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Executive summary 

The dairy sector in Uganda plays a key role as a source of household income and nutrition, and it is a significant source 

of export earnings. In fact, Uganda’s revenue from exports of dairy products registered a 63 percent growth in just three 

years from USD 131.5 million in 2018 to USD 205 million in 2020. This is partly attributed to the increase in the national 

herd size and milk production, which has registered a growth of about 47 percent in the last seven years, with an 

estimated annual production of 2.8 billion litres in 2021 up from 1.9 billion litres in 2014.  

Despite the impressive growth of the sector, its performance has been hampered by several challenges that include low 

milk productivity due to the wide use of low-input production systems and limited adoption of modern technologies and 

practices, low domestic milk demand, a large informal sector, and non-tariff measures (NTM) affecting international 

trade.  

To improve its performance, the dairy sector is among the 18 strategic commodity value chains identified for 

interventions in the Third National Development Plan (NDP III), given that the sector contributes to the country’s medium-

term goal of increasing household incomes and improving the quality of life of Ugandans. 

This technical report, produced under the partnership between FAO’s AgrInvest project and the Monitoring and Analysing 

Food and Agricultural Policies (MAFAP) programme, assesses the effect of trade and market policies and dynamics on 

domestic milk prices in Uganda over the last 16 years (2005–2021). The MAFAP methodology was used to measure the 

effects of trade and market policies and inefficiencies on prices received by milk farmers and traders  using the nominal 

rate of protection (NRP), nominal rate of assistance (NRA), and the market development gap (MDG) indicators. 

The results reveal that overall, milk producers and traders in Uganda received prices that were below their international 

equivalent price (i.e. reference price). In other words, farmers, and traders experienced price disincentives during the 

period 2005–2021. This was driven mainly by poor market integration, monopsony/oligopoly at the buyers/processors 

level and the prevalence of informal markets.  

Besides the agricultural sector’s liberalization policies that took effect in the 1990s, the government did not adopt any 

explicit trade and market policy that could influence prices within the period of study. In the past (2005–2014), price 

disincentives could be attributed to monopsony tendencies of a dominant processor, SALL, which was the major buyer 

and set producer prices, which were often low. In the most recent years, even with growing exports and an increasing 

number of processing companies, price transmission remains quite limited, partly due to oligopolistic tendencies of a few 

processors who enjoy large market power over milk producers who are merely price takers. 

Additionally, it emerges that informal markets represent a critical issue to tackle as they largely dominate milk trade in 

Uganda, at around 65 percent. They evade regulatory obligations imposed on formal traders, which leads to unfair 

competition since it allows them to sell at lower prices. To avoid losing customers, processors are compelled to sell at 

prices often below the international equivalent price, by offering low prices to producers due to the competition in the 

product markets and oligopolistic market power.  

That said, from 2018, reference prices were much more aligned to the domestic prices, indicating some likely 

improvements in price transmission and integration of the local market with the international market. In 2019 and 2020 

yet again, farmers experienced a reduction in prices, which could be partially linked to international market dynamics. 

For example, Kenya – Uganda’s largest milk export market – decided in 2019 to restrict the entry of milk from Uganda 

creating a surplus on the local market, thereby depressing farm-gate prices. The analysis of the market development gap 

indicates that important value chain inefficiencies, such as high transport costs and trader margins, still need to be 

addressed.  

To improve market integration and ensure better prices for milk producers, this report recommends the following policy 

interventions: 

• Improving access to markets by bettering transport infrastructure to reduce transaction costs and post-harvest 

losses and logistics that would ensure the quality of milk. 

• Diversifying export markets in terms of product scope and export destinations. 

https://www.fao.org/fileadmin/templates/mafap/documents/Methodological_Guidelines/METHODOLOGY_WORKING_PAPER_Vol1_Prices_Incentives.pdf
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• Incentivizing the formalization of the milk trade to reduce milk sold in the informal market channels through 

strengthening the role of milk collection centres (MCCs) in the marketing channel and training and certification 

scheme. 

• Supporting a commodity manufacturing cooperative to further increase competition on milk and reduce the 

oligopolistic tendencies in the market. This may be coupled with a pricing mechanism that accounts for 

production and market volatilities. 
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1 Introduction 

1.1 Overview 

This technical report aims to assess the effect of trade and market policies, as well as market dynamics, on domestic milk 

prices in Uganda for the period between 2005 and 2021.  

The report begins with a review of the commodity’s context (Figure 1), production, consumption/utilization, marketing 

and trade, value chain (Section 1) and policy context (Section 2) in Uganda. It also provides a detailed description of how 

indicators for price incentives were calculated and how key data elements were obtained (Section 3). The indicators were 

then interpreted considering existing policies and market characteristics (Section 4). Finally, key policy recommendations 

are put forward based on this based on this and data issues and limitations of the analysis and areas for further research 

to improve the analysis are identified (Section 5). The results and recommendations presented in this price incentives 

analysis of the dairy industry can be used by stakeholders involved in policymaking for the dairy subsector in Uganda. 

They can also serve as input for evidence-based policy dialogue at the national, regional, or international level, more 

particularly in the context of the AgrInvest project, which has a dedicated component on policy dialogue. 

1.2 Commodity context 

The agricultural sector is a fundamental component in the structural transformation and development of Uganda’s 

economy because it employs about 71 percent of the total workforce, making it central to poverty reduction (IFAD, 2021; 

NPA, 2020). The agricultural sector provides 60 percent of the raw materials for manufacturing and 80 percent of total 

exports (MAAIF, 2020). Following a 2019 rebased GDP, the share of the agriculture sector to Uganda’s GDP is around 

24.2 percent, the livestock subsector alone contributes 4.2 percent to national GDP, and 17 percent to agricultural GDP 

(UBOS, 2020; World Bank, 2020; MAAIF, 2020).  

Figure 1.  Uganda’s dairy sector in a nutshell 

 
Source: DDA (Dairy Development Authority). 2021. Dairy Sector and DDA Performance Highlights. Annual Report. Kampala. 

One of the key drivers of the livestock subsector’s performance is the dairy industry, which contributes 6.5 percent to 

Uganda’s agricultural GDP and 89 percent of livestock exports (DDA, 2021; IFAD, 2021). Besides its relevance for 

household food and nutrition security, the dairy industry has fast become a significant export opportunity. For instance, 
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in 2020, the sector exceeded the export target set by MAAIF of USD 92 million by 22.8 percent in 2020 with earnings 

worth USD 205 million,1 coming after coffee, fish, and tea agricultural export earnings.  

Despite the impressive growth of the dairy sector, its performance has been hampered by several challenges faced by 

various actors in the dairy value chain both at micro and macro level. At micro level, improvement of farmer-level 

productivity (10 litres per cow, per day) is hindered by the widespread use of low-input production systems due to limited 

adoption of better technologies and best practices. At macro level, low domestic demand, and non-tariff measures (NTM) 

to international trade have restrained growth of the dairy sector (NPA, 2020). To address these challenges, the 

government and processors have been steadfast in expanding the scope of processed commodities and export 

destinations. Under Uganda’s national development planning, the dairy sector is among the strategic commodities for 

intervention in the medium to long term, and subsequent investment is aimed at increasing access to regional and 

international markets to increase farmer incomes and value of total exports from dairy products.  

