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AGRICULTUREECONOMICSHANDOUT

Agricultureeconomics;

Thisisthestudyofhowbesttoproducecropsandanimalstogetmaximum returnswhileusing

scarce resources.The resources needed in production are land,labour,capital,time and

management.

Production

It’sthecreationofgoodsandservicesinordertosatisfyman’sneeds.

Factorsofproduction

Thisisanaggregateoffreegiftsofnature,humancapacityandallsortsofmanmadeaidsthat

help in production. The factors ofproduction include;land,labour,capital,time and

entrepreneurship/management.

LAND

Anythingprovidedbynatureunderorovertheearth’ssurface.Landcanleadtodevelopmentin

severalways:-

1. Itswherefarm buildingsareconstructed.

2. It’sasourceofmineralsusedinmanufactureoffarm tools

3. Itprovidessoilusedinagricultureforcropgrowing

4. Itcanprovidefuelinform offirewood.

5. It’sasourceofallrawmaterialsusedinproduction

6. Itcanbetaxedtoproviderevenueforthegovernment

7. Itcanbemortgagedforloans.

Landtenure

Thesearerulesandconditionsgoverningtheownershipanduseoflandinaspecificarea.

Formsoflandtenure

1. Privateownership/freehold/landlordship/individualownership.

2. Stateownership

3. Communalownership

4. Leasehold

5. Co-operativelandtenure.

Privatelandownership

Thisiswhereanindividualputsaclaim onapieceoflandashispersonalpropertybygettinga

titledeedafterregisteringitwithgovernment.

Advantages

1. Landownercanmortgagethelandforaloansincehehasatitledeed.

2. Theownercanusethelandthewayhelikesfordevelopment.

3. Landconsolidationandplanningbecomeseasysincewhatisownedbythefarmeris

knownincludingthevalue.
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4. Itavoidslanddisputessincethelandiswelldemarcated.

5. Itactsasanincentivetofarmerstoimprovethelandsincetheyhavesecurityoftenure.

6. Thelandownercansellthelandorpartofiteasilyincaseoffinancialconstraints.

7. Itsafeguardsagainstthepositionofthelocalcommunityiflandisinshortsupply.

Disadvantages

1.Tenantscaneasilybemadelandlesswhentheownersellsthelandintheirabsence.

2.ItencouragesHoardingoflandincaseofabsenteelandlord.

3.Itmayleadtopoliticalupraisingagainstlandlordswhohavetoughrulesonlandusage.

Stateownership

Thisiswherelandownedbythestateonbehalfofthecitizens.Peoplecanbeevictedfrom the

landanytimewithoutcompensationwhengovernmentwantstousetheland.

Advantages:

1. Itallowsfastdecisionmakingintheuseoflandbythestate.

2. Itencourageslargeinvestmentsonlandbygovernmentlikeplantations,factoriesetc.

3. Governmentcanrentoutlandtoraiserevenuefordevelopment

Disadvantages

1. Peoplehavenosecurityoverthelandoccupiedsincetheycanbeevictedanytime.

2. Governmentcanfailtoutilizethelandefficientlybyawardingittopoliticalallies.

3. Itcanbeasourceofpoliticalun-restwhenpeoplearesentawayfrom governmentland.

Communalownership

Thisiswherelandisownedbythecommunitythatcanbeatribe,clanorreligioussect.

Characteristicsofcommunallandownership

1. ItscommoninthepastoralcommunitiesofEastAfrica

2. Landisneitherboughtnorsold.

3. Everymemberofthecommunityhasarighttouseland

4. Landisallocatedtoindividualsbycommunityleadersorvillageelders.

Advantages

1. Everymemberofthecommunityhasaccessto land irrespectiveofhissocialand

economicbackground.

2. Thereisefficientuseoflandsinceabandonedlandcanbegiventomembersofthe

community.

3. Eachpersoncancultivateorgrazeonthecommunallandwithnorestriction.

4. Therearenocasesoflandlessness.

Disadvantages

1. Itdoesn’tgiveanyincentivesforimprovementoflandbythefarmer.

2. Thereisatendencyofoverstockingandovergrazingleadingtoerosion.

3. Itsdifficultforafarmertousethelandtogetaloansincehehasnotitledeedasan

individual.
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4. Increasingpopulationleadstolandfragmentationwhichreducesagricultureproduction.

5. Continuouscroppingmayleadtodestructionofsoilstructure.

6. Itsdifficulttoimprovelivestocksincecontrolledbreedingishardtopracticeonsuchland

duetocommunalgrazing.

7. Pestanddiseasecontrolisverydifficultsincefarmersaredifficulttomobilizeundersuch

asystem.

Leasehold

Herelandisgiventothetenantbythestateorthelandlordforaspecificperiod

oftimelike49years,99yearsand999years.

Advantages

1. Thetenanthassecurityoftenurethereforecanuselandfordevelopmentwithoutfear

2. Thetenantcanusethetitlesecuredtoacquirealoanfordevelopment.

3. Thetenantcanrentoutthelandtogetextraincome.

4. Itminimizeslanddisputesbecauseofproperlanddemarcation

5. Itencouragesthegrowingofperennialcropswithalongleaseperiod.

6. Thetenantisencouragedtocarryoutlandconservationmeasures.

.Co-operativelandtenure

Thisiswherelandisownedbyindividualswhoorganizethemselvesintoa

Co-operative.

Advantages

1. Thelandisusedefficientlyforproductivepurposes.

2. Theco-operativeorganizationcanusethelandassecuritytoacquirealoan

3. Groupownershipoflandisasourceofsecurity.

4. Thereiscollectiveworkonthelandwhichleadstohighproduction.

5. Memberscanshareprofitsandlossesthataremade.

Disadvantages

1. Individualscannoteasilygetloansforproduction

2. Decisionmakingisdifficultasfarasusageoflandisconcerned.

LANDREFORMS

Thisisanorganizedactiondesignedtoimprovethestructureoflandtenureand

use.

Examplesoflandreforms

1. Landconsolidation

2. Landregistration

3. Landre-distribution

4. Settlementandresettlementschemes.

Objectivesoflandreform
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1. Achievinghighlevelsoflandoutputthroughsecurity,incentivesandinvestments.

2. Achievingflexibilityoffarmingpatternstomeetchangingnaturalmarketdemand.

3. Increasingproductivityofbothlandandlabour.

4. Achievingeffectiveutilizationofnationallandresourceswhichcanincludesettlementof

peopleonunusedlandandintroductionofirrigation.

5. Encouragingproductionforthemarketthroughlargescaleproductionasopposedto

subsistence

6. Encouragingconservationandimprovementoflandbypreservingforestsandwetlands.

7. Reducinglandconflictsinapopulationthroughlandregistration

Settlementandresettlementschemes

Settlement;firsttimeestablishmentonlandwhichwaspreviouslyundeveloped

Resettlement;plannedandcontrolledpopulationtransferfrom oneareatoanother

Reasonsforsettingup

1.Toeasepopulationpressurebyremovingpeoplefrom highlypopulatedplacestothosewith

sparsepopulation.

2.Topreventpestanddiseaseattackbyremovingpeoplefrom placesinfestedwithtsetseflies.

3.Increaselandforagriculturalproductionbyremovinglessproductivepeoplefrom theland.

4.Tofacilitatemechanizationbyavailingmorelandtofarmers.

5.Tosettlethelandlesspeoplewhomaybecomeaproblem withinthepopulation.

6.To resettledisplacedpeoplewho mighthavebeendisplacedbynaturalcalamitiesand

politicalinsurgencies.

7.Toencourageselfemploymenttopeopleafterbeinggivenland.

8.Toresettleunemployedpeoplesoastoreducerural-urbanmigrationandunemployment.

9.Tocarryoutresearchinagricultureactivitiesinresettlementschemes.

10.Trainyouthinimprovedmethodsoffarmingsoastoimprovetheirwelfare.

Landregistration

Thisiswhereafarmercomestoanagreementwithgovernmentovertheownershipanduseof

landthroughtheacquisitionoflandtitledeed.

Importance:

1.Thelandownerhassecurityoftenurehencecandeveloptheland.

2.Hecanusethelandtitleassecuritytoobtainloans.

3.Landownercaneasilyrentoutlandtogetextraincome.

4.Itminimizeslanddisputesbecauseofproperlanddemarcation

5.Itencourageslanddevelopmentthroughestablishmentofperennialcrops

6.Landownerisencouragedtocarryoutsoilconservationmeasuresinordertoprotecthisland.

7.Itiseasytosaleortransfertheownershipofland.
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Landconsolidation

Thisisthepoolingofsmallpiecesoflandtoform alargeandmoreproductivelandwhenput

togetherunderonemanagement.

Stepsinlandconsolidation

1.Establishlandownership

2.Measurementoftheplottobeconsolidatedinordertoestablishtheirsize.

3.Describingthenatureofthefragment

4.Valuingthefragmentstobeconsolidated

5.Recordingeachfragmentoflandforfurtherconsideration

6.Issuingofthetitlefortheconsolidatedlandorfragments.

Advantages

1.Savestimethatcouldhavebeenwastedmovingfrom plottoplotduringfarm operations.

2.Makessupervisionoffarm operationseasyandlesscostlysincetheyareinoneplace.

3.Itencouragesmechanizationonafarm sincethelandisbigenoughwhichmakesthepractice

economical.

4.Agriculturalproductionisincreasedduetolargescaleproduction.

5.It’seasiertoprovideextensionservicesontheconsolidatedland.

6.Theftoffarm produceisreducedduetoimprovedsupervision.

7.Transportcostsoftheproducefrom thegardenarereducedsinceallproductsareinone

place.

8.It’seasiertocontrolpestsanddiseasesonthefarm sincethebigportionoflandisunderone

management.

9.It’seasiertocarryoutsoilandwaterconservationmeasures.

Disadvantages

1.Itmaymakepeoplelandless.

2.Itmaycausepoliticalunrestamongthepopulationaspeopleloselandduringconsolidation

3.It’saverycostlyexercisesinceeachfragmentisofadifferentvalue.

LANDFRAGMENTATION

Thisiswhereagriculturalfarm landissplitintosmallplotsindifferentplacesbelongingtoone

farmer.

Causesoflandfragmentation

1.Anincreasingpopulationinthecountrymakinglandtobescarce

2.Traditionalsystem oflandinheritancewheresonssharethefathers’landuponhisdeath.

3.Limitedincomeamongthefarmerswhichforcesthem tobuysmallaffordableplots.

4.Farmingsystemslikeshiftingcultivationwhichallowsfarmerstomovefrom placetoplace.

5.polygamywhichforcesthefamilyheadtoownpiecesoflandindifferentplaces

6.communallandownershipwherepeopledivideuplandcontinuouslyamongstthem selves
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Effectsoflandfragmentation

1.It’sdifficulttosuperviseallplotseffectivelyleadingtolossofproduce.

2.Alotoftimeiswastedinmovingfrom plottoplot.

3.Farm planningisdifficultduetothesmallsizeofthefragments.

4.Itencourageslowagricultureproductionduetosubsistenceproduction.

5.Theftoffarm produceiscommonduetoreducedsupervision.

6.Agriculturalmechanizationisdifficultduetothesmallsizeoftheplotswhicharescattered.

7.It’sdifficulttoofferagriculturalextensionservicesonsuchscatteredplots.

