, or does not have access to liquid
assets other than cash to store assets whilméking its investment plans, whose value may
be eroded at any time by unpredictable inblatiwindfall profits thugend to be either
consumed or taxed away. However, all stagtiors that tend touppress the investment
response to a commodity boom are susceptibpmlicy manipulation. Booms should have a
lasting effect on growth arbverty reduction when an econoings been deregulated and
stabilised. An interesting castudy would therefore bepaimary-commodity dependent
economy that experiences a commodity boom #fteas successfully wiergone a Structural
Adjustment Programme (SAP). Thagscribes Uganda in the mid 1990s.

Decades of ‘economic mismanagement’ (toipatiphemistically) left a predatory and
heavily regulated export sectorplace, in the early 1990s, wh for its earnings depended
virtually exclusively on oneommodity: coffee. A comprehensive package of reform
measures achieved macroeconomic stability, privatised and deregulated the export sector, and
encouraged better agronomi@gptices (Morrissey and Rudaheranwa, 1998, Henstridge and
Kasekende, 2001). When coffee prices peakeffee season 1994/95, farmers decided to
invest well over half of their windfall priaf(Henstridge and Kasekende, 2001 p70), which is
the rational response in an economic environment where a sufficiently large share of the
border price accrues to farmers with well-diversified income sources, but which is by no
means a typical response, precisely because thetrs are often nat place. A temporary
shock was thus converted into an increagbenstock of privateapital, and Uganda’s
economy grew rapidly during the rest of thecade, possibly spurred by the coffee boom, a
possibility we explore in the paper. GDP papita (in constant 1995%)creased from 277 in
1994 to 348 in 2000, an annual growth ratd.46%; and over the same period the poverty

headcount measure fell from 50.2% to 352Rtoreover, whereas in coffee season 1994/95,

% Sources: World Development Indicators, CD ROM (2002) for GDP per capita; Appleton (200tHs) f
poverty headcount measure.
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coffee exports accounted for 64% of total exgarnings, in 1999/00 this share had fallen to
14.1%, with total export eammjs themselves 71% highttlganda seems to have
considerably widened its export base and escapeaposure to flucttions in the world

market prices of a single commodity.

The Ugandan success story comprises a segubat runs from policy reform through
boom to structural transformation, growghd poverty reduction; it has been much
commented upon (e.g., by various contributorgh&ovolume edited by Collier and Reinikka
2001). Quite astonishing claims have been nadmbeit the role of the ‘boom’ element in the
sequence, for example that it accounts for tnadfrof Uganda’s conderable fall in the
poverty headcount measure during the deé&le.what if the ‘boom’ element is left out of
the sequence? How much of Uganda’s successa&orin fact be attouted to the boom? By
how much less would Uganda have grompmhow much less would poverty have been
reduced and would the diverséitton of the economy haveén hindered if the coffee boom
had not taken place? These are important queshecause if they are not answered, one
cannot legitimately attribute any part of Wgia’'s economic success to the boom. Uganda is
now held up as an example for others to emulate skid to be the exception to the rule that
booms do not have lasting positive effectg] aroof of the assertion that deregulating
markets and stabilising the macro-economyoenages booms to have salutary medium-term
impacts. But is it and does it? The only wayimich one can hope to answer that question is
by exploring the relevant counterfactualsgddy examining two sequences: one from policy
reform to growth and poverty reduction with th@om inserted in the middle, the other with

the boom left out.

In this paper we explore the consequerafabhe boom for the factors employed and
household groups participatj in the cash crop sectas well aghe other major sectors of the
Ugandan economy once so-called spendimyrasource movement effects have been
included in the analysis. A background sectidescribes the 1994-95 coffee price rise in

terms of its direct consequences for coffeenfers, the conditionthat prevailed in the

% Source: Uganda Coffee Development Authority (UCDA).
* Presentation by Paul Collier at an international conference held in Yamoussoukro, Céte d’lvoire, from 5 to 9

November 2001, on the future of perennial crops with regard to investment and sustainability. The claim

is a slightly stretched reading of Appleton (2001a, pp105-111), who quantifieg,Resvallion and
Huppi's (1991) methaalogy, the contribution of each econorsictor to Uganda’s fall in headcount

poverty between 1992 and 1995/96. The cash crop sector accounts for 50.8%, partly due td improve
yields and partly due to the sharp rise in coffee prices in the intermediate years. His decomposition is
based on household surveys, and the linkages between sectors he quantifies are limited to thg moveme
of people between sectors, and are found to be small.
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Ugandan economy at the time of the boond the reasons why Ugandan farmers felt they
could invest a substantial paftthe windfall profit. The modé&lata section briefly describes
the recursive dynamic open econo@$E model used for the agals and the structure of

the economy two years before the boom. A sedtietailing experiment design describes how
we assess the impact of the boom by compadvitagscenarios: one that assumes the economy
continued to grow on its pre-boom growth pattd the other a counfactual one in which

the 1994-95 coffee price spike is imposed ompiieeboom baseline. Theext-to-last section
presents and discusses the results. It tiessfhat there is no legitimate evidence for
attributing a major catalytic ke to the coffee boom in Ugandaecovery during the 1990s,
contrary to what has been claimed about ite Buspending and res@ermovement effects,
ultimate beneficiary groups are not the onesithititilly benefited, but more importantly, the
currency appreciation that the boom gave riseeit perverse public finance effects because
of the government’'s huge dependence on foreidnTdie final section highlights implications
for successful management of commodity booms. Details about the model, the SAM and the

time series data used in the calta are available from the authors.
Il. Background and Context