1.2.1 Production 

Raw milk production in Uganda grew by 47.4 percent in the last seven years with an estimated annual production at 

2.8 billion litres in 2021, up from 1.9 billion litres in 2014 (DDA, 2020; DDA, 2021). Figure 2 shows milk production in 

Uganda and the trend indicates an annual growth rate averaging 5 percent for the period 2005–2021. The growth is 

attributed to an increase in the national livestock herd size from 5.2 million in 2000 to 12.1 in 2010 and 15.7 by 2018, 

worth USD 1 523 billion (MAAIF, 2020; Mbowa, Shinyekwa, and Lwanga, 2012). 

Additionally, the growth could also be explained by the positive impact of institutional change, innovation, and regional 

trade (Campenhout et al., 2020; Campenhout, Minten and Swinnen, 2019). Broadly speaking, institutional changes in the 

dairy sector have focused on i) restructuring in line with government liberalization policy to enhance competition; and ii) 

streamlining the organo-structure to facilitate better service delivery to all actors in the dairy value chain. In effect, 

efficiency gains from competition have enhanced competitiveness at national level while adoption of good practices such 

as farmer adoption of both exotic and cross breed cattle has increased productivity. Also, the DDA, with the support of 

NGOs, have trained several actors on good milk-handling practices which has led to production of quality milk and dairy 

products to suit international standards. 

Figure 2. Annual milk production and herd size in Uganda 

 

Source: DDA. 2021. Dairy Sector and DDA Performance Highlights. Annual Report. Kampala. 

 
1 Uganda’s revenue from exports of dairy products registered a 63 percent growth in three years alone from USD 131.5 in 2018 to 
USD  205 million in 2020 www.agriculture.go.ug/2021/07/06/dairy-exports-jump-63-per-cent-in-three-years 

https://www.agriculture.go.ug/2021/07/06/dairy-exports-jump-63-per-cent-in-three-years
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Dairy farming is concentrated in the 42 districts located in the cattle corridor where 60 percent of the households keep 

livestock (MAAIF, 2020). The national cattle herd was estimated to be 15.8 million by 2018 and Figure 3 shows the share 

across the milk sheds (central milk shed, eastern, midwestern, southwestern, and northeastern). Production is largely of 

the extensive system (90 percent) while 10 percent practise the intensive production system; 8 percent under the 

paddock system, and 2 percent zero grazing (MAAIF, 2020). 

Figure 3. Milk production and productivity per region in Uganda 

 
Source: DDA 2020. Dairy cottage revolution for employment, increased farmer incomes and wealth creation. Strategic Plan III: Financial 
Year 2020/21–2024/25. Kampala. 

The extensive production system is a mix of nomadic pastoralism and ranching/paddock system, and the ranches are 

found mostly in southwestern and midwestern milk sheds while nomadic pastoralism is dominant in the Karamoja region. 

Other sheds practise sedentary small-scale cattle keeping, which involves zero grazing or tethering of a few cattle.  

Looking at milk production, data from the DDA (2020) show that central and southwestern milk sheds contribute about 

72 percent of the milk while the rest of the milk sheds contribute 28 percent (Figure 3). The contribution to production 

reflects the share of the national herd size and productivity of the production system per milk shed. For instance, 

southwestern and midwestern milk sheds have the highest level of productivity which may be attributed to paddocking 

and the wide adoption of (Friesian and local) crossbreed cows, which in contrast, is not a typical practice in northern and 

northeastern milk sheds that are associated with lower productivity levels. 

1.2.2 Marketing and trade 

Uganda’s dairy products flows through two marketing channels: formal and informal. The formal marketing channel 

involves processed milk and registered actors (including milk collection centres, transporters, and processors), whereas 

the informal channel deals with unprocessed milk. About 80.2 percent of the 2.8 billion litres of raw milk produced 

annually is traded in both the formal and informal marketing channels for a total value of about USD 1 billion (DDA, 2020).  

In volume terms, daily marketed milk was estimated to be 6.7 million litres in 2020 compared to the 7.74 million litres 

produced, implying that more than 1 million litres are consumed at producer level (DDA, 2021). Only 34 percent of the 

produced milk goes through the formal value chain. Milk channelled through the formal marketing chain is what is 

processed into several dairy products namely pasteurised milk, powdered milk, UHT milk, ghee, butter, casein, whey 

protein concentrates, yoghurt, cream, ice cream, fermented milk, cheese etc. The number of processing companies in 

Uganda has increased from 79 (with processing capacity of 1.9 million litres in 2015) to 135 (with processing capacity of 
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2.8 million litres in 2019) (DDA, 2020; NPA, 2020). There are several processors that vary by scale including large scale 

processors, medium, small scale, and micro cottages: producing various products that are sold both in the domestic and 

export markets.  

The bulk of processed milk, especially the UHT, powdered milk, and casein are exported to various international markets 

in Africa, Asia, and North America. Generally, export volumes have consistently been higher compared to imports, making 

Uganda a net exporter of dairy products (Figure 4) with imports ranging between USD 5.2 and USD 5.4 in 2015 to 2019 

whereas export earnings were significantly higher (DDA, 2020). In the period 2010–2020, about 37 000 tonnes of dairy 

products were imported, which were about 13 times lower than the volume of exports. 

Figure 4.  Imports vs exports of dairy products in Uganda 

 
Source: URA. 2021. Exports and imports data. Internal document. Kampala. 

Uganda’s dairy exports have registered a significant increase in the last 10 years and relatedly, exports in 2005 that 

amounted to about 86 tonnes increased to about 72 000 tonnes in 2020, an amount almost seven times higher than the 

11 000 tonnes exported in 2010 (Figure 4). For the analysed period, UHT milk products have consistently occupied the 

biggest share (60–90 percent) in the basket of exported dairy products  (Figure 5). This share informed the analysis of 

UHT milk in this study. 



 

 5 

Figure 5. Exports of dairy products in Uganda 

 
Source: URA. 2021. Exports and imports data. Internal document. Kampala. 

 

Based on export data from the Uganda Revenue Authority (URA) (2021), the period 2010–2020 saw Uganda export dairy 

products to 47 countries in various regional economic trade blocs, but the main one being the East African Community 

(EAC) and the Common Market for East and Southern Africa (COMESA). However, not all the 47 countries have been 

consistent export destinations especially those outside the EAC and COMESA.2 Countries where the biggest share of 

Uganda dairy products have been exported in Africa with limited disruptions include Burundi, the Democratic Republic 

of the Congo, Egypt, Kenya, Rwanda, Somalia, South Sudan, the Sudan, the United Republic of Tanzania, and Zambia, 

while those outside Africa include India, Japan, and the United Arab Emirates. 

