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ABSTRACT

The dairy sector is one of the only agricultural sectors in Uganda that has
enjoyed sustained high growth since the late 1980s. Milk and the cold dairy
chain developed especially in the south-western part of the country. This paper
explains why this is so by the sectot’s relation to the ruling coalition. We argue
that the dairy sector was relatively successful because the south-western based
ruling elite wanted to build a support base in its home area. In addition, the elite
had a special interest in dairy since key elite members owned dairy cattle them-
selves. As milk production grew, the ruling elite wanted to regulate the sector
as this would help the big processor, the state owned and later privatized Dairy
Corporation. Regulation was relatively successful and a pocket of bureaucratic
efficiency was established in an agency called the Dairy Development Author-
ity. The reason why regulation was enforced to a considerable extent was the
organization of dairy farmers and traders and the bargaining and compromise
with the Dairy Development Authority this organization of industry actors
enabled.
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I. INTRODUCTION

Uganda’s dairy sector has been bucking a
trend in the agricultural sector in which pro-
duction has been growing very slowly since
the late 1990s and was less than one percent
in 2010/11. However, milk production has
grown quite rapidly at about 7 percent an-
nually, and the number of livestock has also
grown. Whereas in the eatly 1990s Uganda
was dependent upon imported milk powder,
it is now largely self-sufficient in fresh milk.
Though still rudimentary, technology in the
dairy sector has been upgraded and milk
quality has improved. There has also been an
increase in the volume of pasteurized milk.
The former state-owned dairy corporation
has been privatized, and it buys milk, mainly
from the south-western cooperatives, which
it then processes. There are a rising number
of small-scale pasteurizers offering competi-
tion to the big privatized unit, called SALL
(Sameer Agriculture and Livestock Ltd).

Milk production has increased most mark-
edly in Uganda’s south-western region, where
most of the country’s ruling elite come from.
The ruling National Resistance Movement
(NRM) party is regionally based and is pri-
marily based on the Banyankore people from
south-west Uganda, or, for the very impor-
tant positions close to the president or in
the army, from the president’s sub-tribe, the
Bahiima. This group makes up the core base
of support for the ruling elite. In the most
important milk-area close to Museveni’s own
ranch, 94 percent voted for Museveni in the
most recent elections. The ruling coalition
is held together mainly by the use of public
coffers, through the businesses of important
members of the ruling elite and through con-
tributions from individual businessmen. The
former Dairy Corporation (DC) may be one
of the sources of such funding.

This paper explores why and how the ruling
elite have supported the dairy sector in Ugan-
da. Its main purpose is to analyze and explain
Policies, Implementation arrangements and
Results (PIRs) in the sector. It argues first
that milk production in Uganda grew because
of a mixture of targeted government initia-
tives towards south-western dairy production
and a general liberalization of the sector that
allowed milk to be traded. The targeted initia-
tives were part of an effort to build up the
ruling coalition with core support from Presi-
dent Museveni’s home region. Secondly, the
paper argues that initial pressure to privatize
the state-owned Dairy Corporation (DC)
came from donors. The reason why its imple-
mentation took over ten years was that there
was pressure from the south-western dairy
farmers, who are well-organized, to buy it.
However, the government wanted the factory
to be sold to a private investor for investment
and technology purposes as well as probably
for the more hidden purpose of providing
funding for the ruling coalition. Thirdly, we
argue that the sector has been regulated and
upgraded technologically because of the es-
tablishment of a relatively successful regula-
tory agency, the Dairy Development Author-
ity (DDA), whose director has been able to
negotiate with well-organized stakeholders
among farmers and particularly dairy trad-
ers. The DDA has had some autonomy to do
this, but there has been pressure from ruling
elites to regulate the sector, because regula-
tion would reduce the sale of unprocessed
milk and hence would benefit the process-
ing industry and SALL in particular. In other
words, the ruling elite have had an interest in
supporting this particular factory, a prefer-
ence that coincided with the interests of the
factory-owners.

In substantiating these arguments, we build
on several sources, the most important of
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which are about fifty key informants, such as
key officials in relevant ministries and local
government, key advisors, consultants and
donor representatives, central and local politi-
cians, and industry actors. Many of these were
interviewed twice or three times. In addition,
parliamentary and media debates in key Eng-
lish-language papers since the late 1980s were
reviewed, and key policy documents carefully
read. The research was carried out as part
of a collaborative research project on Elites,
Production, and Poverty (EPP) (www.diis.
dk/epp). The paper starts with a brief over-
view of the dairy sector and how it is organ-
ized. We then sketch the analytical framework
and its point of departure in the importance
of the ruling coalition in explaining produc-
tive sector initiatives. We then give a summary
of the ruling coalition and how it is related
to the dairy sector. We analyze the liberaliza-
tion and in particular the privatization initia-
tives and how they were implemented. The
privatization of the DC was dragged out for
more than a decade due to the many complex
interests at stake in the sector. We then go on
to examine how a coalition of dairy farmers
and traders succeeded in organizing and bar-
gaining with the regulatory agency, achieving
a gradual upgrading of the milk marketing
chain.

2. OVERVIEW OF THE DAIRY
SECTOR

In the early 1990s, after civil war and eco-
nomic collapse, there was a renewed increase
in agricultural production in Uganda. Be-
tween 1990 and 1999, the agriculture sec-
tor grew at 3.9 percent per annum (World
Bank, 2007). However, most of this growth
was a consequence of one-off gains result-
ing from the peace dividend. Most observers

argue that further agricultural growth will re-
quire more focused interventions (Piron and
Norton, 2004; Selassie, 2007). For example,
some of the increases in production over the
mid-1990s are explained by expansions of
the size of the areas of cultivation, and this
clearly cannot continue, as further expansion
is limited by the prevailing unequal and inse-
cure access to land (World Bank, 2007; AfDB,
2005). It seems that the peace dividend has
worn off somewhat with regard to agricul-
tural growth. There are no accurate data on
agricultural production, but according to the
Uganda Bureau of Statistics, real growth in
agricultural output has been declining, from
7.9 percent in 2000/01 to 0.7 percent in
2007/08 (UBOS, 2008) and 0.9 percent in
2010/11 (Background to the Budget). Popu-
lation growth is estimated to be 3.2 percent,
which basically means that every year there
are a million more mouths to feed.

In contrast, there has been no stagnation
in the dairy sector, which has been growing
at an average of 7 percent annually since the
early 1990s.! Milk production is estimated to
have more than tripled over the last two dec-
ades (DDA, 2009, Banadda, 2010) to make
Uganda largely self-sufficient in fresh milk.

At least 80 percent of the milk is traded in
the informal sector. The numbers in Figure
1 cover the total estimated production, both
formal and informal. At a micro-level, there
has been an increase in the average milk yields
per cow, mainly because some dairy farmers
have invested in improved breeds and also
adopted better livestock management ap-

" There are varying figures, and the data are disputed. The
DDA data are considered by some to overestimate the de-
gree to which milk production has increased. DDA estimates
production at current to be 1.5 billion litres annually, with 300
million in 1990. Other experts say a realistic estimate would
be 1.2 billion litres (Banadda, 2010). In any case, there is no
doubt that production has indeed at least tripled over the last
twenty years.
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Figure 1. Milk Production in Uganda, 1991-2008
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proaches. The main source of increased milk
production is a mix of higher yields per cow
and an increased number of cows (FAO,
2010).> Milk consumption in Uganda has
more than doubled from an estimated 20 to
about 44 litres per person per year.

2 The sudden increase in 2000 is not due to a sudden increase
in production but rather reflects the fact that registration of
the produced milk improved, according to the DDA director
(personal communication,August 2010).

