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THE MABKET STRUCTURE IN RELATION TO CO-OPEBATIVE
AGRICULTURAL MARKETING IN UGANDA

The aim of this paper is to examine the structure of agricultural
marketing in Uganda and see the extent to which it affects the operation
of co-operative marketing societies. 1In this analysis, three areas of
agricultural marketing are considered, namely, cotton marketing, coffee

marketing and finally, the marketing of secondary crops.

For the purpose of this exercise, we shall adopt Bain's definition
of market structure as the
", ...organisational Characteristics which determire
the relations of sellers in the market to gach
other, of buyers in the market to each other; of
the sellers to the buyers, and of sellers established
in the market to other actual or potential suppliers
of goods, including potential new firms which might

enter the market."

In other words, for all practicel purposes, what determines market
structure is the way the market is organised as "to influence strategically

the nature of competition and pricing within the market.® e

Clodiﬁs and Mueller have further emplified the term by stipulating
a number of its structural variables. The most emphasized characteristics

of market structure can be summarised as follows:

(a) The degree of seller concentration in terms of the number and the

size distribution of sellers in the market.
(b) The degree of buyer concentration similarly considered.

(c) The condition of entry to the market, i.e., the relative ease
or difficulty with which new sellers may enter the market, “as
determined by the advantages which established sellers have over

3
potential entrants”, and

(d) The degree of merket knowledge or information ~ its distribution
among buyers and sellers and its adequacy in terms of sharpening prices

and reducing risks and uncertainty about the future.

Market structure, therefore, states specifically the precise
structural conditions under which a commodity or a factor is actually

sold or purchased.
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(1) The Market Structure in the Cotton Industry

There are two basic features of the structure of cotton marketing
and prcoessing in Ugenda, namely, (a) the sharing of the cotton market
between co—operétivc and non—co~aoorative undertakings, a measure which
gives the co-operatives a sheltered p051t10n and, (b) the cost/plusv

Formula and the price structure.

(a) Sheltered Position of the Movement

.. The movement, by 15968, has become virtually the sole ginner of
raw cotton and the szle seller of lint to thz Lint Marketing Board.
Private ginners gin for the co-operatives as much as the latter give
they on contract basis. Thus, co-operatives have been given an assured
market in the cotton industry with a virtual absence of competition.
Opponents of the system correctly argue that with competition between
ginners, their services would be offered at the lowest practicable price;
ginners with high cost will be forced to leave the business. This is
hardly the case in the industry now, especially since cotton zoning
limits the co-operative ginners to their respective zones. The case
for competition in the cotton 1ndus»ry was argued by the commissioners
imguiring into the 1ndustry in 1962 as the‘only'way by which the
effeciency of the industry could be maximised and so; the Dnly‘way of
minimising the ginning costs in order to pay the grower maximum price
for his crop. The 1966 Cotton Committes, on the other hand, does not
- comsider that full Cumpetltloa, at present, is consistent with “the
highly desirable aim® of encouraging the Boncperatlve sector of the
industry. The theoretical argumenésln favour of this monopcly arrangement
hihgés'on the fact that certain projects need large capital outlay, and
so, in order to induce a potential invester to make en investment, he
needs some protection from cpmpetition - "infant industry argument.”
Government, theréfcre, stebs ih and grants monopoly rights to the investor
on the assumption that such protection will encourage high quality of
output from the production units éhd allow a reasonable feturh on capital

invested.

The policy is sslf-defeating, at times, because Such'invesfors,
being assured of protectlon, may do nothlng to 1mprove the guality oF
their output or en5ure the cfflclencv of their productlon units, whlle
d01ng evorythlng in their power to malntgln the1r monapoly position.
There is, therefore, a strong a”gument agalnst grentlng investors monopoly
power, on the grounds that such a power may last longer than it is
necessar?l Protectlon uught to end when the organlsgtlmn so shielded from
Compefition is able to stand on its feet. The problem, however, is the
determination of the time when the "infant" is mature enocugh to fend for

itself.
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On the other hand, it is arguable that the promotion of African
participation in the processing ihdustries is incompatible with
unrestricted competition which results in the crowding of the industries
with "surplus and uneconomic fectories.® African entrants with small
capital are unable to compete with big businessmen having large capital
resources., The 1962 Cotton Commission had to admit the merit of the
system to a limited degree, in enabling the co-cperative movement to

enter the cotton industry, and to some extent , to grow.

