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Summary and discussion of main findings
Introduction

The study is set in the context of: (a) overall weak farimgrer relations in most partsf

Ug a n d a &ectoravhgiah affect the development prospects of small holder farmers {SHFs)
and (b) a growing interest by the private and public sector, including the Government of
Uganda (GOU) and development agencies in the contribution of value (8/@) analysisand

support interventiondo economic development in the countrijhis study analyzes the

govemance of domestic value chains (DVCs) in the agricultural sector in Ugandit.
focuses at exploring how agricultural produce buyers set up, ioabedand monitor that is
govern-t he DVCs with their supplying far mers.
activities and performance and thus the division of labour in the DVC. Governance in this
context constitutes for instance: (i) settittgg requirements for farmers in terms of product
quantity, quality and delivery, or production processes, (i) monitoring compliance, and (iii)
assisting farmers to meet the set requirements. This study focuses on such governance systems
of various buyeravhich operate a DVC with SHFs. The buyers are called lead firms (LFs) of
the DVC. The research was concerned with: thgonale and functioning of the business
relation between the LF and SHFs, related benefits and costs as well as lessarfarmer®
upgrading as well aspportunities and challenges which will have to be addressed by the VC

actors or call fomssistancérom for instanceGOU and respective support institutions.

Research methodology

The study explores five case studies: Bee NaRratlucts (BNR honey), Sulmafoods (SF

fruits and vegetables), Outspan (©Sesame and chilli), Ibero (IBcoffee), and Jesa (JE

dairy products).All cases are selected from the agricultural sedbapending on the sub
sector, the LFs interviewedeaprocessors or traders who sell their products on domestic and/or
international markets. The main selection criterion for LFs to be included in the study was that
the LF was known to engage directly with SHFs and in a moreterngand developmental

mamer which could include provision of training, advice,firence, or inputs.

The study is based on presentation and anabfsisdepth interviews with LFand SHFs as
well as support institutions and industries (SIs/SIDs) that interacted with trendFSHFs and
thus- in some way carried out governance functions in the DV&Is are nosftommercial

players such as government and donor agencies/programmes and SiB8®are commercial

1 We use the terms SHFs and farmers interchangeably.
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partners of the LFs and SHFs amdj. supply some of the inputs uséy SHFs. At times, this

supply comes along with embedded services such as grsgecific or general training and

advice Interviews were conducted using a questionnaire which was developed by the
researcheré.Qualitativefield researchby a team whicltonsisted of researchers and research
assistants was carried out between the months of April to AugustR®& 6 i nter view
held with the LFs®6 management ( maam/griiedg dir
coordinators (operations managdesm managers, purchase managers, field supervisors). For
eachcase study, interviews wegdso held with two tofour farmer groups of between 1%

people, and three to four SIs/SIPs.

The manm purpose of the interviews was: ta) understand the goverrm@nstructures in place
between the two VC actors involved in the actual trées and farmedsand (b) the
interaction of the LFs and SHFs with Sls and SIDs respectively. In this deEnsesearchers

did not analyze the entire VC but only a particulart jod it. Other actors in the VC, e.g. other
buyers in Uganda (supermarkets or final consumers) and abroad (importers) were not
interviewed. This was beyond the scope of the sfutllye teandid alsonot provide extensive

further background information tine case sections or undertake furtidlow up research and

analysis on issues raised by LFs, SHFs and SIs/SIDs as this would have exceeded the scope of
the study’ In this sense, the very positions that LFs, SHFs and Sls/SIDs put forward and their

links to the theme of VC governance are the findings.

A small not e : guite often there is an incl
statements in thenain report. These quotations are supposed to help the reader to get a

personal impression oh¢ statements being made by the respondents. The statements are

The questionnaire for the LFs had the following secti
relationship with farmers, (3) Governance of th€ vV ( 4) Farmersd® wupgrading, (5)
especially support institutions, and (6) Outlook regarding VC with SHFs. The team also had specific
guestionnaires for supervisors of the LFs. The questionnaire for the SHFs had similar secticsted(d@djuhe
far mer s & pvbile the guestionnaiee)far SIs/SIDs examined the assistance provided to the VC which
forms part of the VC governance.
% The interview focus was rather on $in SIDs. However, in some VCs, there were few or none Stawhile
some SIDs carried out significant governance work which was then explored through interviews. With some of the
Sls, no facdo-face interviews were carried quinly the written responses to the questionnaire we re thsssd
“ Some months after he beginning of the resear @8.)peovided addionaé s | t h
funding which allowed carrying out two more case studies in the dairy sector: Sameer and Paramount. The
responsible researcher was William EkeBegartment of Agrictiural Economics and Agribusiness,U). The
findings of these two cases were not included in the UPTOP report howéneeresearch team plans to publish all
the seven case studies at a later point in tfriee necessgrco-fundingcanbe secured.
®> Theteam could not further verify the statements made by the respondents. By interviewing a wide range of actors
for each case, however, the situation described by the various respondentstafyether, can be seen to be close
t o O r (svithih thé ysa@l limits of a report setting)in a strict sense much of the write up would start with
6 a ¢ c o rtHeiresgondeds for matters of readability of the report, thgawases are left out most times

)
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furthermore used to allow the actors at fasscribethe governance situation in the respective

VC and give their views on the relevant matters. We intend to give them a voice by presenting
their positions in their own words. This description of the situation by the actors is the
foundation of the report; the researchers tealyse (commerand interprétthese statements
where appropriateThe respective researcher had the responsibditynake the analysis to
higherbest knowledge, understanding and assessment of the situation tDantb limited

report space andesearchtime this cannot be done with every aspect raised or after every

r e s p o rsdtement that is presenteBomestatements are indeed also se{planatory’

The general picture: governance activities of the LF and results regarding SHFs

All LFs have undertakerfforts to establish and maintain direct and constant relations with

their farmers and build their prodiion capacities and group organization. Below are the
reasonsthat explain the above: (i) the desire to strive for sufficient product quantity and
guality in the context of an often weak supj
of diseasesnd pests in the production area, e.g., cattle diseases, (iii) meeting standards of the
target market, e.g., traceability requirements in case of organic agriculture (OA), (iv) putting
into practice the LFO6s Cor ponpblietyadhdmaikatihg Re s p
needs of the LF, (vi) statutory regulation, (vii) market dynamics such as enhanced competition,
and (viii) interest in local development aro
supplying farmers). Most LFs studieghlized that having good relations with farmers and their

l ocal communities and creat i ng-wimgittatoaforthent er e
LF and farmers) is a preondition for meeting production objectives. In this context, some of

the LFs actively tried to enhance: the interest of farmers and surrounding communities in the
LF6s business project and prospects, and de\
community members that could directly and indirectly benefit the LF (higheer mer s & s up

information provision, and loyalty levels) and, in turn, the supplying farmers.