A sharp but temporary increaseiimernational coffee prices wariggered by a frost in Brazil

in June 1994. Between the most recent trough in coffee season 1991/92 and the peak of the
boom in 1994/95, the price in US$ that exparie Uganda’s capital Kampala received
increased by 211%, from $0.83 per kilo to $2.58kile. The farm gate price in nominal

terms increased even more, from 359 Ugar@hillings (UGS) per kilo to 1,732UGS per

kilo, an increase of 382%. The reaghat this figure greatly excee@11% is that the share of
the border price that accruesfarmers rose over the same period because of increased
competition among exporters for coffee purchaseggeien to this point below. The farm

gate price in real terms (tlome relevant for our simulationg)se from 359UGS to 976UGS,

or by 172%. For details on the calculations hdhhe claims made in this paragraph see

Appendix 1.

Uganda’s export earnings were heavily degent on coffee at the time of the boom. In
coffee season 1993/94, coffee’s contributiototal exports was 51.2%, and in 1994/95
63.8% (World Bank, 2002), a figure which may wadl an underestimate because, due to
widespread evasion of the windfall tax (seto, not all exports we recorded in the
official statistics. The reasons for theadsglan export sector’s dependence on coffee are

historical. At the time of independencelif62, the government pursued a strategy of
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promoting export diversification, with a prament role for manufactures (Wood and Jordan,
2000). However, despite a relatiyébw risk of civil conflict ascalculated by formal models
(Collier and Reinikka, 2005117), conflict came nonethelesstire form of Amin and

Mobote’s respective reigred terror. The consequences the economy were devastating:
erratic and inconsistent policy management, apsfadrin real farm returns, and a strong anti-
export bias (WTO, 1995). Coffee exports alone survived because the bushes could endure
neglect (Wood and Jordan, 2000, p8). Wtienreform-minded National Resistance
Movement (NRM) came to power in 1986, it imibed that situation. Primary-commodity
dependence plus a narrow export base leftibandan export sector at the mercy, in the
medium run, to commodity price gwgs (Deaton and Laroque, 1992, Casd#tial,, 2000) and

in the long run to deteriating terms of tde (Grilli and Yang, 1988). Moreover, as
commodity dependence goes, robusta coffeayigadnly the worst commodity to be dependent
uporT: the maximum amplitude of the robusta prigele is larger than that of almost any
other commodity, and the propami of time spent in a slungd the total duration of the
commodity price cycle is 71% on averageghar than for any other commaodity, roughly
equal to 54 months (Cashat al, 2002).

Of Uganda’s population of 16 million atehime of the onset of the boom in 1994
(grown to 22 million in 2002), 1.8 milliopeople (364 thousand farm households) were
directly involved in coffegrowing (World Bank 2002). Even though only one in six coffee
farmers hire some labour, the estimated number of people that semancome from
coffee has been put at 5 million for 2000 (Ibid.), from which we estimate a number of 3.6
million in 1994. This probably overstates the importance to livelihoods at any given point in
time: in 1992/93 coffee growing accounted for only around 3 to 4 percent of total crop
agricultural revenue (World Bank 1996). Howeusgcause it is Uganda’s main cash crop, its
dynamic importance, in the sersats enabling farmers to aatwlate financial assets that

may be converted into physical assets, is paramount.

The coffee boom, when it came, thus hambtentially huge destdlsing effect on the
exchange rate (considering coffee’s share in #x@arnings), while at the same time offering
huge potential for medium-term growth and poverty reduction (considering the number of
people whose livelihoods partfiepend on coffee and the role savings from coffee earnings

tend to play in financing prate investment). Although theredasidence that the coffee boom

® Most of the coffee Ugandans grow is of the robuatiety, although some of the more lucrative aribaca
variety, which requires for its growth a height of between 1,200 and 1,800 metres above s&a level, i
grown on Mount Elgon, situated on the border with Kenya.
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did lead to a real apgciation of the exchange rate, thegmiaude of the appreciation was not
dangerous, at least not for macro-econongbilty (Morrissey and Rudaheranwa, 19988).
windfall tax, hotly debated at the time and instituted in part in order to avoid that danger, with
the benefit of hindsight turned out not to beessary; and at any rate collections were small

as a share of total coffee export earniragel largely incident orxeorters (lbid.), therefore

not affecting farmers’ incentives to invest.

