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PREFACE

The Development Fund for Africa (DFA) has challenged A.I.D.
to take a hard look at the effectiveness and impact of its
development assistance programs in Africa and to make the
adjustments needed to improve upon the record of the past.

The Africa Bureau Office of Technical Resources (AFR/TR) has
been analyzing A.I.D.’s approach to the agricultural sector in
light of the DFA and the recent experiences of Sub-Sahairan
African countries. In particular, some A.I.D. missions in Sub-
Saharan Africa are either already supporting or planning to
support agricultural marketing reforms and private sector
development, especially agribusiness development.

Recognizing the importance of these efforts, AFR/TR has
developed a concept paper or STRATEGIC FRAMEWORK in order tc
share information gained from our experiences and to support
missions in their analysis of agricultural marketing systems.

The Strategic Framework includes an historical and
theoretical analysis of agricultural marketing in Sub-Saharan
Africa. Based on that analysis, this document identifies issues
missions may want to consider if they are involved in
agricultural marleting or agribusiness activities. While this
paper provides a strategic framework for thinking about the role
of private agribusinesses in marketing, AFR/TR will draft a
supplementary concept paper that will analyze in more detail
specific issues related to the development of agiibusiness.

We would like to thank the many A.I.D. missions that
provided comments on the draft Strategic Framework and express
appreciation to our colleagues in AFR/DP, AFR/MDI and USDA for
their suggestions during the AID/W review and approval process.

We trust that the Strategic Framework will provide ideas,
information and suggestions that will assist missions that are
initiating or involved in agricultural marketing activities. We
will continue to provide analytical assistance to missions in
Sub-Saharan Africa so that we can strengthen our efforts to
improve and measure the performanze of the agricultural sector.

Richard Cobb
Director
Office of Technical Resources

Bureau for Africa
Agency for International Development
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EXECUTIVE SUMMARY

Agriculture is the dominant sector in Sub~Saharan African
economies and a potential catalyst for generating broad-based,
sustainable economic growth. Achieving sustained increases in
agricultural productivity requires attention to technical,
environmental, and marketing issues,.

Despite its relatively poor performance to date, Sub-Saharan
Africa does have a comparative advantage in the production of
certain commodities and the potential exists for the production
of other high-value crops. While technical and environmental
problems must continue to be addressed, the greatest cause of the
poor performance of the agricultural sector has been the
inefficiency of the marketing systems. Improving agricultural
marketing systems can have a significant beneficial impact on
national and household incomes, foreign exchange earnings,
domestic consumption, and food security.

This Strategic Framework suggests methods to promote more
efficient and more competitive agricultural marketing svstems.
The Strategic Framework reflects the targets and objectives of
the Development Fund for Africa (DFA). Missions are encouraged
to take a balanced, broad approach to market development with the
purpose being to lower market costs, respond to market demands
and increase the value-added to what is produced in the
agricultural sector.

The Strategic Framework suggests that efforts to¢ promote
more efficient and competitive marketing syvstems include:

* Policy and regulatory reform, to provide incentives for
marketing activities and investments;

* Infrastructural and institutional rehabilit.ation,
maintenance and development, to enable mariketing
activities to take place and expand; v

¥
* Strengthening market participant capacity, to improve

technical, analytical and managerial skills required by
both the public and private sectors.

Agricultural marketing is defined as a process by which
inputs are delivered to farmers, output is collected from
farmers, and commodities are transformed before being delivered
to consumers. During the marketing process, value is added to
agricultural commodities, especially by enterprises which
transform produce. These enterprises, or agribusinesses, engage
in many marketing activities including transportation,; storage,
packaging and handling, pricing, promotion and distribution.
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Competitive agricultural marketing systems, involving private
agribusinesses, have the potential to increase employment,
productivity, and incomes in rural areas.

The Strategic Framework provides analysts with a conceptual
model and indicators for the stages of development which
characterize agricultural marketing systems. Missions are
encouraged to incorporate marketing and agribusiness analyses
within their agricultural sector assessments. The Strategic
Framework provides guidance on the issues which deserve
examination:

* To what extent is agricultural marketing a constraint
on broad-based, sustainable economic growth?

* At what stage of development are the various commodity
systems in the economy?