Though the exact number of livestock in
Uganda is not known, data from the latest
national livestock census (2008), as indi-
cated in Figure 2, show that the number of
cattle in Uganda had grown to over 7 mil-
lion in 2008, from estimates of less than 5
million in 1980. The number of high-yield-
ing exotic breeds has also grown, although
the indigenous and lower yielding types still
make up more than 90 percent of the na-
tional herd.
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Table |. Regional Distribution of Milk Production in Uganda

Region Milk production (%), 2006 | Milk production (%),
2009
South-western 36 25
Central 34 24
Midwestern 15 12
Northern (including Karamoja) 8 18
Eastern 7 21

Source: DDA (2006 and 2009).

Milk production is gradually spreading from
the south-western and central areas to the
rest of the country.

Table 1 shows that the south-western
and central regions provide a smaller pro-
portion of Uganda’s total milk production
than was the case in 2006. However, even
though milk production is increasing in the
rest of the country as well, the south-west
still has by far the largest share of the milk
that is marketed. On the basis of the UBOS
2008 livestock census, Banadda (2010) es-
timates that the western region still is the
main source of marketable milk (Banadda,
2010: 10). Interviews with production and
veterinary officers in Jinja town (further
to the east) confirm this observation, gen-
erally arguing that there is a lack of cold

chain infrastructure (interviews carried out
in May, 2011).

As indicated in Table 2, the coolers are con-
centrated in the south-western region, which
has over 70 percent of operational coolers. In
this region, 61 coolers belonged to the former
DC and were passed over to SALL (see also
Frimand Jensen, 2011). The rest are coolers
owned by private individuals, smaller proces-
sors and traders. In the east there are only 19
coolers, and as can be seen in the table, many
of them are not operational.

The market is dominated by one big
processing company, Sameer Agriculture and
Livestock Ltd (SALL). SALL collects more
than 80 percent of its raw milk from the
south-western milk shed. The remaining 20
percent comes from the central region. There
is still a milk deficit in the northern and north-
eastern regions. In the Gulu area milk is still
imported from Kenya (Henriksen and Lang,
2010), although milk production is slowly in-

Table 2. Regional Distribution of Milk Coolers by Number and Capacity

Region Number Capacity Operating (litres) | Non-operational
(litres) (litres)
Central 30 62,050 57,050 5,000
Eastern 19 37,900 7,500 30,400
Mid-West 4 4,800 4,800 0
South-West 131 316,600 316,000 0
184 421,350 385,950 35,400

Source: DDA. Mid-West includes Masindi, Kiboga, Kyenjojo, Fort Portal, South West, Greater Mbarara
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creasing there as well (Minutes, Dairy Stake-
holder Platform meeting).

Of all the milk produced in Uganda, an
estimated 30 percent is consumed on farm
and never traded. Of the remaining 70 per-
cent, about 80 percent is not processed but
sold through various channels. This is the
so-called ‘informal’ sector. This raw milk is
picked up from farmers by vendors, often
on bicycles, who take it to collection centres
that have coolers. From here, it is either sold

directly or transported, increasingly in in-
sulated cooling tankers, to Kampala (where
demand is high) and sold from fresh milk
outlets. Some of this milk is pasteurized in
batch pasteurizers fuelled by firewood (Hen-
riksen and Lang, 2010; Banadda, 2010, Dob-
son and Combs, 2005).

Uganda used to depend on milk powder im-
ports for drinkable milk, but it is now largely
self-sufficient in fresh milk (FAO, 2010). The
DDA estimates that since 2001 the value of

Table 3. Milk Processing Plants and Mini Dairies in Uganda, June 2009

Name of Company Location Installed Capacity Products made
capacity (L/day) | Utilized
(Litres/day)
1. SAMEER Agriculture Kampala 300,000 160,000 Pasteurised milk, UHT, yoghurt,
ice cream, butter, ghee
and Livestock Ltd.
2. Jesa Farm Dairy Busunju 10,000 7,000 Pasteurised milk, yoghurt,
butter, ice cream
3. White Nile Dairy Jinja 6,000 3,000 Pasteurised milk, yoghurt, ghee,
cream
4. GBK Dairy Products Mbarara 54,000 15,000 UHT, ghee, pasteurised milk
(V) Ltd
5. DairiBoard (U) Ltd Mbarara 40,000 Plant not operating at present
6. Birunga Dairy Kisoro 15,000 12,000 UHT
7. Teso Fresh Dairy Soroti 3200 800 Pasteurised milk, yoghurt,
8. MADDO Dairies Ltd Masaka 2000 800 Pasteurised milk, yoghurt,
9. Gouda Gold Kampala 15,000 1,500 Cheese
10. Paramount Dairies Ltd Mbarara 3,000 2,000 Cheese
12. NIRMA Dairy & Foods Itd Entebbe 8,000 Plant not operational
448,200 204,100
Total

Source: DDA, 2009: 11
" Formerly Alpha Dairy Products (U) Ltd
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dairy imports to Uganda has declined consid-
erably, from about 55 billion Ugandan shillings
(USD 25 million) in 2001 to only about 4 bil-
lion shillings (USD 2 million) in 2008 (DDA,
2009). Other estimates say imports have grown
somewhat (Banadda, 2010). The main imports
are of milk powder and UHT milk from Ken-
ya. The regional market for milk is regarded to
be positive for Uganda, as it has a comparative
advantage in milk for climatic reasons. Uganda
is already exporting milk products to Rwanda,
South Sudan and Congo. SALL has started
exporting milk powder to North Africa, India
and the Middle East (interview, SALL, direc-
tor, 2010; also Banadda, 2010).

The market for processed milk is dominat-
ed by one big player, the formerly state-owned
processing factory, SALL. This hinders com-
petition and affects the milk price. In com-
parison with other countries, Ugandan dairy
farmers are paid very little for the milk they
sell. The share of the farmers’ price of the
consumers’ price in Uganda is estimated at 23
percent, which is quite low. In Bangladesh, for
example, the farmers’ share is 61 percent and
in China 41 percent (FAO, 2010). As one con-
sultant said, ‘Basically, the farmers are screwed’
(personal communication, August, 2010).

However, the dominance of SALL may
be slowly diminishing as competitors to it
are gradually emerging. One dairy company,
Jesa, owned by Ugandan industrialist James
Mulwana, is a very successful dairy company
producing high-quality pasteurized milk that
is always in demand. Jesa’s milk is regarded
as being of better quality than SALL’s milk,
probably because the Jesa farm has its own
outgrower scheme, which makes it possible
to control the milk at every level of the value
chain.” Other dairy processing companies are

3 Interview, James Mulwana, June 2009; and Danida Adviser,
October, 2009; but see also Banadda, 2010.

also establishing themselves in Uganda (inter-
view, Maggie Kigozi, Director of the Uganda
Investment Authority, October, 2009).

Table 3 shows that SALL was still the dom-
inant processor in Uganda in 2009. It also
shows that there are other smaller processors.
In addition to the registered processors, there
are a number of processors in the informal
sector, as already mentioned. In sum, this
brief overview of the dairy sector has shown
a sector that has grown, not just in terms of
production, but also in terms of consump-
tion, pasteurization and milk quality. The
question is how and why it has grown. What
initiatives were taken, how were they imple-
mented and what made ruling elites support
them? The next section gives a sketch of the
analytical framework used to analyze PIRs
in the dairy sector before we go on to study
early initiatives in the sector.

3. THE RULING COALITION IN
POST-COLONIAL UGANDA

Recent literature points to the importance of
political-economy factors in explaining initia-
tives in both industry and agriculture (Khan,
2010; Doner et al, 2005; Leftwich, 2009;
Brautigam et al, 2002). Although macro-
economic stability is generally regarded as a
precondition for sustained growth, it is also
recognized that targeted state support for in-
frastructure, extension services and education
is important (Evans, 1995; Whitfield, 2011).
In less developed countries, state support for
productive sectors often does not occur. This
is because there may be strong factions resist-
ing such state initiatives, and their support is
important for the ruling elite.