8.It’sdifficulttocarryoutsoilconservationmeasuresduetothedistanceinvolved.

9.Pestanddiseasecontrolonthefragmentsisdifficult.

10.It’sdifficulttocontrolgrazingsincefarmershavesmallplotsthatarepronetooverstocking

andovergrazing.

MentionwaysoflandacquisitioninUganda

CAPITAL

It’sastockofassetswhicharemeantfortheproductionofotherassets.

Typesofcapital

1. Fixedcapital/Realcapital

Thisincludesland,building,fences,andmachines,Tools,livestockandcropsinthegarden.Fixed

capitalstaysinthebusinessforalongtime

2. Workingcapital

Thisismoneyormaterialsusedindaytodayrunningofthefarm businesse.g.fertilizers,fuel,

seedetc.

3. PrivatecapitalTheseareassetsownedbyindividuals

4. SocialcapitalTheseareassetsthatareownedbythestateonbehalfofthecitizense.g.

roads,schools,hospitals,governmentfarmsetc.

AGRICULTURECREDIT

Thisismoneyorresourceswhichfarmersborrow from variousinstitutionsorindividualsto

improvetheirproductionanddevelopment.

Importanceofagriculturecredit.

1. Itallowsfarmerstofinanceprofitableactivitiesonthefarm.

2. Itencouragesthefarmertodevelopasenseofsaving.

3. Itincreasescapitaldevelopmentonthefarm inform ofbuildings,fencesetc.

4. Itallowsafarmertofinancebiginvestmentsbeyondhisincome.

5. Itencouragesbetterfarmingtechniquesinagriculturethroughtheuseofimprovedbreeds

andvarieties

6. Itcanleadtoimprovementofthestandardoflivingamongstfarmers.

Sourcesofagriculturecredit.
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1.Commercialbankslikestanbic,DFCU

2.Co-operativeorganizationslikeBCU

3.Individualmoneylenderslikebaypot.

4.Farmersorganizationsi.e.UgandaNationalFarmersFederation(UNAFF)

5.InternationalbodieslikeInternationalFundforAgricultureDevelopment,FoodandAgriculture

Organization,InternationalMonitoryfund.

6.DevelopmentbankslikeUDB,EADB.

7.Marketingboarde.g.UgandaTeaBoard

8.Governmentthroughvariousbodieslikecentralbank

MEASURESTHATENSUREEFFECTIVENESSOFAGRICULTURECREDIT

1.Provisionofextensionservices/educationtofarmersonhowtouseloans.

2.Improvementofloansupervisiontoensurepromptpayment.

3.Improvingloanrecoveryprogrammebyencouragingpartrepaymentoveraperiodoftime.

4.Improvingstafftrainingforeffectiveco-ordinationwithfarmers.

5.Providefarmerswithinputsatfairpricessothattheycanearnprofitsforeasyrepaymentof

theloans.

6.Providefarmerswithloansinkindlikefertilizers,pesticides,improvedseedsetc.

7.Organizemarketingoffarmers’produceatfairpricessothatfarmerscangetprofitearlyto

paybackcredit.

8.Giveloanstofarmersintimeoratthecorrecttimetoreducerisks.

9.Giveadequategraceperiodtoallowloanpaymenttotakeplaceeasily.

10.Chargefairinterestratesthatcanbemetbythefarmers.

11.Helpfarmerstoidentifyviableprojectsforinvestment.

PROBLEMSASSOCIATEDWITHLOANREPAYMENT

1.Highinterestrateswhichmaybedifficulttobemetbyafarmertopayduringloanrepayment.

2.Shortgraceperiodwhichdoesn’tallowthefarmertorealizetheborrowedmoney.

3.Risksanduncertaintiesthatcauseseverelossestofarmersmakingithardtopaybackloans.

4.Poorloansupervisionamongtheloanprovidersgivingroom fordefection.

5.Creditunworthinessofsomefarmerswhomaynotwanttopaybacktheloan.

6.Deathofthefarmerleavingnobodytopaybacktheloan.

7.Politicalinterferencewhereafarmermaytaketheloanadvancedtobeapoliticalpaymentor

reward.

8.Inadequateknowledgeofafarmeronhowtouseloanseffectively

Typesofagriculturalcredit

Shortterm credit-thisgivenforaperiodof1to2yearsandcanbeusedtopurchaseinputslike

fertilizers,seeds,pesticidesfeedsandemployingcasuallabour

Medium term credit-thisisgiveforaperiodof2-5yearsandcanbeusedforbuildingfarm

structuresandpurchasingmachinery
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Longterm credit-thiscanbegivenforaperiodof20yearsandcanbeusedforfinancinglong

term projectslikepurchaseoflivestockanderectingbuildings

LABOUR

Thisishumaneffortbothmanualandintellectualdirectedtowardstheprocessofproduction.

Classificationoflabour

Labourcanbeclassifiedas;

a)Skilledlabour.

Thisiswherepeopleperform jobsinwhichtheyhavetraininge.g.teachersteachinganddoctors

treating

b)Semiskilled.

Thisiswhereapersonperformsaparticularjobwherehehasnotrainingbuthassome

knowledgeaboutit.

c)UnskilledlabourThisislabourprovidedbypeoplewhoarenottrainedatallinsuchafield.

d)Familylabour

Thisislabourprovidedbyfamilymemberslikechildrenandwivesinagriculturework.

Efficiencyoflabour

Thisisthemeasureofoutputperpersonperhour/time

It’saffectedby

1. Education/trainingeasewaysofdoingwork.

2. Health;poorhealthreduceslabourefficiency

3. Incentivesi.e.attractionstoworke.g.salary.

4. Climaticconditions;poorclimatereducesefficiencyoflabour

5. Supervision;poorsupervisionreducesefficiency

6. Organizationsofpeopleforwork;poororganizationreducesefficiency

7 Experienceoftheworkers;lowexperiencereducesefficiency

8 Provisionofgoodtoolsforwork;lackoftoolsforuseduringworkreducesefficiency

LABOURFORCE

Thisreferstoeconomicallyactivepeoplebetween15-65yrsofageexcludingstudents,house

wivesanddisabled.

Laboursupply.

Thisisthenumberofhoursworkedperperiodoftime.

Factorsaffectinglaboursupply.

1. Healthconditionsoftheworkers.

2. Motivationintermsofsalariesandallowances.

3. Workingconditions.

4. PopulationsizeahighpopulationleadstoprovisionofmoreLaboure.g.china

5. Retirementage,ahighretirementageguaranteesahighlaboursupply.
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6. Immigrationwhichincreaseslaboursupply

7 Emigrationwhichdecreaseslaboursupplyasworkersleaveaplace

8. Labourmobility,ahighlabourmobilityleadstohighlaboursupply.

9. Workingtime,asnumberofworkingtimeincreasessupplyoflabouralsoincreases.

10. Strengthoftradeunions.Thesecanreducethenumberofpeopleemployedtomaintain

thewagebyfixingahighminimum wage.

Labourmobility

Thisistheeasewithwhichlabourcanmovefrom oneplacetoanother(geographicalmobility)or

from onejobtoanother(occupationmobility)

Factorsaffectinglabourmobility

1. Limitationsinskills;it’shardforasweepertododoctorswork.

2. Timerequiredfortraining;alongtrainingperiodreducestherateatwhichsuchpeoplecan

jointhatoccupation.

3. Racialdifferences;insomecountriescertainjobsarereservedforaparticularrace.

4. Tradeunions;workerscanwecollectiveefforttobargainforhigherwagesandreduce

entryofothersinemployment.

5. Transport;poortransportresistsmovementofpeoplefrom placetoplace.

6. Security;poorsecuritycanaffecttheacquisitionofjobsinparticularareas.

MANAGEMENT/ENTREPRENEURSHIP

Anentrepreneurisapersonwhoundertakesthetaskandriskoforganizingotherfactorsof

productionsoastoearnprofits.Therewardfortheentrepreneurisprofitorlossdependingon

performanceofthebusiness.

Management;theartandscienceoforganizingandoperatingafarm businessorthisisthe
organizationoffactorsofproductionbyminimizingcostsandmaximizingprofit.

Functionsofamanager
1.Purchasingfarm inputs
2.Mobilizingresourcesforthefarm
3.Combiningfactorsofproductiontoearnprofits
4.Bearingrisksanduncertaintiesofthefarm
5.Organizingandsupervisingfactorinputslikelabour
6.Makingfinaldecisioninthefarm businesstofostergrowth
7.Toeventnewideasthatareusefulfordevelopment
8.Tofindmarketforfarm produceandsaleit
9.Keepup-to-datefarm recordsforreferencepurposes
10.Tomotivatelabouratthefarm forbetterperformance
11.Tocoordinateandplanfarm activitiesasrequired

Factorsthatdeterminethefarmers’choiceofanenterprise

i. Climate;goodclimatefavourscropandanimalproductionmoreespeciallywherefarmershaveto
dependonnature
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ii. Soilfactors;inagriculture,goodsoilsarenecessaryforcropproduction
iii. Pestsanddiseases;theirpresencelimitsagriculturesincetheyattackcropsandanimalsleading

tolosses
iv. Farmer’sinterests;thisinfluencestheirzealforworkofaparticularnatureandlevelofproduction
v. Market;whateverfarmersproducemustbetakentothemarketforsale.Goodmarketencourages

farmerstoventureinanenterprise
vi. Socialandreligiousfactor;Moslem cannotinvestinpigenterprisesincetheirreligionbarsthem

from thatpractice.
vii. Governmentpolicy;governmentcanprohibitsomeenterprisewhichmaydiscouragefarmersfrom

suchworke.g.productionoftobacco.
viii. farmers’experienceandskillinanenterprise

ix. levelofcapitalneededininvestment
x. availabilityofpowerneededinproduction

Productionefficiency-thisisthemeasureofthefarmer’sabilitytouselow coststoobtainmaximum
outputinqualityandquantity.

Efficiencystandard-thisisamathematicalformulaethatafarmerusestoassesshissuccessorfailurein
business

Typesofefficiencystandards

Partialefficiencystandards–it’sameasureoftheefficiencyofcarryingoutaparticularfarm enterprise.It
canbecarriedoutintwoways

a)Yieldindex–thepercentageratioofactualyieldtoexpectedyieldi.eyieldindex= actualyield
×100

Expectedyield
b)System index–thepercentageyieldindexbetweentwodifferentfarmsundercomparison

Economicefficiency-measureoftheeconomiccontributionofeachfactorusedinp[productionwithan
aim ofestablishingmaximum averageoutputperunitinput.