For the period 2016–2020, the volume of exports (343 501 363 tonnes) was about three times the volume of exports for 

the period 2010–2015 and in the same period (2016–2020), 94 percent of the exports went to EAC common market 

(Burundi, Kenya, Rwanda, South Sudan and United Republic of Tanzania), with Kenya alone taking a share of 87 percent 

(Table 1). 

 
2 Some of countries where dairy products exported for only two or less years from 2010 through 2020 include Angola, Australia, 
Bangladesh, Belgium, Cameroon, Canada, Eritrea, Germany, Kuwait, Lebanon, Nigeria, Pakistan, Qatar, Republic of Korea, and Yemen. 
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Table 1. Share by destination of Uganda’s dairy exports 

Economic zone Countries in case Share of exports (%) 

  2020 2016–2020 

Outside Africa Japan, Oman, Qatar, United Arab Emirates, India and 
the United Kingdom 

1.03 1.59 

Near East Egypt, Oman, Qatar and United Arab Emirates 3.16 1.49 

Southern African 
Development 
Community 

Democratic Republic of the Congo, Malawi, United 
Republic of Tanzania and Zambia 

1.77 2.15 

Common Market for 
East and Southern 
Africa 

Burundi, Democratic Republic of the Congo, Egypt, 
Ethiopia, Kenya, Malawi, Rwanda, the Sudan and 
Zambia 

88.79 91.28 

Africa All the COMESA countries above + South Sudan and 
United Republic of Tanzania  

98.97 98.41 

East African 
Community 

Burundi, Kenya, Rwanda, South Sudan and United 
Republic of Tanzania 

95.02 94.16 

Kenya 84.28 87.24 

South Sudan 9.45 3.86 

Rwanda (based on 2019 export volumes) 0.49 1.85 

United Republic of Tanzania 0.73 1.08 

Burundi 0.06 0.13 

Other countries 4.98 5.84 

Source: URA. 2021. Exports and imports data. Internal document. Kampala. 

For the most current year (2020), the results further confirm that Uganda’s dairy export destinations still are in Africa 

(99 percent), and more so within countries of the EAC community that also happen to be members of the COMESA trade 

bloc (Table 1). This strongly justifies benefits associated with membership in and ratification of regional economic 

communities such as COMESA and the AfCFTA. 

The shares of exports show that Kenya is the major market (84 percent) for Uganda’s dairy exports (Table 1). This points 

to limited market diversification and vulnerability to risk associated with product outsourcing to one main market. The 

government’s effort to diversify markets has targeted Algeria as a potential market: moreover, it is among the top 

importers of whole and skimmed milk powder in the world. 

As a liberal market, Uganda has not placed a ban or restrictions on importation of any dairy product and thus, imports of 

cheese, powdered milk, UHT milk products, yoghurt, and butter enter the country from several countries in Africa and 

outside Africa. Of the total (37 000 tonnes) imported during 2010 to 2020, 91 percent of the products came from five 

countries only namely Kenya (45 percent), Rwanda (29 percent), South Africa (9 percent), United Arab Emirates 

(6 percent), Denmark (2 percent) and the Netherlands (Figure 6). Other imports came from Belgium, France, Italy, 

Malaysia, and the United Kingdom of Great Britain and Northern Ireland.  
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Figure 6. Share of imports to Uganda by country of origin 

 
Source: URA. 2021. Exports and imports data. Internal document. Kampala. 

1.3 The dairy value chain in Uganda 

The structure of the dairy value chain in Uganda is a dual system that comprises the formal and informal marketing 

channels. However, the informal one takes on two pathways, that is: milk may flow from farmer to consumer direct, 

which is common in the urban and peri-urban settings where the farmer/producer is in proximity with the consumers, or 

milk may flow from the farmer to the consumer via some middle actors. Out of the estimated daily production of 7.7 

million litres, only about 34 percent of the produced raw milk goes through the formal marketing channel while the rest 

goes through the informal marketing channel with a small percentage retained by the producers for home consumption 

(DDA, 2020). Both the informal and formal value chains are fragmented and consist of many players at each stage. The 

formal and informal value chains alike are not well vertically integrated and horizontal linkage for synergy to increase 

negotiation power especially for producers is weak. The formal channel is characterized by registered and/or licensed 

value chain actors such as milk collection centres, bulk transporters, processors, and distributors.  

Figure 7 illustrates the formal and informal marketing channels for both processed and unprocessed milk. In the formal 

value chain, milk from farmers is quickly transported to primary MCCs where it is stored in coolers for less than 6 hours. 

There are 483 MCCs with a storage capacity ranging between 2 000 and 8 000 litres and national total collection capacity 

of 1.9 million litres (DDA, 2020). Milk at the MCCs is picked up by either small milk (transporter) tankers that deliver the 

milk to bulk collection centres (BCC) with chilling facilities of bigger capacity, or it is picked up by bulk milk tankers that 

deliver milk directly to the processing plants. The primary milk collection centres are mostly owned by farmer 

cooperatives and rarely by private actors, while the bulk milk collection facilities are owned by large-scale processing 

companies. At the plants, milk is processed into various dairy products which are then delivered to various distributors 

who in turn sell to the retailers for last mile access to the consumers in the cities or small urban trading centres. There 

are 135 processors with a processing capacity of 2.8 million litres per day (DDA, 2020). DDA data shows that by 2019, 

large-scale companies alone had a processing capacity ranging between 100 000 and 800 000 litres of milk per day per 

plant and a combined capacity of 2 735 000 litres (which is a 94.5 percent of the national processing capacity).  

The processing capacity is mostly found in the southwestern milk shed (71.0 percent) and the central milk sheds 

(28.4 percent). The processors also do direct export business and sell to agents in various export markets. Meanwhile, 

the informal market connects producers to consumers usually via several retailing hawkers or retail shops. Overall, milk 

that reaches the final consumer passes through 2 to 6 actors in the value chain, except for few consumers that access 

raw milk direct from farmers. In this case, the milk that reaches the consumer via the informal channel has few actors 



 

 8 

and thus is likely to be cheaper and present unfair competition since it by-passes several actors that are important for 

quality assurance.  

Figure 7. The milk marketing channels in Uganda 

 
Source: Authors’ own elaboration based on key informant interviews. 