"Without the financial aid available to them

from the Price Assistance Fund ot sub-market

rates of interest, the co-~operative ginneries

would not have been able to establish themselves

as soon as they have done, or perhaps at all; and
without their guaranteed pool sheres it is possible
that, at least, in the early stages they might

have bzen squeezed cut by private ginners.

Government's decision, since 1963, not to introduce free competition
in the cotton industry has been welcomed by the Uganda Co-operative
Alliance on similar grounds that "free competition would make it difficult
for new entrents in the industry to operate";7 that experience has

revaealed the use of "ruthless and uncthical metheds in free competition."s

Co-operative unidns, on their part, favour being granfed mornopsony
rights in their respective ereas as a means of ensuring greater use of
their ginning cepacity. This system, however, deprives groweré not
belonging to co—ogefatives in those places, of getting the benefit of
higher prices inherent in situetions of competitive buying, especielly,
as such growers are not in & position to get such bther benefits as
bonuses»?ram the processors, unlike the co-operative members. By this
one-channel marketing measure, the co-operetive ginneries are assured

not'qnly of an increase in their throughput, but elsoc of a greater

access to the source of raw material.

The “"status guo" has been altered. Yet to replace one set of
monopolists/monopsonists with another set does not alter the baéis‘of
the argument ageinst the system. In this connepticn, the market structure
has a racial element. It would appear that the motivation for this A
privileged position in which the co-oberative movementvhas heen entrenched
is political, rather than economic,‘in terms of the ebonomic arguments
for ﬁonOpoly power, and it seems tc be e design to redress the grievances

of the past. The restrictions placed, in the past, by the carlier colonial



Administration in the country, on African entry into trade and commsrce,
have been a source of grievance and agitation,g Co-operatives are

- therefore, now being used by the indigenous Bovernment, as an
institutional framework to Ugandanise the agricultursl sector and thus,

serve as a vehicle for the redistribution of income and economic power.lo

A view widely held is that the granting of the movement this
monopoly power can only be justified if it is for a limited periecd -~
during the formative years of “he movement - otherwise, Govermment becomes
a kind of "Bod-father" for an indefinite period, and that may stifle the

initiative of the movement,

Within the movement itself, competition between the co-operative
union ginners would give all growers the advantage of higher pricss,

but since the cotton price is fixed by law, this is hardly the case.

(8) The Cost/Plus Formula and the Price Structure in the
Catton Industry

The cost/plus formula i$ one of the major Factorslthaf affect the
eFFicienCy‘with which the ginneries are operated. It is a pricing
system under which ginners are guaranteed e certain margin of profits,
after taking into consideration the operational costs of the ginners,
determined on the bhasis of certain available data. Up to 1961, the
margin of profit allowed the ginner was Shs.24/- per bale of lint
(i.e. 5 cents per pound of 1int}, plus quality incentive bonus of
Shs.4t/~ per bale {i.e., about 11 cents per pound). The costs allowed
the ginner are usually not those actually incurred, "except by accident,"
Such. a system is liksly to prdduce super profits for some operators,

The system "is a disincentive against changes and henée, against
improvements. It is an incentive to load costs and it enables the
relatively inefficient units in an industry to survive, when undef

SGmé other system they might go under,"ll Since 1952 however, the price
formula has beeﬁ revised and the profit mergin cut. In the 1964/63
season, the guality premium ranged between 2 cents and S cents pér
pound.12 Hence, the 1966 Cotton Committee suggested that a new formula
should be evolved and "must be one which encourages efficiency in
ginning, discourages inefficient ginnmers or those ginners who cannot

get enough seed cotton to gin, so that in future, only a few large

and efficient éinnéries would be operated."l3 On the othefvhand, the
recent report on cowoperative unions is of the opinion theat tHe preséht
price structure, and low profit margin allowed the gihner‘is deﬁrimental
to co-operatives, especially "as they are suffering Qnder a nu@ber of