When power is not derived from formal
institutions alone (such as constitutions, elec-
tions, a formal sector tax base etc.), ruling
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elites legitimize power by building coalitions
often through distributing patronage to en-
sure loyalty (Whitfield and Therkildsen, 2011:
18). Patronage is therefore often used to hold
the ruling coalition together. The more frag-
mented the ruling coalition is, the more will
the ruling elite tend to use rents to hold it
together. If initiatives to promote the pro-
ductive sector impede the holding together
of the ruling coalition, they will be difficult
to implement.

If a ruling coalition has strong local fac-
tions as well as strong excluded factions (or,
we may add, opposing factions within the rul-
ing coalition), it is quite fragmented. Strong
factions can potentially resist an initiative. Ini-
tiatives to promote particular productive sec-
tors take place if ruling elites believe they will
help keep them in power. If such initiatives
are taken, their successful implementation
will depend on the relationship of the indus-
try to the ruling coalition. If there is a close
link between ruling elites and industry actors,
it will be easier to negotiate policies that are
implementable. Successful implementation
will also depend on the ability of the ruling
elite to create pockets of bureaucratic capa-
bility, e.g. an agency that has adequate politi-
cal support in terms of resources, but enough
autonomy from political intervention, and
adequate knowledge of the industry’s needs
(Whitfield and Therkildsen, 2011).

We distinguish between the ruling e/ite,
who occupy the top positions of power, and
the ruling coalition, which other than the rul-
ing elite is made up by groups and individu-
als who support that elite. The core of the
National Resistance Movement (NRM) gov-
ernment makes up the ruling elite in Uganda.
It is dominated by the president (Museveni),
who is also party chairman and commander
in chief of the armed forces. In addition,
military leaders are important members

of the ruling elite, as are a few important
businessmen. Most members of the ruling
elite are from the south-western part of the
country, the former Ankole kingdom. Many
top-positions in government are occupied
by members of the Bahiima ethnic group
within Ankole (e.g. the five full-star generals
in the army, and several ministers) (See Kjer
and Katusiimeh, 2011). The NRM came to
power after a civil war in 19806, and after a
drawn-out process of drafting a new consti-
tution it won the first elections in 1996. Af-
ter that, the Movement and Museveni have
won elections in 2001, 2006 and 2011, the
latter two under a multi-party system. The
National Resistance Movement (NRM) is
still strongly represented in parliament with
263 out of 364 elected seats, but there is
considerable competition for parliamentary
seats, increasingly so within the Movement
itself (see below).

The ruling coalition consists of a number
of factions which can perhaps best be de-
fined regionally. The most important sup-
porters come from the south-western part of
the country. The ruling coalition was until re-
cently based on an alliance with the Baganda
elites from the southern-central part of the
country. This alliance has, however, become
shakier due to controversies over issues such
as land and federalism. There are now few
Baganda left in the ruling coalition, which has
thus become more narrowly based. In addi-
tion, there is more competition within it. For
example, younger members of the Movement
are challenging Museveni and his closest allies
on a number of issues, such as the appoint-
ment of cabinet members and the pending
oil negotiations with foreign companies. The
Baganda have thus fallen out with the Musev-
eni regime, but they are not expected to pro-
vide any real political or military threat to it.
Therefore, the most important conflicts and
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challenges to the ruling elite may thus come
from within the ruling coalition itself.*

At the lower levels, NRM cadres are im-
portant support bases for the ruling coalition,
and they have grown stronger since the first
decade of Museveni’s rule. The president ap-
points key government officials in the dis-
tricts, Resident District Commissioners who
play an active role in political mobilization
through local government structures and
who are also chairmen of the local security
committees (Ssemogerere, 2011: 82). Local
movement chairmen are powerful and have
gained holding power with the introduction
of movement primaries and decentralization.

Funding for maintaining the ruling coali-
tion comes mainly from state resources. Most
observers would argue that development
aid has helped Museveni fund patronage to
hold the ruling coalition together (Mwen-
da and Tangri, 2005; Tripp, 2010; Barkan,
2011). The movement also receives funding
from individual businessmen, many of them
Asian Ugandans, some of whom also have
posts within the party (Kjer and Katusiimeh,
2011). Some of Museveni’s family members
hold important government positions but are
also the owners of big businesses, some of
them previously state-owned companies that
were privatized such as The Entebbe Han-
dling Services (Salim Saleh, and Muhoozi
Kainerugaba, Museveni’s brother and son);
examples include his wife Janet, or in-law,
Sam Kuteesa (Barkan, 2011) or the Kisozi
Ranch, a former state farm, which Museveni
now owns. The privatization of the Uganda
Commercial Bank (now Stanbic) was said to
have been compromised by the first family,
as have other big privatizations, including, al-
legedly, the former state-owned Dairy Corpo-

* Tripp, 2010; The Monitor, October 4, 201 |: ‘They set the
dogs on Bukenya, which NRM Big Man is Next’?".

ration. In addition, at least half of the most
important NRM party leaders also hold posts
as cabinet ministers or other important gov-
ernment jobs which they can use to channel
funds into the NRM.

In sum, the ruling coalition is based in
south-western Uganda, so there is a strong re-
gional dimension. Competing factions within
the party, both at lower levels and among cen-
tral elites, are becoming stronger, and the rul-
ing coalition is increasingly fragmented.

4. HISTORICAL BACKGROUND
AND EARLY INITIATIVES IN DAIRY
FARMING

In this section, we account for how the dairy
sector has developed, with a focus on early
initiatives under the Movement’s regime.
These initiatives are critical in understanding
the strong private sector response to liberali-
zation in south-western Uganda. The main
argument here is that ruling elites took these
early initiatives in order to build and maintain
an important support base.

In the immediate post-independence years
in Uganda, there was widespread control
of exports and imports through licensing
(Bibangambah, 2002) and control of most
categories of prices, including exchange rates
and wholesale and retail prices. Many large
plants were owned and established by the
state through loans, such as steel production
plants, the big milk plant and spinning mills.
The independence government also launched
import substitution programs that were
largely financed through loans and the taxa-
tion of agricultural exports, especially coffee
(Gukiina, 1972, Bates, 1981). In this first pe-
riod after independence, Milton Obote’s gov-
ernment took some initiatives to promote the
livestock and dairy sectors, especially through
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his Minister for Animal Production, Dr Ba-
biha, who cleared large areas of tse-tse fly,
thereby creating what has been termed the
cattle-corridor, a belt stretching from the
south-western area of greater Mbarara to the
north-east covering Soroti and Lira and up to
Moroto and Karamoja (see Appendix 1 for a
map) (see e.g. Hansard, March 11, 1999; see
also Mbabazi, 2005). In this period, the state-
owned Dairy Corporation (DC) was set up
along with several government-owned milk
coolers and state farms in which to develop
new high-yielding breeds. In the 1960s there
were reports that many of the state farms
(which were funded primarily by USAid) were
allocated to the Bahiima elite rather than on
the basis of who would be competent to run
them (Dornboos and Lofichie, 1971).
During Idi Amin’s rule, the economy col-
lapsed. One of the main reasons was Amin’s
expulsion of Asian Ugandans. Since Asians
controlled the majority of economic enter-
prises in Uganda at the time, this resulted in
a complete breakdown of the Ugandan econ-
omy. Between 1970 and 1986, agricultural
GDP declined by close to 20 percent in real
terms, while food crop production and yields
declined by 20 percent and 12 percent re-
spectively. Coffee export volumes declined by
about 30 per cent and tea and cotton export
volumes by over 90 percent (Bibangambah,
2002). The dairy sector also collapsed. The
amount of milk collected and processed by
the DC fell from 20 million litres per annum
in 1972 to less than half a million litres in
1979. The breakdown of input supply, exten-
sion and the collection centres led to commer-
cial milk output declining to virtually nothing
by the late 1970s. In the 1980s, urban milk
demand was being met from imported dried
milk (Republic of Uganda 2000). The second
Obote government, established after a chaotic
period and (dubious) elections in 1980, tried

to re-establish macro-economic stability and
negotiated an agreement with the IMF which
initially helped growth resume. However, the
civil war in which Obote’s troops were com-
bating the National Resistance Army led by
Museveni soon made implementation of any
economic policy difficult.