Technicalefficiency-thismeasurestheabilityofafactorofproductiontoperform itsjobproperlywithin
therequiredtimetocontributeeffectivelytoeconomicreturnsofabusiness.
Improvingfarm efficiency

 properweedcontrol
 properpestanddiseasecontrol
 useofimprovedbreedsandvarieties
 mechanizationoffarm activities
 carefulplanning
 propercropspacing
 useofmanuresandfertilizers
 earlyplanting
 supplementaryfeedingoflivestock
 properrecordmanagement

Farm planningandbudgeting

Farm planningisthedesigningofacarefularrangementthroughsettingobjectivesanddefiningmeans
andprocedureofachievingtheobjectivesset.
Processofdecisionmaking
Problem recognition
Collectionofinformation
Analyzingalternatives
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Makingadecision
Takingaction
Formsofplanning

1)Simpleplanning-thisinvolvesbudgetingforcashreceivedandexpenseswhileignoringminor
expenses

2)Intermediateplanning-thisisfullbudgetingforinput-output,receipts,investmentsandcredits
3)Advancedplanning-involvesintermediateplanning,budgetingforreceipts,expenditure,borrowing

andrepaymentonanannualbasis
4)Informalplanning-theseareplansmentallybornewithoutanythingwritten
5)Partialplanning-thisiswhereasectionofthefarm isplannedleavingtheotherpart

Importanceoffarm planning

a.Afarmercansettargetsofhowmuchproduceheexpectstoget
b.Enablesallocationofscarceresourcesinrelationtocostsandmarkets
c. Allowsthefarmertofullycontrolthefarm otherthanbeingcontrolled
d.Guidesthefarmerinchoosingtheenterprisetomaximizeprofits
e. Enablesafarmertoseparateitemsforsale,savinganddomesticuse
f. Enablesthefarmertoassesstheprogressofthefarm towardsthesetgoals
g.Allowsthefarmertofocusaheadtoseethefutureofthefarm
h.Allowsthefarmertoperfumefarm dutiesontime
i. Allowsafarmertoidentifyreasonsforhissuccess

Aimsofplanning
i. Toachievemaximum revenuereturns

ii. Identifyleastcostcombinations
iii. Determinenatureofweaknessintheuseofresources
iv. Indicatethemostprofitablecombination

Methodsofplanning
1.Comparisonbetweendifferentfarms
2.Budgetingusingelementaryeconomics
3.Linearprogrammingusingcomputers

MethodsofincreasingprofitsinAgriculture

1.choosingcorrectbusinesswithlessrisksanduncertainties

2.Sellingproducewhenpricesarehighi.e.havinggoodstoragefacilities

3.Timelyplantingofcropssoastobenefitfrom thehighpricesthatareofferedatthebeginningofthe

harvestingseason.

4.Useofbettertechniquesofproductioni.e.improvedseeds,goodbreeds.

5.Processingagricultureproductssoastoaddvaluehencemoreprofits.

6.Advertisingyourproducesothatbuyersareaware

7.Gradingtheproducetoallowfairpricesforeachproduct.

8.Packingoftheproducesoastoreducetransportcostsandincreasetheprofitmargin.

9.Propercontrolofpestsanddiseasesi.e.increasequality.

10.Properallocationofresourcestoavoidoverspendingandunderspending.

Economicsbasicprinciples

Theseexplainfundamentaleconomicproblemsofmanandtheyare;
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Scarcity–thismeansthatallcommoditiesarerelativelylessthanpeople’sdesiresforthem
- Scarcegoodsarecalledeconomicgoods
- Abundantgoodsarecalledfreegoods
Choice -Takingoftherightdecision.
Opportunitycost;It’sthevalueofthealternativeforegoneinmakingadecisione.g.ifyouforego
buyingacarandbuildahouse.Thecostofthecaristheopportunitycost.

Opportunitycost,curve/productionpossibility.
- It’salocusofpointsshowingthecombinationsofcommoditiesthatmaybeproduced

whenallresourcesarefullyutilized..
 Economicgrowth

Thisistheshiftoftheproductionpossibilityfrontiercurveoutwards(toright)

Itshowsanincreaseinresourceandhenceanincreaseincommoditiesproduced.
Economicsystem

Thisreferstotheorganizationofownership,allocationanddistributionofresourcesinan

economy.

- Free enterprise economy(unplanned /competitive/capitalization)‘Laissezfaire”leave
usalone (French)–Allresources are owned byprivate individualswhoarefreeto
takealldecisions.

- Centrallyplannedeconomy/planned/commandeconomy/socialism.Allresourcesare
ownedbythestateonbehalfofthecitizens.Theextremeofsocialism iscommunism

- Mixedeconomy;It’swheresomeresourcesareownedbygovernmentandothersby
individuals.

NB: Inpractice,thereisnopurecapitalizationorsocialism
.

PRICETHEORY
MarketAnarrangementinwhichbuyersandsellersnegotiatetheexchangeofawelldefined

commodity

TYPESOFMARKET

a.Competitivemarket-Thisisamarketwherethereisperfectcompetitioni.e.manysellers,
freeentryand exit,perfectknowledge,Non governmentregulation,profitand utility
maximization.

b.Imperfectmarket -Thereislimitedcompetitionsinthismarket.
c.Commoditymarket-wheregoodsandservicesaretraded
d.Factormarket-wherefactorsofproductionaretraded.
e.ControlledmarketWhereauthoritiesexertadegreeofcontrole.g.byfixingprices,setting

quotas,etc.
f. SpotmarketIt’swherethecommodityoracurrencyistradedforimmediatedelivery.
g.FuturemarketWherecontractsfordeliveryatsomefuturedatearetraded.

Maize

Coffee

Od

OC
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DETERMINATIONOFPRICESINMARKET
 Haggling

Itreferstothebargainingprocesstakingplacebetweenonebuyerandoneseller.The
processofbargainingcontinuesuntilthebuyerandtheselleragreeonthesameprice.

 Fixingbytreaties
Herebuyersandsellerscometogethertofixthepriceofacommodity.Thepricecanbe
revisedbyamendingthetreaty.

 Salesauction
Takesplacebetweenonesellerandmanybuyerswherebuyercompetesforthecommodity
byfixinghighprices.Commodityistakenbyonewhopaysthehighestprice.

 Forcesofdemandandsupply.Thesetwoacttoform anequilibrium ormarketprice
 Retailpricemaintenance;heremanufacturersprovideretailrecommendedpriceinscribeon

thecommodities
 Fixingpricesbygovernment;hereamaximum priceissetbythegovernmenttoreduce

exploitationofthesellersandbuyers
 Contractagreement;here a supplieragrees with the consumeron the price before

commencementofthebusiness
 cartel;producersagreeonthepriceoftheirproduct
Equilibrium Price
Intheprocessofbuying andselling(demand andsupply)there comesatimewhenquantity
supplied isequaltoquantitydemanded i.e.demand = supply.Suchapriceiscalledthe
equilibrium pricee.g.

Price(shs) Demand(Kg) Supply(Kg)

200 12 4

300 10 6

400 08 08

500 06 10

600 04 12

DETERMINATIONOFPRICEUSINGDEMANDANDSUPPLY
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i. Inacompetitivemarket,pricesaredeterminedbypricemechanism i.e.forcesofdemand

andsupply

ii. Ifsupplyincreases(excesssupply)atconstantdemand,pricefalls

iii. Increaseindemandatconstantsupplywillleadtoincreaseinprices

iv. Atequilibrium,demandisequaltosupply

v. Atlowprices,demandishighandsupplyislow

vi. Whenequilibrium priceisstableforsometime,itiscalledthenormalpriceornaturalprice.

vii. Equilibrium priceisthemarketpricewherewhatisbroughttomarketisboughtwithout

leavingexcess.

viii. Excessdemandimpliesashortageofsupply/lowsupply

DEMAND
Thedesirebackedbytheabilityandwillingnesstohavethecommoditydesired.

Effectivedemand - it’stheactualbuyingofthecommodity.
Quantitydemanded-Thisreferstotheamountofacommoditybuyersarewilling andable to
purchaseinthemarketatvariouspricesforperiodoftime
Demandschedule-Dataexpressingthequantityofgoodsbuyersarewillingtobuyatvarious
prices.

DemandformaizeflourinNaalyamarket

Price(shs) Quantity(Kg)demanded
1000 20
900 40
800 60
700 80
600 100
500 140

DemandCurve

Lawofdemand
Thelaw ofdemandstatesthatthehighertheprice,thelowerthequantitydemandedandvice
versa.Caterisparibus(Keepingotherfactorsconstant)
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Factorsinfluencingmarketdemandforagricultureproducts

 Price;Whenthepricefalls,consumersbuymorebecausetheyleavesubstitutesandbuymore
ofthecheapercommodityi.e.moreconsumersjoinmarkettobuycheapcommodity.

 Priceofothercommoditiese.g.substitutesandcomplements.
a)Substitutesaretwocommoditiesthatcanbeusedtosatisfythesamedemande.g.Beans
andpeas–increaseinpriceforbeanswillleadtolowdemandforbeanandhighdemandfor
peassupposingtheirpriceisconstant.
b)ComplementaryCommoditiesarejointlydemandede.g.petrolandcars,shoepolishand
shoes.Increaseindemandforcarswillleadtoanincreaseindemandforpetrol.

 Incomes-consumerswithhigherincome buymore thanthepoorhencecommandahigh
demand

 Sizeofpopulation;Increaseinpopulationincreasesdemandforcommoditiesmoreespecially
necessities.

 Populationcompositionintermsofageandsex;Apopulationfullofagedpeopleisless
productivehencehasalowpurchasingpoweranddemand

 Tastesandpreferences;Ifpeople lose tasteforone commodityin preferenceforanother
thendemandforsuchcommodity willbelow.

 Futureexpectation;whenpricesareexpectedtoriseinfutureduetoanticipatedshortage,
buyerswillbuymoreandstockincreasingdemandatthattime.

 Changeinsavings;afamilywishingtoincreasesavingswillreduceconsumptionexpenditure
loweringdemand.

 Advertisement;Increasingadvertisementwillincreasetheawarenessofsuchacommodity
henceincreaseddemand.

 Taxation;increasedtaxesongoodsbygovernmentincreasesthepriceshencereduced
demand.

 Inflation;Alotofmoneyin circulationincreasesthedemand asthereisalotofmoneyto
spendyetthecommoditiesarelimited.

 DepreciationDepreciatedgoods arenot on high demand e.g.old hoesarenothighly
demandedsincecannotdothebestjob.

 TaboosSomecommunitiesandreligionsforbidconsumptionofcertainitemse.g.porkby
MoslemsandSeventhDayAdventist.thislowersdemandforsuchitemsinthecommunity

 Stateoftheeconomy;Aboomingeconomywillexperienceahighdemandforcommodities
aspeoplehavemoneytospend.

Typesofdemand

Joint/complementarydemand.Demandforcommoditiesthatareusedtogethersuchthat
increaseindemandforoneincreasesdemandfortheothere.g.demandforfuelandcars

Competitivedemand Thisreferstothedemandforcommoditieswhichservealmostthe
same purpose suchincrease indemandforone reduces thedemand foranothere.g.block
andbricks,beansandpeas,coffeeandtea.

CompositeDemand Demandforacommoditywhichservesseveraluses suchthat its
totaldemandisgotbyaddingupqualitydemandedofitbythoseseveraluses.

Deriveddemand

Thisrefers todemand foracommodity notforits ownsakebutasaresultofdemand for
anothere.g.demand forfactorsofproductionisderivedfrom demandforcommoditieswhich
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suchfactorsofproductionareusedtomake.

Independentdemand

Demandforacommoditydoesnotaffectthedemandforothercommodities

PRODUCTCOMBINATION
Competitiveproducts;productsthatcompeteforthesameresourceduringproductionlikecrops
andlivestockusingthesameland.Increaseinareaofcropcultivationwillreducegrazingland
availableforlivestockproductionhencelessanimalsproduced.
Jointproducts;productsproducedfrom asinglelineofproductionlikemeatandhidesorskins.
Increaseinmeatproductionincreasessupplyofhidesorskins
Complementaryproducts;productsthatsupporteachotherinthelineofproductionlikepasture
legumesandgrasses,livestockandcropsinmixedfarming
Supplementaryproducts;twoproductsthathavenoeffectontheoutputoftheotherlikekeeping
dairycattleandpigsinthecourtyard

INPUTCOMBINATIONS
Diminishingrateofsubstitution;twoinputssubstituteeachotherasonemaybeusedmorethan
theothertoeffectthesamechange
Varyingrateofsubstitution;twoinputscanform acombinationtogivethebestresultsonce
mixedindifferentratios

.