There are at least three reasons whyridga coffee farmers decided to invest a
substantial part of the windfglrofit, which, to a predictabliemporary gain, is the rational
response.

1. The government’s credible commitmentaev inflation (cf. Henstridge and
Kasekende, 2001, pp56-8). Precipitated byedli crisis, Uganda achieved in
1992 the macroeconomic stability thag tiViF and the World Bank had urged it
to secure since 1987. New techniquemohitoring expenditures helped tighten
fiscal discipline, as a result of whitle large budget deiis financed by
monetary expansion became a thinghef past. President Museweni who
(especially at the time) had a huge stagdn rural areas declared, “There will
be no more inflation. Inflation is indiscipliné Ugandan farmers, who do not
tend to live within easyeiach of their nearest bank, and whose only realistic
financial asset is domestic currencydisgen, when the boom came, a couple of
years of low inflation, had heard a poeEnt they trusted declare that those
inflation figures were here to stay, aterefore felt that they could accumulate
Ugandan shillings whilst making their investment plans and until their financial
assets reached the level required for cosiva into the physicassets of their
choice.

2. Deregulation of the export sectof.(Morrissey and Rudaheranwa, 1998, p17).
The NRM government inherited from Amand Mobote an export sector in
which parastatals ruled supreme, whiusgtion was essentially to fuel the
government’s need of foreign exchange by buying coffee for export at
administered prices, rarely adjusfed inflation. Encouraged by World Bank

conditionality, the Coffee Marketing Bahwas privatised and other private

® We will see in Section V that the exchange rate played an important part in most of the mechanisms by which
the direct effects of the boom weeither dissipated or diverted.

"3.5% in coffee season 1994/95 and 3.4% in 1995/96 (source: authors’ aatsuiatim figures in Henstridge
and Kasekende, 2001, and World Bank, 2002).

® Quoted in ibid. p58.
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exporters, including multinationals, weatbowed to enter the market. As a
result, the share of the border prazzeruing to farmers, only 18% in coffee
season 1990/91, shot up and within a cewugllyears reached a level of 77%,
and fluctuated between 70 and 80% #adter (see Appendix 1). Naturally, the
incentives to invest for coffee farmersree¢herefore much higher at the time of
the coffee boom than they had been previously.
3. Improved agronomic practices encouragggublic spending on agricultural
extension services, as a result of whiaklds and total output rose considerably
(cf. Morrissey and Rudaheranwa, 1998, p15).
The combined effect of these three factordl theee of them policynduced — was that the
ability to accumulate financial assets (advRs matched by a greater return on capital (ad 2
and 3).

The dependence on coffee could have been Uganda’s undoing, the NRM’s admirable
commitment to reform notwithstanding cibffee price movements had gone differently.
However, the coffee boom, the fortuitous tgiof which could not have been foreseen,
rewarded the reform measures implementatierearly 1990s and secured a healthy return on
them. This suggests that the boom may well Hmen the catalytic variable for spurring
Uganda’s remarkable growth and poverty redurctn the 1990s; a possity we explore in
the simulations below. As a corollary to tip@wth process the structure of exports became
more diversified, with coffeg’share in export earningsi899/00 amounting only to 14.1%
of a much wider export base than the onplate in the early 199@&ppendix 1). For that
reason, when coffee prices plummeted tow#rdsend of the decade, the Ugandan economy
had left behind its previous extreme vulner@piio adverse price movements of a single
commodity, and may therefore have escaped tihéications these would have had earlier in
the decade.

[1l. Data and Model

Data

The data used for this study are primarilyided from the Social\ccounting Matrix (SAM)
of Uganda for 1992 (Blaket al, 2000). The SAM as provided required adjustments to
produce a SAM with separate commodity and activity accounts, and a number of other

adjustments were undertaken to remove appaneomalies (see Appendix 2). There are a
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number of concerns with the SAM, overdaabove the reservations expressed by Bitlad,
(2000). In particular,
)] no transfers to or from #rest of the world to domis institutions are recorded,
e.g., remittances to/from households, unregliransfers to the government (aid),

etc.;

i)  the base table appearsifig might be a Use/Absorption matrix rather than a
symmetric input-output tabfe;

iii) there is no account for hal as a factor of production.

The SAM used to calibrate the model is called ‘Final SAM’, for which the Transfer
accounts were eliminated by defining transssiet and attribuig net transfers to a
government expenditure account. The final SAM has 128 accounts; of which 50 are
commodity accounts; 50 are activity accouitsye factor accounts; 10 are household
accounts; 6 are government accounts; 2 are tapitaunts; and the remaining 3 accounts are

the Government account, the Enterprise accant the Rest of the World account.