Unlike other traditional cattle areas further
to the north-east, the south-western region
had not been strongly affected by the civil
wat, and its population of long-horned An-
kole cattle had remained intact. However,
during the civil war, and even several years
after 1986, where the NRA came to power,
a combination of general insecurity in the
north-east with the looting of cattle by rebels,
Karimojong cattle-rustlers and government
soldiers, led to a loss of cattle. Although at
the outset the National Resistance Movement
government was quite broad-based, the north
remained excluded from the ruling coalition,
and the NRM had little interest in provid-
ing security for the lives and properties of
the Acholi north of the Nile. The near to-
tal de-stocking in Gulu and Kitgum regions
has been referred to as one of the tragedies
of the war in the north. According to Van
Acker (2004), the cattle population in Kitgum
fell from 156,667 in 1986 to 3,239 in 1998,
even though within the same period the na-
tional cattle population increased from 3 to
5.6 million. Other estimates indicate that the
cattle population in the whole northern area
in 1997 was 5 percent of what it had been
ten years previously (Gersony, 1997; see also
Branch, 2005). The north-eastern region and
the Acholi in particular represented a weaker
excluded group to the ruling coalition, having
been partly represented in the second Obote
government and perceived by many Baganda
(from Uganda’s southern-central part) and by
many NRA soldiers to be primarily respon-
sible for the massacres in Buganda’s Luwero
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triangle, the main base for the NRA’s resist-
ance struggle. The narratives told by Ugan-
dans in the North and East is that the Musev-
eni government favoured the cattle owners in
Ankole and did not do anything to help the
North and East retrieve their lost cattle.

After the NRM came to power, recon-
struction of the Ugandan polity and econo-
my started. The international financial institu-
tions and bilateral donors strongly supported
the new government, and a period of stabi-
lization and liberalization began. The newly
established stability, combined with the struc-
tural adjustment program carried out in the
early 1990s, led to increases in growth and
initially also in agricultural production.

In the south-western part of Uganda, the
ruling elite took a number of initiatives to
promote dairy farming and trading. These ini-
tiatives clearly came from the fact that the elite
had its roots in cattle farming. Quite often the
President has talked about the initiatives that
he personally undertook in order to develop
his home region. In his autobiography, Mu-
seveni tells the story of how, in the late 1960s,
he and a friend would campaign among the
nomads to make them settle down and to
fence their lands in order to not lose cows. He
argued that he and a group of friends educat-
ed the Banyankore peasants on how to grow
food crops so that they could rely on other
nutrients than milk and could start selling sur-
plus milk. He argues that as a result of their
advice ‘a slight modernization’ followed and
the number of cattle increased. He also notic-
es that, with more cattle, farmers would need
advice on how to go into dairy farming, since
dairy cows require less grazing land. However,
this would be a matter for the future (i.e. after
1986) (Museveni, 1997: 20-22).

® Prof. Michael Whyte, personal communication, December,
201 1.

The initiatives taken after 1986 should there-
fore be seen in the light of the fact that ever
since the 1960s Museveni had had a focus on
cattle and dairy farming. Speaking before Par-
liament on June 7th 2005, he said:

I always want you to come (to Rwakitu-
ra) and see what some of us did when we
were still young people. We campaigned
among those people who were nomads
to make them settle down first, but later
on when I was able - after I had come
back from exile - I was able to introduce
the selling of milk. Those people had
been keeping cattle since time immemo-
rial but they were never selling the milk,
which is where the problem was.

Such personal initiatives have also been taken
by other key people, for instance, the Minister
of Works (until 2011), John Nasasira, who is
very popular in his home area of Kazo, where
he is known to have introduced many support
schemes and, among other things, to have
educated the local people to exploit milk pro-
duction better.® This is in contrast to the fact
that the Minister is generally viewed as having
performed badly as Minister of Works.
There were also early government initia-
tives to rehabilitate the dairy infrastructure
in south-western Uganda. According to the
Dairy Master Plan drafted in 1992, the Dairy
Corporation had made ‘considerable invest-
ment in the establishment of new milk col-
lection centres. All this investment has taken
placein the South Western and Western Zones
which are often called the Mbarara milkshed
area’ (Dairy Master Plan, 1993, Vol. 2, section
2.1). These ecarly initiatives mainly rehabilitat-
ed milk coolers and supplied generators for

¢ See e.g. The Monitor, October 4, 2009 ‘Kazo’s Journey from
Cows to Wealth’.
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them. Between 1987 and 1991, the govern-
ment-owned Dairy Corporation established
42 milk collection centres with (about 2,000-
litre) milk coolers and generators in the south-
western region. This was mainly financed by
the African Development Bank through a
loan to the DC of about ten million dollars
(Dairy Master Plan, Vol. V; Okwenye, 2009).
UNDP/FAO’s Dairy Industry Development
Program supported extension and training;
In this period, Danida also supported reha-
bilitation of the milk collection facilities in
Mbarara region and of the DC processing
plan itself. Danida supported the sector to the
tune of about 6 million dollars between 1987
and 1993. In a recent evaluation of Danida’s
support to Uganda, it was found that the milk
coolers have become symbolic of Danish aid.
President Museveni has said that Danish milk
coolers have transformed the dairy industry
in his home region and on several occasions
has remarked that ‘Denmark --- you have made
my people rick’ (Lister et al., 20006), ‘my people’
referring to the Banyankore people rather
than Ugandans as a whole.

Later, the support for the south-western
area has been supplemented by providing
tractors through the Agricultural Extension
program (NAADS). The first of these trac-
tors was given to the community near Mu-
seveni’s own ranch to help the Kiruhura dairy
farmers construct dip tanks for the cows.’

To sum up, the Museveni regime built a
rather stable coalition with weak excluded
factions in the north and, in the early years,
weak lower-level factions as well. Under this
regime, the dairy sector blossomed in the
southwest as stabilization and liberalization
gave milk producers an outlet for their milk.
Early government initiatives supported by

7 Interviews, New Vision, September 9, 2008, ‘Kiruhura farm-
ers get tractor’.

donors built a dairy infrastructure in the
south-west. Since the ruling coalition has
deep roots in the south-western milk shed
and several members of the ruling coali-
tion have a deep interest in and family tradi-
tion of keeping cattle, this sector has been
promoted by the ruling elite through both
personal initiatives and a number of govern-
ment supportive initiatives such as rehabili-
tation of milk coolers.

5. LIBERALIZATION AND
PRIVATIZATION: DRIVERS AND
CONSEQUENCES

Liberalization was important because, with
the lifting of the Dairy Corporations’ mo-
nopoly on buying milk, new outlets emerged
for the dairy farmers, and their daily incomes
rose as a consequence of their being able to
sell their milk (Deniva, 2006). One of the
most important elements in the government’s
plans to rehabilitate the dairy sector was to
‘encourage the private sector to participate
in the dairy development program and to
allow the informal and formal milk market-
ing systems to develop alongside each other’
(Dairy Master Plan, Vol. 2, section 2.4). The
official government goal was to become self-
sufficient in dairy products through a policy
emphasizing the establishment of liberal and
competitive markets. The near-monopoly sta-
tus of the DC in the formal sector was to be
abolished: ‘farmers and their organizations as
well as private investors will be invited and
facilitated to participate in development of
milk processing and marketing’ (Dairy Master
Plan, 1993, vol. 2 section 10.2).

