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Global Coffee: Production 2018 /19 (‘000 60 kg bags)
Uganda is an important player in both coffee varieties

Robusta Arabica

Vietnam 29,000 — Brazil 48,200

Indonesia - 9,400 «>  Ethiopia . 7,250
Uganda <+ Honduras . 7,000

0 Peru 4380

India

= Uganda | 800

Source: United States Department of Agriculture Foreign Agricultural Service, June 2019



Uganda’s Macroeconomics
Coffee a stable contributor to FX earnings (last 10 years, 14%)
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Total Production (in thousand 60kg bag)

Uganda Arabica
Most dynamic and liberal market in East Africa with growth potential
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3.5% 52% -1.6% -1.2% 1.5% -1.0% 5-year CAGR

Source: ICO and UCDA Monthly Reports; y-axis is ‘000 of 60 kg bags



Search terms as percentage of overall search activity worldwide

Awareness of Ugandan Coffee
Google Search Activity
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Ugandan Coffee Spreads discounted compared to ICO Index
Reflects some of the lack of the awareness and maybe quality of coffee
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Coffee Exporters
Domzinated by a few players

2009/10 2014/15 2016/17
Kyagalanyi Coffee Ltd 401,404 gUgacof (U) Ltd 625,986 B Kyagalanyi Coffee Ltd 624,400
Ugacof Ltd 336,554 JKyagalanyi Coffee Ltd 345,272 RUgacof (U) Ltd 542,040
Kawacom (U) Ltd 331,667 JKawacom (U) Ltd 314,285 412,762
Savannah Commodities Ltd 206,321 gOlam (U) Ltd 278,598 QOlam (U) Ltd 366,476
Great Lakes Co Ltd 201,158 Qlbero (U) Ltd 246,195 253,859
Ibero (U) Ltd 186,406 233,187 gKawacom (U) Ltd 249,230
Kampala Domestic Store 154,242 QExport Trading Company 192,238 QIbero (U) Ltd 229,015
Olam (U) Ltd 153,548 JKampala Domestic Store 178,142 g Kampala Domestic Store 221,551
Job Coffee 147,502 156,803 165,394
Pan Afric Impex 125,041 QIshaka Commodities 107,245 @ Commodity Solutions Company Ltd 151,504
Share of Top 10 84% 77% 77%

= (Concentration patterns similar across EA

=  Mix of domestic and MNCs, many MNCs are vertically integrated with
global buyers (who have signed up for traceability in the future)*

= This market structure might be helpful for interventions and regulation

Source: author’s interviews and calculation on UCDA Annual Reports



Focus: Uganda Arabica Supply Chain
Broadly a Tale of Two Regions
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Mt Elgon Value Chain
Multiple actors and aligned incentives (circa 10 years, §10m +)

Source: Morjaria & Sprott, Project field notes, August 2017



Uganda’s Price Curves
Arabica and Robusta varieties 2016/ 17 and 2017/ 18
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Uganda’s Price Curves: Upgrade
Arabica and Robusta varieties 2016/ 17 and 2017/ 18
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Uganda’s Price Curves: Upgrade and Productivity
Aprabica and Robusta varieties 2016/ 17 and 2017/ 18
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Uganda’s Price Curves: Upgrade
Arabica and Robusta varieties 2016/ 17 and 2017/ 18
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Uganda’s Price Curves: Upgrade and Productivity
Aprabica and Robusta varieties 2016/ 17 and 2017/ 18
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How to enhance productivity and quality in agriculture to
boost exports and growth?

Diagnosis of cotffee supply chain reveals challenges at first point of interaction

with market, at farm gate:
farmer incentive to produce high quality is limited

Prima facie puzzling as “premium” over low quality should incentivize high-

quality production.



How to enhance productivity and quality in agriculture to
boost exports and growth?

Diagnosis of cotffee supply chain reveals challenges at first point of interaction

with market, at farm gate:
farmer incentive to produce high quality is limited

Prima facie puzzling as “premium” over low quality should incentivize high-
quality production. However discussions with farmers suggest that they are not

receiving a sufficient price premium.

“Why should I invest in producing high quality when there is always someone there to buy low quality?”



How to enhance productivity and quality in agriculture to
boost exports and growth?

Diagnosis of cotffee supply chain reveals challenges at first point of interaction

with market, at farm gate:
farmer incentive to produce high quality is limited

Prima facie puzzling as “premium” over low quality should incentivize high-
quality production. However discussions with farmers suggest that they are not

receiving a sufficient price premium.
“Why should I invest in producing high quality when there is always someone there to buy low quality?”