®It was at timesdifficult for the researcher to interet a particular feature of the governance system based on
severalhours of interviews with theespectiveactors only; indeed,every readerbased on e.g. reference to

di fferent assumpt icamreadtha bitoatide.g.6 £ b p o msterteatEd)fferent ways.

" A key objective of the study was o cument t he ysingiogrtteid information and vi@vs on

paper, we wanted to shed some more light on the issue of governance in DVCs in Uganda. The broad scope of and
extensie interviews for the study was intentional in that we aimed at presenting as much as possible the different
governance issues the DVCs As mentioneda number of quotes and points raised are thus merely documented.
However, we are of the view thatenthenthey can still inform the VC actors and stakeholders as well as the
debate in general and stimulate futura@pth research.
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Findings reveal: LFs have to consider social aspects such aschemu ni t y 6 sinsent i

order to be accepted and grow in a rural setting. In this cositking up a factory (or project
office) in the respective local area helps LFs get security from farmers and other local
stakeholders ensuring the factory is not a
the relevant actors. A factory is ala booster of trust and confidence as it indicates to the
farmers and stakeholders a more formal business approach angrongommitment of the

LF to the locality, especially compared to
standards (organic, fair trade, quality and others), or market requirements in genghadh
necessitatd_ Fs and farmers to be in close contact (beyond spot transaction) have fostered

relations and cooperation between the two parties.

LFs governance activities eff significant benefits to SHFsin form of: (i) training, advice,

inputs and encouragement on matters of production and group dynamics (organization,

(

(0]

management, activities, and | enxafeteclsnical angl . Gi

nontechnical training topics can be considered essential for successful VCD. Also, the
identification of successful farmers amongst the group of SHFs is important. LFs often
designate such farmers &sad farmers (LFAs) who act as role models and champions of
innovatons the LF would lke to see adopted by other SHFs. LFAs also help to build and
deepen trust and loyalty of farmers with LFs. The use of LFAs was found to be effective for

farmerto-farmer learning.

Besides,farmers noted as positive (ii) the provisionof production inputs and equipment as
well as related services by the ,Kiii) linking farmers to SIs/SIDs and other farmer groups for

training, finance, input supply or professional advice, (iv) providing a stable market and thus

i ncenti ve ufpogrr afda mme r s(ov ) hel ping to address

farmers to have access to premium prices.

LFs further assist farmer groups in handling internal control systems necessary to meet foreign

buyer sé requirement s tforhhe pradece. &Fs suoh aa JE@ko dedict a

N

a farmerds financi al obligation to the resp

bank, or input supplier), which could be a useful arrangements also in other DVCs. Generally,
such service can be piaularly useful for agricultural credit, as it provides means for loan
recovery at no or limited administrative costs to the financial institution. For specialty markets
(e.g., organic markets), the LFs meet the costs of certification which would lynibel

8 Services were offered by LWith/without charge, at subsidized pricesrelated tosoft loans
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prohibitive to SHFs. However, the certificate is issued to and is owned by the LF, which puts
SHFs at a disadvantage in case they would want to change the buyer. In such cases of
switching buyers, farmers would lose the premium price attached teettiBcation scheme

since they would have no evidence of certification.

Farmers in all the 5 case studiappreciate the relationship with their LF; despite existing
challenges in each of the relationships. Farmers stressed the point of learningefrioffatiid
benefiting directly and indirectly from its presence. There are cases where, following the
success of the pioneer group of farmers in dealing with the LF, other farmers expressed their
desire to join the respective \Gat times however, limited ankets do not allow the LF to take

extra farmers on board (SF case).

The upgrading results of the interaction and cooperation between LFs and farmers are usually
significant: respective farmers (not all though) have increased their skills, operate #égth be
processes, expand their fields, achieve higher productivity, increase quantity and improve
quality (the latter resulting in lower rejects by the LFs), have better group organization,
coherence and activities, or develop a more business oriented ntlméhexdences of long

term thinking and planning. Far mersd6é6 wupgrad
production practices and products yet face a more substantial challenge in terms of
technological advancement. Farmer groups that are welldimkéh a supportive LF are also
foundations for setting uB ACCOs which are institutions for encouraging rural savings and

credit services and can also be intermediaries for the implementation dahrehouse

Receipt SystemWRS), which is meant to easéiSs access to credit after depositing their
produce in certified buyerds store (includi

buying entity).

Regarding the above improvements, farmers stated to be significantly advanced compared to
farmers who ar@ot in the DVC of the respective LF and do not generally have relations with a
buyer. To a significant extent, the better performance of farmers who work with the LFs is due
to regular interaction with a buyer who gives farmers more than just paymeingifoproduct,

but sets supply standardsand assistsfarmers (directly and indirectly) to meet them. The
socioeconomic benefits for SHFs due to their participation in DVCs and upgrading and hence
increased incomes (through better and more regular payandntess quality related rejects)

were noted to be: improved quality of life, better health and housing as well as better schools

for their children. The differences noticed above offers important insight to DVC
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proponents including state officials: coderably posttive effects in terms of development of
both farmers and DVCs can be achieved if proponents would support LFs, their farmers and

other VC partners in relevant matters of VC development (VCD).