When asked what was most important for
the sector’s growth, most interview respond-
ents reply that liberalization was very impor-
tant, and no one said it was not! The south-
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western farmers would tell us how they hated
the Dairy Corporation because it had not
been able to buy their milk. Many of them
had started cooperatives, and after liberaliza-
tion they were able to sell milk to traders who
started making a business out of buying the
milk in the south-west and then transport-
ing it, mainly to Kampala, and selling it there.
Although several people, including Members
of Parliament (MPs), at the time argued that
a lot of milk in the south-western area was
not being collected, by 1994 there had already
been a rise in production because of the new
outlet that farmers had found with the private
vendors.

The lifting of the DC’s monopoly on buy-
ing milk was a part of the overall liberalization
drive at the time. This push for liberalization
came from an alliance between the president,
a cadre of technocrats in the merged Min-
istry of TFinance, Planning, and Economic
Development (MOFPED), the International
Financial Institutions (IFIs), and the donors.
Initially, President Museveni had been against
a liberal approach to economic reforms, but
he changed his mind upon interacting with
donors and key technocrats in the then Min-
istry of Planning (Mutebile, 2010; Musevent,
1997, Kjer and Katusiimeh, 2011). Accord-
ing to several insider accounts, the President’s
shift towards supporting liberalization and
his focus on fiscal discipline was crucial. In
particular, his decision to merge the Planning
Department (where the pro-reformers were
located) with the Ministry of Finance had an
important effect. Museveni says in his autobi-
ography that the IMF economists convinced
him of the basic economics of the reforms
and of the importance of ‘removing the pri-
vatization and free-market debate away from
ideology’ (Museveni, 1997: 181).

An additional explanation is arguably that
the reforms fitted well with the aim of building

and consolidating the power of the National
Resistance Movement as the ruling coalition.
In the early NRM years, Museveni led a drive
to ‘movementize’ the civil service through the
so-called Chacka-Mchacka political and mili-
tary training courses (Kjer and Katusiimeh,
2011). Structural adjustment also implied re-
trenchment of the civil service and a chance
to remove a cadre of public servants who had
served under previous governments and were
not necessarily pro-Movement (Kjer, 2002).
Another part of the structural adjustment
programme was the privatization of a large
number of state-owned enterprises, including
the Dairy Corporation. The IFI’s were push-
ing for privatization. In retrospect, President
Museveni said he saw privatization as a way
to become self-sufficient in milk and even to
start exporting it, something that was already
emphasized in the ten-point programme
drafted during his time as a guerrilla fighter
(radio interview with President Museveni,
20006, UCB). So, the president and donors ba-
sically agreed on the fact that the DC, along
with other big companies, should be priva-
tized. Privatizing the DC was, however, a po-
litically sensitive issue, and it was dragged out
for a long time. The decision was taken in the
early 1990s but took effect only in 2006. One
consultant called it the ‘forever-soon-to-be
privatized’ parastatal. One communications
officer in the government’s privatization unit
points out that “The Dairy Corporation was
intended to be the first to be privatized and
ended up being among the last’. The Director
of the Privatization Unit adds that since the
DC was one of the most complicated of the
more than 130 companies to be privatized,
they started with the easier ones, such as ho-
tels. Compared to other complicated compa-
nies, such as the Uganda Commercial Bank
(UCB), which was finally privatized in 2001
(Clarke et al., 2007), the privatization of the
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DC was dragged out for an unusually long
period of time. It is clear that the process re-
quired some technical measures that would
take time. The DC had to be turned into a
limited liability company in order to be sold.®
However, this does not explain why it had to
take much more than a decade.

Two particular reasons as to why the pri-
vatization of the DC took so long stand out
from our interviews. One is that the core elite
around Museveni had an interest in benefiting
in the privatization in order to fund the ruling
coalition. The other is that the south-western
famers constituted an unusually strong inter-
est group with tight connections to MPs and
even the Minister for Animal Industries.

There had been alot of public debate about
privatization and several corruption scandals
that involved close relatives to the president,
especially regarding the privatization of the
UCB (Tangri and Mwenda, 2001). They used
methods such as winning bids even though
they were low, and selling the shares directly
for a higher price, thus making a personal
profit. Alternatively they might have a foreign
company act as a front for their own local
company. This was a way of using state re-
sources to fund the ruling coalition (Kjer and
Katusiimeh, 2011). Another way was to let
the company fund the ruling party and then
provide political favours in return, such as
tax exemptions or access to land. In the case
of the DC, such allegations were also made,
and on blogs for Ugandans in exile and even
sometimes in public debates, the Museveni
family is listed as the owners of the privatized
DC. There was an initial failed attempt to use
a Thai company as a front. Since then the
new buyer has benefitted from friendly poli-
cies, such as a tariff on milk powder.

8 Hansards from 1990s;interview with the director of the Pri-
vatization Unit, The Dairy Master Plan,Vol. [V

The process by which the DC was privatized
was never transparent, an indicator that its
sale was influenced politically. A Thai compa-
ny turned up and put in a bid for the DC, al-
legedly a company that the president himself
had found. The Thai company finally proved
unable to make the necessary investments, and
there was a public outcry when The Monitor
newspaper revealed that it had been offered
the DC for one dollar and that it was prob-
ably meant to be a front company for ruling
Ugandan elites. After a series of articles in
The Monitor, a parliamentary committee was
set up to investigate the whole process. The
committee concluded that a proper bidding
process had not been followed (Hansard, July
20™ 2005), and that the Thai company was a
hoax.

After that public scandal, Sameer ltd of-
fered a bid that was more genuine. A big
Ugandan industrialist in plastics, batteries and
dairy production and owner of his own suc-
cessful dairy farm informed us that he had
been the one to establish contact with SALL
‘because it was a good big company, and the
government was desperate’ (interviewed July
2, 2009). The government was under a lot
of pressure after the scandal with the Thai
company and therefore needed to find a new
investor quickly. Eventually, the sales price
turned out to be not one dollar but 500,000
dollars (Director, Privatization Unit). It is dif-
ficult to say whether the price was too low
since the assets had deteriorated significantly
by the time of the sale.

Whether members of the ruling elite could
derive rents from the sale is not verifiable,
but influential Ugandan observers are of that
opinion.” It is clear that the President is very

% This opinion was expressed by several interview respond-
ents. See also The Independent, May 19, 2009: ‘Dictatorships
don’t serve their peoples, they give privileges to their cronies’.
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supportive of SALL, referring to the compa-
ny as ‘My investor’, and there have also been
initiatives to protect SALL’s new milk pow-
der production. There was initially a tariff on
the import of milk powder from Kenya (IPS
news update, 2009; Stahl, 2009)." In addi-
tion, a ban on the sale of raw milk was issued
by the Minister for Livestock immediately
after the sale to SALL, a ban that was later
annulled due to protests, but it would have
helped SALL a lot."

The second reason for the prolonged pri-
vatization process was the pressure from the
south-western farmers, who had been very
determined to put in a bid for the DC, as they
wanted to buy it and run it. The President, on
the other hand, wanted someone who would
be able to make longer-term investments in
the DC, someone who could also set up a
milk powder line. He also did not think the
farmers would have the capacity to run a big
processing plant like the DC. The farmers, on
the other hand, argued that their cooperatives
had hired graduates and that they were able
to mobilize the money through a mixture of
own contributions and loans.

When the DC was rehabilitated in the 1990s,
the farmers had been promised the possibility
of buying shares in the event of privatization.
The farmers were very determined to make a
serious bid, their influence and ability to assert
pressure on the government being an impor-
tant reason why the privatization process was
dragged out for so long. They saw the priva-
tization as a sell out to foreign interests and
almost as anti-patriotic. Hence the decision to

' However, under the East African Customs Union intra-re-
gional tariffs have gradually been reduced, which means that
taxes on milk products have come down from 16 percent to
zero, whereas there is now a common external tariff that is
much higher than Uganda’s before it joined the customs union
(at 60 percent) (Stahl, 2009, EAC Handbook).