The answer should be you can receive a higher price for producing higher

quality, but

it seems the price differences that farmers experience 1s not large enough to

encourage them to exert effort to produce high-quality cherries, possibly due to

intermediaries not passing the premium and/or thriving market for low quality



How to enhance productivity and quality in agriculture to
boost exports and growth? Hypothesis

farmer incentive to produce high quality is limited

It farmers receive a smaller portion of the world price for high-quality
coffee than they do for low-quality, this will depress the price-quality
gradient they face (as compared to that prevailing on the world market)

And in turn, a dampened quality premium will discourage production of

high quality, relative to incentives under an undistorted quality premium



How to enhance productivity and quality in agriculture to
boost exports and growth? Hypothesis

farmer incentive to produce high quality is limited

It farmers receive a smaller portion of the world price for high-quality
coffee than they do for low-quality, this will depress the price-quality
gradient they face (as compared to that prevailing on the world market)

And in turn, a dampened quality premium will discourage production of

high quality, relative to incentives under an undistorted quality premium

we want to investigate this



Quality Upgrading and Pass-Through in Uganda’s Coffee Sector
Approach of the project

farmer incentive to produce high quality is limited

#1. Map out supply chain to understand prices traders pay to farmers
on different qualities of coffee, and what prices traders onward sell

those products, what are the quality preminms?

#2. A pilot study is under way to measure pass-through of a randomized
incentive for high quality cotfee production to traders provided by one

of Uganda’s largest coffee exporter

#3. Investigate how trader responds to incentive, procures more
high-quality consistently?

#4. Is this premium passed to farmers? If so, how much of it?

This will start giving us a sense, of 1s there “enough” reward for the

required effort to produce high quality cotfee?



Quality Upgrading and Pass-Through in Uganda’s Coffee Sector
Pilot Trader Survey, fly-crop season 2019, Kasese District, N=360

#1. Traders pay different prices within product category
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Quality Upgrading and Pass-Through in Uganda’s Coffee Sector
Pilot Trader Survey, fly-crop season 2019, Kasese District, N=360

#2. Parallel supply chains, multiple-players, different products &
same products changing hands
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Quality Upgrading and Pass-Through in Uganda’s Coffee Sector
Pilot Trader Survey, fly-crop season 2019, Kasese District, N=360

#3. Barriers to Quality Upgrading

B Biggest barriers to improving quality?

o Harvesting unripe cherries (47%), poor drying (20%), storage and
handling (12%)...

B A// traders think it is worth spending time with farmers because can led to

quality improvements

Traders understand importance of guality, so why not focusing on that?



Quality Upgrading and Pass-Through in Uganda’s Coffee Sector
Pilot Trader Survey, fly-crop season 2019, Kasese District, N=360

#3. Barriers to Quality Upgrading

B Biggest barriers to improving quality?

o Harvesting unripe cherries (47%), poor drying (20%), storage and
handling (12%)...

B A// traders think it is worth spending time with farmers because can led to

quality improvements
Traders understand importance of guality, so why not focusing on that?
B Rewards might not be enough.

B 86% think competition impacts quality — there is a thriving market for low
quality coffee which is “choking” the opportunity for the market for high

quality to emerge
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Regulation and Enforcement
Farm Gate
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Regulation and Enforcement
Farm Gate

National Coffee Bill, 2018

Broaden UCDA scope, o7-
farm (harvesting and drying, prior
focus more on exports)

- Register coffee farmers,
important for extension service
delivery

- Penalties on violation (fines,
prison), izportant to understand
why farmers doing these in the first
Place, credit constraint so need
complimentary institutional support
outside coffee

- Voluntary cottee auction

system, opportunity for reputation

building and limit market power of
some buyers




Regulation and Enforcement
Downstream: Trader/ Hulling Operators

traders arriving with £zboko and selling F.AQ, don’t have moisture

meters, so push low prices to farmers — monitoring and

enforcement at this level is challenging to fix, ‘000s micro-

hullers and traders
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Regulation and Enforcement
Downstream: Trader/ Hulling Operators

traders arriving with £zboko and selling F.AQ, don’t have moisture
meters, so push low prices to farmers — monitoring and

enforcement at this level is challenging to fix, ‘000s micro-

hullers and traders

new Bill brings punishments for violation (as licensing and
regulating them was already in the 1994 regulation, weak
enforcement of standards)

can consider training on quality standards to be part of the

process of registration, but key is consistent and equal

enforcement of these standards to all participants, need a

level playing field
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Regulation and Enforcement
Downstream: Exporter/ UCDA-level

— when exporters purchase from traders a Form-5 is issued by UCDA officer,

enforceability of standards is weak

— when exporters export a export certificate needs to be issued that the cotfee 1s

export standard, enforceability of standards is weak, limited incentives to

reject export coffee (need volumes!)

— Here possibly the biggest opportunity to improve quality in finite time
o exporters small in numbers, whereas traders ‘000s, farmers millions
o National Coffee Bill, 2018 — emphasis on bottom-up approach
o Why not try top-down approach? Focus on the exporters
o Key: consistent and uniform adherence to export standards on all exports

by UCDA, on ALL exporters
Ripple through the supply chain, intermediaries will react

@)

o Bill gives power, but need capacity at UCDA
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Final Remarks

1. Remain liberalized (lessons from Ethiopia, Kenya and now

Tanzania), don’t over regulate market

2. National Coffee Bill, 2018 — an opportunity to set a
positive tone

o Farmers are credit constrained, and they do not drive
the market — tightening at farm gate limited impact if
buyers for low-quality coffee exists

o Leverage on the market structure, by focusing on
the market driver, the exporter

o There 1s a market for low quality, tighten
enforcement on standards at export gate, level the
playing field for all exporters — consistent and
uniform enforcement



It is possible to move out of commodity-class category!!




It is possible to move out of commodity-class category!!

Thank you!



