
The Effect of Trade and Exchange Rate Policies on Price
Incentives for the Production of Coffee, Cotton and Tea in

Uganda: an Omega Free-Trade Equilibrium Approach

Akwang Anokbonggo Agnes

A Dissertation Submitted in Partial Fulfilment of the Requirements of
the Degree of Master of Economics of the University of New England

Faculty of Economics, Business and Law

University of New England

Armidale, NSW 2351

Australia

August 1995



iii

Dedication

To

Anyu and Apuka,

Patricia, Patrick and Jessica, and

Willy, Anna, Albert and Osci,

with love.



iv

Abstract

The objective of this study is to determine the extent to which the trade and exchange

rate policies in Uganda have affected price incentives for the production of coffee,

cotton and tea. These crops were the major agricultural exports from Uganda for the

period 1970-92, and were a major source of foreign exchange, income and

employment. Both the direct effects of trade and agricultural pricing policy

interventions (such as the coffee export taxes) and the indirect effects of economy-

wide trade and macroeconomic policies (which influence the real exchange rate) on the

agricultural price incentives, are examined.

The omega free-trade equilibrium approach is used to determine the incidence of

protection, measured by an incidence parameter. The extent to which policy

interventions in other sectors, such as import tariffs to protect the industrial sector,

have indirectly affected agricultural price incentives is then assessed. The incidence

parameter is also used to calculate the equilibrium real exchange rate that would

prevail in a free-trade environment with no government interventions. Direct, indirect

and total nominal rates of protection measure the policy intervention effects. Direct

nominal rates of protection are measured by comparing actual domestic and border

prices. The indirect nominal rates of protection are calculated using the equilibrium

real exchange rate and actual agricultural and non-agricultural prices. The direct and

indirect rates together make up the total nominal rate of protection.

From the analysis, the incidence parameter showed that about 63 per cent of the

burden of import tariffs is borne by the exportable sector. This implicit taxation is in

addition to the direct export taxes already levied by the government. The total nominal

rates of protection showed that, on the whole, all three crops had been taxed. The

indirect effects of economy-wide macroeconomic and trade policies in Uganda were

found to be much lower than the direct effects of trade and agricultural price polices.
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