" The bans are accounted for in the section below.
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privatize the DC was unlikely to be popular,
and the government would risk losing votes
on the issue. An MP and former minister of
state for agriculture stresses the importance
of farmers as a coalition: ‘Privatization was
not done in a good way. Government doesn’t
trust her people. There is always a tendency
to get people from abroad every time there is
something to sell. I was with the farmers and
supported them with their moves to take over
the Dairy Corporation, but the President de-
cided otherwise’ (interviewed August, 2009).
The MP was himself from the south-western
area and is but one of the many powerful con-
nections the farmers had to the ruling elite.

A coalition consisting of the south-western
dairy cooperatives and MPs from the south-
western region supporting them thus consti-
tuted a strong pressure group against the sell-
ing of the DC to a foreign-owned company.
The dairy farmers also represent an area in
which up to a million people depend on milk
to a lesser or greater extent. So, elections and
the fear of losing votes probably also played
a role. In interviews, the point was made that
the eventual privatization happened affer the
2006 elections because it was considered to
be such an unpopular measure.

To summarize, there are two main reasons
why the privatization was dragged out. One
was the interest in using the privatization to
acquire financial benefits for the ruling elites.
The other was the pressure from the south-
western dairy farmers.

The eventual sale of the DC to SALL had
several implications for the milk sector. First
of all, investments in the factory did increase.
SALL rehabilitated and upgraded existing
equipment and also set up a milk powder line
and thereby injected about 11 million dollars
in the factory (interviews; own visit to the
factory; Banadda, 2010). It is also evident that
milk collection has gone up since 2006 when
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SALL took over the DC."* The point, accord-
ing to the director of the Privatization Unit,
is that no matter what the process of selling
the DC, the result is that ‘a non-functioning
unit has been turned into a functioning unit’
(interviewed August, 2010).

The sale of the DC to SALL also had the
effect of angering the south-western farmers
so much that they actually strengthened their
own organization, which is now making ef-
forts to set up their own dairy plant in Mbara-
ra. They formed an umbrella organization for
the many south-western cooperatives, called
the Uganda Crane Creameries Cooperatives
Union (UCCCU). The level of organization
in the dairy sector had increased considerably
during the 1990s because of a new govern-
ment act on cooperatives that reduced the de-
gree of government control over them sub-
stantially (Dairy Master Plan, Vol. 2). While
there were only six dairy cooperatives in the
early 1990s, there are now about 120 coop-
erative unions (Land O’Lakes, 2000).

In the Dairy Master Plan (1993, volume 3),
the document that guides the current Dairy
Industry Act (passed in 1998), there is a rec-
ommendation that ‘the major part of the col-
lection network will be sold to dairy farmers’
associations and cooperatives’ and that they
should be provided with training and sup-
port in order for them to buy and run the
collection centres. However, this advice has
not been followed because SALL owns the
collection centres, which makes farmers’ co-
operatives dependent on selling most of their
milk to SALL at prices mostly dictated by
SALL (except for the very dry season, which
forces the price upwards).

This is a very real conflict. SALL is inter-
ested in buying a lot of milk at low prices.

2 New Vision, Nov 19,2008;‘Dairy Industry to Grow by 50%,
see also Banadda, 2010.

UCCCU is interested in selling but at a higher,
more stable price. In securing that, they have
a strong interest in owning the milk coolers
that were taken over by SALL when it bought
the Dairy Corporation. UCCCU wants to take
over the collection centres, and they claim
that SALL is trying to out-manoeuvre them,
negotiating more favourable prices with farm-
ers who are not their members, thus trying to
lure members from them. Since SALL owns
45 percent of the milk coolers, cooperatives
feel forced to sell most of their milk to that
processing company. The cooperative unions
have signed agreements with SALL in order
to be able to use SALL’s coolers, and they sell
more than 80 percent of the milk they collect
to SALL.

Mushtaq Khan (2010: 70) argues that ‘the
holding power of emerging capitalists in de-
veloping countries, even if they are high ca-
pability entrepreneurs running big organiza-
tions, is unlikely to be based entirely or even
largely on the profits generated by their or-
ganizations.” To sustain profits, these entre-
preneurs also must rely on informal network-
ing with the ruling coalition. According to
Khan, if the entrepreneur has high techno-
logical capability and is powerfully networked
this can drive accumulation within a sector,
but the development of new capitalists is
constrained in that the capitalist can try to
drive other potential investors in the sector
away. This may be partly what is happening
with dairy-processing in Uganda.

SALL representatives are well-networked.
They have easy access to the government,
and some of the key Ugandan employees in
SALL were formerly employed by the DC,
so they know the sector well. It is quite likely
that SALL lobbied government 707 to give the
south-western dairy farmers a loan in order
to build their own dairy plant and thereby, to
avoid competition. UCCCU representatives

21
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refer to statements by the President when he
comments on UCCCU’s efforts to establish a
plant, such as ‘They are ruining my investor’
or “These people are giving me a headache’.

However, at the same time, competition
zs on the increase. UCCCU is finding other
loan opportunities, which may even be an ad-
vantage, since obtaining a government loan
would also mean increased dependence upon
the government (interview, consultant, Au-
gust, 21010). Their work has been delayed
because of difficulties in receiving a loan for
the equipment, but the building has been con-
structed and several opportunities for loans
are pending, including a mixed credit arrange-
ment with Danida (Henriksen and Lang, 2010;
personal communication, Warwick Thomson
at RDE). In addition, a number of compa-
nies are interested in setting up dairy process-
ing plants in Uganda, including a Canadian
company and Kenyan Brookside (Interview,
Maggie Kigozi, Uganda Investment Author-
ity)."” One company, the Midland Group, an
international trading and investment compa-
ny, is already setting up a new milk powder
plant in Mbarara.'

To summarize, the initial push for liber-
alization and privatization came from an al-
liance between key political elites, most no-
tably the President, the IFIs and Ministry of
Finance technocrats. In addition, the Presi-
dent’s ambition to become self-sufficient has
also been significant in this push. However,
once the privatization process started, it was
dragged out for over a decade because many
key stakeholders were anxious to influence
the sale of the DC in various ways. Mem-
bers of the ruling elite were in all likelihood
secking to secure rents from the sale, and the

13 See also ‘Uganda’s Dairy sector attracts more investors’. At
www.in2EastAfrica.net Oct. 7,201 1.

'* The Midland Group, News Release, Oct 17,201 I.
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south-western dairy farmers put substantial
pressure on the government to take over the
factory. Interestingly, the privatization case
is thus a case of an intra-coalitional conflict:
the south-western dairy farmers are a support
base to the President and as such are part of
the ruling coalition. To a large extent they owe
their wealth to the present government, and
many of their sons have careers in the army.
At the same time, they feel they are being out-
manoeuvred by the same ruling elite which
they support. Their resistance to selling the
DC to a foreign investor can thus be seen as
resistance from the lower level factions in the
ruling coalition.