handicaps”, being late comers in the industry. It holds the view that
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ginning costs have increased considerebly and "have largely negatived
recént increases in efficiency within the co-operative sector, which
should atherwise have been rewarded with substantial prof'its.“l4 The
committee has recommended a recalculation of ginners’ margin of profit
in favour of co-operatives simulteneous to their being granted 1008
take-over of - . cotton ginning.15 This recommendation tends to
perpetuate the very system that has come under severe criticism -~ and
. is hardly consistent with incentives to efficiency. Because aof the
cost/plus formula, there are no risk elements for the movement on the

buying and selling sides in the cotton industry.

(ii) The Structure of Marketing in the Coffee Industry

The system prevailing in the coffee industry is that co~operatives
compete side by side with private traders and»associationsv;e of growers
in Robusta coffee and in Arabica coffes outside Bugisu, SBbei;‘West Nile
and Ankole districts. In these districts which produce most of the
Arabica coffee, co-operatives have a monopsony of coffee buying and
processing. Both the movement and the private sector buy coffee from
the growers; process it and sell the clean coffee to the Joffee
Marketing Board, which has now been entrusted with the responsibility
_of overseas sale of all Uganda coFFee,17 thereby ending the differentiation

between the "free side” and the 'tontrolied side" of the iﬂdustry.le

There have been complaints from the movement about the persistence
of competition in the industry, some of which have, even featured in
Parliamentary debetes. A member of the Uganda People's Congress {UPC)
for Central Busoga, once complained about traders “going into Busoga
and paying 53 cents a pound plus gifts of glasses, plates and sauczpans
for kibokc coffee, instead of the minimum of 48 cents a pound."l9
Government wés, therefore, urged to stop the practice, because "if the
grower can see & better price, he will run away and sell his coffes
there.“a3 By such incentive schemes, the private traders intend to
increase their throughput. That there are, in the coffee industry,
where Bovernment at present, allows some measure of competition, a
good number of non-co-operative organisations cf peasant farmers,
indicates that growers themselves welcome competition in marketing.

The case of the Bugisu Co-operztive Union and the Bugisu Coffee
Marketing Association (BCMA) in 1962, is one evidence that without
Govermment intervention, overtly or covertly, rivel organisations are
likely to emerge to challenge the dominance of the movement where the
latter is in a monopsonistic position, in order tc establish compstition.

Curing the controversy raging between the BCU and the BCMA, an M.P.
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declared: "If the Union (BCU) is afraid of competition, let it suffer
death."21 An argumsnt by one John B.u, Mahaya ran thus:; “The UPC
Government must now taeke note that a movement does not necessarily

become co-cperative because the word is written in big nice fat letters...
give the union (BCU) monopcly and there will be no co-operative

movement.,.."22 ' '

The rejection, by the 1967 Coffee Committee, of the movement's
demand for further monopsony rights in the coffee trade; is a recognition
of the merits of compztitive market situation in the coffes industry.
Although Government allows competition in the industry, thus giving
growers the chcice of alternatives, for the meantime, yet it has
declared its intenticn to transfer zall coffee processing to co-operatives

in Future.23

(1i1) The Structure cf Marketing in the Secondary Crops Trads

There are far more numerous private traders in the minor crops trade,
than there are in the coffee trade, because of the more liberal licemsing
regulations in respect of the former, There is, therefore, far greater
competition in minor crops merketing than in coffee marketing. Before
1960, Governmment's statutory marketing arrangements did not affect
minor crops trade, hence no category of minor crops was under Government's
control. Since then, by declaring buying ssasons and fixing minimum
grower prices for certain minor crops, the Minor Crops treade has bscome
a controlled industry. Until the new Produce Marketing Board tekes
over the responsibility of overseas export of all scheduled minor Crops,
the prevailing arrangemgnt is that co-operatives and individuel traders
buy the crops from the growers and, either resell them in the internal
market, or on the internaticnal market themselves, or through
intermediaries — produce dealers - based in the main towns. At the
moment, emongst the scheduled minor crops, it is only in the case of

ul
tobacco that overseas sale is channslled through the Board.2

Government has directed thet co-operative unions should be agents
of the Board in the marketing of minor crops. This is an attempt to
expand. Co-operative participation in the trade, rather than to abolish
competition. As in the coffee trade the movement is Faced with the risk
of paying higher grower prices than the statutory prices, which they
usually cannot realise from thzir sale proceeds, with the result that
most of them have had to sustain losses in their minor crops trading A
accounts., Nor is there the complicated system of cest/plus formula to

offset any probable losses by assuring them a measure of prcfit:on
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their cn,l’t:lay.z“J