Given that the LFs studied were usually the ol e vel op ment al buyer 6 wi
governance system in the locality where farmers were interviewed; one can assume that the
above mentioned postive developments would have been less significant and slower (or
entirely lacking) in theabsence othese LFsand their governance efforts. That is why GOU

and its partners have to get more serious about promoting VCD through enhancsifEF
systems. Akey messageof this report to GOU and its development partners: given the
historical context of prate sector development (PSD) in Uganblasiness practices thaftall

short of commitment, cooperation, trust and letegm perspective in business with the VC
partners (which seems the common practice of the majority of economic actors in the agro

sectorsat the moment)indermine or slow downthe process of VCD in the country.

Besides, LFs still experiencaeficits among farmers in terms of: adoption of improved
agronomic practices and environmental management, technology advancement, group
organization ad governance, understanding VC matters and applying a moretelong

business perspective, risk taking behaviour, as well as trust, loyalty and honesty (e.g.,
honouring the paybaekcheme for inputs in the BNP case). Due to their investment in the
farmer® capacity and the need to get t he- far me
approach with the farmers; thus they find it hard at times to actually punish and (temporarily)
exclude defaulting or disloyal farmers from the DVC. LFs responses moresxesled the
importance of farmers improving on the soft factors in VC business: communication,
commitment, trust, responsiveness, and eagerness to improve. LFs appreciate farmers who can
govern themselves. It was al sss aboat toanderctalh a t (

agriculture (after trainings) does not guarantee that they practice it successfully.

The findings indicate that LFs have to be ready to (continue to) invest in &st-& future

in terms of: innovation, improved inputs, promotionbefst agronomic practices, certification

costs, or linkage building with Sis and SIDs to mobilize assistance. Such continued support can
yield positive returns in the long run. There are high expectatiamong farmers and VC
stakeholders such as Sls a®tDs - that LFs further increase the scope of their support and
enhance VC governance. Respective far mer so

governance improvement in every VC studied, in addition to improvements on price issues. To
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fulfil some of these expectations and take DVC governance to a higher level, LFs will have to
show a continued good, and in some issue areas improved performance on various fronts (not
just price) to keep or enhance the contentment and loyalty of the farmers. LFs beestrtmg

in market expansion (marketing), amongst others, to finance its support measures and make or
keep the set up with farmers sustainable. Some of the expectations that are directed towards the
LF (e.g., in areas of prBnance or input provision) arrelated to the fact that the weak or

uncommitted Sls do not provide respective services or assistance.

Various challenges in the govemance systems studied

Far mers emphasized that the LFsO meaotherres a
buyers or agents operating in the respective areas. Other buyers mostly purchase the produce
(sporadically) but do not develop far mersd p
interact with individual farmers instead of groups, and limit these tierss to the buying

season only. Other buyers are also rather informal (less visible, e.g. have no factory or field
office) and less trustworthy than the LFs studied. The study thus differentiates between
6devel opfLResiudied) and n elevelopmena | 6  B.uBpsedros the interviews,

part of the deficient characteristics of rdavelopmental buyers are as follows: (i) being less
concerned wi t h enhancing far mer so product
characteristics arget manket ard busieesSvisionp (iorbtucaring, for t
farmers, (iii) seeing investment in far mer so
sustainable and lorger m oriented business structure (
resources, Vi) being overwhelmed by the numbers of farmers in their supply system, (v)
lacking the competencies and/or motivation to address loyalty and trust issue in the DVC, or
(vi) fearing that providing farmers support might strengthen the technical capacdi¢busn

bargaining power of farmers.

There is an important effect in this context: thetrdlatment of farmers by some (Ron
devel opmental) buyers affect s-avicddewlepmanta) per c
buyers that are interested in estalilighg r el ati onships. 't makes |
costly. One can compare thextemality effect to unregulated environmental pollution: the

buyer who has to handle the damage by investing in perception and attitude change of and trust

building wi t h far mer s i s not compensated by the

° Arespondent fromthetsat e S| NAADS refetrardland Hhithyeer a&. 6sub
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behaviour caused farmersd6 scepticism towards
possibilities and O6costsd of trust Idbeaf r el a
concern for stakeholders who wish to promote DVCs. The state should look into this
externality effect and establish if there is a role for it to intervene. It seems more effective to
regul ate buyersod behavi ourstglagentdan dedliagtwithotie ot h
direct and indirect costs of their actions for the process of VCD afterwards. VCD proponents
need to promote appropriate behaviour of buyers (and VC actors in general); this is
cooperative, transparent, and letegm orientedbehaviour. Thus, what can GOU do to limit
ill-treatment of farmers by certain buyers; besides maybe: (a) starting to blacklist VC actors
with improper business practices, and (b) promoting good relations between farmers and

buyers in various ways?

Despitethe upgrading efforts and related results of both LFs and SHFs, some LFs face a
supply problem (farmers produce too little or sell to other buyers); while other LFs face a
market access problem( 't he f ar merso6 supply i s maketfoi ci eni

buyer).

Further, there isonflict of interest between promoters of organic and conventional agriculture
with the latter advocating for the use of chemicals. Chemical dealers bring chemicals to the
organic project areas where the use of aréfichemicals is not allowed. Chemicals persist in

the soil for years and therefore could constrain the wide adoption of organic farming in an area

for many years to come, thus affecting prospects of respective organic DVCs.