ElasticityofDemand
Thisrefers tothe degreeofresponsiveness ofchangeinquantitydemanded toachangein
factors which influence quantitydemanded like price ,income and price ofother
commodities.
Price elasticity ofdemand-this isthe measureof responsiveness ofchangeinquantity

demandedtochangesinthecommodity’sownprice.

ED = %∆Quantitydemanded

%∆Price

E.g.whenthepriceofmaizewas100shs/kg,quantitydemandedwas1000kgwhenthepricewas
increasedto200shs/Kgqualitydemandedwas400kg.

ED = %∆indemand 1000–400x100% 600 = 60
1000 10

%∆ Price = 200–100 x100 = 100
100

ED = 60 = 0.6
100
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Interpretationofpriceelasticityofdemand
- Perfectlyorcompletelyinelastic–whenpriceEdiszero.Quantitydemandeddoesnot

respondtochangesinpriceatall.
-

- Inelasticdemand Ed isgreaterthanzerobutlessthan1–smallerchangeinquantity
demandresultingfrom achangeofprice.

- ElasticdemandEdisgreaterthan1butlessthaninfinity.Here%changeinquantityis
greaterthanchangeinprice.

Unitelasticityofdemand
Thisiswhenpriceelasticityofdemandisequaltoonei.e.quantitydemandedchanges

exactlyaspricechange.

P2

P1

O

DPrice

Quantitydemanded

D

D

QuantityQ1Q2

Price

P2

P1
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Perfectlyelastic;When price elasticityisequaltoinfinitymeaning thatbuyers areprepared
tobuyalltheycanatbelow thesamepriceandnotatallslightlyhigher

Determinantsofpriceelasticityofdemand
 Availabilityofsubstitutes

Commoditywithmanysubstituteshaselasticdemandsinceconsumersshiftfrom itwhen
costisincreased.

 Degreeofnecessity Pricetendsto beinelasticsincetheyindispensablee.g.when
the price of salt increasesthequantitydemanded isthe same.Luxurieshaveelastic
demand.

 Consumersincome
Whenconsumersareoflow income(poor)Ed. Tendstobeelasticaspriceincreaseit
reducestheirdemandsincetheycannotafford.

 CostofthecommodityIfacommoditytakesasmallfractionoftheconsumer’sincome,its
demandtendstobepriceinelastice.g.matchbox,salt.

 Habitinuseofthecommodity Thismakesthedemandtobeinelastice.g.Demandfor
alcoholandcigarettes,drugsmaynotbeaffectedeasilybychangeinpricefortheaddicts.

 Durabilityofthecommodity Durablecommoditieslikeradios,carshavelowpriceelasticity
ofdemand.Evenwhenpriceislowered,onecannotbuyoneifhe/shehasone.

 Priceexpectation
Ifpricesareexpectedtoincreaseinfuture,demandwillbeinelasticaspeoplewouldbuyand
stockandviceversa.

 Severalusesofthe commodityA commoditywithseveraluses(composite)haselastic
demandforexampleElectricitywhenpriceisincreasedpeopleuselessofit.

 Timelag Consumerstaketimetorespondtopricechanges.Elasticitytendstobe
Inelasticintheshortrunandelasticinthelongrun.

 Timeoftheyear Towardsandduringpublicholidays,demandstendstobeinelastic
sinceevenwhenthepriceisincreasedpeoplestillbuymore

 Consumersignorance Consumersmaybuycommoditiesahighpricewhentheydon’t
knowwheresuchcommoditiesortheirsubstitutesaresold.

SUPPLYTHOERY
Quantitysupplied -theamountofacommodityproducersarewillingtobringto

themarketatvariouspricesperperiodoftime.

SUPPLYSCHEDULE
Price(shs) Quantitysupplied(Kg)
200 50
300 100
400 150
500 200
600 250
800 350
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SupplyCurve

Lawofsupply
Thehigher,theprice,thehigherthequantitysuppliedandviceversaceterisparibus.
Determinantsofquantitysuppliedforagriculturalproducts
Price;Accordingtothelawofsupply,thehighertheprice,thehighertheQuantitysupplied.
WeatherForagricultureproducts,goodweatherwithadequaterainfallandasunnyHarvesting
periodisnecessaryforhighyieldsandhighsupply.

Technologyofproduction

Farmersusing tractorsand othermachinesin production producemorethan thoseusing
traditionalimplementslikepangahencehighersupply.

Managerialefficiency

Awellorganizedfarm enterpriseyieldsmorethanapoorlyorganizedonesinceactivitiesare
doneontimeandasrequired.

Costsofproduction

Ifthecostsofinputslikefertilizers and seedsarelow thenit’s easyforfarmers tobuythem
andproducemoreincreasingsupply.

Numberofsellers/producers

Ifmanysellersbringmoreproducetothemarketthensupplywillbehigh.

Governmentpolicy

Ifthegovernmentleviesahightax onaparticulargood more especiallyagriculture inputs,
thenthis automaticallyincreases thepriceofsuchagoodandwillreducesupplyofagriculture
productsduetoincreasedcostsofproduction.

Transport

Improvedandefficienttransportfacilitiesfacilitatesthedeliveryoffarm produce tothemarket
increasingsupply.

Pricesofother(substitutes)products,

Increaseinthepriceofonewillincreasethedemandfortheproductwhosepricehasnotbeen
increased

Politicalstability -
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Enoughsecuritywillencourageproductionhenceincreasingsupplyofproductstothemarket.

Aimsofproducers

Ifaproducer’sobjectiveistoproducelargequantitiesofaproductforthemarketthenthiswill
increaseproduction.

Futurepriceexpectation

Ifthepricesareexpectedtoincreaseinfuture,supplierswillhoard/storetheproductforthe
futuregoodpricesreducingsupply.

Availabilityoffactorsofproduction

Whenthepricesforlabour,landandcapitalarelowthenitbecomesmoreprofitabletoproduce
moreforthemarketincreasingsupply.

Demand

Highdemandforanycommoditycallsforincreasedproductionandsupplyaswellandlow
demandcallsforlowsupply.

Gestationperiod

Thisreferstotheperiodofmaturity. Ifthegestationperiodofacommodityisshortthe
production/supplycanbeincreasedintheshortesttimepossible.

ELASTICITYOFSUPPLY(ES)

PriceES–isthemeasureofresponsivenessofchangesinthequantitysuppliedduetorelative
changesinpriceofthegood.

ES = %∆ inquality

%∆inprice

TypesofES

Perfectly/completelyinelastic-Elasticityofsupplyis =0(zero)

Inelastic
ESisgreaterthanZerobutlessthanone(1)i.e.%agechangeinPriceisgreaterthan%age

changesinqualitysupplied.

P2

P1

O

S
Price

Changeinpricehas
noeffectonsupply

Q1
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Quantitysupplied

Unitelasticityofsupply
ThisiswhenESisequalto1.Percentagechangeinquantityisequaltopercentagechangein
price.

Price

Quantitysupplied

Perfectlyelastic
Whenatoraboveacurtainpricesupplierssupplyalltheycanbutnothingbelowthatprice

Elasticsupply
Elasticityofsupplyisgreaterthan1butlessthaninfinity.i.e.Percentagechangeinquantityis
greaterthanpercentagechangeinprice

Factorsinfluencingpriceelasticityofsupply

Natureofproduct

DurablecommoditieshavehighEssincetheycanbestoredforalongtimeascomparedto
perishables.

Gestationperiod

Whenacommodityhasashortgestationperioditselasticityofsupplyishigherthanthatwitha
longgestationsperiodsincetakeashortperiodtochange.

Time

InashorttimetheEsofsupplyissmallbutcanbebiginthelongrun.Forinstanceittakessome
timeforsupplierstogetusedtothenewpriceafterachange.

Price
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Methodofproduction(technology)

Productsproducedwithsampletechnologyhaveahighelasticityofsupplybecausetheycan
easilybeproducedwhenthepriceincreases.

Governmentpolicy

Elasticityofsupplymaybelowwhengovernmentrestrictsimportationofcertaincommodities.

Easeofentryofnewfirmsinthemarket

Whennewfirmsarerestrictedfrom enteringthemarketsupplyislikelytobeinelastic/low.
Priceexpectations

Whenproducersexpectpricestochange,thepriceESwillbelowuntiltheyarefully sureofthe

newprice.

Factormobility

When factorsofproduction areeasilyreallocated from onelineofproduction to another,

elasticityofsupplyishighandviceversa.

Characteristicsofagriculturalproducts

i. Theyareperishable

ii. Theyarebulky

iii. Theyareseasonalinproduction

iv. Theyhaveinelasticdemand

v. Theyhavesyntheticsubstitutes

vi. Theyareofmixedquality

vii. Theyhavealonggestationperiod

ProblemsofmarketingAgricultureproducts

a.Divergenceofproduction;it’sdifficulttoplanexactlywhattoproduceandgetthe same

quantityduetothemanyrisksanuncertaintiesinvolved.

b.Inelastic demand;agricultureproductshave inelasticdemand since evenwhenprices

areloweredthedemanddoesn’tchangedistinctly.

c.Perishability-mostagricultureproductsareperishablethereforedifficulttostorehence
needexposureveryfast.

d.Availabilityofsyntheticsubstitutes;thishas replaced anumberofproductslike sisal,
cottonrubber

e.Seasonalityofproduction–;productslikecropshavespecificperiodsinwhichtheyare
productionthereforescarceatplantingandabundantatharvesting

f. Bulkinessagriculturalproductsweighmuchinrelationtotheirvalue.Thismakesthe
transportationofsuchproductsmoredifficultandcostly.

g.Mixedquality;agricultureproductsarealwaysamixturewhichcallsforsorting
h.Pricefluctuation;thisaffectsfarmersincomemoreespeciallywherepricesreduce
i. Hightaxation;thisreducestheprofitmarginforthefarmers
j. Longgestation;thismakechangeinsupplyatshortnoticedifficult
k.Poorroads;thismakestransportationofproducetothemarketdifficultandcostly.
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l. Largenumberofsmallscaleproduce;thesemakecontrolofproductiondifficulthence
farmercannotgetbetterprices

m.Insecurity;thiswillimpedemovementofproductstothemarketduetofearforrobbery
anddestructionofproperty.

MARKETINGAGENCIES,INSTITUTIONSANDORGANIZATIONS.

Thesearebodiesinvolvedinoneormoremarketingfunctions
a.Itineranttraders-Thesemovefrom placetoplacebuyingagricultureproduceofvarious

typesfrom farmers.
b.Processors-theseareindividualsororganizationswhoundertakethetaskofprocessing

agricultureproductintoausableform tosatisfyconsumers.
c.Wholesalers-thesebuyinbulkfrom manufacturersandselltosmallsellers(retailers).
d.Retailers-thesebuyfrom wholesalersandrarelyfrom producerssellingtoconsumers.
e.Brokers-thesebringthesellersandbuyerstogetherwithoutthebrokerhandlingtheactual

good
f. Commissionagents-theyreceivegoodsandsellthem onbehalfoftheirprinciplesfora

cost(commission).
g.Cooperatives.
h.Marketingboards.