Given the remote location of the majority of the producers and the state of rural roads especially during the rainy 

season, quick transportation of raw milk is mostly done by motorbikes. A motorbike is often loaded with about 40–100 

litres of raw milk which is delivered to collection points located 10–30 km away from the farms. Milk deliveries are usually 

done between 9 and 12 a.m. and payments to farmers (by the MCC) are done after 14 days. Milk prices fluctuate based 

on the season. Wet seasons generally have high volumes of milk production and low prices ranging between  

UGX 500– 700, whereas dry spells are associated with a drop in milk production and high milk prices ranging between 

UGX 800–1 500. However, for a farmer registered in a cooperative that usually operates an MCC, payment can be 

UGX 150–300 lower, due to deductions for transport, MCC administration costs, and sometimes capital investments such 

as tractor procurement. The profit margin at the MCC is about 5 percent or less with milk purchases taking up more than 

70 percent of the MCC operations costs (Nakiganda and Ahmed, 2014). The drop in milk production during the dry spells 

significantly affects processors who are forced to operate at less than 30 percent of their capacity, yet the plants are set 

up for a boost in production activity in the wet season.  
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2 Policy context in the dairy sector 

2.1 Key policies and measures 

The economic policy of Uganda has fundamentally changed from that largely characterized by government control in the 

period 1960 to 1990 to a liberal market policy ushered in then with the coming to power of the National Resistance 

Movement (NRM) government in 1986 to date. The fundamental switch in economic policy in part, involved privatization 

of several government parastatals to eliminate monopolies in among others: the banking sector, insurance sector, foreign 

currency exchange, procurement, manufacturing, and trade in agricultural commodities such as coffee, cotton, tea, and 

milk products. The liberalization phase involved institutional reforms that established a legal framework for 

operationalization of the market reforms. In the context of the dairy sector, the reforms followed the 1993 dairy sector 

master plan and DDA was established under an act of parliament, the Dairy Industry Act (1998). Besides allowing the 

creation of DDA, the Act stipulated its core mandate: “To provide proper coordination and efficient implementation of 

all government policies which are designed to achieve and maintain self-sufficiency in production of milk in Uganda by 

promoting production and competition the dairy industry and monitoring the market for milk and dairy products”. The 

Act also gives the Authority the powers to govern the industry and the duty to promote Uganda’s dairy products, and 

train and coordinate other actors in the dairy value chain.  

With the institutional framework in place, and especially on governing the dairy industry in Uganda, the enforcement of 

regulations in the Dairy Industry Act commenced in 2000. As one of DDA deliverables, the monopoly of Dairy Cooperation 

Limited (DCL) came to an end in 2006 and several actors at every node of the dairy value chain were ushered in. In the 

last two decades, several players have joined the dairy industry and positive gains have been significant in terms of 

benefits to the farmers and enhanced market performance due to competition in the market. The rapid transformation 

of the dairy sector in response to agricultural sector liberalization policies since the 1990s has had fundamental positive 

effects on the sector’s performance and economic relevance (Mbowa, Shinyekwa, and Lwanga, 2012).  

The major issue for farmers has been price fluctuation. The government has maintained non-interference in the market 

and is stuck on provision of various incentives to both the producers, and the investors. In the case of the 

investors/processors in the formal value chain, tax holidays have been granted and there are no taxes levied on exports. 

These developments are, nevertheless, overshadowed by relatively underdeveloped value chain and the persistent 

sizeable ‘informal’ milk market that supplies lower-priced ‘raw’ or ‘boiled’ milk directly to consumers (Abdulsamad and 

Gereffi, 2016).  

Under the NDP II and NDP III, the government’s medium-term planning framework, the dairy sector is among the priority 

commodities for intervention. The focus is to invest in agro-industrialization to add value and increase the share of value-

added products for domestic and export markets. The Government of Uganda (GoU) has also been actively promoting 

regional trade and is a member of the EAC, the COMESA, and recently ratified its membership in the AfCFTA. The GoU 

aims to increase and sustain its share in the regional markets of EAC, COMESA, and eventually AfCFTA to export dairy 

products among other processed commodities. Other markets the government is targeting for dairy products include the 

Near East, and China. In line with government plans, the DDA and the Exports Promotion Board (EPB) have implemented 

interventions with measures to increase production, quality, and exports. These government policy interventions have 

partly contributed to the good performance of the dairy sector in the past five years.  
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3 Methodology and data 

3.1 Price incentive analyses 

Estimates of the nominal rates of protection (NRP) are used in this report as a measure of the effect of public policies and 

market factors on agricultural prices. In line with the approach proposed by Krueger et al., (1988, 1991), NRPs have been 

used mainly to examine two types of policies: (i) direct support of the agriculture sector or a particular commodity value 

chain through direct sector-specific price policies (or interventions); and (ii) indirect support through trade policies, 

exchange rates, and any other macroeconomic or non-agricultural policies.  

The point along the value chain where the NRP is calculated plays a key role: the border price and domestic price need 

to be compared at the same point in the value chain. The methodology used by MAFAP is closest to that described by 

Monke and Pearson (1988) and Tsakok (1990), as NRP is estimated at the farm gate, wholesale, and retail levels, which 

helps to locate market and policy failures along the value chain. To compare prices in a wholesale market for an imported 

commodity, the border price that is used for comparison needs to be modified in such a way that it accounts for the costs 

(such as handling costs at the border, transportation, and any processing costs) incurred to move the commodity from a 

CIF (Cost, Insurance and Freight) position to sell in the wholesale market. The same formula is used in reverse in the case 

of an export assessment. In this latter case, the border price will be an FOB (free on board) price (or unit value). 

The elements considered in the calculation of the NRP are schematically represented in Figure 8.  

Figure 8. Components of the nominal rate of protection 

Source: FAO. 2015. MAFAP methodological paper: Volume I. Analysis of price incentives. MAFAP Technical Notes Series. Rome. 

The NRP, expressed as a percentage, can be calculated as the difference between the border price and the domestic 

price at the farm gate, wholesale and retail levels: 

𝑁𝑅𝑃𝑥(%) = 100 ∗
(𝐷𝑃𝑥 − 𝑅𝑃𝑥)

𝑅𝑃𝑥

 

where DP stands for domestic price and RP stands for reference (border) price at a certain point of the value chain (x) 

where the NRP is computed (farm gate, wholesale, or retail). At farm gate, the NRP measures the percentage by which 

the domestic producer price is raised above (if positive) or has fallen below (if negative) the reference price (the border 

price adjusted for market costs and quality/quantity factors), which is the undistorted price of a commodity. A positive 

NRP indicates that the policy environment and market dynamics provide price incentives to produce or commercialize 

the analysed product. On the contrary, a negative NRP signals that farmer and/or traders receive disincentives in terms 

of specific commodity output prices.  
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By adding public expenditure allocated to the commodity (PE) to the price gap at farm gate (𝐷𝑃 − 𝑅𝑃𝑓𝑔), it is possible to 

obtain the nominal rate of assistance (NRA). In addition to estimating the effects of policies affecting the output market, 

the NRA also measures the effect of budgetary transfers allocated to a specific commodity on price incentives to 

production. Mathematically, the NRA expressed as percentage, is defined as:  

𝑁𝑅𝐴𝑓𝑔(%) = 100 ∗
(𝐷𝑃𝑓𝑔 − 𝑅𝑃𝑓𝑔) + 𝑃𝐸

𝑅𝑃𝑓𝑔
 

To quantify disincentives stemming from value chain inefficiencies, MAFAP has formulated a methodology to compute 

the market development gap (MDG) indicator. The MDG is an aggregate estimate of the effect of excessive market access 

costs within a given value chain on prices received by producers. “Excessive” access costs may result from factors such 

as poor infrastructure, high processing costs due to obsolete technology and/ or expensive electricity, government taxes 

and fees (excluding fees for services), high profit margins captured by various marketing agents, unofficial/illegal 

payments, and other informal costs. All of these can impede the transmission of world prices to domestic markets. The 

MDG is expressed as a share of the farm gate price, as follows:  

𝑀𝐷𝐺𝑓𝑔(%) = 100 ∗ 
𝐴𝐶𝐺𝑤ℎ − 𝐴𝐶𝐺𝑓𝑔

𝐷𝑃𝑓𝑔
 

Where: ACG is the access costs gap at wholesale and farm gate level. The access costs gap is computed as the difference 

between the observed access costs and those adjusted by removing market inefficiencies, which therefore reflect the 

costs that would prevail under a more efficient market structure.  