Table 1 A 'Macro' SAM for Uganda 1992 (Uganda Shillings, Millions)
Rest of
Commodities  Activities  Factors Households Government Capitdie
World
Commodities 0 1,421,360 0 3,322,335 311,208 552,621 242,383
Activities 4,961,896 0 0 0 0 0 0]
Factors 0 3,480,929 0 0 0 0 0
Households 0 0 3,480,929 0 410,437 0 0
Government| 137,552 59,608 0 21,853 0 Q71,164
Capital 0 0 0 547,177 -331,467 0 336,910
Rest of the
World 750,458 0 0 0 0 0 q
Totals 5,849,906  4,961,8963,480929 3,891,366 390,177 552,621 750,458

Source: Model database.

An indication of the main structure ofe¢leconomy can be gathered from the macro
SAM that is derived from the Final SAM andreported in Table 1. Cein features deserve
a brief mention. The economy is open witlspect to imports as 12.8% of commodities
supplied are imported, but fairly closed wittspect to exports as only 4.1% of demand

emanates from the rest of the wotid.

Intermediate inputs account for 28.6% of activity inputs with primary factors

accounting for 70.2%. In addition to intermddianputs’ and expeés’ demand for goods,

® This is common with so-called ‘inpoutput’ tables in many countries.
1 The difference between imports and exports is largely financed by foreign aid inflows.
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households provide 56.8% of total commodigmand; investment provides 9.4%, and the

government 5.3%.

Government income comes from two smes: tax revenue (56.1%) and foreign aid
payments (43.9%). Tax revenue is generate@® vé& instruments; impbtax, production tax,
and household income tax. The most importanhe$e taxes in terms of government income
is the import tax, which provides 62.8% ofditax revenue and 35.386 total government
income. Producer tax is the second largestributor of tax reveue, providing 15.3% of
government income. Household income tax provides 5.6% of government income. This
analysis of the structure gbvernment income shows a high dependency on aid and import
taxes. The government is running a budget defizring this period and the economy is a net

borrower from the rest of the world.

Model

The CGE model is developed from the fiieéd Standard Model 3 (McDonald, 2004). The
model is in the general class of neoclagsiwadels. The modelling of production relations
and factor demands allows for imperfect sitbgbility between factors, i.e. capital for
labour, and between differerfpies of labour. The mapping of factor income to households
ensures that changes in production activitiesrafiected in changés household income

levels.

The quantity flows for the model are shown in Figure 1. The flow of commodities
through the model relies uptime Armington assumption that allows for imperfect
substitutability between goods (Armingtdr®69). Activities choosthe quantities of
commodities to produce according to relative prened the ease of suligtability allowed
for within the Constant Elasticity of Substitni (CES) functions so as to maximise profits.
Domestically produced goods are sold eitbrethe domestic or foreign markets with the
proportion being determined by the relativeegaices and the ea®f transformation
specified in the Constant Elasticity of Teormation (CET) functions. Finally, domestically
produced commodities are combined with intpdrgoods to form a composite good that goes
to satisfy domestic demand. The proportiondahestic and foreign goods in the composite
commodity are again dependent on relative prices and the ease of substitution specified in the
CES functions.
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Figure 1 Quantity Flows

There are six tax instruments in the model, only three tax actint transactions are
reported in the SAM; import taxes act as a welg@veen the world price of imports and the
domestic price of imports, producer taxes aloi) the value of intermediate goods are a
wedge between the producer price of actietyput and the valued added price, and

household taxes form a wedge between household incomes and expenditures.

Capital stock growth is determineddogenously in the model through the savings
behaviour of agents. All agents are assumenvest their savings atéhend of each year in
the purchase of capital. This capital increaseddtal capital stock and therefore also the
supply of capital available to the economy. Tiesvly accrued capital will also provide an
extra income stream to its owners in future @asi Households and the rest of the world save
in each period and the government dissaves; hence whilst households and the rest of the world
are accumulating capital, the government is nugmiown its capital stodk order to finance

current period consumption andnisfer payments to households.

10 Comr
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I\VV. Experiments and Closure Rules

The following two scenarios are used to analyge impact of the coffee price boom on the

economy of Uganda.

Scenario 1: No boom in coffee prices
This scenario contains a set of experimengglue simulate the state of the economy in the
absence of a boom in the price of coffee,@bgrproviding a base which the boom scenario

results can be compared.

Key features of scenario 1 include:
« technical change consistent with a $@arly growth ratef per capita GDP;
e exogenous labour supply growth of 2.65% per annum; and

e endogenous capital stock growth.

The growth rates for per capita GDP dhd supply of labour were estimated
econometrically for the period 1983-1992 usirigglinear regression. While usable data
were available for the period 1983 to 2000, it was necessary to omit the 1992-2000 from the
estimation of the growth rates, becaus®iitained the effects of the coffee price boom,
which means that the time series available for benchmarking forecasts for the macroeconomic

variables was shorter than desirable.