6. REGULATION IN THE DAIRY
SECTOR: DRIVERS AND
CONSEQUENCES

The Ugandan dairy sector is an interesting
case both of how economic interests develop
and of how important the interests of the rul-
ing elite are to a sector. As the dairy sector
developed over the 1990s, dairy farmers and
traders started to organize. They gradually ac-
quired what Khan terms ‘holding power’, ‘the
capability of individuals or groups to engage
and survive in conflicts’, a power based on
economic wealth, legitimacy and the ability
to organize supporters and to mobilize them
politically (Whitfield and Therkildsen, 2011).
What this implies in the case of Uganda’s
dairy sector is that, although the dairy farm-
ers and traders constitute a support base to
government and can thus be seen as a part of
the ruling coalition, they have also developed
interests based on their economic position.
While the government wants to promote and
support SALL, the dairy farmers want to earn
a higher price for the milk they produce, and
they also want more control over collection
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and processing. The milk traders have an in-
terest in continuing their operations in the so-
called informal market: buying, transporting
and selling fresh milk. And the government
has an interest in regulating this, preferably
even abolishing the sale of raw milk. This is
because SALL prefers that all milk be sold to
them as a large processing company which
has too little milk in the dry seasons. It is to
the relationship between mainly the traders
and the government regulatory agency, the
DDA, we now turn.

In the late 1980s, a big consultancy funded
by Danida resulted in the Dairy Master Plan,
which came out in five volumes in 1993. The
Dairy Master Plan took an industry approach
in which it studied the needs of the sector as
a whole and came up with a number of rec-
ommendations. One of the most important
of these was improved regulation through
setting up an autonomous Dairy Board. Af-
ter some time, the Dairy Industry Act was
passed through parliament and the cabinet,
establishing the board following the recom-
mendations in the Master Plan (Republic of
Uganda, Dairy Industry Act, 1998). Although
it took some time for the Dairy Board finally
to be established in 2000, it nonetheless be-
came quite successful in regulating the sec-
tor.

The DDA’s mandate is to regulate and de-
velop the dairy sector. The first part of the
mandate, the regulation, has been the most
successful, as is described below. The DDA
has had considerable autonomy and, relative
to other sub-sectors, it has achieved a consid-
erable amount of government funding, It also
collects fees from processing companies and
milk coolers. In addition, it has received some
donor funding, particularly from Danida.

The allocations from the government of
Uganda have been declining since 2001, but
still they have been kept at a reliable level

(more than 500 million shillings annually).
The DDA has generated some internal rev-
enue (approximately one sixth of total rev-
enues) through various fees. A cess on the
processing industry had been proposed as
part of the Dairy Master Plan. Such a cess
would have given the DDA more autonomy
vis-a-vis the government. However, the cess
was resisted by one of the main processors,
Jesa, who felt nothing was being given in re-
turn. Had the processing industry been more
organized, and had the government been
able to bargain with its organization, such ve-
toes from individual processing firms might
not have blocked the implementation of the
cess.'”

The funding situation gives a picture which
is illustrative of the position of DDA overall:
it has access to funding and is rather autono-
mous. However, it is also subject to political
intervention every now and then, as described
below.

Bureaucrats in the DDA, in particular the
director (until 2011), Dr. Twinamasiko, a
former commissioner in the Ministry of Ag-
riculture and Fisheries Livestock Department,
have a lot of knowledge of the industry and
have gradually established linkages to indus-
try actors. As already mentioned, the DDA
has successfully established a relationship
with the traders and big dairy farmers based
on mutual recognition and trust. All interview
respondents representing different players in
the sector agree that he has done a good job
since he became director. The DDA director
has consistently negotiated with the milk trad-
ers and farmers and in the process persuaded
them to upgrade technologically and improve
the quality of the milk. As Khan (2010) notes,

% Interviews, officer at Sameer, and owner of Jesa, and per-
sonal communication from the key consultant on the Master
Plan.
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there has to be considerable pressure on pro-
ducers to invest money in upgrading when
they are not sure of the results. However,
the DDA managed to persuade farmers and
traders to upgrade, for instance, from plastic
containets to the better metal ones, or from
boiling milk in open saucepans to using batch
pasteurizers.

The process of imposing a ban on jerry
cans in the early 2000s is illustrative of how
the trader’s organization bargained with the
DDA. Jerry cans are less hygienic but natu-
rally a lot cheaper than aluminium cans (1,200
shillings versus about 200,000 shillings), so
for smaller traders and farmers this is a con-
siderable investment. The traders and farm-
ers therefore initially protested against it and
managed to postpone the ban for a year in
order to have sufficient time to raise the mon-
ey. Some of the poorer traders had to drop
out altogether, but the remaining trade has
raised standards.® In this case, the daity trad-
ers managed to negotiate a gradual phasing
out of the plastic jerry cans rather than a sud-
den ban, so that they could find time to get
money to acquite aluminium cans."”

Another regulatory initiative has been the
abolition of the boiling of milk in big sauce-
pans in the urban centres. The DDA tried
to sensitize farmers and traders to promote
small-scale pasteurizing. The practice of boil-
ing milk had been common because it killed
possible bacteria, but unfortunately also the
nutrients. UNDATA also protested against
this ban, as it would involve investing in ex-
pensive pasteurizers. The DDA tried to con-
vince the traders to buy electric pasteurizers,
but the traders argued for charcoal pasteur-

'¢ Interview, Kalidi Matavo, see also New Vision, Monday, Sep-
tember 4, 2006.

"7 See also New Vision, March 1, 2003, ‘Milk cans to replace
jerry cans today’.
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izers at only one third of the cost (interview,
dairy trader and small-scale processor). After
the ban on boiling, the traders invested in the
purchase of 52 batch pasteurizers (UNDATA
report, 2009). In this case the organization
managed to get the DDA to accept cheaper
pasteurizers rather than the more expensive
electric ones. In the long run the firewood
pasteurizers are probably unsustainable envi-
ronmentally, but the end result of the negoti-
ations was a compromise involving the aban-
donment of boiling the milk in open pans.

In 2005 there was a ban on the sale of un-
cooled milk, which caused a lot of the private
traders to invest in coolers (allegedly the con-
struction of around 90 milk coolers). Finally,
in 2006 there was a ban on transporting milk
in aluminium cans over long distances, and
the traders (according to their own report)
subsequently purchased forty tank vehicles.
For these investments the traders have used
own funds, either through savings or bank
loans. The Centenary Bank, for instance, has
provided loans for dairy farmers and traders.
When interviewed, the traders emphasize that
they have loans they need to pay back and
that abolishing the sale of raw milk would
ruin them.'

Though the DDA director has an organi-
zational interest in developing and moderniz-
ing the dairy sector, and there are proponents
for doing this ‘the hard way’ through the out-
right abolition of raw milk sales, as the above
accounts indicate, the DDA has argued for a
more pragmatic approach, pointing out that
it would not be wise to abolish what literally
constitutes eighty percent of the sector. The
DDA has therefore adopted a more gradual
approach, where the sector is being upgraded
stepwise and thereby gradually formalized

'® Interviews, Minutes of the Uganda Dairy Stakeholders Plat-
form meeting, April 2009.
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(DDA director, interviewed May, 2009). In
general, the DDA linkages to industry actors
are described as strong. In spite of conflicts
and disagreements between on the one hand
dairy farmers and traders, and on the other
hand large-scale processors and the govern-
ment, the DDA has established a relationship
of bargaining and trust with industry actors
and has succeeded in upgrading the sector,
thereby improving the quality of the milk be-
ing sold.

As appears from the description of the
interaction between industry actors, there
are strong interest organizations in the sec-
tor, particularly with regard to dairy farmers
and traders. 75 percent of the south-western
dairy farmers are members of a cooperative
(Banadda, 2010). On the processor side, the
degree of organization is not as high. There
is a processors’ organization, but the active
ones are smaller scale processors, and the
most important ones, SALL and Jesa, do not
take an active part as they can pursue their
interests through their direct links to the gov-
ernment, as when they blocked the cess to the
DDA, as described above. The L.and O’Lakes
(an American co-operatives organization) and
DDA initiated a Dairy Stakeholders’ Platform
with representation also from the processors,
but they have not met as regularly as was in-
tended.