Moreover, almost all LFs suffgiactually or potentially) from thdoyalty-proble m: Farmers

who benefit fr omthe begnningfofsand ofien jatpr@m ih the relationship

sell to other ofoff buyers who can pay a higher price to farmers because they had not invested

in their capacities (or supported them in other ways) in the first place. While LFs can reap some
loyalty benefits from the initial: (1) Oeye
farmers (e.g., modern beekeeping) and/or (ii) assistance morealyehé initial boost can

fade out to some extent 0 v-dor variousnmeasons gettilg f ar m
|l ower ; before getting up again at ti mes, e. C
with cheating buyers. We refer toelie dynamics a8 | o y a | t Givencthe cdmpedition for
farmers produce, LFs wildl have to find new v
in later phases of the relationship; often through better prices but better in combination with

othermeasures as well.
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Some LFs face groblem of deficient payback practices of farmersand difficulty in

enforcing contracts and agreementsvi t h defaul ting far mers. En
paybackd contracts seems not ehiecamsestbdeductmgitteh SH
expenses made or money advanced by the LF for equipment, some farmers defauk by side
selling to buyers offering slightly higher prices ostensibly to meet other pressing financial
needs. Far mer s6 r ef ughasellingtheir ppduge tolihe tFkandtatiherind- F  t
to an agreed deduction scheme constrains relationship building and further development of the
DVC. Thelimited enforce ment efforts or successesfthe LFs are related to the following: (i)

limited staff capaity of the LF to enforce contracts, (ii) fear lasereputation among farmers

by being rigid and running after defaulting farmers, (iii) need for LFs to keep farmers in the VC

to ensure higher supply (in a low supgigh demand environment), (iv) lengtland costly

court processes and (v) (in the BNP case) pressures from local politicians “e&mpaign the

LF. Overall, it is not clear if enforcement is not economical (in a broad sense, including
reputation costdy for the respective LF or if other rems are decisive. It could point to
management deficits (see the thin staff level) or general problems of (young) LFs that makes

limited profits which cannot cover such enforcement activities.

The described problem is particularly severe in the BNP caaelkaowledged by BNP and its
supporting partners; it was estimated that about 50% of the farmers who have received inputs
on a loan basis from BNP are not straightforward in terms of repayment. This should worry
proponents of VCD in Uganda: LFs face calesable risks in extending financial services to
farmers. Again, the state has to think about possible interventions in support of VCD in this
context. BNP is already approaching public Sis like NAADS (National Agricultural Advisory
Services) to assistinssues of price negotiations,- far m
payment for inputs, and partnerships in the DVC in general. Further to the point, in case the
arguments of the deampaigning local politicians are actually (technically) flawed, publisc

such as NAADS might need to carry out sensitization seminars for politicians and other
stakeholders to point to the role of LFs-aiwis other less developmental buyers in VCD. In
particular local governments and other stakeholders need to undetisahimad VC operations

LFs provide, among ot her s, a guaranteed mar

further production.

%10 some cases enforcement is not financially sustainable: for example if a court awarded a LF costs to be paid by
SHFs, the latter will no be able to pay such fees and the LF will lose not onydtiece that farmers siesold
but also the cost of taking farmers to court.
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Some case studies reveal thatth& 6 s f ar m g agriaultural produee grovenby

farmers under VC arrangement shob&l both competitive and flexible. Competitive in that it

should be somehow bench marked on the prevailing open market spot prices at harvest time to
avoid temptation by some SHFs to breach their contractual obligations. Flexible in that the LF
might haveto consider adjusting the contract price somewhat upward (where feasible) if the
market prices at the harvest season turn out to be higher. Most LFs search for market niches in
domestic and foreign markets that allow them to give SHFs a premium pricer&asea
farmersdé loyalty and supply. For instance, L
the world price premium for OA to farmers, thus offer a premium price above the prevailing
local price which keeps farmers motivated to engage in the tabourintensive and costly

OA (compared to conventional agriculture).

LFs stressed the high level of initial and continudrasning efforts needed to keep the
farmers motivated, committed and knowledgealflests for training and monitoring of
farmerst ypical |l y const i t wovernahch eostsbhacquserthede yactiitiés a L
require considerable field staff and logistics in the context of many scattered SHFs with low
production capacities. Infant LFs in particular have challenges of eastveary due to little

capital outlay. Most LFs solicit the support of stakeholders (SIs/SIDs including NGOs, or
donor/state agencies) to enhance the assistance provision to farmers and/or lower the financial
burden on the LF. Overall, LFs try to recovee ttosts of VC governance through: (1) higher
prices of the final product they sell, (2) increased volume traded and (3) involving farmers in
payment (via deduction) for services and inputs. As the VC system with farmers expands (thus
the governance workldd, some LFs, for various reasons, do not adequatgidgndtheir staff
systemincluding staff levels, remunerations, and qualifications as well as rules of engagement

of staff with farmers.

Lessons leamt from interacting with farmersa s not e d nbhgng Qirecsoos (MDs)

and supervisors (SVs) point to technical and-tahnical aspects, for instance the importance

of: (a) being transparent and patient, (b) investing in farmers to get the product, (c) treating
farmers with respect and developing aiabrelation, (d) fulfilling promises made, (e) taking

into account group dynamics, (f) communicating well with VC partners and having feedback
circles, (g) enhancing reputation as a buyer, and (h) having communication, training and
leadership skills (e.g being able to guide, advice and counsel farmers). SVs particularly
reported that they had to learn how to better interact, pass on information, make joint decisions

and be patient in the relation with farmers.
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Formation and dynamics of farmer groups is another major issue in DVCs. Often different

from farmers outside the LF VC, all farmers interviewed are organized in groups. Frequently,
the LF has initiated the group formation process. The group arrangement has brought many
advantages for farmers sucsr &) sharing of equipment and certain labour cost, (ii) collective

crop production from clearing the farm land to harvesting or (iii) learning from each other, e.g.
through knowledge sharing on good agricultural practices, among others. Due to group
proaesses, the output per farmer has increased. Enhanced group organization and management
has also boosted coordination including c¢omi
enhanced group cohesion of farmers is linked to issues of common interesgsfamaars and

between farmers and the LF, as well as training, sensitization about market requirements, and
incentives provided by the LF. The characteristic of the respective group leadership has been

singled out as another decisive factor for successilore of a group.