* What would te the most appropriate activities to
support in order to promote further development?

Given the wide range of agricultural commodities and
marketing svstems in Sub-Saharan Africa, Missions are encouraged
to focus their efforts on alleviating the most critical
constraints in the key commodity systems, while supporting the
capacity of private agribusinesses to expand the scope of their
activities.

Missions are also encouraged to strengthen their analytical
capacity to monitor and evaluate the impact of market change and
thereby strengthen their ability to help resolve new marketing
problems that may arise. The Strategic Framework also provides
illustrative indicators which may assist Missions in measuring
impact.

Marketing projects or programs can make a significant
contribution to A.I.D. Mission objectives in the agricultural
sector as well as the broad objectives of the country development
program. The selection and design of projects and programs to
promote agricultural marketing and agribusiness development
should be closely coordinated between the Missions, REDSO offices
and relevant Africa Bureau and other A.I.D. offices in
Washington, especially those offices which can provide analytical
and technical assistance to Missicns.

iv



I. INTRODUCTION

A. Agriculture, Agricultural Marketing and Economic Development

The agricultural sector is the most significant sector in
the economies of Sub-Saharan African nations. Its importance is
reflected in the agricultural sector’s share of Gross Domestic
Product, employment, and foreign exchange earnings. For Sub-
Saharan Africa, agriculture is the:

* Largest employer of labor, with a range of between 65 and 80
percent of the labor force working on farms or in jobs that
provide inputs for or utilize outputs from farms {(i.e.
agricultural services and agro-processing industries);

* Major source of income and contributes a large share of
Gross Domestic Product (GDP); (The value of on-farm
production is estimated by the World Bank to be 42% of GDP
in low-income countries and 27% in middle income countries.
Agriculture’s share of GDP increases to between 40 and 70
percent in most countries when agriculturally related
services and manufacturing are included.)

¥ Largest earner of foreign exchange, averaging over 50% for
low and middle income countries (excluding Nigeria);

¥ Greatest source of food needed to meet domestic demand; and,

¥ Most important source of raw materials for the industrial
(agro-processing) sector.

Moreover, rural families are potentially the largest
domestic market for food, textiles and manufactured products made
by processing agricultural commodities.

Given the critical role of agriculture in Sub-Saharan Africa
and the important linkages between the agricultural and
industrial sectors, economic growth can best be generated and
sustained by improving the performance of the agricultural
sector. Indeed, development specialists have long looked towards
the agricultural sector to provide the surplus {(output, labor and
capital) necessary for investments in social overhead and
industry.



As shown in Figure 1 (The Agriculture and Natural Resource
Sector Objective Tree) on the following page, improving
agricultural sector performance means increasing productivity.
Sustainable increases in productivity can best be achieved by:

* Greater utilization of high-yielding technologies;
* Improved management of the natural resource environment;
* More efficient marketing of agricultural commodities.

A.I1.D. and the other bilateral and multilateral donors have
devoted significant amounts of resources to support African
government efforts in developing the agricultural sector.
Hitherto, those efforts have tended to focus on increasing the
production (supplyv) of agricultural commodities in two ways:

First, agricultural development specialists have worked with
farmers to try to improve production on the farm. This has
involved both efforts to improve existing systems of production
(increased efficiency), and efforts to introduce better methods
of production (increased effectiveness).

Second, agricultural development specialists have supported
research efforts to develop better inputs (e.g. seeds) and
technologies, and they have supported extension efforts to
promulgate improved agricultural production technologies.

Unfortunately, significant production results have not vyet
been widely achieved nor sustained. New technologies have not
been widely disseminated and demonstrated effectively to farmers,
nor have improvements in existing production methods led to
sustainable growth in agricultural productivity.

Indeed, during the past three decades, Sub-Saharan Africa is
the only area of the world in which there has been negative per
capita growth in agricultural production in real terms. This
lack of growth in the agricultural sector has adversely affected
total economic growth.

While technical issues and environmental problems have
inhibited agricultural growth, the inefficiency of agricultural
marketing systems has been a critical constraint to sustained
increases in agricultural productivity and overall economic
growth in Sub-Saharan Africa.
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For example, there is a complementary and mutually- -
reinforcing link between efficient marketing systems and
sustainable increases in production:

* Efficient marketing systems are necessary to ensure the -
timely delivery of adequate and appropriate technology
to producers (e.g. fertilizer, pesticides, equipment ' n
and tools).