While these interest organizations are most
important in affecting policy implementation,
elections appears to have had an occasional
effect. At least, two interview respondents (a
representative for a large NGO and a dairy
trader) point to the fact that bans on the dairy
industry have not been issued immediately
prior to elections. However, elections do not
seem to be a major driver in the dairy sector,
maybe because the most important milk-shed
is already strongly supportive of the ruling
coalition (as indicated above).

The push for regulation has come from the
DDA, combined with a government that has
a general drive to upgrade and develop the
dairy industry. The government’s interest in
promoting investments in the dairy process-
ing industry and the entry of SALL have also
implied that the government is now interested
in promoting SALL by easing the conditions
under which it operates. This means that po-
litical interference with the DDA’ functions
has occasionally occurred. Part of easing the
conditions was to let SALL take over the
collection infrastructure in the south-west.
Another part focuses on the informal sec-
tor, which has created conflict. SALL would
benefit from the abolition of the sale of raw
milk, as this would ensure a more steady sup-
ply of milk. SALL pays the lowest price in the
market for the farmers’ milk (see above). In
the public media, the DDA and SALL have
had public disagreements over whether there
is enough milk. During the dry season, SALL
struggles to collect enough milk and can only
keep its milk powder plant running for a few
days a week (interviews, visit to the factory).
SALL publicly claims there is not enough
milk, while the DDA director argues that
there is plenty of milk but that 85 percent of
it is sold through other channels. In his view,
the problem is that SALL offers farmers too
low a price.” SALL would also benefit from
the increased quality of milk, because then
it would not have to reject so much milk at
the factory gate (interview, Director, SALL).
Thus, SALL’s interests in the regulation of
the sector coincide with what would be good
for the sector in general in terms of upgrad-
ing and quality (not price).

One dairy trader representing the Traders’
Association (UNDATA) expresses the organ-

1% Interviews, and see also ‘The DDA takes on Sameer over
milk process, Chinese News Web, May 14, 2009.
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izations’ fear that SALL will put pressure on
the government to ban the sale of raw milk
so as to acquire a better and steadier supply.
In fact, the Minister of State for Animal In-
dustry, Bright Rwamirama, proposed precise-
ly such a ban in 2000, after the sale of the DC
to SALL and not least after the March 2006
elections. This created an outcry among trad-
ers and farmers.” A former Member of the
Parliament’s Agricultural Committee inter-
prets the move as an attempt to create more
favourable conditions for SALL:

‘I was a chairperson in the Agricultural
Committee at the time [of the ban on
the sale of raw milk] so I said to the
Minister: face the reality, this sector is 80
percent of all milk, you cannot just ban
it. You cannot create space for Sameer
that way because he is only buying a
small part of the milk. I know the trad-
ers were resisting it — they even resisted
the tankers.

The traders protested violently against this
ban, among other things by erecting block-
ades on milk routes to stop milk deliveries to
SALL. The ban was never introduced, and
the Minister publicly said that there were no
plans to do so.*' According to interviews,
many industry actors had put pressure on the
Minister on the issue, including the DDA it-
self whose autonomy to regulate was being
impinged. Many traders and farmers feel that
SALL is being favoured by the government,
as indicated by a prominent MP, who argued
that ‘SALL uses people who were formerly
working with the Dairy Corporation and that
they continue to talk as if they have been sent

2 Interviews, see also The Monitor, September 9, 2006, ‘Milk
Sellers Bitter over new Government Ban’.

2 New Vision, Sept 21st 2006, ‘No Ban on Milk Trade’.
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by government’ (interviewed May, 2010). The
fact that the traders agreed to invest in cool-
ing trucks is interpreted by many as a com-
promise: they avoided a complete ban on the
sale of raw milk but agreed to improve the
conditions under which milk is transported to
Kampala.

So, the drive to formalize the sector also
comes from a desire to favour one big inves-
tor. The resistance to this comes from traders
and farmers who can mobilize quickly and are
thus better organized than the big processors,
who tend to use individual links to members
of the ruling elite. Added to this is the fact
that some of the big dairy farmers and traders
are also members of parliament where they
constitute a strong group. The fact that some
of the traders and processors are also poli-
ticians makes it more difficult to implement
regulatory initiatives. However, at the same
time, it means that the farmers have a chan-
nel through which to make their claims (when
they do not address to the President directly).
Several MPs have helped and supported the
dairy farmers, among them a former minister
who has supported them in their struggle to
put pressure on SALL to pay higher prices.

7. CONCLUSION

The dairy sector is an exception in Uganda’s
agricultural sector. Agricultural production
has grown less than the 3.2 percent annual
population growth in the last decade. How-
ever, the dairy sector has grown quite con-
siderably at about 7 percent annually. Given
that Uganda’s ruling coalition is fragmented
and rents are used to keep it together, we can
understand why initiatives in the productive
sector and in agriculture are in general diffi-
cult to implement. Staying in power is mainly
about holding the ruling coalition together



DIIS WORKING PAPER 2012:02

in ways that are often not productive. In the
dairy sector, however, in spite of an increas-
ingly fragmented ruling coalition, it has been
possible to promote growth and to regulate
the sector. The ruling elite were able to pro-
mote the setting up a so-called pocket of bu-
reaucratic capability, the DDA.

The reason for the drive to upgrade and
develop the dairy sector should be found in
the fact that the ruling elite have a strong
base of support in the south-western milk-
shed. The ruling coalition is dominated by the
south-western elite, particularly the Bahiima
subgroup. Benefitting that region would help
keep the ruling elite in power, because this
was where the most trusted support base was
to be found. So, making the south-western
area a beneficial of government initiatives to
promote dairy farming would ensure support.
It would also be in accordance with president
Museveni’s own interests in dairy farming.
From the outset of when the NRM came to
power, therefore, initiatives were soon taken
by the government and supported by donors
to rehabilitate the milk collection infrastruc-
ture in the south-western region. Similar ini-
tiatives were not taken in other regions that
had cattle.

As the dairy sector grew, intra-coalitional
conflicts emerged especially around privatiza-
tion of the DC and regulatory initiatives. In-
terest organizations representing dairy farm-
ers and traders have grown strong. However,
the fact that the south-western area basically
belongs to the ruling coalition has made it
possible to settle conflicts of interest and to
strike compromises through bargaining. The
loss of support from many of the dairy farm-
ers is not an imminent threat since they al-
ready feel they owe much of their wealth to
Museveni.

At the same time, the ruling elite wished to
derive funding from the privatization of the

DC. This was against the interests of the dairy
farmers. This conflict of interests induced the
ruling elite to establish and support an imple-
menting agency that was able to bargain with
dairy farmers and traders and to enforce reg-
ulatory initiatives through compromise and
through the cooperation of the traders and
farmers. The government promoted policies
to benefit the DC (regulation of the sale of
raw milk), but the fact that the dairy farmers
came from the south-western region prob-
ably bargaining and establishing trust easier.
A combination of wanting to please the big-
gest processor (probably both as DC and af-
ter it was privatized) and wanting to please
the farmers had the outcome that the dairy
sector developed. The ruling elite were able
to create a pocket of capability in the DDA
which helped regulate the sector. Regulation
would improve the quality of milk and hence
improve the milk supplied to SALL, but the
way regulation was implemented was a proc-
ess of bargaining and compromise between
organized industry actors and a government
agency. In this case, the interests of the big
company with good connections to the gov-
ernment to some extent (regulation and up-
grading, not pricing or controlling collection
infrastructure) coincided with what would
be good for improving technology standards
in the sector. In this way, promotion of the
productive sector coincided with what could
allow the ruling elite to stay in power. This
makes the case rather unique.
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Appendix |. Mapping the cattle corridor

CATTLE DISTRIBUTION, OWNERSHIP, AND BREEDS, 2008

2a: Cattle Distribution
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Source: 'The Wortld Resources Institute, Uganda cattle distribution, ownership and breeds, 2008.
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