'(iv] The Impact of the Market Sharing Arrangemcnt and the Price
Structure

The results of thes present market structure in areas where
co-operatives hauve acguired complete monopoly either in the cotton

or the coffee industry can be summarised as follows:-
(a) toss in efficiency
(b) Lower Grower price and a limitation in the growers' market

{c) Excess capacity in the Processing Units,

(a) Loss in Efficiency

The protection afferded the co-operatives encourages inefficienCy
in the cotton industry and in the coffee industry where co-operatives
have complete monopsony rights, because the management has no incentive
to reduce processing costs, having been assured of a margin of profit
(in the case of the cotton industry) and protection from competing
firms. Nor has it any incentive to make improvements, since it has

the assurance of patronage.

"Under most statutcry schemes, a
processor has an allotted share of

the markct; his buying and selling

zre usually determined in a manner
which guarantees his costs by

reference to an average {or possibly
minimum) standard of efficiency.
Management in such cases, so far =as
marketing is concerned, bscomes chiefly
a metter of sticking to the rules;

discretionary ection being rather small."26

To illustrete how efficiency could be lost as a result of such
statutory marketing schemes as tend to be paternalistic in nature, it
is proper to cite the cases of two unicns -~ the Busoga Growers' Co-operative
Union and the Bugisu Co-operative Unicn. The Busega Growers Co-operative
Union, up to 1962, had a reputation for efficiency and production of good
quality 1lint for which it earnsd considerabls premiums. It was able to
hold its own in the face of competition from the private secter. It
seemed that deterioration in the management of the union set in since
1963, when co~operative ginners began to enjoy a large measure of

protection, and = committee of inquiry bhad to be appointed to probe its
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affairs in 1964, 1In spite of the 1962/63 crop year being a gppnd cotton
year, the;union's surplus fell from £39,860 it was in the previous year,
to £3,775}Ninétead 0® rising. This was an indication that all was nct
well with the union. Many bales of lint were lsft outside znd were
damaged by rain. Such a case of negligence could not be afforded by

one not assured of some measure of profit margin for his business,
however badly managed. The estimated loss of demaged bales at the
union's ginneries at Nemwendwa and Nakirumbi was of the order of
£55,225. Consequently, it was unable to pay anything as cotton bonus
with such a small surplus, I its membser sccieties, and only managed

to pay tham 4% interest on shares, instcad of the statutory Fh.

The Bretton Inguiry into the Bugisu Co-operative Union in 1953
revealed that “there is much inefficiency, enough to make = strong
case for discontinuing the monopcly and exposing the unicn to the
necessity of proving it is better than the alternative of other types
of marketing."27 Yat the Uganda Government's statement on the report
added that the Government "intends to continue to give the union &
mcnopoly of processing, grading, and exporting &1l Bugisu Arabica
coffee for so long as it shows itself capable of discharging this
responsibility efFiciently."28 Thus, although the union had demcnstrated
it was incepable of discharging the function efficiently, government's
concern was protection of the unicn and & further encouragement of
inefficiency by continuing to shield it from competition.29 For the
brief periocd in 1962, when the union competed with its rivel, the
Bugisu Coffee Merketing Association, it had a trading loss of over
£60,000 in its coffee account caused by the fundamental fault of its
paying growers more than the world price for their coffee, in order
to forestallits rivel. Having had no competition in the past it would
appear that the union lecked the ability to figure out risks and

contain them.