Scenario 2: Boom in coffee prices

The aim of the analysis is to assess the impact of the coffee price boom on the economy of
Uganda; hence scenario 2 adopts the samev&tu technical change and labour supply
growth whilst the increases in the expoiiterof coffee are introduced. The capital stock

continues to be endogenously determined.

Coffee Prices

Figure 2 shows Ugandan coffee expgmices (US$/kg) from 1992-2000 As the model has a
base year of 1992, the exogenous change®iaxport price of coffee are specified as
percentage changes from the base year. Figohar3s this series. Note that the coffee export
price in 2000 is below that of the 1992 levalscenario 2 coffee prices from 2000 onwards

1 The technical change parameter is calibrated by specifying the rate of growth in per capita GDRuiand labo
supply growth and running the model to solve fer dissociated values of the shift parameter on the
production function. These values can then be fede&xously into the model to drive growth and GDP
released to be endogenously determined.

125ee Appendix 1 for details on the derivation of these figures.

11
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take the 1999 value. Modellingféee prices in this way ensiwg¢hat the longer-term effects
of the boom can be capad without the potentially obscuag effects of the coffee price fall
of the late 1990s.

Figure 2 Coffee Export Prices

Coffee BExport Price: 1992-2000

—a— Coffee Export Price:
25 1992-2000

S~ .
; - ]

0 T T T T T
1992 1993 1994 1995 1996 1997 1998 1999 2000

Figure 3 Year on year changes in coffee export prices

Percentage % Change in Coffee Export Price from Base Year
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Model Closure Rules

The following ‘closure’ rules were impieented to close the Ugandan model:

Foreign Market Closure
e The current account balancefileed at the 1992 level

¢ Floating exchange rate to ensuhe trade balance clears

¢ Uganda is assumed to be a price taker on all world markets.

12
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Capital Account Closure

Balanced macroeconomic closure: tharshof investment in final demand is

fixed

Government Account Closure

The government deficit is fixed at the 1992 level

Balanced macroeconomic closure: Fixed value share of government
consumption in final demand

Fixed government transfers to households and enterprises

The indirect (production) tax rate ahdusehold income tax rates are free to
adjust equiproportionately to ensuhat the government account clears.

Factor Market Closure

Numéraire

Capital is fully employed and fully mobil&ectoral price differences for capital
remain fixed whilst the average price of capital is free to adjust to ensure that the
capital market clears. The supplyaaipital increases at an endogenously
determined rate as agents investrtBavings in the accumulation of capital.
Waged labou? is fully employed and fully mok. Sectoral wage differences
remain fixed whilst the average wage rate of labour is free to adjust to ensure
that the waged labour market clears. Shpply of waged labour increases at the
exogenously determined rate of 2.65%.

Non-waged labodf is fully employed and fully mobile. Sectoral wage
differences remain fixed whilst the averagage rate of capitas free to adjust

to ensure that the non-waged labmarket clears. The supply of non-waged

labour increases at the exogerpwetermined rate of 2.65%.

Fixed Consumer Price Index

These closure rules are selected to retleetstructure of #neconomy of Uganda

during the 1990s. Structural Adjustment Programmes faced by the country required that

government and current account deficits rmagtworsen. The country was operating a

floating exchange rate regime during this period.

13 Waged labour is further disaggregated into thrélelsksed groups: low literacy, medium literacy and high
literacy waged labour.

4 Non-waged labour is further disaggregated intedtskill-based groups: low literacy, medium literacy and
high literacy non-waged labour.

13



The Role of the 1994-95 CoffBeom in Uganda’s Recovery

V. Results

Figure 4 plots the boom and baseline results for real GDP and the capital stock. During the
boom years, there is an appsdate effect on GDP (about 7% at its highest in 1994), but only
a small amount of this remains (less than ##¢n coffee prices have returned to their pre-
boom level from 1999 onwards. The reason thadliiaany medium-term real income growth
persists is that the growth of the capitalcétis virtually idential for the boom and the

baseline scenario. This findimgdirectly opposed to the sény effects that have been
attributed to the Ugandan coffee boom. Understapdihy this is so in our model may reveal
factors that prevent commodibpoms from having lastingfects on economic growth in

reality (Dehn, 2000). Our results suggeseaplanation along the following lines.

The internal balance and the external be¢aare fixed at 1992 levels by the model
closure rules. As noted above, this is dista assumption because Uganda obeyed faithfully
from the early 1990s onwards the SAP conditions for macro-economic stability imposed on it
by the IMF and the World Bank. These fixed balarftaage two important effects. First, with
savings from abroad and from the government fixed, extra savings can only come from
households. Second, the floating exchange ratehawie to absorb all of the external shock
and therefore plays an important part agauilibrating variable. We will next show how
these two effects combined, and givea government’s huge dependence on foreign-
denominated aid money to finance its budbetps explain why investment responded as

little as it did to the windfall profit¢hat the coffee boom gave rise to.