3.2 Data for the analysis 

Several kinds of data were needed and used to calculate the indicators needed to estimate (dis)incentives to producers 

and traders (NRP, NRA) as well as the MDG. These includes trade flows, border prices, exchange rate, domestic prices at 

different point of the value chain, market access costs and conversion factors. Data for this study was collected in two 

separate periods and include some differences in sources. The first set of data was collected in 2014 for the period 2005–

2013, while the second set of data was collected in 2022 for the period 2014–2021. The research team including DDA 

collected data from the various sources including URA, UBOS, and reputable on-line sources such as FAO, and UN 

COMTRADE. 

3.2.1 Market pathway 

Market pathway refers to locations of the main producing area, wholesale and port of entry or exit (border) if the product 

is imported or exported. The path analysed during the first update for 2005–2013: the national average was used to 

obtain data at the point of production; the capital Kampala was the main wholesale, while export border was Busia 

crossing to Kenya. In the recent analysis (2014–2021), the central and southwestern Uganda milk sheds were considered 

as the main producing regions; Kampala was main wholesale; and the border was Busia and Malaba border points 

crossing to Kenya and the Sudan.  

3.2.2 Trade status of the products 

Trade status identifies whether the commodity is imported, exported, or thinly traded. When imports volumes are higher 

that export volumes, the trade status of the commodity is imported, and otherwise it is exported. Trade data were 

obtained from UN COMTRADE for fresh milk for 2005–2013. In the most recent years trade data was not available on UN 

COMTRADE, as a result, trade data were obtained from the Uganda Revenue Authority for fresh milk for the 2014–2021 

period (Figure 4). The result suggest that Uganda is a net exporter of fresh milk for the period of study.  

3.2.3 Benchmark prices 

Since UHT milk is an export commodity in Uganda, the benchmark price is the FOB price received by exporters. FOB prices 

were obtained by dividing the value of exports by its volume. Data to calculate benchmark prices were obtained from the 

UN COMTRADE (2005–2013) and the URA (2014–2021).  

3.2.4 Domestic prices 

As dairy producers sell only fresh milk to either traders or at collection points, the farm gate price was the producer price 

of fresh (raw) milk paid to suppliers. The DDA provided the national average prices at the farm gate for 2005–2013. Farm-
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gate prices in the most recent years, 2014–2021, were obtained from large-scale milk processors in the southwestern 

milk shed, and central milk shed in Uganda, which are the main milk producing areas. The average price paid to suppliers 

the four enterprises was computed. The ex-factory wholesale price of UHT milk is assumed to be a representative price 

of processed milk at the point of competition. Wholesale price data for 2005–2013 was based on one large scale 

processor that is among the top three processors in the dairy market. While for the period 2014–2020, wholesale price 

data were obtained from large scale processors in the southwestern milk sheds, and central milk sheds. 

3.2.5 Exchange rates 

This data is used to convert the benchmark price expressed in USD into domestic currency: annual average of monthly 

exchange rates was obtained from the Bank of Uganda (BOU) database on exchange rates. 

3.2.6 Market access costs 

Milk marketing involves many stages and marketing agents. Marketing costs in this analysis are based on movement of 

milk from producers at the farm gate to processors and wholesale markets in Kampala, and then to export markets. 

• Farm gate to wholesale. Observed market access costs from the farm gate to wholesale markets include 

transportation, handling, and processing costs, and a variety of local fees and taxes and profit margins. For the period 

2005–2013, market access costs were computed based on data from the study on Dairy Value Chain in Uganda 

prepared by the East African Dairy Development Program (TechnoServe, 2008). Market access costs for the period 

2014–2021 were obtained from milk two large-scale processors in the southwest milk shed and two large-scale milk 

processing companies from the central milk shed in Uganda, which are the main milk-producing areas. The average 

costs for the four enterprises were computed. Processing costs were available only for 2020. Processing costs for 

only 2020 were extrapolated to other years and adjusted for inflation using the Consumer Price Index (CPI). Data on 

CPI was obtained from the UBOS.  

• Point of competition to border. Access costs in this leg were difficult to collect as processors did not want to disclose 

all costs (for confidentiality reasons). However, data on transport costs for the period 2005–2013 were obtained 

from one of the main freight companies that transports goods to Nairobi, Juba, and Kigali. For the period 2014–2021 

transport costs were obtained from milk processing companies in the southwest milk shed and central milk shed. 

Margins were computed using the MAFAP assumption of 10 percent of wholesale price, since data were not available 

on profit margins. 

• Adjusted access costs. Observed access costs reflect the current functioning status of the domestic value chain for 

a specific commodity, which are often considered excessive or inefficient and may have an impact on the producer 

prices. By way of the MAFAP methodology, we also computed adjusted (lower) access costs that reflect the potential 

situation that could prevail if the necessary actions to improve efficiency were taken. In this case, transport costs 

were adjusted using the ratio between the Uganda and South Africa infrastructure logistics performance index (LPI) 

from the World Bank. Adjusted profit margins at farm gate and point of competition are computed as 5 percent of 

the farm gate price and wholesale price respectively, according to the MAFAP methodology. For adjusted taxes and 

fees, local authority fees and fees not related to payments for a service were removed.  Taxes and fees, and 

processing costs, were assumed to be the same for observed and adjusted costs, due to lack of data. 

3.2.7 Budget transfers to producers 

Budgetary transfers are retrieved from the MAFAP public expenditure dataset and account for payments made to farmers 

individually, usually in form of inputs or outputs subsidies or income support measures. Only budgetary transfers related 

to milk for the period 2005–2018 were obtained. 

3.2.8 Conversion factors 

A conversion factor is needed when the commodity traded in one point differs in its quantity (or quality) from the 

commodity traded or produced in another point of the value chain, due to processing or any physical transformation. In 

this analysis, farm gate prices were obtained for fresh milk, while the exported commodity is UHT milk. We used a 

conversion factor of 0.9 (fresh milk to UHT milk), which was obtained by computing the average conversion factors 

obtained from processing plants that were visited.  