Marketingfunctions.
Theseareessentialandrecognizableactivitieswhichareperformedinthemarketingprocess
.
Theyincludethefollowing;-
1.Buying-this involves purchasing in smallamounts forproducers and bulking up the

commodity.
2.Assembling-thisiswherecommoditiesarepooledupintolargequantitiesreadyforthenext

operations.
3.Transport-it’sthemovementofgoodsfrom theplaceofproductionto thecentersof

consumptionordemand.
4.Selling-thisisthepresentationofthecommodityinanacceptableandattractivemanner.
5.Storage-itinvolvesstoring productsto reducelossin valueasmostoftheagriculture

productsareperishable.
6.Processing-it’sthechangingoftheproductsfrom raw form toamoreacceptableform to

increasevalue.
7.Grading-it’sthesortingupofproductsinauniform wayespeciallyqualitywise.
8.Standardization-measurementsareappliedmoreespeciallyquantitativelyforeasypricing.
9.Financing-theprocessofturningrawmaterialsintofinishedgoodsrequiresmoneyresource

tofinanceit.
10.Riskbearing-inbetweenbuyingandselling,anumberofrisksareencounteredliketheft,fire,

e.t.c.
11.Collectingandanalyzingmarketinformation-efficientmarketingdependsontheavailability

ofmarketinformationlikeprices,taxes,risks,e.t.c.
Importanceofprocessingagriculturalproduce

 addsvaluetoproducehencegoodpricesatselling
 increasestheshelflifeofproduce/reducesperishability
 increasesthenumberofproductsfrom asingleitem henceprofitmargin
 makesanitem moresuitableforconsumption/improvesqualityofproducts
 reducesthebulkinessofitemsmakingtransportationandpackingeasy
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 createsavenuesforincreasedyouthemploymentinprocessingunits
Importanceofgrading

 makespricingofproductseasyandreasonable
 makesdistributionofproductsmoreeffective
 propergradingincreasesprofitmaking
 itminimizesspoilageofproducebyseparatingthespoiltproduceout
 facilitatesbuyingandsellingduetoreducedinspection

Importanceofpackaging
 itreducesbulkinessofproduce
 reducesadulterationofproduce
 controlsspoilageofproducefrom theenvironmentalfactors
 makeshandlingofproduceeasy
 mayassistinadvertisementofproduce
 mayaidbrandingofproduce

ImportanceofpricesinAgriculture

1. Theyindicatetothefarmerwhatcommoditytoproduce.
2. Pricesdeterminethelevelofoutput.
3. Theyactasaguidetoeconomicactivityandallocationofscarceresources.
4. Pricesallocatetheworkerstotherightjobswheretheyaremostefficient.
5. Pricescoordinateconsumptionlevelsofagriculturalproducethroughforcesofdemand

andsupply.
6. Pricesrewardthefactorsofproductionandleavefreedom ofchoiceamongproducers

andconsumers.
7. Theyenhancebetterandefficientmethodsofproductionmoreespeciallywhenpricesofa

certaincommodityincrease.

CAUSESOFPRICEFLACTUATIONINAGRICULTURE

a.Risks anduncertainties;thesearecardinalbottlenecksinagriculturesincetheygreatly
affectthequalityandquantityofproductiononfarms

b.Climate;theproductionofcropandanimalsisaffectedbyrainfall,temperature
c.Mostagricultureproductsare perishable and therefore difficulttostore hence must

besoldsoonafterharvesting.
d.Agricultureproducts;haveinelasticdemandso thatexcessproductionisdifficultto

absorbwhilemaintainingprice.
e.Thereisdivergencebetweenplannedandactualoutputwhichattimesislessthan

plannedandattimes,morethanplanned.
f. Seasonalityofproductionmoreespeciallycropproductsthatareexcessduringharvesting

periodandscarceatplanting.
g.Stiffcompetitionfrom syntheticslikepolyetheneplasticsandotherpetroleum products

forrubberandsisal.
h.Long gestationperiod;when prices forthe products arehigh,producers planto

producemorewhichtakesalongtimebeforeproductionisrealized.

i. Bulkiness;mostagricultureproductsarebulkywhichmakestransportationdifficultfrom

placesofplentytoscarcity.

j. Agriculturalproducts form asmallpartofmanufactured productionhencethe excess
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supplycannotbeabsorbedinthemanufacturingindustry.
k.Large numberof producers;this makes it verydifficult toplan andmakeactual

productionsgivingroom topeasanttosellatanyprice.
l. Protectionism bydeveloped nations.;It’sdifficulttoexportsurplusagriculturalproducts

todeveloped countries because ofheavy regulationsand tariffs imposed on
agriculturalimports.

m.Lowlevelofindustrialization;MostLDC’sdon’tprocesstheiragriculturalproducts to

finalproductswhichreducesthevalueofsuchitems.

n.Changingtechnologies; moretechnologiesarebeingdiscoveredwhichuselessraw

materialslikeclothmadeofpolyesterandlesscotton.Thisreducesthedemandfor

agricultureproducts.

EFFECTSOFPRICEFLUCTUATIONSONFARMERS

 Leadtofluctuationsoffarmers’incomesandhencelowstandardofliving.
 Revenueforgovernmentfrom agricultureproductsdeclineswhenpricesarelowaffectingthe

country’sdevelopment.
 Employmentinagriculturalsectorfluctuateswithfluctuatingprices.
 ForeignexchangeearningforthestatefluctuatesaffectingBalanceofpayments(B.O.P.)
 Makesplanningbygovernmentsandfarmersdifficultbecauseofuncertainfutureincome.
 Thecountyexperiences balanceof paymentproblem and unfavorable termsof trade

whenpricesarelow.
 Agriculturemechanizationbecomesdifficultbecauseoflowincome.
 Makesfarm budgetingandplanningverydifficultduetounstableincomes

REDUCINGPRICEFLUCTUATIONS

1.Fixingpricesbygovernmenti.e.maximum orminimum pricelegislationsothatthesellersare
notexploitedoverprice.

2.Diversificationwhichmeansgrowingmanytypesofcropandrearinganimalswhichguards
againsttotalloss.

3.Improving storage facilitiesmore especiallyforthe Perishablesso thatsupplycan be
regulatedtomeetdemand.

4.Increase researchsothat good qualitycrops resistant to drought and pests,short
gestationperiodaregrowntoreducerisks.

5.Processing ofagricultureproducts like cotton andcoffeebefore being soldto increase
theirshelflifeandvalueforhigherprices.

6.Improvingtechnologyinagricultureproductionthroughtheuseofirrigation,fertilizationetc.
Thisincreasesproductionandreducesscarcity.

7.Internationalcommodityagreements -thesefixquotasandpricesforbothbuyersandsellers
ofcommoditiestoreduceexploitation.

8.Improvingtransportsothatproductscanbemovedtoplaceswherethereisshortageto
controlpricefluctuations.

9.Price support-here farmers saletheircommoditiesatmarketprice and presenttheir
receiptsforgovernmenttotopuptoarealisticprice.

10.Bufferstocks-Herethesurplusduringplentyisboughtbymarketingboardsandsoldduring
scarcity.

11.Formingfarmers’organizationsandcommodityagreementstonegotiateforbetterprices.
12.Bartertrade-thishelpsindisposingoffthesurplus,butthereareproblemsoftransport.
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13.Fixingquotasforfarmerssothatoverproductionischeckedthatcanresultintoreduced
prices.

Question;Showhowthecob-webtheorycanbeusedinexplainingpricefluctuationinagriculture

AGRICULTURALDEVELOPMENT
Agriculturaldevelopment isthetransformationofagriculturefrom traditionalsubsistence
farming to commercialorbusiness orientated agriculture orIsthe transformation of
agriculturefrom lowproductivitytohigherproductivityi.e.Increasingoutputperunitinput.

RoleofAgricultureindevelopment
 Agriculturerequireslesscapitalthanindustrializationanditcanbecarriedoutbypeople of

alllevels.
 It’sasolesourceoffoodforthegrowingruralandcertainpopulation.
 Agriculturerequireslessskilledlabourascomparedtoindustrialization.
 It’sagoodsourceofcapitalforthedevelopmentofonthe sectorsinLDCslikeindustry.
 Agricultureprovidesmarketforindustrialproductslikefertilizers,drugs,implements.
 AgricultureprovidesemploymenttomanypeopleinLDCe.g.80%ofUgandansareemployed

directlyandindirectlyinAgriculture(2002populationcensus).
 Agricultureproductsconstitutes85%ofexportearningforUgandathereforeagoodsourceof

foreignexchange.
 It’sasourceofincomefortheruralpoorusedinbuyingotheritems.
 Itproducesrawmaterialforindustrieslikecotton,vanilla,hides,skinsetc.
 Itprovideslabouraspeoplewillmorefrom ruralareastocitiesforemploymentinindustries.

LIMITATIONOFAGRICULTUREDEVELOPMENT

a.Lackoflandbothinqualityandquantity-asthepopulationincreasethequalityand
quantityoflanddeclinesduetoexhaustionandlandfragmentation.

b.Lackofcapital-InUgandatoday38%ofthepopulationisbelowthePovertylinetherefore
cannotpurchaseinputsneededinagricultureproduction.

c.Poorinfrastructure-Thereisproblem poorroadswhichimpedesthemovementofmany
productstothemarketfrom theplacesofproduction.

d.Lackofskilledlabour-adefectiveeducationsystem whichemphasis theoryanddoes

notprepareproductstoworkinruralareasdiscouragesagriculturaldevelopment.

e.Inadequateextensionservices -Most farmers donot have enoughknowledge as

regardstoagriculturalproductionsinceextensionservicesareinadequate.

f. Limited market-informationaboutavailable market isstilllacking andthe factthat

mostruraldwellersare allengagedinagriculturalthereisnobodytobuyfrom others

g.Risksanduncertain-agriculturalproductshavealotofrisksanduncertaintieswhichlimit
theirproductionleadingtoalotofpricefluctuation.

h.Poorpricingpolicies-Farmersarescatteredandmostofthem aresubsistenceproducers.
Thismakesitdifficultforsuchproducerstobargainforbetterpricesinthemarket.

i. Politicalinstabilities-thisinsecurityhasdiscouragedagriculturalproductionasfarmers
arealwaysintherunmoreespeciallyinplaceswithwars.

j. Socialfactors-somefarmersareveryconservativeandwillresistanydevelopmentput
forwardbyauthorities.

POLICYRECOMMENDATIONFORAGRICULTUREDEVELOPMENT.