As expected, the exchange rate apprecitiasply during the boom years in the boom
as compared to the baseline scenario: by ahras 68% in 1994 and between 33 and 46% in
each of the other boom years. In the msnario, 55% of the government’s budget is
financed by foreign aid in every year. Irethoom scenario, the valin UGS of foreign-
denominated aid money falls by the same proporis the exchange rappreciates. With
the government deficit fixed, this calls foxtases. Household incoe taxes are indeed
between 20 and 60% higher during the bg@ars in the boom scenario. Naturally,
disposable income is correspondingly lowed &iouseholds save less than they otherwise

would have done.
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Figure 4 Consequences for economic growth
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As noted, households are the only institution ttzat save more in the boom than in the
base scenario. Their extra savitgsely register as additiots the economy’s capital stock.
As a result, we do not find much of a mediwemt effect of the cofieboom on real GDP. It
would have been higher, had the governmenneetied to raise taxes as an indirect
consequence of the boom. The analysis sluggests important mechanisms through which
economies that are not only commodity-dependentlso aid-dependent, such as Uganda,
are prevented from benefiting fully fromacommodity boom. The ensuing currency
appreciation erodes the value of a given amoufdreign aid, and thereby increases the need
for higher taxes, which in their turn redube scope for private str investment and

savings.

Aggregate welfare as measut®dreal GDP is thus appiiably higher inthe short run
but only marginally higher in the mediumn in the boom scenario. What about the
distribution of welfare gainsPable 2 presents thisddiibution by household group. Our
measure of household welfare is expenditureth@nd reflects both changes in relative
prices and changes in preferences when income ch&tgesults are presented for 1994 and

2000 only, as results for respectively the othosm and non-boom years are very similar.

15 Specifically, consumption functions take a Stone-Geary form in which certain commodities satisfy subsistence
demand and take priority over others that satisfy discretionary demand.
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Table 2 Distribution of welfare gains(%) by major household groups
1994 2000
Urban 52.5 32.7
Waged 22.7 14.3
Self-employed 24.8 18.4
Unemployed 5.0 2.0
Rural 47.5 67.3
Farm 43.2 53.0
Self-employed 34.0 48.9
Waged 9.2 4.1
Non-farm and unemployed 4.3 14.3
Total 100 100

Source: Model simulations

Background information to the table:

1) The welfare measure is a Equivalent Variations measure and is computed using relative price movements of
the commodities that make up households’ commodity baskets. Weights on commodities change over time in
line with marginal budget shares from a Stone-Geary function.

2) Welfare gains are computed as the Equivalent Variations measure of the boom simulationatnafukeh

baseline simulation. In 1994 total welfare gains equél billion UGS (baseline GDP 40.91 billion UGS) and in
2000, 0.49 billion UGS (batine GDP 48.31 billion UGS).

The most remarkable feature of these ltsss that, during the boom years, urban
groups benefit as much as rugabups: they both usurp aboutfhat the addition to aggregate
welfare (7 percent in 1994). The per capit&etfffor urban groups is of course much higher
than for rural groups. The reason that urbaugs benefit as much as they do is a Dutch
Disease effect. The demand for manufacturesgfivbould be considered as non-tradable in
Uganda®), construction and public séces rises in the short ras a result of the spending
effect of the boom. As a result, their value atidece rises in terms of that of the tradable
sector, which is of course the real appreciapiart of Dutch Diseas®&loreover, these sectors
benefit more than others from the currencgrapiation discussed above. They rely more than
other sectors on imported intermediate inputshéain the case of public services!), which
have now become much cheaper. Factors relacatenajor beneficiaries in the first instance
are the urban waged. These tlspend their extra incoma@— as a whole though not of
course per capita — the much larger urbanrméd sector benefits slightly more than the
urban waged do from such second-round speneifects and associated relative price
movements. After the boom, there is not maxtra welfare left to be distributed, and the
distribution of that has shiftedabk in favour of the rural groups.

' The treatment of the manufacturester as non-tradable rather thamnthe lagging tradable sector is
unorthodox but entirely appropriate in the presenteednBee Wood and Jordan (2000) for an exposition
of the complex of factors that explains why Udarmoes not export any of its manufactures, whereas
other African countries with similar per degpincome manage to do so successfully.
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Figure 5 Consequences for sectors
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Contrary to the claims that have been mableut it, we thus do not find that there is
much of a medium-term effect on growth fréime boom, or that major beneficiaries from the
boom are the farmers to which the windfall poinitially accrued. The one claim that we
have not yet investigated isatithe coffee boom has been a catalytic variable for speeding up
the structural transformation of the Ugan@aonomy. Figure 5 reveals nothing of the sort.
The manufacturing sector has grown at alnpostisely the same rate between 1992 and 2000
in the boom and baseline scenarios. In our madklis results from an Engels’ effect on
consumption — that is, away from subsistetoveards higher-order needs when income rises.
Note also that none of the shoun Dutch Disease effects oretgrowth of the manufactures’