Sources of the data variables used in the analysis of the policy and market indicators of milk are summarized in Table 2.  
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Table 2. Summary description of data and sources used for price incentives indicators for milk in Uganda 

Data Description 

Observed Adjusted 

Benchmark price FOB prices were computed as the ratio between values and volumes 
of milk exported.  

2005–2013: Data from UN COMTRADE in unit USD per tonne. 

2014–2021: Data from URA in unit UGX per tonne. 

N/A 

Domestic price at 
point of 
competition 

2005–2013: Wholesale price the dominant processor was obtained. 

2014–2020: Wholesale price from four large scale milk processing. 
companies in the southwest milk shed and central milk shed. 

N/A 

Domestic price at 
farm gate 

2005–2013: Farm gate price from the Dairy Development Authority 
(DDA), as national average. 

2014–2021: Prices obtained from four large scale milk processing 
companies in the southwest milk sheds (2) and central milk sheds (2) 
in Uganda. 

N/A 

Exchange rate Annual average of monthly exchange rates, obtained from the Bank 
of Uganda (BOU) website. 

N/A 

Access costs from 
farm gate to the 
point of 
competition 

2005–2013: Transport, processing costs, taxes, and other fees, 
computed based on data from the East African Dairy Development 
Programme (TechnoServe, 2008) study.  

2014–2021: Data obtained from milk enterprises in the southwest 
milk shed and central milk shed in Uganda. Margins were computed 
at a rate of 10 percent of farm gate price. Processing costs were 
available only for 2020 and were extrapolated to other years using 
the Consumer Price Index (CPI) for inflation. 

Transport costs were 
adjusted using LPI from 
the World Bank. 
Adjusted margins are 
computed as 5 percent 
of the farm gate price. 
Processing, handling 
costs and taxes and 
fees were not adjusted 
due to lack of data. 

Access costs from 
border to the point 
of competition 

2005–2013: Access costs difficult to collect as processors did not 
reveal their costs. Transport costs obtained from DAMCO Transport 
Company.  

2014–2021: Transport costs obtained from milk enterprises in the 
southwest milk shed and central milk shed. Margins were computed 
using MAFAP assumption of 10% of wholesale price since data was 
not available.  

Transport costs were 
adjusted using LPI from 
the World Bank. 
Adjusted margins are 
computed as 5% of the 
wholesale price.  

Source: Authors’ own elaboration.  
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4 Analysis of price incentives indicators 

4.1 Nominal rate of protection 

During the period 2005–2021, domestic prices of fresh milk at farm gate increased gradually before dropping sharply in 

2019 and 2020. Despite the increasing trend in domestic milk prices, they were below the reference price (i.e. their 

international equivalent price) in almost all years, except in 2011–2012 and 2017–2018 (Figure 9). This trend translated 

into a negative NRP for milk producers, at an average -16 percent for the 2005–2021 period (Figure 10). 

Figure 9. Domestic and reference price at farm gate for fresh milk in Uganda, 2005–2021 

  
Note: Indicators for 2007 not reported, as benchmark price was not reliable. 

Source: MAFAP. 2022. Price incentives database. In: FAO. Rome. Cited 14 March 2022. www.fao.org/in-action/mafap/data 

The NRP was particularly negative from 2005 to 2010, when the reference price was highly volatile, likely due to unreliable 

estimates on export volumes and values.3 In most recent period 2013–2021, when export flows have increased and data 

on FOB prices were provided by the URA, indicators followed a more stable and increasing trend and disincentives were 

minimal, on average. This trend was quite similar for prices at wholesale (POC) like farmers, traders have faced price 

disincentives, with an average NRP of -8 percent during 2005–2021 (Figure 10).  

 
3 In those years, exports of milk from Uganda were indeed minimal (fewer than 1 000 tonnes per year), therefore we cannot assume 
the border price represents a good proxy of the opportunity cost for Ugandan farmers to produce milk. The indicator for 2007 is not 
shown, as a sudden drop of the export price from USD 1 450 to USD 630 per tonne led to an unjustifiable reverse in the NRP from -80 
percent to over 90 percent.  

http://www.fao.org/in-action/mafap/data/en/
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Figure 10. Nominal rate of protection for fresh milk in Uganda, 2005–2021, as a percentage.  

 
Note: Indicators for 2017 not reported, as benchmark price was not reliable. Nominal rate of assistance estimates for 2019–2021 are 
not computed due to a lack of data on budgetary transfers. 

Source: MAFAP. 2022. Price incentives database. In: FAO. Rome. Cited 14 March 2022. www.fao.org/in-action/mafap/data 

Price disincentives at the farm gate and wholesale for milk in Uganda can largely be attributed to factors other than 

government policies since the milk market is highly liberalized in the country. The price gap between domestic and the 

reference price suggests that markets are poorly integrated, and price transmission remains low. At the beginning of the 

period analysed (2005–2010), price disincentives could be attributed to the dominance of a monopolistic tendency, 

prevailed then by the formerly state-owed processing factory, SALL, which had a market share of about 80 percent. This 

hindered competition and SALL dictated farm-gate prices which were often low to the detriment of producers hence a 

disincentive for production.4 Within this period, the share of farmers’ price to the consumers’ price in Uganda was 

estimated at 23 percent, which is quite low compared to the farmers’ share in other developing countries such as 

Bangladesh (61 percent) and China (41 percent) (FAO, 2010; Nwebaze and Kjaer, 2013). However, the dominance of SALL 

slowly diminished as competitors gradually emerged.  

In most recent years, even with increased commercialization of the sector and growing exports, price transmission 

remains quite limited, especially until 2017. Processors enjoyed large market power over milk producers, who are merely 

price takers and constrained by the high perishability of the product that need to be sold quickly right after production 

due to lack of storage facilities.  

The dairy sector in Uganda has responded positively to agricultural sector liberalization policies that took effect in the 

1990s (Nakiganda and Ahmed, 2014) in terms of growth of output and processing of milk into a variety of products that 

were previously imported. However, the processing industry is facing fierce competition from the informal market. The 

formal milk market is defined as milk processed by a registered processor. The informal market comprises both direct 

sales by producers to consumers in the neighbourhood of their farms and sales to traders, vendors and associations that 

transport milk to local urban markets (Mbowa, Shinyekwa and Lwanga, 2012).  

The informal market has been growing and outcompeting the formal milk marketers: about 70 percent of milk in Uganda 

is marketed through informal market channels (Nkwasibwe et al., 2015). The informal market has proved difficult for the 

DDA to regulate. This amounts to unfair competition due to regulatory obligations imposed on formal traders that 

 
4 Price disincentives could partly be influenced by the very low quantities of milk exported that make export prices very volat ile and 

somewhat unreliable.  

http://www.fao.org/in-action/mafap/data/en/
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informal traders evade. As a result, processors are forced to avoid raising the price of processed milk much higher than 

the price of raw milk in the informal market to avoid losing customers. Processors avoid raising prices through oligopolistic 

tendencies that can involve setting prices at the detriment of producers (Nakiganda and Ahmed, 2014; Abdulsamad and 

Gereff, 2017). In other words, processors can maintain high profitability per unit of processed product by offering lower 

prices to producers rather than by lowering processing costs (through technology enhancements) or expanding their 

processing capacity.  