 Cooperative development-governmentshould change herpolicyon cooperatives so the
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developmentofthesebodiescantakeplaceasbefore.
 Manpowerforagriculturedevelopment-trainingofresearchersinagricultureandmakingthe

subjectcompulsoryatprimaryisanotherstepforwardthatwillincreasemanpower,
 Landpolicy-reformsthatagitatefortheredistributionoflandandcorrectinglandownershipis

yetanotherstepforwardindevelopingagriculture.
 Creditpolicy-micro finance organizations should be encouraged to lend moneyto the

peasantsevenwhentheyhavenosecurity.
 Technologydevelopment-betterbreedsofbothcropsandanimalsshouldbeavailedtothe

farmerstoincreasetheirproduction.Machinesshouldalsobeusedinproduction.
 Extensioneducation-farmerneedtobetaughtaboutnew methodsfarmingandequipthem

withothernecessaryskillsthrougheducation.
 Developmentofinfrastructure-betterroadsandothercommunicationchannelareneeded

moreespeciallyinthemarketingagricultureproducts.
 Marketingandpricingpolicy-governmentshouldsupportthepricesofagricultureproducts

throughsubsidizinginputsorpricesupportfortheproducts.
 Processingofagricultureproducts-moreinvestmentisneededinsettingupagro-processing

industriessothattheproductsproducedareofahighervalue.
 Taxationpolicy-afterabolitionoftaxesonagricultureexports,thegovernmentshouldremove

taxesonimportedagricultureinputslikefertilizers,pesticides,herbicides,e.t.c.
 Fundallocation-governmentshouldallocatemorefundstowardsagriculturedevelopmentin

thebudgetsincethesectoremploysmorethan80%ofthepopulation.
 Politicalstabilitythisisverycrucialinthedevelopmentofanynation.Placewhereinstability

sillloomshavelaggedbehindindevelopment.
 Transformationofsociety-traditionsthathinderdevelopmentshouldbediscardedthrough

compulsoryprimaryeducationandadultlearning.
 Agricultureresearch;thiswillincreaseproductionthroughtheinventionofhighlyproductive

breedsofanimalandcropvarieties.

Mentiontheroleplayedbyagricultureresearchstationsinagricultureproduction.
a.improveexistingcropvarietiestosuitenvironment
b.developnewbreedsofanimalsandcropvarieties
c.testingnewtechnologiesofproduction
d.comparingperformanceofdifferentvarietiesandbreeds
e.findingthebestmethodofcontrollingpestsanddiseases
f. carryingoutsoilsamplingfordifferentfields
g.developingnewfarmingtoolsandequipment
h.testingandevaluatingtheperformanceofchemicals

problemsfacedbyresearchstations
i. lackofenoughqualifiedresearchscientists

ii. limitedfundingtoresearchstationsbygovernment
iii. varyingsoilandclimaticconditionsinthedifferentregionsofUganda
iv. poorremunerationtoresearchersforcingmanytoleaveresearch
v. lownumbersofresearchstationsforthewholecountry

vi. poorinfrastructureatresearchcentresmakingworkdifficult
vii. ignoranceamongstfarmersonuseofimprovedtechnology

viii. changingclimaticconditionsintheworld

FARM MANAGEMENT.

Farm records.-
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Farmingisbusinessandinvolvesmanyactivities.Thefarmermustkeepconciseandclear
recordssoasnottoforgetthemanythingsdone.

Importanceoffarm records.

1.Theyclearlyshow thesuccessofafarmerbyrevealingtheprofitandlossesmadeina
specifiedtime.

2.Theystipulatethephysicalperformanceofthedifferententerprisesonthefarm likepoultry,
piggery,dairy,e.t.c.

3.Recordshelpindecisionmakingregardsthefutureofthefarm enterprise.
4.Recordscanbeusedasareferencewhenafarmerwantsto getloansfrom financial

institutions
5.Theycanbeaguideincomparingdifferentfarm enterprisesandperformanceoffarmswithin

aregion.
6.Taxassessmentcanbedonebasingonfarm recordswhichleadstoaccurateassessment.
7.Withtheuseofrecords,thesharingofdividendsincooperativesismadeeasy.
8.Theyhelpafarmerindrawingupplansintermsoforganizingrotations,formulatingpolicies

andselectingfarm enterprises.
9.Recordscanbeusedinanimalbreedingespeciallypedigreeselectionwherethehistoryofthe

animals’relativesiscrucial.
10.Recordsareveryimportantinsolvingdisputesmoreespeciallyatthedeathofseniormember

ofthefamilyandanyotherorganization.
11.Tohavegoodinventoryoffarm propertythatcanreducethechancesofpropertyloss.
12.Properassessmentoflabouronthefarm canbedonebasingontherecordslikemasterroll.

CATEGORIESOFFARM RECORDS

Theseareoftwocategories;Productionrecordsandfarm accounts

Productionrecordsinclude;theseinclude;labour,cropproductionandanimalproductionrecords.
Animalproductionrecords;feeding,breeding,health,birth,deathandmilkproductionrecords

Farm accounts include;these include;financialdocuments,financialbooks and financial
statements.

Financialdocumentsareinvoices,receipts,deliverynotes,purchaseorderandstatements
i. Invoicethisisissuedtothefarmerwhenheordersforfarm inputsanditshowsthe

quantity,priceandcostofdeliveredgoods.
ii. Receipt;it’safinancialdocumentissuedbythesellertothebuyerasaproofthattheitems

boughthavebeenpaidfor.
iii. Deliverynote;itsispreparedbythesellertothebuyershowingtheitemsincludedinthe

orderandsuppliedtothebuyer.
iv. Purchaseorder;thisispreparedbythebuyertotheselleronthegoodshewantstoobtain
v. Statement;thisisabillshowingdetailsofvariousordersoveraperiodoftimeafter

receivingseveralsupplies
vi.

Financialbooksareinventoriesandcashbooks.
i. Inventory;thisiswhereafarmerrecordseverythingheownsonthefarm

ii. Cashbook;thisshowsthereceiptsandexpensesonthefarm overaspecifiedperiod

Financialstatements;Thesearebudgets,tradingaccount,profitandlossaccountandbalance
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sheet
Budget
Thisisafinancialstatementoutliningtheanticipatedfarm revenueandexpenditurefortheforth
comingfinancialperiod.
Typesofbudgets

i. Partialbudget-this is financialstatement outlining the anticipated revenue and
expenditureforanenterpriseorapartofthewholefarm inforthcomingfinancialperiod.

ii. Complete budget-this is financialstatementoutlining the anticipated revenue and
expenditureforthewholefarm intheforthcomingfinancialperiod.

Importanceoffarm budgeting

a.Enablethefarmertoachievethesetfarm objectives
b.Actsasaguideforthefarmerinexecutingfinancialdecision
c.Motivatesthefarmertoworkhardtoachievethesetgoalsforthebudget
d.Helpsafarmerinforecastingprofitsandlossesi.e.estimatingprofitabilityofthefarm
e.Usedindecisionmakingwhencomparingenterprises
f. Helpsafarmertocontrolproductiononthefarm
g.Helpsthefarmerinmakingeffectivechangesintheorganization
h.Helpsthefarmerinestimatingtherequiredresourcesintermsoflabor,capital,e.t.c.
i. Guidesandhelpsafarmerinsolicitingforfundstorunthefarm
j. Canbeusedasareferenceduringfutureplanning

Procedureofmakingabudget

a.State the objectives ofthe farming business so thatthe budgetcan answersuch
objectives

b.Listalltheenterprisesfoundonthefarm
c.Listalltheavailableresourcesthatcanbeusedinproduction
d.Listtheanticipatedprofitandtheirsource
e.Calculatethefixedcostsinthenexttradingyearorperiod
f. Workoutthecoststhatwouldoccurintheyear’sbusinessdirectlyasaresultofchanges
g.Calculatetheopportunitycostofanyinputsoastomaketherightdecision
h.Considerthedifferencebetweentotalcreditandtotaldebitasthechangeinthenet

income

Pointsconsideredinbudgeting
a)Leastcombinationofthefactorsusedonthefarm
b)Farmer’sexpectationsthroughtime
c)Opportunitycostforfactorsofproduction

Importantinformationinbudgeting

a.Resultsfrom researchstations-thesecanshowtheexpectedproductionofanenterprise
b.Dataoninput-outputrelationshipsi.e.productionfunction
c.Costofinputandoutputinformationsoastoforecastlossesandprofits
d.Farm recordsonoperationsofthefarm

Constraintsinbudgeting
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a)Failuretoseeoridentifysupplementaryorcomplementaryenterprises
b)Inadequateknowledgeaboutbudgeting
c)Inadequatetechnicalinformationneededinbudgeting
d)Biasinchoosingenterprisesinsteadofaimingatoptimizingprofits
e)Inadequatemarketinformationonpricesofinputsandoutputs
f) Pricefluctuationsinagriculturethatmakeanticipationstobeunachievable

Profitandlossaccount-thisisafinancialstatementdrawnbythefarmertofindoutthenetprofit
ofhisfarm business.Netprofit=grossprofit-fixedcosts.
Grossprofitisthedifferencebetweentotalrevenueandvariableexpensesi.eGrossProfit=Total
Revenue–Variableexpenses.

Example.Giventhefollowinginformation,drawupaprofitandaccounttofindtheNetprofitor
lossasat31stJuly2009
Fertilizerpurchase- 200,000

Heifersales 1,500,000

Milksales- 400,000.

Cropsales- 700,000

Seedpurchase- 180,000.

Depreciation 200,000

Closingvaluation- 1,800,000.

Salary 1,000,000

Openingvaluation- 750,000.

Rent 300,000

Feedpurchase- 150,000

Interestonloan 200,000

Casuallabour- 150,000
Drugpurchase- 10,000

Profitandlossaccountasat31stJuly2009

PurchasesandExpenses Cost SalesandReceipts Cost
Fertilizerpurchase

200,000
Heifersales

1,500,000
Seedpurchase

180,000
Cropsales

700,000
Feed

150,000
Milk

400,000
Drug

10,000
Eggs

350,000
Casuallabour

150,000
Closingvaluation

1,800,000
Openingvaluation

750,000
Salary 1,000,000

Depreciation
200,000

Rent
300,000

Interestonloan 200,000

TOTAL EXPENSES AND 3,140,000
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PURCHASES
Netprofit

1,610,000

TOTAL
4,750,000 4,750,000

Closingvaluation-thisisthevalueofassetsafarm hasattheendofafinancialperiode.g.feeds
instore.
Openingvaluation-.Thisisthevalueofassetsafarm hasatthebeginningofafinancialperiod
e.g.feedsinstore

BALANCESHEET

Thisisafinancialstatementproducedattheendofafinancialyearshowingtheassetsand
liabilitiesofafarm.AfarmerdrawsupabalancesheettofindouttheNetprofitorloss.
Example.Giventhefollowinginformationaboutkuluse’sfarm,drawabalancesheetfortheyear
of2004.
Cattlevalue 700,000.

Bankoverdraft 1,000,000 Valueoftractor 2,000,000

Valueofcrops 1,500,000 Depreciationofbuildings 700,000

Closingvaluation 2,500,000 Salary 3,000,000

Hotelbookings 800,000 Interestonloan 80,000

Milksales 1,000,000 Debtspayable 100,000.

Openingvaluation 2,020,00

Balancesheetforkuluse’sfarm asat31stDecember2004

Liabilities Cost Assets Cost
BankOverdraft

1,000,000
Cropvalue

1,500,000
Depreciation

700,000
Tractorvalue

2,000,000
Debtspayable

100,000
Cattlevalue

700,000
Interestonloan

80,000
MilkSales

1,000,000
Salary

3,000,000
Hotelbooking

800,000
Openingvaluation

2,020,000
Closingvaluation

2,500,000

Totalliabilities
6,900,000

NetCapital
1,600,000

TOTAL
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8,500,000 8,500,000

Assets;thisismoneyoritemsthatbelongtothebusiness
Typesofassets

a.Fixed/longterm/noncurrent/permanentassets;thesestayinthebusinessforalongtime
whilebeingusede.g.land,farm machinery,buildings,furniture,fixturesandfittings.

b.Current/shortterm/liquidassets;theseareassetsthatcanbeeasilyconvertedintocash
e.g.stock(meat,milk,eggs,cropproduce,feeds,e.t.c.),cashatbank,cashathand,
prepaidexpenses,e.t.c.