* Efficient marketing systems are necessary to ensure the v _
timely purchase of the surplus generated by the new -

technology, at a price that enables producers to make a
profit after paying for the improved technology.

African agricultural marketing systems have not worked
efficiently for several reasons:

First, government policies and regulations have often
discriminated against the private sector and discouraged
competition. Private entrepreneurs have been legally prohibited
from engaging in many marketing activities in most African
countries. The policy and regulatory environment has also been
unpredictable, with frequent changes. As a result, the policy
and regulatory environment in many Sub-Saharan African countries
has not provided sufficient incentives to encourage higher
productivity and greater efficiency.

Second, African governments, with donor assistance or
acquiescence, have made unsound investments in new projects while
neglecting the maintenance and rehabilitation of the
infrastructure and supporting services required for efficient

agricultural marketing activities. Moreover, even in countries
in which private entrepreneurs have been allowed to participate v
in a range of marketing activities, they have been reluctant to =

invest in market infrastructure (such as institutions or
supporting services) because of the adverse investment climate.

Third, in many countries, both public entities and private
agribusinesses lack sufficient knowledge and skills either to
improve efficiency and productivity or to expand their activities
as new opportunities emerge. For example, many Sub-Saharan
states do not have the national capability (particularly in the
public sector) to identify and analyze constraints and to design
strategies to address them. In addition, many countries do not
have the capacity (particularly in the private sector) to
identify new technologies or new market niches for what they
produce or could produce.

Therefore, to improve the efficiency of agricultural _
marketing systems will require changes in the policy and
regulat@ry environment, a stronger and broader infrastructural
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base with reliable services, and more knowledgeable and better
trained marketing agents, both in the public and private sectors.

Improving the efficiency of agricultural marketing systems
will ensure that sufficient incentives reach individual producers
and agribusinesses to increase productivity. Improving the
efficiency of marketing systems will also ensure that farmers and
agribusinesses have the means to sustain increases in
productivity.

B. Agricultural Marketing and Agribusiness Defined

Traditionally, many analysts have associated the marketing
of agricultural commodities with the movement of produce away
from the farmgate. However, agricultural marketing involves much
more than this.

This 3Strategic Framework takes a broad approach to
agricultural marketing by defining it as a process by which
inputs are delivered to farmers, output is collected from farmers
and commodities are transformed before being delivered to
consumers. During the marketing process, value is added to
agricultural commodities, especially by enterprises which
transform produce. Enterprises which add value during the
marketing process are defined as agribusinesses.

Agribusinesses engage in many marketing activities,
including transportation, storage, pricing, promotion and
distribution. Competitive agricultural marketing systems and
agribusinesses have the potential to increase productivity,
incomes and employment in rural areas.

Among the key functions that an efficient agricultural
marketing system performs are the following:

* The marketing system transmits information to the producer
about the demand for specific crops, and methods to produce
those crops utilizing the most appropriate technology given
the indigenous resource base;

* The marketing system delivers the mix of inputs required by
farmers so that commodities can be produced, and collects
and pays for that output in a2 timely manner;

* The marketing system is the conduit through which
agricultural products move from the farmgate to the
consumer, during which they are transformed and value is
added to them by agribusinesses;

* The marketing system transmits information to consumers in
order that they may maximize their wel’ -being;

5
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* The market system transmits information to agribusinesses in
order that they may adjust activities to maximize returns;
and,

* The marketing system compensates producers and marketing
agents with incentives, especially higher incomes, and
opportunities to use that income to buy goods and services
which can raise living standards.

Indeed, one of the most important functions of an efficient
marketing system is to offer incentives to individuals and
agribusinesses to increase productivity. This is best
accomplished by ensuring fair and timely payment to individuals
and firms for their products.

i Putting cash in the hands of farmers is one of the best
methods to ensure sustainable gains in productivity. But raising
farmers’ incomes will only be effective if there are goods and
services which they can buy with that cash and thereby increase
their well-being. In this way, marketing, both of agricultural
and non-agricultural goods and services, is the link between
agricultural development and improvements in rural standards of
living.