sector, commented on above, persists in the medium run.
VI. Concluding Comments

The purpose of the paper has been twofoldt,Rire have tried to examine the hypothesis,
which is strongly suggested by the literatura gprovides an analy@t description of the
Ugandan economy’s experientteoughout the 1990s (summarisadsection I1), that the
1994-95 boom may have been a major catalytiabéeiin triggering its remarkable economic
growth by rewarding, because of its fortuitaimsing, the reform measures undertaken in the
immediately preceding years. We find that sahthe initial growth indeed ‘sticks’, but do
not find evidence that might want any claim that Ugandaéconomic performance should
be largely attributed to the coffee boom. @ficse, the limitations of the methods used must

be borne in mind, and our point estimates ofsilae of the impact should not be taken at face
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value; but the relative size tife impact of the boom on GDP 2000 compared to that in the
years immediately following the boom does not suggest that any multiplier effect has been at

work that would justify calling the lmmm a ‘major catalytic variable’.

Second, we have tried to evaluate thenclthat the coffee boom has been responsible
for a substantial part of Uganda’s equablynarkable success in reducing the poverty
headcount measure. As we noted in Sectidadtnote 4, this claim is based on an accounting
methodology that has quantifiecetinitial effect of the boorm terms of raising coffee
growers’ incomes. In evaltiag such a claim, a CGE methodology comes into its own. By
including spending and resource movement effecthe analysis, we have been able to
establish that urban groupsnedited as much as rural grafsom the boom, with farmers

benefiting only modestly. In the mediunite no household group benefits substantially.

A literature is starting to emerge that idemtsfithe complex of factors that may enable a
primary commodity-dependent economy to convert commodity price booms through the use
of assets into medium-term impact on gtiownd poverty reduction. The paper points to a
direction of research that adttsthe complexity but seenessential in order to understand
under what conditions such impact would actuaibterialise, and who its beneficiaries might
be. The Ugandan government, through itscétmal reform of the economy, provided a
climate that encouraged coffee growers to ingesibstantial part of ¢hwindfall profits that
the coffee boom gave rise to. However, itS<Seommitment to not let the current account
deficit and its budget deficit worsen, coméxdhwith its huge dependence on foreign aid,
means that domestic taxation is linked diretdlynovements of the exchange rate. Since a
commodity boomgeteris paribusincreases the demand for domestic currency, (with the
current account deficit fixed) the exchange egipreciates, the purchasing power of foreign
aid decreases, and (with the budget deficitd)@axes will rise. Governments of primary-
commodity dependent economies who finance part of their budget with foreign aid and are
strictly committed to macro-economic stabilityedherefore fated to tax away part of the
windfall profit that a boom gives rise to, and therefore seggan investment response,
unless SAP conditions are relaxed or donors r&dizea financing rule that maintains

recipient purchasing power of their aid disbursements.

References

Appleton, S. (2001a) ‘Changes in Poverty aneblnality,” pp. 81-122 in: P. Collier and R.
Reinikka (eds.)Jganda’s Recovery — The Role of Farms, Firms, and Government
Kampala, Uganda: Fountain Publishers.

18



The Role of the 1994-95 CoffBeom in Uganda’s Recovery

Appleton, S. (2001b) ‘Poverty Reduction digiGrowth: The Case of Uganda, 1992-2000,’
mimeo, University of Nottingham: School of Economics.

Bevan, D., Collier, P., Gunning, J.W. (1987)pit3equences of a Commodity Boom in a
Controlled Economy: Accumulatiomd Redistribution in Kenya 1975-83orld
Bank Economic Reviewol. 1, pp. 489-513.

Bevan, D., Collier, P., Gunning, J.W. (1991)n#&omy of a Temporary Trade Shock: The
Kenyan Coffee Boom of 1976-Q]burnal of African Economie¥ol. 1, pp. 271-
305.

Blake, A., McKay, A. and Morrissey, O., (2000 Social Accounting Matrix for Uganda,
1992, mimeo.

Cashin, P., Liang H., McDermott, C.J. (2000) ‘How Persistent Are Shocks to World
Commodity Prices?’ IMF Staff Papers 47, pp. 177-217.

Cashin, P., McDermott, C.J., Scott A. (200Bpooms and Slumps World Commodity
Prices,’Journal of Development Economidl. 69, pp. 277-296.

Collier, P., Reinikka, R. (2001) ‘Reconstruetiand Liberalization: An Overview,’ pp. 15-47
in: P. Collier and R. Reinikka (ed¢Jganda’s Recovery — The Role of Farms,
Firms, and GovernmenKampala, Uganda: Fountain Publishers.

Corden, W.M. (1984) ‘Booming Secton@ Dutch Disease Economics: Survey and
Consolidation,’'Oxford Economic Paper¥ol. 36, pp. 359-380.

Deaton, A., Laroque, G. (1992) ‘On the Behaviour of Commaodity PriBesjew of
Economic Studiged/ol. 59, pp. 1-25.