Liability;thisisaclaim againstthefarm byoutsiders
Typesofliabilities

a.Currentliabilities;theseareclaimsthatmustbepaidinashorttimenotexceedingayear
e.g.rent,wages,bankoverdraft,creditors,e.t.c.

b.Longterm liabilities;theseareclaimsthatmustbepaidwithinalongperiodoftime
exceedingayeare.g.capitalshares,developmentloan,treasurybillsandbonds.

COSTSOFPRODUCTION

1.Fixedcosts/overheadcosts/Unavoidablecosts.

Theseareexpensesthatafarmerhastomeetwhetherinproductionornot. Theyinclude;

Interestonloans,rent,depreciation,salariesforpermanentworkers.

2.Variablecosts/primecosts.

Theseareexpensesthatdependonthelevelofoutputorvarywithoutpute.g.costsforinputs

(pesticides,seeds),wagesforcasualworkersincreasewithoutput.

3.Implicitcost.Theseareexpensesthatareindirectornoncashcostsofownedresourcese.g.

ownlabour,familylabouretc.Theyarevaluedusingtheiropportunitycost.

N.B.Theyarenotincludedinthecalculationsofprofitsofthefarm ofaccounting.

4.Explicitcosts

Thesearedirectcostspaidforresourcesboughtorhired.

5.OpportunitycostThisisacostforthebestalternativeforegoneinmakingadecisione.g.ifa

farmerforegoespoultryfarmingandtakesondairythentheopportunitycostisthatonefor

poultry.

6.Totalvariablecost(TVC)

Thisisthetotalofthecostofallvariableresourcesusedinproduction(priceXquantity)

7.Totalfixedcost

Thisisthevalueofallthedirectcostoffixedresourcesusedinproduction.Itsconstantatall

levelsofoutput.

8.TotalcostsIt’sthesum ofallthefixedandvariablecostsateachlevelofoutputi.etotalcost

will=totalvariablecost+totalfixedcost.
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9.AveragevariablecostIt’stheamountspentonvariableinputsperunitofoutput.

I.e.AVC=TVC

Y(Output)

10.Averagefixedcost.It’sthecostofthefixedresourcesperunitofoutput.

AFC=TFC

Y(Output)

11.Averagetotalcost

It’sthetotalcostofallresources(Fixedandvariable)perunitofoutput

i.e.ATC=AVC+AFC

Y(Output)

12.Marginalcost

Thisisthechangeintotalcostresultingfrom achangeinoneunitofoutputi.e.it’sthecostof

producinganadditionalunitofoutput.

13.Marginalproduct.

Thisisoutputcreatedbyusingoneadditionalunitofafactorofproduction.

14.Normalcost;costofproductionconvertedintomonetarytermse.g.wageforworkers.As

productionincreases,costofproductionincrease.

15.Realcost;realpainandsacrificeoflabourgivenbylabourintheprocessofproduction.

16.Reducedcost;thisismoneysavedwhencarryingoutfarm activitiese.g.transportingmilkto

themarketandeggsonthesametrucksavetransportcostsforoneoftheproducts

17.Addedcost;theseareexpensesasaresultofinvestmentinafielde.g.constructionofafarm

buildingmayinvolveexpensesofclearingobstaclesfrom thesite

18.Addedreceipts;moneygotbyafarmerunexpectedly.

COSTOUTPUTRELATIONSHIPS

Productionfunction

Thisisamathematicalrelationshipbetweeninputandoutput

1. Totalproduct,TP

Thisreferstothetotaloutputresultingfrom allthefactorsofproduction(bothfixedandvariable)

2. AverageproductAP

Thisistheoutputperunitofvariablefactors.

Anexampleofr/sbetweenoutputandinputs.

Fixed factors

(land)

Quantity of

fertilizers

used(input)x

Total maize

TP output

(Kg)Y

Marginal

product(MP)

Average

product (AP)

y/x

1 1 8 8 8

1 2 18 10 9

1 3 30 12 10
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1 4 38 8 9.5

1 5 44 6 8.8

1 6 48 4 8

1 7 48 0 6.9

1 8 46 -2 5.7

1 9 42 -4 5.5

Stage1: Irrationalstage/increasingreturns

 Productionisnotyetmaximum

 Increaseinvariableinputincreasesoutput.

 Mostfarmers in Uganda operate atthis stage since theyhave little knowledge about

maximizationofprofitsorlackcapital.

 Thisrelationshipdoesn’tcontinueforlongbecausethesoilbecomesoversaturatedwith

fertilizerscausingharmfuleffects.

 Marginalproductincreasesmorethanaverageproduct

 Whenaverageproductismaximum,itsequaltomarginalproduct
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Stage2: Decreasingreturns/rationalstage

 Thetotalproductincreasesbutatadecreasingrate

 Marginalproductdecreasesuntilitreacheszeroattheendoftheregion.

 Afarmeroperatinginthisregionwithproperadvicefrom qualifiedstaffwouldbenefitmuch.

 Thistypeofproductionfunctionisthemostcommontypeinagricultureproduction.

 Averageproductdecreasesthroughouttheregion

 Decisiontoincreaseordecreasevariablefactorshouldcomeattheendofthestagewhere

marginalproductiszero

Stage3: Regionofnoreturns/irrational

 Itstartswhenmarginalproductiszero

 It’sanirrationalregionandthissituationcanariseasaresultofusingtoomuchfertilizersin

thiscase.

 Adviceisthatthefarmershouldnotoverusevariableinputsbutseekadvicefrom extension

staff.

Recommendationsaboutinputuse

 Moreimportsmustbeadded untilstage2 isreached becausethephysicalefficiency

measuredbyaverageproductsincreasesthroughoutstage1.

 Eveniftheinputsisfree,itshouldnotbeusedinstage3

Lawofdiminishingreturns:

Asyouaddmoreandmoresuccessiveunitsofavariablefactortoafixedfactorwhileholding

otherfactorsconstant(ceterisparibus),totalproductionincreasesbutbeyondacertainpoint

(pointofinflection/blisspoint)theresultingincreasewillbecomesmallerandsmaller.

RISKSANDUNCERTAINITIES

Ariskisanavoidableandunforeseeablecircumstanceorhazardthataffectstheoutcomeofan

investmentandcanbemeasuredinanempiricalandquantitativemanner.Sincetherisksare

measurable,theycanbeinsuredagainst.

Uncertainty,thisisunforeseeableandunavoidablecircumstancesorhazardthataffectsthe

outcomeofaninvestmentbutcannotbemeasuredinanempiricalandquantitativemanner

hencecannotbeinsuredagainst.

Examplesofrisks

1. Changeinweatherorbad weatherwhichcausesdestructionto crops,building and
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animals.

2. Pestanddiseases.

Thiscancauselossesinbothplantsandanimals.

3. Fireoutbreak

Thiscancausedestructiontopropertyandlife.

4. Theft

Thiscanbeoffarm produceandmachineryyetit’shardtopredictwhenitwillhappen.

5. Strikesofworkers.

Someofthestrikesareverydestructiveandleadtolossofpropertyandlifeattheextreme

cases.

6. Illhealth

Thefarmer,membersofhisfamily,alltheworkerscanfallsickwhichcangreatlyaffect

theproductionlevelofthefarm.

7. Lowcropyields.

Thismaybecausedbymanyfactorslikepoorsoils,naturalhazards,pestsanddiseases,

poormanagementetc.

8. Deathofthefarmer.Thisisunpredictableandmaybeasourceofmanagementproblems

onthefarm.

Guardingagainstrisks.

1. Insurance.

Thisisthemostcommonmethodofguardingagainstriskswherethefarmerinsureshis

propertywithaninsurancecompanyagainstrisks.Thecompanycancompensatetheloss

onceitoccursasprioragreed

2. Buildingowners’equity.

Thisiswhereafarmersavessomemoneythatcanbeusedincasethereisarisk(net

worth)

3. Inputrationing.

Hereafarmeruseslessthanoptimum quantitiesofinputstosaveontheamountspent

oninput.

Improvingstoragefacilitiesi.e.onecanleadproduceandsalelater

4. choosinganenterprisewithlessorlimitedriskshencehelpingafarmertoeasilyescape

risks.

5. Diversification.

Thisiswhereafarmerengagesinmorethanoneenterprisesothatincaseonefailsthe

othermaysucceedandcompensatethelossmade.

6. Productionflexibility

Thisiswhereafarmerinvestsinflexibleenterprisesthateasilyallowachangee.gkeeping
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duopurposebreedsofcattleandpoultry.

UNCERTAINTIES

Examples

1. Pricefluctuations

It’sverydifficulttoknowwhenthepriceswillfluctuateandthelosswhichwillcomeoutof

thisisextremelydifficulttocalculate.

2. Changeindemand.

Thedemandforagriculturalproductskeeponchangingyetthelossasaresultofthisis

difficulttomeasure.

3. Changeintechnology.

Becauseofrapidtechnologicalchanges,machineryandfarm techniquesquicklybecome

outdated.

4. Changeingovernmentpolicies.

Thegovernmentmayreducepricesofcommoditiesbycoveringtaxesandviseversa.

5. Bleachofcontract

Thiscanhappenanytimewithoutnoticeandmaycauseimmeasurablelossdependingon

thecommodities.

6. Unavailabilityoflabour.

Thismayhappen during planting and harvesting time yetthe lossesin causesit’s

immeasurable.Thischangeinlaboursupplyisduetoanumberoffactorsaffectingit.

7. Unavailabilityofagricultureinputs.

Thesupplyofsuchinputsisaffectedbyanumberoffactorsthereforetheirscarcityonce

experiencedcancauseuncertainty.

Controlofuncertainties

1.producingoncontract

2.buildingownersequity

3.diversification

4.Inputrationingtoguardagainstlossasaresultofpricefluctuation.

5.Flexibilityi.e.easilychangefrom onetypeofproductiontoanother

6.Improvingstoragefacilities.

7.Addingvalueofagricultureproductsthroughprocessing.

SPECIALIZATION

Thisiswhereoneengagesintheproductionofoneitem wherehecanfeaturebest.

Formsofspecialization

1.specializationbycraft
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Thisiswherefamiliesspecializeindifferentactivitieslikefarming,ironsmith,witchcraftetc.

2. Specializationbyprocess

Thisiswhereeverystageofproductioninafactoryoranindustryiscarriedoutbyadifferent

person.

3. Regionalspecialization

Thisiswhereeachregionproducesthebestitcanandthechangesitwithwhatitcan’tproduce.

4. InternationalSpecialization

Thisiswhereeachcountryproduceswhatitcandobestandexchangesitwithwhatisproduced

byothercountries.

Advantagesofspecialization

1. Itstimesaving

Thereisnowastageoftimeinmovingfrom jobtojobortrainingfordifferentjobs.

2.Highefficiencyinproductionsincetheworkersgainsalotofexperienceandskillsindoing

onetypeofwork.

3.Itenablesthefarmerstoexploittheirnaturaltalentsbyconcentratingontheworktheycando

best.