However, the still existingweak group structure (or, generally farmer institutions from
grassroots to higher levels in the VC) in most farmer groups is a major challenge for SHFs and
the LFs that interact with them. Some farmerd igtlate their involvement in farmer groups as

part of strengthening their cohesion based on the tradition of strong ties etc. among rural folk;

or , what some analysts <call 6soci al capital
major challenge is hus to wuse the farmersdé norms and p
as well as common goal s (6social capital 6)
commitment to help each other in matters of production) also for cooperation in investment,
financial and other business operations for enhanced economic development. Higher trust

|l evels and better cooperation practices am
collaboration in such matters. Indeed, all LFs called for improved farmer aegiani Given

the above findings, this issue area should be of major concern for SHFs and LFs as well as the
GOU and its development partners. One LF for instance stated that it would increase prices for
farmers if there is a higher level of group organizaon t hus reducing the L
Ot her LFs expressed willingness t o enhance

organization improves (making farmers a more advanced business partner for the LF).

It has to be noted in this context thatrwdew of the LFs studied havgroup oriented
rewards and sanctionsin their VC which would foster group development. The study argues
that for purposes of transforming and commercializing agriculture it is imperative for LFs (and
other stakeholders) to sl emphasize group performance and use incentive schemes which

target groups, not just individual farmers.
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There are moreover generakaknesses in most LF governance systsmn terms of
designing and implementing a system whetvards and sanctionsfarme r s 6 per f or man
nonperformance respectively; reasons for this could only be established to a limited extent and
need further investigations. An exception is the Hféemer competition in the SF case. The

annual assessment is done considering paeassuch as volumes, soil management, record
keeping, food security and planting. There are different categories: winner, run up, and token
for participation. Participation in the competition is compulsory. Accordingly, the competition

has a range of pdsii ve ef fect s: the farmersdéo |level of

actions, as well as their loyalty and sense of belonging to the LF has improved.

Furtherrbbul ki ng of produce (f a stihlacescballenged df lack ofi v e
stores in villages where produce can be bulked by SHFs as they wait for the buyer to pay for
and collect the produce. There are also behavioural challenges: SHFs generally need time to
practice collective marketing and thus understand the issues of thimapgcompared to the
traditional practice of individual sales to spot buyers at local markets). In some cases, farmers
want to be paid as soon as they deliver the produce to the store, and find it difficult to store the
produce and wait for the buyer, esjally if it is a firsttime-transaction and trust levels \ds

vis the LF are low. This is where the WRS comes in: farmer cooperatives would borrow money
from financial institutions ogovernmenpp r o gr ammes | i ke O6Bonna Bag
f or aad i$sdie@q farmers receipts for their produce. Farmers in immediate need of money
could then discount their produce receipts at SACCOs formed alongside their marketing
cooperatives. The buyers would then enable SACCOs to offset their indebtednesadialfina

institutions/programmes when they pay for the produce.

The LF6s delay to pick the produce from stor
up in the buying season interrupts the confidence building of farmers in bulk marketing. The
repated experiences of bulk marketing reve®IED is a process terms of: (i)learning of all

actorsand (ii) gradual improvement of the systems and practice in the R&C instance,

farmers need time to practice, learn about and gain trust in collectixketimg; LFs time to
practice and learn about other issues. Overall, VC actors need to invest in mutual trust
building; any hickups (operational and other problems) in a buying season, caused by any of
the VC actors, prolong and thus destabilize thislgadprocess. Only with time and successful
repeated interactions can practices in the DVC be improved towards advanced or more

commercial levels.
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Handling trust and relationships in the DVC

Trust is another major issue in VCs: Many respondefiisth famers and LFs refer to trust

as the basis of the mutual business relationship. The LFs have usuallysavhrgime ssof the
importance of trust and try to develop trust with farmers; especially in the absence of use of
any or enforceable contracts. Indeavhere contracts do not exist to guide expectations, the
level of trust- defined as suspending uncertainty and having positive expectations about the
behaviour and good intentions of the othehas to compensate for the insecurity in the
arrangement. blvever, the research identified varying levels of trust: weak, fair and strong;

declining, unchanging and improving.

Farmers showed awareness of the role of trust in the VC (often due to experience with the LF)

and highlightedactions that target devefwing trust with their LF, e.g. improving quality and
guantity of the produce, applying the LFO6s
being patient with LF6s deficits and believ
selling to theLF on credit, selling only to the LF and informing the LF when they sell to other
buyers (e.g., in times when LF cannot take produce, SF case), reserving produce for the LF as
opposed to selling to other buyers at higher prices, communicating to théetRairdynamics

in the farmer group or issues of supply and demand in genenaheFs referred to a mix of
tangible/technical (quality, quantity) and ntangible/social (patience, belief) dimensions

when reflecting on their active trust building effotisis should be noted by LFs, other farmers

as well as researchers.

A number of groups reported that during their relation with LF they feamt about the
importance of relationships, loyalty, honesty and trust in business or the relevance of working
with a developmental buyer (e.g., SF case). When assessing the costs and difficulty of
switching the buyer, groups referred to indirect (loyalty) and direct (price, market, future
business) costs. Farmers who have a perspective of several seasons pasaathapend to

weigh the loyalty factor higher in their decision about switching business partners than more
short term oriented farmers who focus predominantly on price. Many of the issues raised above
point to significant learning steps in the contektlevelopment of SHFs; they touch a mix of

technical and notechnical aspects.

Respondents further indicated thas built trust and relationships with farmers by the

following: providing an assured market (regular high level transactions improw®mnsjaand
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taking al/l or most of the farmersd produce,
time and fulfilling promises over that time (having a clean record in terms of not breaking
promises or outright cheating). Further: by paying a mbaa taverage local price, paying
regularly, being flexible in terms of payment methods and other matters, providing assistance
(in forms of inputs, advice, vists, training, pfieance, or problem solving). Important in the
context of L Fendhip building Wwith @rmers is fandllya giving incentives to

i mprove farmersd performance and exposur e,
project, being transparent, reliable and physically visible and approachable (accommodate
farmers coner ns ), being par t Yoand beiagr coreerred witls armérs | I
development and well being. Across the case studies regular payment is on of the strongest
factors that binds farmers to a LF; thus, LFs should try to minimize incidences odates pt

and/or late collection of the product.