Dehn, J. (2000Commodity Price Uncertainty, Investment and Shocks: Implications for
Economic GrowthOxford University, D.Phil. thesis.

Grilli, E., Yang, M.-C. (1988) ‘Primary Commay Prices, Manufactured Goods Prices and
the Terms of Trade in Developing Countriad/orld Bank Economic Reviewol. 2,
pp. 1-47.

Henstridge, M., Kasekende, L. (2001) ‘bange Reforms, Stabilization, and Fiscal
Management,’ pp. 49-80 in: P. Collier and R. Reinikka (ddiganda’s Recovery —
The Role of Farms, Firms, and Governmétampala, Uganda: Fountain Publishers.

McDonald, S., (2004). ‘Shet#fld Standard Model’, GAMS coded computer model.

Morrissey, O., Rudaheranwa, (1998) ‘Ugandan Trade Policy and Export Performance in
the 1990s,” CREDIT Research Paper. N8/12, University of Nottingham.

Ravallion, M., Huppi, M. (1991) ‘Measuring Chges in Poverty: Methodological Case
Study of Indonesia during an Adjustment Peridtigrld Bank Economic Review
Vol. 5, pp. 57-82.

Wood, A., Jordan, K. (2000), ‘Why Does Zimlved Export Manufactures and Uganda Not?
Econometrics Meets HistoryJournal of Development Studjésol. 37, pp. 91-116.

19



The Role of the 1994-95 CoffBeom in Uganda’s Recovery

World Bank (1996Jganda: The Challenge of Growth and Poverty Reductiéashington,
D.C.

World Bank (2002Jganda: Coffee Price Risk&mhagement — Phase |l Repd@perations
Evaluations DepartmentVashington, D.C.

WTO (1995),Trade Policy Review: Uganda 1995, Volumes | anéG#neva: World Trade
Organisation.

Appendix 1 Coffee Prices and Exports during the 1990s

1 2 3 4 5 6 7 8 9 10
Coffee  Coffee Exchange Producer Farm-  Price Farm- Coffee Coffee Total
season export rate share of gate index gate exports exports  exports
pricein (UGS per border price price (thousands (millions (millions
US$/kg one US$) price (UGS) (1991/92 60 kg US$) US$)
(%) prices) bags)
1990/91 0.97 18 2,085 121.3 363.5
1991/92 0.83 960.87 45 359 100 359 2,030 101.4 419.8
1992/93 0.87  1201.82 52 544  152.4 357 2,088 108.9 401.1
1993/94 152 1102.72 77 1,291 161.7 798 3,005 273.7 527.7
1994/95 2.58 932.51 72 1,732 1774 976 2,792 432.7* 678.7*
1995/96 156 1012.81 78 1,232 192.6 640 4,147* 388.9* 863.5*
1996/97 140 1058.08 77 1,141 206.5 553 4,237 355.1 1118.2
1997/98 152 1149.65 75 1,311 220.8 594 3,032 276.4 951.5
1998/99 3,647 383.6 1265.5
1999/00 2,917 164.7 1165.2

Notes and data sources:

Column 2 — Uganda Coffee Development Authority (UCDA)

Column 3 — Bank of Uganda

Column 4 — World Bank (2002 p13)

Column 5 — Column 2 * Column 3 * Column 4/ 100

Column 6 — Based on annual consumer price index (WDI CD-ROM 2002)

Column 7 — Column 5/ (Column 6 / 100)

Columns 8, 9, and 10 — UCDA (* indicates likely underreporting due to evasion oirtifalhtax)

Appendix 2 SAM Modifications

The SAM as provided required adjustmentprimduce a SAM with separate commodity and
activity accounts, and a number of other adjgsits were undertaken to remove apparent
anomalies. Specifically,

)] the foreign exchange payments to government were redefined as the deficit of in
the capital account, i.@ncome to the capital account (savings) from the rest of
the world);

i)  expenditure on stocks kijie government were redefined as income to the stock
change account from the capital account;

iii) total income to the capital account was defined as equal to total investment

expenditure plus the ltge of stock changes;
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iv) government savings were defined as ltlalancing item for the capital account.

There are a number of concerns with $AM, over and above the reservations

expressed by Blaket al, (2000). In particular,
i) no transfers to or from #rest of the world to domesinstitutions are recorded,
e.g., remittances to/from households, unregliransfers to the government (aid),

etc.;
i)  the base table appears as if it migbta Use/Absorption matrix, rather than a

symmetric input-output tablé
iii) there is no account for tal as a factor of production.
There are marginal account imbalancetha'Simple SAM’, but the percentage
differences only arise at the sixth decimal pl#=unding the SAM to 3 decimal places and

making the required balancing adjustnsemian :au y removed the imbalances.

As there are no aid payments in the new SAM, an assumption is made in the model to

allocate 55% of government income as aiais is reflected in the SAM in Table 1.

" This is common with so-called ‘inpoutput’ tables in many countries.
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