In defence of the monopoly rights enjoyed by the movement, there
is a school of thought that argues that protection is not a disincentive
to efficiency. A typicel example is the Okoro Coffee Growers' Co-operative
Union, which was granted the sole right of Arabice coffee processing in
the West Nile district in 1963. 8Since then, it has besn doing well,
doubling its twrnover and surplus every year, in spite of the fact that
its primary societiss were processing their ocffee with hand pulperies
before Bovernment agresd to provide the union with a processing factory.
They thus, demonstrated the fact that “efficient market method is
better than the prestige of owning a factory,” and that protection

negd not promote inefficiency.
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The Twena Tubshamwzs Growers' Co-opsrative Union, -on the other hand,
is a classic example of a union “which has been terribly hit as a
result of severe competition from privatE'coFFae-traders."so It has
not been able to attain the estimated breskeven tornage of 250 tons of
parchment coffee per annum since its registraticn, and has been making
105593.31 It has, however, been found that society members of the
union heve some grievances egeinst the union, one of which is under-
payment for their cherry deliveries (24 cents per 1b. to societizs who
then pay 1 cent less to their grower members). Dissatisfaction among the
members "encourages the private buyers to disuade, with great success,
the members from delivering cherry to ths uniDn.“32 Governmzant, has,
accordingly, accepted the recent Committee .of Inquiry’'s recommencdation
that the union should merge with a nearby union and be granted a complete
monopsony right in its area of operaticn as a means of salvaging it

33
from its present predicament.

The conclusion one can, draw is that the union's difficulty does
not stem from the sc—~called severe competition, but from administrative
problems which have cost it the loss of confidence of its member
societies, The Masaka Growers' Co-operstive Union is in competition
with adept privete coffee buyers, like Baumarn & Co. Ltd., and yet,

has been able to hold its own.

Thus, protection could be a contributory, not a decisive, ceause

of ineffilciency on the part of any union,

(p) Lower Grower Price and a Limitation in the Growers'
Market

The impact of the monopoly rights grented the movement in the
cotton industry is seen, nct only in lass of efficiency in some unions,
but also in the limitetion of the growers' market and payment of lower
prices tao the producers., A free market, for example, gives the grower
the choice of any ginnery to which he is disposed to sellAhis ssed
cotton. But because of the pool system and market-sharing which gives
the co-operatives rights over the zonel crop, the grower is compelled
to sell his crop to the only ginnery in his area, which hés aCQuired a
monopoly pasition., Consequently, the grower is denied the right of ah
alternative outlet for the sale of his crop. Being given a ménoboly
power, the co-operative ginner may ébuse his monopely positicon and
be tempted to show less concern in maintaining thes loyalty of his
members, knowing that, in the circumstahoeé, the growefs will have
no other choice than to deal with him. For example, there was a case

of non-payment of growers for their cotton for months in 1966 in Lango,
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by the Lango Co~operative Union on the grounds that the union was unable
to raise crop finmance to do so, having depleted its own funds in paying
what it considered the prevailing higher grower price for cotton during
the season. Yet, if the union were to face competition from private
traders, in order not to lose the market, it would not have riskad
offending the growers by delaying payment. When payments for the
growerw' crop are so delayed, such deferred payments amount to a
reduction in the price of the commodity, considering the producers' .
rate of time preference. Growsrs' prices for seed cotton are usually
fixed by law and gazetted. Co-operatives, because of the absence of
competition in the cotton industry, do not usually pay growers prices

higher than the statutdry price.

On the other hand, in the coffee industry, where competition
(mainly Robusta) is still in operation, growers have, in many cases, .
been paid prices zbove the minimum because of the system of declaring
minimum prices. The recent Committee on Co-operative-Unions is of the
view that "the syster has worked to the detriment of, not only the
co-operative unions, but alsc of the majority of growers,"aga and
has recommended fixed, rather than, winimum price for coffes. Goverrment
is however, still considering the matter. It is the author's view that
while co-operative unions that pay a price ahove that justified by
market situation, may lose, growers will bernefit from getting a higher
price, although it 1s also possible that the growers may suffer as
a result of reduced bonus, in the svent of & unicn making a small
surplus, due to payment of a higher price. A typical example is the
Masaka District Growers' Co-operative Union, which, because of
competition from the private traders,"paid>growers 46 cénts a pound
of Kiboko, 1965/66, when the minimum price was 40 cents per pound, This
risk element arises from the fact that the co-operative unions, after paying
higher grower prices than the statutory prices, may be unable tc recover
what they have paild out, from their sales of clean coffee to the Ceffee
Marketing Board., But where the movement has acguirsd monopsony rights,

this risk element is minimised.