Regularface-to-face interaction between the LF (including field staff) and farmers both in

good and bad times (periods of high/low demand) is crucial for establishing, keeping and
enhancing relatons inDVCand keep or boost the farmersd |
LF. It is thus important that buyers are willing to invest igaod field presence Training

farmersi s al so effective in increasing far merso
mpr oving the farmersod understanding of VC ma

BNP supervisor (honey) referring to the social or family context of farmers when he trains and

sensitizes them about issues such as bee care or loyalty to BNP. Heaasksne r s : 6 How
you feel when you bring up a child and it
towards BNP); or explains o6killing a bee is

the mot her[ 6s womb] 6 (beekeepirg practices). Pesides) thereoare i m|
examples that trust in the VC has been improved by using an adwvaacédne (equipment)

for quality control or weighing when farmers supply their produce to the LFs. Generally, such
machines can be useful govenoa tools in agricultural VCs in Uganda; they help stabilizing

the LFSHF relationship. A machine which is correctly measuring the parameters of concern
(milk quality, coffee weight etc.) is perceived to be neutral or fair and additionally provides

valuabé information and feedback to farmers (on their produce quality etc.).

1 By develofng a social relation, participity in vilage events, making small contributions to schéees,
helping to build a schoalenovae a churchprfund raie for oher causes, among others.
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To sum up, he abovementionedvariousfactors that have a positive impact on trust in the VC
suggest the following: LFs have tw well? onvarious'® relevant trust dimensions to wand

keep the trust of farmers.

I nterestingly in this context, Oftdleperilsonvteel t o
fairness (behaviours) of other buyers in the locality. Besides, some farmers could not assess the
6fair ness 6 wiihthe ltFsiece they haal hoi idonmation about the price structure in
the VC. Indeed, the case studies show that itmiportant for the stability, growth and
sustainability of the V@Ghat farmers ar@aware of (i) the benefits (and costs) of being in a
constant relation with a developmental buyer, and (ii) their own role and contributions to this
arrangement so thalbe VC stabilizes in a wiwvin situation where positive expectations about

the other are fulfilled, thus trust enhanced, and both parties figan long term benefits of
steady VCD. I n this context, some LFs have
where the final selling price, as well as costs and the profits earned at the end of the transaction
are known to all actors in the V&or instance, one Sl was of the view that the respective LF
was retaining a greater proportion of the organic export price premium compared to what it was
paying the SHFs. We argue that LFs clarifying to farmers and where appropriate adjusting the
cost/myment structure in the DVC could be one of the effective ways of winning the loyalty of
the farmers.

However, LFs arenot always successfuin developing and deepening trust and relationships
with farmers. Farmers indicated thatF s 6 d i the éolowirgy categories undermine
relations and trust between the LF and farmers: timely payment of farmers, price levels
(compared to nodevelopmental buyers), price negotiations with farmers (giving farmers a
voice), flexibility, timely and logistical arrangeents to pick the produce, communication, as

well as field staff treatment by the LF and staff turnover. On the latter point, LFs have to
realize that (i) (actual or perceived) unfair treatment of its field staff (in terms of low job
security and remuneian) and (i) a high staff turnover (no matter what the reasons)
undermine relations with farmers. Farmers get scared and lose confidence and trust in the LF
when field staffc hange too often. Relations are al s
cheating eher (i) farmers on price or (i) the very LF (by misusing company money, taking
produce to a competitor, among others). Based on the BNP case, one can say that farmers

(especially LFAs) and other stakeholders of the VC (such as Sls) closely follow human

Yperform well as VC governors and act with s damer consid
13Do well in terms ofregular payment and others issues.
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resources changes and this may make farmers emotional in a particular way. In such situations,
to restore confidence, LFsafter they have resolved the matteneed to communicate to
farmers the actual events, their reasons, the company response ary theward. For that,

LFs need public relation competences; which some of the LFs studied in this report generally
seem not to have at sufficient level. Not communicating, even in times of crisis, creates a
vacuum for rumours and instability of expectasionon t he far mersdé side

levels and make trust building more difficult (costly) in later periods of the relationship.

Further to the point, LFs have to take into accountrdlations between (good) field staff and
farmersare somdting of value to the company: field personnel are important on the technical
front (giving farmers training and advice) and the trust front. Field staff can be creators (or
destroyers) of trust. The issue of field staff thus needs to get sufficient @ttewkl support

from the LFOs management. This includes <car
possible having to fire for instance a SV because of his/her cheatingfétad relationships

are ar asset for LFs which it cande if a SV laves the company. Besides, fired field staff can

later turn against the LF and-dampaign the firm (BNP). Changes of field staff need to be
communicated to farmers to keep their confidence in the relation and business with the LFs.

There are moreoveextemal factors t h at affect the LFs® succes
farmers: (1) competition for farmersdé produc
VC in that they try to capture the pr@duce
Oprice war sodo widévdloproentdl)ebuyerg (bFs tstedied aneousually the price
setter in the area), and (3)-dampaigning of the LF by other buyers and their political allies.
Indeed, the competition for produce from other buyers isappmrisks that some LFs (after
having developed farmers6é capacity) have to
for buyers are in the making for instance in the Ugandan Fruits and Vegetables (FV) industry
which aims at limiting the local tthe r s 6 t aki ng over of bot h f
(importers). It is hoped that this will bring stability in the operations of the FV industry through
behavioural change. It is important that stakeholders including policy makers follow up and
support tle initiative on CoC in this industry. Good practices and lessons learnt need to be

transferred to other sectors.

Overall, there are expectations among some respondents that buyers in Uganda (in certain

sectors) are under business pressure to enhancerdgl@ionships with farmers in the near
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future: to meet targets in terms of quantity, quality and standards. Thus, buyers that are on the

edge of setting up direct and long term oriented relations with SHFs should benefit from

available knowledge in the oatry on the specifics of such a move (some of them are

documented in this report). Lessons | earnt f

process needs to be linked to respective Sls that can partner with LFs on governance matters.