Agricultural marketing is demand driven. Efficient
marketing systems transmit the information to producers that
specific commodities are in demand in certain markets. Every
commodity is produced to meet a demand. During the marketing
process, commodities are also transformed so that they will reach
consumers in the form in which they are in demand.

Hence, analyzing agricultural development from the marketing
perspective involves examining issues related to the demand for
commodities rather than issues related to the supply (production)
of commodities. It assumes that if the demand exists for a
commodity, a competitive marketing system will offer incentives
which will mobilize the individuals, firms and factors of
production necessary to meet that demand.

Therefore, the Strategic Framework assumes that the
distinction between "cash crops" and "subsistence crops" is
artificial and inappropriate. All commodities are produced to
meet a particular demand, whether the demand be from local (i.e.
domestic) markets, regional (i.e. across national borders within
Africa) markets, or international markets {(e.g. Europej.

All farmers participate in agricultural marketing
activities. The important distinction to make is to_what extent
are farmers involved in market-oriented production and for which
markets are they producing. Based on those analyses,
inte:rventions can be designed that will improve specific

6




marketing activities, including such seemingly simple activities
as on-farm storage of coarse grains or the grinding. milling and
packaging of cereals for domestic markets.

During the marketing process, value is added to agricultural
commodities. Agricultural commodities increase in value when
they are moved over space (e.g. from a surplus area to a deficit
area), when they are held over time (e.g. storage to ensure
commodities are available as demanded), and when they are
transformed (e.g. processing and packaging).

Enterprises which engage in transportation, storage or
transformation increase the value of agricultural produce during
the marketing process. These enterprises are often referred to
as agribusinesses, although agribusinesses may engage in on-farm
production activities as well.

The size and scope of agribusinesses vary from small or
medium-sized enterprises (e.g. a women’s cooperative involved in
the grinding and milling of coarse grains) to large, vertically
integrated enterprises which manage the production, transport,
processing and sale of agricultural products all the way from the
farmgate to the consumer. Agribusinesses contribute to increased
productivity in agriculture, and they add value to what has been
produced. Agribusinesses have the potential to increase
employment, incomes and foreign exchange earnings and savings for
Sub-Saharan African economies.

While agribusinesses are one of the major participants in
the marketing process, other individuals and entities also engage
in agricultural marketing activities. Market participants
include policy makers, market administrators, parastatal firms,
individual private traders, commodity brokers, and farmers.
Market participants are all individuals and entities that have a
direct or indirect (supporting) role to play in the agricultural
marketing process.
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II. THE STRATEGIC FRAMEWORK: ELEMENTS & CONCEPTS

The Agency for International Development (A.I.D.) has been
supporting agricultural development in Africa for almost thirty
years. Traditionally,-A.I.D.’s agricultural sector activities
have been oriented towards increasing agricultural production by
working directly with farmers or by helping to improve national
research and extension systems. With the exception of A.I.D.’s
assistance in the creation of Sahelian grain marketing boards in
the late 1960s and 1970s, little assistance was directed towards
improving the marketing of commodities produced by African
farmers. Moreover, what support A.I.D. gave to marketing usually
went to the public sector, not the private sector.

The approach suggested here for promoting agricultural
marketing and agribusiness development in Sub-Saharan Africa is
based on improving the three basic elements in the marketing
system, and it is driven by four underlving concept:. This
approach, which emphasizes the importance of competition as the
optimal method to improve market efficiency, is in agreement with
the priorities established under the Development Fund for Africa
(DFA).

A. The Purpose of The Strategic Framework

The goal of the Strategic Framework is to assist the Africa
Bureau and its field Missions to improve the quality of their
activities in support of agricultural marketing and agribusiness
development.

The purpose of the Strategic Framework is to offer guidance
to the Africa Bureau and its Missions in order to improve the:

¥ Analvses of agricultural marketing systems and how they
work;

¥ Design of activities to promote more efficient agricultural
marketing systems with a greater role for private
agribusiness;

* Implementation of agricultural marketing or agribusiness
development projects or programs; and,

* Monitoring and evaluation of market development programs and
projects.