Unlike in the cotton industry, the cost/plus formula is not
applicable to the coffee industry. The profits a processor has to make
will largely depend upeon his business acumen and his zbility to bear
risks. Hence, because of the operation of minimum prices in the coffee
industry, rather than fixed price {as in the cctton industry), there
is a risk element for co~operatives in coffee marketing. The operation
of minimum prices, however is to the benefit of the growers, whereas
having a fixed price means that growers cannot get any price higher than

that fixed.



() Excess Capacity

v Thevmarket sharing afrangement which encourages all processing
units to operate‘has the effect of perpetusting excess capacity, making
some of them less ubilised. As a result of thet, the unmit cost of
processing is likely to be higher; because the fixed costs have to be

borne by a small output.

In the cotton industry, it was found that in some zones, there
were more ginneries than were required for the ginning of the crop,
and as such, not all the ginneries would he reguired to process the
whole drop. The average throughput of 2,400 bales per ginrery per
annum 1s now considered sub-sconomic, and an efficisnt ginnery is
considered to be one with a stendard capacity'of 4,000 bales a year,
Judged on this criterion, most of the ginneries, especiaily, the
private ones, ere “inefficient.” But, whereas most of the private
ginneries, when they were cperating, were working at excess capecity,
-most of the co-operative ginneries work under abnormal pressure,

some ginning as much as thrica the amount of cotton they are designed
to handle.” This is because the co—operativeé}have been assighea

more cotten than they can procsss, altbough, before the movement's
share of cotton ginnming was increased to 100%, most of the union
ginneries were operating at excess cepacity, ocwing to the statutory
pool afrangement which made it obligatory for them to reallocete a _
certain proportion of cotton collected by them beyond their due share;
to other ginners.  Some co-operative unions are how Known to be |

ginning over 10,000 bales of cotton ger annum. (Table l.)

TABLE 1: Throughput of Cotton Bales in Six Co-opesrative
: Ginneries, 1965 to 1967 -

UNION GINNERY OQutput @ (Bales’

1965 1966 1967

Busoga Crowers' | Nakivumbi 10,062 10,701 9,084

Cooperative Union Kaliro 9,231 10,299 1 11,119

Belawoli 4,761 3,406 4,339

Lango Cooperative Odokomit 7,722 7,507 7,255

Union Aloi - £,970 6,627

¥ Uganda Browers’ Kawempe 5,325 5,882 =
Cooperative Union

Source: Annual Reports, Dept. of Co-opsrative Development,
Co-op. Unicns' Files.

* Split into three separatz urions in 1968
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in the main, result in lower unit costs and consequently, bring greater
monetary rewards to the co-operative members, .Similarly, as the
marketing boerds are undsr obligatioﬁ to buy ell coffee and cotton
6roeessed by -the movement, for sale in the world market, they'hgvg,
therefores, taken over from thé”movemént, markéting risks inﬁérent
in overseas sales of agricultural commodities. But whether, in the
absence of this secure position in which the movement finds itself in
agricultural marketing, at the present, there would result maximisation
of the net revenue of the members wnd more improvement in the services
noffered'them than is the case now, is cutside the purview of this

analysis,

One would expect that economic development would necessitate
equality of opportunity for all in the country, so that the full
potentialities of the people could be tapped.

"It is the function of the state to widen the
rangg of gpportunitiss for. its. pecple and
facilitete access to them, and it is for
thE'membéfsimF sociéty to choose among
alternative opportunities open to them and
develop them with the zid of their personal

3 . . .
endowments."‘8 ' ' :

if, theréfofe, the cd—operative movement 1s granted & monopoly
in the conduct of business, then the individual's choice of elternatives

is being curtailed.
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