BesidesLFs emphasizedhat the followingf a r me r s dandérmimeithe estalishment of

high-trust DVCs, and makes DVC governance more costly and risky:

1 the price focus/obsession (switching the buyer for a few Ushs thus not honouring
agreements with the LFs),

9 deficits in loyalty and honesty after farmers have received inputs from the LF on credit and
are supposed to engage in repayment via deductions from payment for supplied produce,
unpredictable behaviours and

short term business orientation, as well as

==

low organizational level of farmers.

In one case (BNP), the LF and farmers called for intervention of GOU in price setting and
sensitisation of farmers about relationships and loyalty matters in DVCs. O veraubese

impact of weak farmer organiian on VCDshould be of great concern to stakiebaes,
especially farmers and GQ@ the latter having the primary responsibility of developing her
people. Farmer groups have incoherencies that limit the impact of the support provided by
GOU and the LF; lownobilization, or low training participation in some incidences are related
issues. Groups can fall apart because of low activity and coherence levels. These findings point
to therelevance of the success of the recovery of collective action of farmepse(atves) in
Uganda Better group organization and governance enhance the performance of the farmers
(thus LF/ DVC) and reduce the LFO6SsS governanc
increase prices for farmers (as stated by some LFs). The tavat& in the organisation and
development of farmer institutions is significant, with roles for various parties in this respect.

An emphasis on group strengthening constitutes a vital pillar of sustainability of VCD efforts.

The role of Government as wi as support institutions and support industries

There is aclose link between the nature and level of success of state measures on one hand,
and the level of effectiveness and success of measures of the DVC actors and Sls in promoting

VCD on the other. /&0, state decisions impacton: (i) relationships between DVC actors
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including the division of labour in the DVC, and thus (ii) the structure of incentives/profits of

each actor, among others.

The efforts and results of the staten supporting the VCs stlied have beemixed. On one

hand, characteristics of public sector operational regulations, guidelines and implementation
levels (or lack and gaps thereof) are sometimebadlenget o LFO6s efforts tov
VCD. Respondents also noted that sog@vernment decisions and interventions were
insufficiently researched prior to the move and/or suffer frorm@x methods and corruption

in the state system.

On the other hand, government policies and programmeshedpedthe DVC, the LF and/or

the famers, mostly in terms of training and equipment provision or infrastructure improve ment
and general security. The partnership between BNP is probably the most advanced cooperation
between GOU and the LFs in the case studies. Farmers were trained inciotbateand
organizational issues and linked to BNP. Technology was provided to farmers on credit with a
binding arrangement to supply BNP with honey for matters of repayment. Since NAADS
supports the idea of having farmers contractually bound to the buglee PPP (Public Private
Partnership), it has to clarify in future the methods of contract enforcement given that many
farmers did not honour the MOU because of better prices from other buyers who were not part
of the PPP. For situations lke thisin which a LF (and partner in a PPP for farmer
development) and many other buyers are severely competing for the produce in the -locality
the GOU (in partnership with farmers and the LF) has to find a more lasting arrangement to

ensure its PPP meets the tsepets.

Both NAADS and BNP stressed the point that price setting and loyalty matters need to be
resolved in the West Nile honey industry and are in favour of a regional price setting
mechanism that handles price setting prior to the harvesting sedsNAADS support for
meetings between BNP, farmers and DVC stakeholders in this context is commendable, so is
the plan to equip farmers with knowledge and skills relevant for price calculations and
negotiations with BNP. Some of the abmwgpport tools neal clarification in terms of rules

of engagement for the statdor the BNP and other DVCs (see below). The details and results

of this PPP should be studied more and lessons learnt for such forms of PPP established.
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The BNP case also showgublic interme diaries such as the Local Government Production
Officers can be essential in helping the economic actors to set up and improve the DVC.
Within the experimental context of VCD in Uganda, there is need for the state: (a) to spell out
and sensitize public engyees such as the Production Officers about their role in VCD as well

as (b) to train and counsel them and organize exchange of experience between public servants

who are in similar position regarding their role in promoting VCD.

In other cases the goernment support in crucial issue areas is largely existent, which

leaves the LF with a significant burden regarding the development of both the DVC and the
far mer s. Some LFs noted that by 6doing the
overstetch their scope of activities beyond core functions (buying produce and training
farmers in essentials) to develop far mer sé
observation: the more committed LFs in Uganda, especially in sectors éha¢warto an area

(or the country), risk getting overwhelmed by the governance activities they have to carry out
to develop the DVC sufficiently. This is di
effective support provided by Sls. LFs thus appeah&responsible authorities to play their

part more effectively in future.

Getting other stakeholders involvedi n t he development of far me
strategy of all LFs to reduce their governance burden and costs. Such partners are NGOs,
development agencies, government institutions and input suppliers. In thisLsensake on a

linking and mediatory functiofor farmers. There are examples of good cooperation between
LFs and SIs/SIDs; which benefit farmers, the LF and the DVC. FurthBrs Such as input
suppliers- due to their commercial and partly developmental interes#s provide more than

the products they sell to farmers, but also
their products and general related issudgimes, actors of the SIDs are filling the gaps left by

the weak public support system. A government policy should aim at optimizing: (i) the extra
benefits farmers get out of such collaborations, (ii) the regulations of the SIDs, and (iii) the
existing PPs of buyers, input suppliers and other VC actors/stakeholders at national and local

level for regular and cost effective training provision (see JE case).

Some nosstate support programmes and Sls made useful interventions. In many cases, the
support fom Sls was essential for the LF to build the DVC with farmers. It is thus important

that both public and privat&ls keep designing and effectively implementing relevant
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interventions so that LFs and SHFs benefit. Interviews with SIs suggest that isshi® to

carry out interventions which foster direct relations and thus interaction between LFs
(exporters) and farmers, and thus can stabilize the prices farmers get for their produce. Market
requirements (e.g. traceability, quality based competition)lE=aused as a pushing factor for
relationship building purposes in the VC. In this context, the case studies reveal the importance
of joint emphasis in terms of product priorities by GOU and LFs to coherently promote a

particular product in a particulaeggraphical area.