4.Itencouragestheuseofmachinesatvariousproductionlevelswhichincreasesproduction.

5.Regionalandinternationalspecializationenablescountriestoexploittheirnaturalresources

andgetwhattheycannotproduce.

6.Itencouragesfarmsto employspecialistsatdifferentstagesofproduction leading to

efficiency.

7.Itincreasesproductionwhichhelpsfarmerstogainfrom theeconomyscale.

Disadvantages

1. Largescaleproductionmaybelimitedbyalowmarketfortheproduce.

2. Itmayleadtounemploymentincaseofchangeintechnologyandfashion.

3. Itmayleadtooverdependenceincaseofinternationalspecialization

4. Itmayleadtoboredom torepetitionofthesamework.

5. Itencouragestheuseofspecializedmachineswhichcannotservemore-thanonepurpose.

6. Itencourageslossofcraftsmanshipsinceworkersdependonmachinestodothework.

DIVERSIFICATION

InAgriculture,diversificationistheraisingofthevarietyofcropsoranimalsasopposedtoone

enterprise.

Advantages

1.Resourcesareeffectivelyutilizedintheproductionprocess

2.Itreducesrisksthatareassociatedinproducingonetypeofcroporanimal.

3.Itincreasesavarietyofproductsproducedinacountry.



Revisededition
5/20/2018

Classnotes
DEPARTMENTOFAGRICULTURE

39

4.Itencouragestheparticipationofmanypeopleintheproductionprocesstoproducethe

differentgoods.

5.Itreducesoverdependenceonproductsfrom oneplaceorcountry.

Disadvantages

1.Thepracticeislimitedbyinadequatecapitaltoengageindifferententerprises.

2.Limitedmarketforavarietyofproductsmayaffectdiversification

3.Limitedfarm implementsmaydiscouragediversification

4.Itsverydifficulttocarryoutresearchonavarietyofcropsandanimalstoincreasetheir

production.

5.Climatemaynotfavourtheproductionofvariousproducts.

6.Itencouragessubsistencefarmingwhichislessprofitable.

CO-OPERATIVES

Thisisaregisteredorganizationofpeoplewhodecidetoworktogetherformutualeconomic

benefits.

Typesofco-operatives:

1.Transportco-operatives

Thesedealwiththetransportofproduceeitherforthemembersorforprofitfrom other

organizationse.g.UgandaCo-operativetransportunion.

2. Creditsavingsco-operatives.

Thesedealwithsavingsofmember’smoneyandprovisionofsmallloanse.g.UgandaWomen

Creditandtrustfund.

3. ConsumerCo-operative

Thesestockandsellcommoditiestomembersatsubsidizedpricesandcanalsogivefinancial

assistancetomembers.

4. Producerco-operatives.

Theseareconcernedwiththemarketingofthefarmer/membersproducee.g.theformerBusoga

grower’sco-operativeunion,Masakaco-operativeunion.

5. Tradeandcraftco-operatives.

Thesearemainlyconcernedwithbuildingandconstructionwork.

Principlesofco—operatives

Thesearethebasicguidelinesonwhichtheformationanddaytodayrunningofco-operativesis

based.

1.Openandvoluntarymembership.

Allpeoplearefreetojoinorleavetheco-operativewithouthindranceorrestrictionofanykind.

2.Democracy
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Co-operativesarerunondemocraticprinciplesevenwhenelectionsareheldfortheleadersi.e.

onemanonevote.

3.Interestandprofit.

Therateofreturnonborrowedcapitalshouldbelowsincetheorganizationisnotaprofitmaking

one.

4.Capitalshares

Thefinancialcapitalforco-operativesisraisedthroughthesellingofsharestothemembers.

5.Co-operation

Co-operativesmustworktogetherwithotherco-operativeorganizationsinordertolearnfrom

eachother.

6.Neutrality

Co-operativesmustbeneutralinpolitics,religionoranyotherbiasthatcanaffecttheiroperation.

7.Promotionofmembers

Allpromotionstoplacesofhighresponsibilitymustbebasedonmerit.

8.Education

Co-operativesmustpromoteeducationfortheirmembersinordertoreducetherateofilliteracy

andalsoincreasetheskillsneededinrunningoftheco-operative.

9.Continuousexpansion

Aco-operativemusthavecontinuousexpansionintermsofmembersandphysicalfacilitiesi.e.

buildingmachinery.

10.Shareofdividends

Thereisshareofdividendsaftercalculatinghow muchmembershavecontributedtothe co-

operatives.

Importanceofco-operatives

a.Canproveloanstomembersfordevelopment

b.Bringtogethermanyfarmerstoachievelargescalefarming

c.Promoteeducationandtrainingformembertoachievehighlevelsofmanagement

d.Providemarketforfarmersproducebybuyingcommoditiesfrom farmers

e.Storefarmersproducebeforesellingreducingriskstofarmers

f. Canprovideemploymenttomembersasaccountantandmanagers

g.Canprovidetransportforproducefrom farmstothemarket

h.Canprovideinputstofarmersatsubsidizedpricestoincreaseprofits

i. Someproducecanprocessproducetoaddvaluebeforeselling

j. Co-operativescanmobilizepricesforagriculturalproductsbybuyingproduceduring

periodsofabundantsupplyandsellingitattimesofscarcity.

k.Theycanincreaseinvestmentsforthemembersbybuyingbuildings,estates,factorieson
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behalfoftheco-operators.

l. Theyeliminatewastefulcompetitionandexploitationoffarmersbymiddlemenhence

increasingthefarmer’sprofitmargins.

m.Theyincreasethebargainingpowerofmembersinthemarketandprotecttheweakones.

Problemsofco-operatives

1.Inadequate skills ofmanagementamongstfarmers which makes them incompetentin

organizingco-operatives.

2.Inadequatefundstofinancetheworkforco-operativeswhichlimittheinvestmentsand

expansionoftheco-operatives.

3.Embezzlementandcorruptionbymanagershasreducedthegrowthofmost

co-perativesinUganda.

4.Inadequate transport;some co-operativesdo nothave trucksthatcan easilytransport

producetoplaceswherethereisenoughmarket.

5.Shortageofstoragefacilities;mostco-operativesinruralareasdonothaveenoughstores

withfacilitieslikefreezersthatcanhelpinstoringproduce.

6.Fluctuatingpricesforagricultureproduce;thefluctuationinpricesmoreespeciallyatthe

worldmarkethasaffectedtheincomeforco-operativeshencetheiroperationshindered.

7.Highrisksanduncertaintiesinagriculture;thesereducetheprofitmarginforcooperatives

whichgreatlydiscouragesthefarmers.

8.Politicalinterference;somepoliticiansingovernmenthaveinfluencedthedecisioninco-

operativeswhichgreatlyaffectstheirperformance.

9.PoliticalInstabilities;inplaceswherethereisinsurgencyit’sbeenverydifficultforco-

operativestooperate.

10.Dishonestyofmemberswhorefuseopaybacktheloansorsaletheirproducetootherco-

operatives.

11.Ahighcompetitionfrom privatesectorwhichhasaffectedtheamountsofprofitsthatcanbe

made.

Solutions

1.Morecentersfortrainingmanagersshouldbesetuptoequipmanagerswithskills.

2.Co-operativesshouldaccessloansfrom banksandotherlendinginstitutionsincaseoflackof

funds.

3.Constantauditingshouldbedonesothatthemanagersaremadetobemoreaccountableto

thelosesmadehencereduceembezzlement.

4.Selfdiscipline ofpoliticians should be encouraged to reduce politicalinterference in

cooperatives.
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5.Governmentshouldsupportco-operativesbyoperatingthepricestabilizationfundsincaseof

lowprices.

6.Membersborrowingmoneyfrom co-operativesshouldpresentsecurityinordertoreduce

defaulting.

7.Governmentshouldmaintainpoliticalstabilityinallpartsofthecountry

8.Agriculturalinsurancefacilityshouldbeadoptedtohelpcooperativesovercomerisks

9.Agroprocessingshouldbeencouragedinruralareasbysettingupfactoriestoaddvalueto

produce

10.Ruralroadnetworkshouldbeimprovedtomaketransportationofproduceeasy

MARKETINGBOARDS.

Thesearepublicbodiessetupbygovernmenttoassistfarmersintheproduction,processing

andmarketingofagricultureproducts.

Specificaimsofmarketingboards.

1.Tohelpfarmersinordertoproducehighqualityagricultureproducts.

2.Toprovideessentialstoragefacilitiesforagriculturalproducts

3.Toassistfarmersbyimprovingefficiencyinmarketingprocessestoreducecompetition

amongstthem.

4.Toensuresteadysupplyofagriculturalgoodstothefinalconsumersandprocessors.

5.Tosetandguaranteepricesforthegoodsproducedbyfarmers.

Typesofmarketingboards.

1.producemarketingboards

2.Specializedindustryboards.

3.advisoryboards

4.Monopolyexportboards.

ExamplesofmarketingboardsinUganda

1.Coffeemarketingboard

2.LintMarketingBoard

3.ProduceMarketingBoard

4.DiaryBoard

5.UgandaTeaGrowersco-operation

Functionsofmarketingboards.
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1.Theybuyproducefrom farmersinlargequantitiesatfairprices.

2.Theyadvicegovernmentwhenfixingpricesforagriculturalproduce

3.Theycollectagricultureproductsfrom farmersandtransportthem tothemarket.

4.Theyensurethatproducefrom farmersisofhighqualitytomeetthemarketstandards.

5.Marketingboardscanstoreagricultureproduceonbehalfofthefarmermoreespecially

duringperiodsofsurpluswhenpricesarelow.

6.theycanoffercredittofarmersinform ofloansandinputs

7.Marketing boards can finance research in the developmentofbestqualityagriculture

products.

8.Theycancontrolproductionbyfixingquartersorlimitationslicensestoproducers.

9.Theycansaleproducetolocalprocessorsorexportittotheworldmarket.

10.Marketingboardscanenforcequarantinemeasuresagainstpestanddiseaseswithina

particulararea.

11.Theycanalsodisseminateresearchinformationtothefarmersinvillages.

12.Marketingboardscanalsoinvestmoneyinpublicserviceslikehousingprojects,hospitalsetc.

Problemsofmarketingboards.

1.politicalinterference

Politiciansthrough governmentinterferewith activitiesofmarketing boardsbyinfluencing

managementandacquisitionoffinancialsupport.

2.Smuggling

Thisintroducescheapproductsonthemarketthereforereducingprofitsmarginsformarketing

boards.

3.Pricefixing

Marketingboardsfixpricesbeforeharvestingandsometimessurplusproductionmaycomewith

problemsofpurchase.

4.Inadequatestoragefacilitiesthatcancauselossestotheboardshencelowdevelopment.

5.Excessiveproduction

Productioninagriculturedependsonweatherhencefavourableconditionscauseoverproduction

leadingtolowmarketprices.

6.Delayedpaymentoffarmers

Thisdiscouragesfarmersfrom sellingtheirproducetomarketingboards.

7.Poorroad network in ruralareas makes transportation ofagriculture products more

expensiveanddifficultforthemarketingboards.

8.Loandefaulting

Somefarmersfailtopaybacktheloangiventothem bymarketingboardswhichaffectsthe

performanceofthemarketingboards.

9.competitionwithprivateindividualwhichmayreduceprofitsformarketingboards
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