The method of offering guidance is to provide historical and

theoretical examples of the problems experienced in Sub-Saharan
African agricultural marketing systems. Based on the lessons

8




learned from both market failures and market successes, the
Strategic Framework offers recommendations for consideration and

implementation.

No single document can answer all the questions about how
best to design and implement an effective agricultural marketing
program. Nevertheless, this document, especially in the
Technical Analysis (Annex A), attempts to identify and analyze
the key problems affecting the efficiency of Sub-Saharan African
agricultural marketing systems and suggest methods to resolve
them.

Missions are encouraged to utilize the Strategic Framework
during their analyses of the agricultural marketing systems in
respective Sub-Saharan African countries. Missions are
encouraged to conduct analyses similar to those described in this
document and Annex A, and to develop their agricultural marketing
and agribusiness strategies, programs and projects based on those
analyses.

B. The Strategic Framework and the DFA

The importance of promoting agricultural marketing and
agribusiness development is recognized within the A.I.D.
Development Fund for Africa (DFA) Action Plan {(May 1989).

The goal of the DFA is to encourage economic growth that is
broad-based, market-oriented and sustainable. The emphasis on
market-oriented growth in the DFA is indicative of the importance
of competitive markets and market prices as the most effective
mechanism for allocating scarce resources, improving efficiency
and increasing productivity. Indeed, this Strategic Framework
shares some of the strategic objectives and targets of the DFA:

* Reduced government involvement in the production and
marketing of goods and services (Target 1-2);

* Improved equity and efficiency in providing key public
services, particularly regarding infrastructure, such as
transportation (Target 1-3);

* Liberalized commodity and factor markets (Targets 2-1 and 2-
2);

* Expanded skills and productivity on the job (Target 3-3);
and,

¥ Providing food and income to the poor and increasing
production and utilization of agricultural commodities
(Targets 4-3 and 4-4).




C. Strategic Framework Elements

The strategic objective of promoting agricultural marketing
and agribusiness development is to improve the performance of the
agricultural sector in Sub-Saharan Africa, specifically by
contributing to sustainable increases in agricultural
productivity. Improving market performance involves increasing
the efficiency and lowering the costs of market activities.

To increase the efficiency and lower the costs of
agricultural marketing in Sub-Saharan Africa, the Strategic
Framework suggests that the three basic elements of the marketing
system must be improved and strengthened. (See Figure 2, The
Agricultural Marketing Objective Tree, on the following page.)

The three basic elements of the marketing system are:
* The macroeconomic and sectoral policies and regulations that

affecti marketing activities and help determine the
incentives available to market participanis;

* The infrastructure (including institutions and supporting
services) that is necessary for marketing activities to take
place and expand; and

* The market participants themselves, especially agribusiness,
that engage in marketing activities.

In order to improve market efficiency, all three elements of
the marketing system must be performing well. The purpose of
supporting improvements in each element of the agricultural
marketing syvstem is to ensure that:

* The macroeconomic and sectoral policy and regulatory
environment provide appropriate incentives to producers and
entrepreneurs to increase productivity;

* The infrastructure, especially supporting institutions and
services, is adequate to handle efficiently all agricultural
marketing activities, from transport, to assembly and
storage of commodities, and from transformation to ultimate
sale to consumers; and,

¥ The participants have the capacity (knowledge, skills, and
resources) to: identify and analyze marketing problems and
oprortunities; design and implement measure to solve
problems; and take advantage of opportunities to increase
productivity and engage successfully in new marketing
activities.

10
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Annex A (Technical Analysis), Section III, examines these
three basic elements and describes their complementary role in
improving the efficiency of agricultural marketing systems in
Sub~-Saharan Africa.

D. Strategic Framework Concepts

-

The Strategic Framework is based on four key concepts:
stages of market system development, competitive marketing,
comparative advantage, and value added.

* Stages of Market Development

The Strategic Framework suggests that agricultural marketing
systems go through five stages of evolutionary development.
These stages are described thoroughly in Annex A (Technical
Analysis), Section IV. B., pages 51-58. A table listing the
features and driving forces of each stage of market development
is included as Annex B.