Overall, SIs and SIDs (including agomnsultancy firms) have to fulfil an importainking

and mediatory functiobetween farmers and buyers. This therefore makes their ability to fulfil
their function an important factor in VCD. Ddepment agencies should thus be concerned
with involving local SIs/SIDs (including training and technology providers) in their work
instead of over reliance on project staffo that meaningful interactions between local VC
actors and stakeholders caake place and continue after the project. Some donors/state

support interventions face a sustainability problem after the end of the project.

Further, there are examples whéne or more Sis partner with a L&nd other VC actors to
complement one anothand improve the performance of the DVC actors (including farmers)
and the entire DVC. This was witnessed for instance in the cases of both BNP and IB. In
particular, different SIs may have different (yet relevant) interests like food security and
standard, welfare of children, sustainable agriculture of other crops and livestock and
environment conservation which all combine to address issues of poverty and performance of
farmers. This approach can be more effective than stand alone, single development
programmes that target on only single issues in the DVC. Overall, GOU and development
agencies have to learn to design and implement programmes that include (not just farmers but)
the buyers and other VC actors such as agents and transporters and imues@lasg the

DVC. BNP for instance received support from a Sl for improved quality systems in its-DVC

the support targeted both the LF and the supplying farmers.

Overall, LFs seem to be ever looking for partnerships with effectiveh&tswould liketo

engage in giving assistance to farmers. LFs highlighted that they at times face difficulties in
finding appropriate partners (cases of BNP and JE). This does also apply to outsourcing of
functions such as mar ket i ng,omd incalensep therd is a nd

surprisingly littl e interaction bet ween t h
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implementers of government programmes, which indicates lack of understanding and

cooperation in VC operations, among others.

A notable observatn by some SVs (SF case) was that el of commitment towards
developing strong farmerso supply future markets sighera mong LFG6s fiel d s
private service providers (PSPs) who work on short term/seasonal contracts, get paid for their
services and move on (e. g., N A A D S gustdih&bifitg ) . Th
levels of: (a) embedded services provided by the LF because of an inherent (commercial)
interest in development of farmers and VCD;aisis (b) external short ternesvice provision

based on cycles and contract incentives of state or donor programmes. NAADS and other
public SIs have to consider how: (i) to incorporate more the developmental LFs in their
activities, and (ii) to strengthen the provision of meaningfubedded services to SHFs by LFs

or L F stedm Sipargers (e.g., agownsultancy firms).

Importantly, uncoordinated (or an inappropriate mix of) interventions from different
devel opment agencies (including NGsl)as can
confusion andsetbacksin the VC in general. For instance, different private sector actors as
well as Sls are currently promoting organic and conventional farming in the same areas. There
are reports about a conventional project (of onepBdmotng use of chemicals and treated
seeds) next to an organic project (of a different SI). However, the organic code has stringent
conditions which make the adoption of the two types of farming mutually exclusive. Related
complaints by farmers and LFs that aetive in OA point to regulation gaps in terms of
conventional and organic areas. If these practices continue, organic V@se&tmir organic
certification and be sanctioned for several years; which would be to the disadvantage of those
farmers who cuiently benefit from organic price premium. There is thus a need for agricultural

areas to be zoned clearly, demarcating areas for organic and conventional farming.

There are furthermore incidences where the design and implementation of development
progranmes shows poor awareness of prevailing DVC issuesand/or inadequate
cooperation with the LF. For instance, in the BNP case, beekeepers are supported by a Sl
with skills and technology for honey processing to become more independent from the
dominant LF ad (supposedly) sell at better price to any (often-dewelopmental) buyer;

without any meaningful consultation with the LF prior to the intervention thus neglecting

Il mportant relationship dimensions of nthe DVC
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u s 6 respective programme officer of the development agency). In general, isolated
interventions which assist one VC actor (e.g., the farmers) without involving other VC actors,
at least at the level of meaningful consultations, could have negatnseguences regarding

the relationship and development of the respective DVCs.

I n another incident i n t h-qualith préductioa sqeipmertto S| 6 s
farmershas advancegdroduct quality standardeswer than the one preferred or proted by

the LF. Such apparently insensible interventiotisat do not adequately consider the existing

VC context ( e. g- cant finsg causE éonfisionr aadk setlgacks m poth the LF

VC and the sulsector in a location. Second, they magve the farmers worse off in future

when for instance (i) the lowguality equipment produces lower product output and quality
levels or (i) the link with the LF has been cut, and thus, training, advice and market access is
not offered anymore by the LF tbe farmer group while the other (better paying) buyers are

not advancing such embedded services.

Noticeably, related to the IB case study, sdowl administratorgLC3s) would want to tax
activities of the LFOs prmgpodfeebyingp Thistvauld bee r d €
counterproductiveto farmers as the tax would be passed on to the farmers in the pricing

mechanism. It would also discourage donors and LFs to engage in similar projects.

Given the above evidence and the respective detmarid=s and SHFs for better stakeholder
coordination, theeport recomme nds that GOU, donors and Sis (and to some extent SIDSs)
should be concerned with promoting raore harmonized, integrated and coordinated
systemof: standards, practices, and knowledge,well as economic development strategies

and priorities and thus support interventions for proper VCD in a specific location. VCD can be
carried out with good results partnership between VC actors and stakeholders, where all
players need to know aboaihd follow their roles and responsibilities. The option of promoting

and investing in such partnerships is both a chance and challenge given the overcrowded aid
sector in some geographical or issue areas in the country. The LFs have to keep shouldering
pat of the rel at edwithoatthe efforfs ofthe powetful staet andbdonor b ut

Slsresults oriented coordination of support measures reritissry.

Further evidentstaff of SIs can improve their unde rstanding of VCsby working with loth

the technically knowledgeable staff of the LF and the farmers over some time, which can
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