Moreover, processors experience unutilized processing capacity – annual capacity has been reported to be between 

40 to 60 percent (NPA, 2020) – due to limited supply by farmers who prefer to sell to informal traders since they often 

offer better prices and immediate cash payments compared to processors who often process payments in an interval of 

15 days (Balikowa et al., 2021). Operating below capacity undermines efficiency gains through economies of scale and 

could further affect price transmission to the farm gate. 

Since 2018, reference prices are much more aligned to the domestic prices (Figure 9). This may indicate some 

improvements in price transmission and integration of the Ugandan milk sector with international markets. Yet, the 

decrease in farm gate price in 2019 and 2020 (Figure 9) that consequently led to a drop in the NRP compared to 2017 

could be partially linked to international market dynamics. In 2019, Kenya restricted entry of fresh milk from Uganda to 

protect its local market and in disregard of the EAC Common Market Protocol, which permits products produced in 

Uganda to enter the Kenyan market without any hindrance (The Africa Report, 2021; Parliament of the Republic of 

Uganda, 2021).  

As stated before, Kenya is Uganda’s largest milk trading partner in the region: in 2018, exports to Kenya accounted for 

over 70 percent of Ugandan milk exports (Uganda Revenue Authority, 2021). The situation was worsened by another ban 

of Ugandan products to enter the Rwanda market – one of its largest export destinations – due to border disputes. 

Restrictions on milk exports to Kenya and Rwanda have probably generated a surplus on the local market, thereby 

depressing prices in 2019 and 2020 (see Figure 9).  

It should be recognized that, despite a scenario of very erratic price patterns (especially at the border), limited 

commercialization and unbalanced market dynamics, domestic prices of milk have remained quite stable both for 

producers and traders and even trended upward constantly (Figure 9). This should be a positive and encouraging trend 

for value chain agents, which could even enjoy higher prices and incentives, if markets were more integrated and price 

transmission were improved.  

4.2 Nominal rate of assistance 

Milk producers benefited from direct budget support from the government, mainly composed of input subsidies. 

However, these subsidies were quite minimal, about UGX 5 000 per tonne on average for 2005–2018, and therefore 

could not compensate farmers for price disincentives in years when the NRP was negative. The joint effect of subsidies 

and price incentives is captured by the nominal rate of assistance (NRA) that is indeed equal or just one percentage point 

higher than the NRP in all years for which the indicator is computed (Figure 10). 

4.3 Market development gap 

The analysis of the market development gap (MDG) suggests that milk producers were largely penalised by market 

inefficiencies, over the period of study. The negative MDG of about 40 percent on average between 2005 to 2021 for 

milk producers (Figure 11) indicates that farm-gate prices could be, at most, 40 percent higher if all market inefficiencies 

were eliminated and all benefits accrued to milk producers. Market inefficiencies are caused by high transport costs, 

informal fees that do not correspond to a service, such as informal marketing costs and bribes, and monopsony 

tendencies in the period 2005–2010 and oligopolistic tendencies by few large-scale processors, which take advantage of 

significant profit margins at the detriment of farmers. For instance, transport costs to move milk from farm gate to 

wholesale and export border, were about 30 percent more than the transport costs that would prevail in a more efficient 

market, such as South Africa. The poor rural feeder roads constitute a major constraint to transporting of milk to the 

bulking centres and urban markets and are also responsible for higher post-harvest losses (Balikowa et al., 2021). 

According to the National Planning Authority (2020), the capacity for dairy processing in Uganda has improved but 

processing plants are working below installed capacity – processing plants only utilize between 40 and 60 percent of their 

installed capacity – partly due to challenge of limited access to domestic and international markets.  
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Access costs in the most recent period, 2014–2021, were provided with little detail to disentangle the presence of illicit 

taxes and fees. This explains the reduction of the MDG since 2014, that otherwise may seem driven by fewer 

inefficiencies. 

Figure 11. Market development gap (share of farm gate price) for fresh milk in Uganda 

 
Source: MAFAP. 2022. Price incentives database. In: FAO. Rome. Cited 14 March 2022. www.fao.org/in-action/mafap/data/en/ 
  

http://www.fao.org/in-action/mafap/data/en/
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5 Policy implications and recommendations 

5.1 Main messages 

Overall, milk farmers in Uganda experienced prices disincentives during the period 2005–2021 at an average of  

-16 percent below the reference price (i.e. their international equivalent price). However, the trend varies across different 

periods: in the early years, 2005–2010, price disincentives were quite high (about -50 percent), in 2011 and 2012 

producers experienced price incentives of about 30 percent on average, while in the most recent period 2013–2021, 

disincentives were minimal, on average at -7 percent. This trend was quite similar for prices at wholesale. However, 

traders were less penalized than producers: an average NRP of -8 percent for wholesalers against -16 percent for farmers 

during 2005–2021. 

The pattern of price disincentives for milk in Uganda analysed above, seems to be driven mainly by poor market 

integration, monopsony/oligopoly at the buyers/processors level and the prevalence of informal markets. Beside the 

agricultural sector liberalization policies that took effect in the 1990s, the government did not adopt any explicit trade 

and market policy that could influence prices within the period of study. At the beginning of the period analysed (2005–

2010), price disincentives could be attributable to monopsony power of the state-owed processing factory, SALL, which 

was the major buyer and sets producer prices which were often low. In addition, the trend of price (dis)incentives in the 

period 2005–2012 were partly influenced by the very low quantities of milk exported that make export prices very volatile 

and somewhat unreliable. 

Even with growing exports and increased number of processing companies because of the agricultural sector 

liberalization policies that took effect in the 1990s, price transmission remains quite limited, especially until 2017. This 

was partly due to oligopolistic tendencies that seem to prevail because of the presence of few processors who enjoyed 

large-market power over milk producers, who are merely price takers. Informal markets largely dominate milk trade in 

Uganda, and they evade regulatory obligations imposed on formal traders (i.e. registered processors). To tackle such 

unfair competition, processors are compelled to sell at prices that are often below the reference price to avoid losing 

customers.  

From 2018, reference prices were much more aligned to the domestic ones, indicating some improvements in price 

transmission and integration of the local market with the international one. Yet, farmers experienced a reduction in prices 

in 2019 and 2020 that consequently led to a drop in the NRP compared to 2017, which could be partially linked to 

international market dynamics. In those years, Kenya, the Uganda largest milk export partner, decided to restrict entry 

of milk from Uganda creating a surplus on the local market, thereby depressing prices. 

The price incentives analysis also highlights the presence of important value chain inefficiencies, such as high transport 

costs and trader margins, that hinder market integration, value chain development and contributes to depress producer 

prices.  

5.2 Recommendations 

To increase milk production and exports as set out in the Third National Development Plan III, the government would 

need to provide an enabling policy framework to formalize the informal sector, devise a mechanism to ensure reasonable 

farm-gate prices to sustain growth in milk production and processing, and then diversify export markets. 

• Improve access to markets: Improving transport infrastructure to reduce transaction costs and post-harvest loss 

and facilitate logistic systems that maintain the quality of milk (e.g. refrigerated trucks, storage, etc) should be 

prioritized. Adequate and well-functioning transport infrastructure will reduce the costs and time to take milk from 

production areas to collection and processing centers and to markets within the country and to the regional and 

international levels. In addition, better infrastructure would help reduce post-harvest loss caused by poor rural 

feeder roads. This would strengthen Uganda’s competitiveness and facilitate capacity to fully explore the African 
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Continental Free Trade Area (AfCFTA) agreement,5 which aims to create a single market for goods and services 

facilitated by movement of persons to deepen economic integration on the African continent. Improved transport 

infrastructure should be complemented by modern logistic facilities to ensure that milk arrives at markets in good 

quality and meets food-safety standards. Logistics include refrigerated trucks and other storage facilities to prevent 

deterioration in the quality of milk.  

• Diversify product markets and export incentives: Along with promoting domestic consumption, increasing export 

opportunities have been a driver of dairy-sector transformation coupled with greater technology adoption and 

market participation by many small-, medium-, and large-scale dairy farmers in Uganda. The dominance of Kenya as 

the main destination for Uganda’s milk exports makes the country’s dairy sector and its actors vulnerable to policy 

changes that may be dictated by the Kenyan authorities, as shown by the price incentives indicators for 2019–2020. 

A diversification strategy consists in exploring export opportunities for milk, milk-based products, and milk 

derivatives with other trading partners, starting with, but not limited to EAC neighbours. In recent months, successful 

exports of Ugandan powder milk to Algeria and Zambia indicate that diversification can be achieved (The Daily 

Monitor, 2021). However, since countries in Africa tend to produce and compete on same products, it would be 

beneficial for Uganda to expand opportunities in the casein and lactose markets. Strategically expanding export 

opportunities requires, among others, further intensive analysis to assess Uganda’s milk and milk -product export 

competitiveness and identify dynamic export markets and their respective regulatory requirements. Additionally,  

introducing a dairy export incentive programme will help to stimulate investment in new product lines and markets 

by the private sector. 

• Strengthen the role of MCCs in the marketing channel: The coexistence of informal and formal marketing channels 

reduces the volume of milk transiting through MCCs and made available to processors, and limits MCC clients to the 

existing pool of formal traders and processors, thereby reinforcing the monopsony tendencies of the market. To 

address this challenge, the government could improve the performance of MCCs to make them more attractive to 

farmers. An increased supply of milk to MCCs would lead to an increased supply of milk to processors, a critical step 

to enable them to raise their annual processing capacity to above 60 percent. If processors operated at, or close to 

capacity, this would help them achieve economies of scale and potentially lower per-unit processing costs, thereby 

improving value chain efficiency. The biggest investment by government should go to support expansion of milk 

collection capacity with appropriate geographic targeting of MCCs coupled with incentivizing farmers by stressing 

the positive impact on price, quality, household income and the sector in general.  

• Incentivize formalization of trade: Informal marketing channels represent the bulk of the dairy market in Uganda. 

While it impacts overall compliance with food safety standards, literature also suggests  that this affects the 

performance of formal marketing channels with lower procurement prices offered by processors to their suppliers 

(Sirohi, Kumar and Staal, 2009; Blackmore, Alonso, and Grace 2015). Evidence implies that, in a context of prevalent 

informal business, formalizing trade could be progressively incentivized rather than abruptly enforced. Between 

2006 and 2008, the Ministry of Agriculture, Livestock and Fisheries of Kenya, the Kenya Agriculture Research Institute 

and the International Livestock Research Institute piloted a training and certification scheme to professionalize the 

informal dairy sector and improve the quality and safety of milk. Through this scheme, small -scale informal milk 

vendors were offered a path to formalization and licensing through a training program leading to a certification 

(Alonso et al., 2018). Training focused on achievable goals to improve small traders’ skills in hygienic milk -handling 

practices, milk preservation, management of milk wastage, quality control, and entrepreneurship. They were 

delivered by business development service providers that were formally accredited by the Kenya Dairy Board and 

received payment from the traders. Successful trainees received a certificate to facilitate their licensing for the legal 

selling of raw milk, and they reported improved incomes from the sales of value-added products (e.g. yoghurt, 

fermented milk), less wastage and spoilage due to the increase quality of the procured milk, and, lower transaction 

 
5 African Continental Free Trade Area (AfCFTA) is a flagship project of Agenda 2063 of the African Union Commission. It was approved 
by African Heads of State and Government in 2012 in Addis Ababa, Ethiopia (more information are available at www.au.int/en/african-

continental-free-trade-area). 

http://www.au.int/en/african-continental-free-trade-area
http://www.au.int/en/african-continental-free-trade-area
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costs due to lesser exposure to enforcement measures by authorities (Blackmore, Alonso, and Grace 2015; 

Blackmore et al., 2020).  

• Support commodity manufacturing cooperative: Currently most of the suppliers are “a bargaining-only” 

cooperatives that supply milk to the processors through the member-owned MCCs. Ideally, they are supposed to 

bargain for better prices but are rather at a weak position as stressed above and thus, are prices takers especially 

from the formal buyers. In this context, suppliers and processors rarely engage in trust-based relationships whereby 

transactions repeat over time and opportunistic, short-term profit maximization behaviours are limited. Notably 2 

out of the 15 processors have conducted trust-based repeat transactions with their suppliers, offering them with 

higher visibility and predictability over price. To address this challenge the government could incentivize producers 

already grouped in cooperative societies and cooperative unions to create dairy processing cooperatives, thereby 

strengthening their bargaining position vis-à-vis processors. Supporting a dairy commodity manufacturing 

cooperative with a large capacity plant could have an impact on milk prices offered by other competitors since any 

additional processor can help to partly reduce the market power of the existing few processors and impact on 

competition in the market. In line with this direction, the GoU already plans (under NDP III) to support farmers to 

have a member-owned dairy processing plant with an operating capacity of 500 000 litres per day.  

5.3 Data issues and limitations 

The validity of the analysis presented in this technical note has been contingent on the quality of the data used. The data 

gaps include: 

• The analysis was difficult due to limited data on trade flows. Informal trade flows are hard to track, and available 

official data do not always provide a reliable indication of export prices, as it was for the earlier years of the analysis.  

• Access costs from the point of competition to the border were difficult to collect as most of the processors did not 

want to reveal their full cost structure. We could only obtain data on transport costs, while other costs such as 

handling costs, margins, taxes, and other fees were not readily available. Margins were computed using the MAFAP 

methodology assumption of 10 percent of wholesale price. 
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