Based on an analysis that indicates at which stage in its
development an agricultural marketing system is, the Strategic
Framework recommends certain actions that may be the most
appropriate interventions to help improve the efficiency of the
marketing system and promote its development from one stage to
the next.

¥ Competitive Markets

Empirical studies of agricultural marketing systems
illustrate that, with few exceptions, the most efficient markets
are those with a high degree of competition. Without
competition, there are few incentives for market participants to
improve their efficiency and increase their effectiveness.

Therefore, the Strategic Framework recommends that if
Missions wish to work with the public and private sectors in
Africa to improve market efficiencies, their agricultural
marketing strategy should support a high degree of private sector
participation in marketing activities, especially by
agribusiness.

¥ Comparative Advantage

Sub-Saharan Africa has a comparative advantage in the
production and marketing of many commodities. Moreover, the
potential exists for the production and marketing of additional
commodities which may yield significant economic benefits.

Therefore, the Strategic Framework recommends that Missions
contemplating involvement in agricultural marketing and

12
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agribusiness development, build upon the existing comparative
advantage which Sub-Saharan Africa enjoys and explore potential

marketing opportunities.
* Value Added

One of the most important functions which an agricultural
marketing system performs is to add value to agricultural
commodities. The value of agricultural produce is enhanced when
entrepreneurs transform the commodity over space, time or form.

Therefore, to increase the contribution which marketing can
make to agricultural sectoral growth and strengthen the links
between the farm and the industrial sector, the Strategic
Framework recommends that Missions support agribusiness
development. ‘

13 -



III. THE STRATEGIC FRAMEWORK: APPLICATIONS

A.I.D. has the pctential to play a critical role in
promoting agricultural marketing and agribusiness development in
Sub-Saharan Africa. Based on its traditional commitment to free
market economies and private enterprise, A.I.D. has the
experience and capability to perform several important functions
in support of African public (i.e. government) and private sector
(i.e. agribusiness) efforts to improve agricultural marketing
systems. Four of the most important functions which A.I.D. can
perform are:

* Conduct analyses;
* .Support policy and regulatory reform;
* Provide technical assistance to both the public and

private sector in order to increase analytical and
managerial capacity over the short-term; and,

* Provide training to both the public and private sector
in order to increase analytical and managerial capacity
over the medium to long-term.

The Africa Bureau approach to agricultural marketing and
agribusiness development attempts to build on the comparative
strengths of A.I1.D. as well as on the comparative advantage of
the Sub-Saharan African countries with which A.I.D. works. (For
more on the comparative strengths which A.I.D. has in supporting

agricultural marketing and agribusiness development see Annex A
(Technical Analysis), Section IV. C, pages 58-65.)

The Africa Bureau recommends that the following guidelines
be followed by field Missions that are considering support for
indigenous efforts to improve the efficiency of agricultural
marketing systems in Sub-Saharan Africa. Moreover, these
guidelines may also prove useful to Missions that are already
engaged in a process of supporting marketing reform and
agribusiness development but may be unsure of what to do next.

Initially, the Mission should conduct a macroeconomic
analysis that indicates:

* To what extent constraints in the agricultural sector are
impeding general economic development in the country;

* What opportunities are available to promote sustainable
economic growth through an emphasis on agricultural sector
activities; and,

14



* What aspects of the political economy are relevant. For
example: the political environment within the country
(including the degree of democratization and the degree of
commitment to genuine reform within the government); the
unique historical experience of the country in terms of its
political, economic and social development; and, the
particular socio-cultural environment of the country,
especially the depth of its human resource base, are all
important variables affecting the pace and direction of
development.

A macroeconomic and politically oriented analysis of these
issues lays a firm foundation for subsequent sectoral analyses.
Guidelines for using the Strategic Framework to design a program
of assistance follow.

A. Agricultural Sector Analysis

Not every Mission may decide to become involved in the
agricultural sector. But, once an A.I.D. Mission determines that
opportunities exist to promote sustainable economic growth
through assistance to the agricultural sector, and decides to
pursue such activities, a thorough analysis of the agricultural
sector should be conducted.

The agricultural sector assessment should identify and rank
the problems affecting agricultural development. Specifically,
the assessment should indicate what constraints are inhibiting
the achievement of sustainable increases in agricultural
productivity or relevant strategic objectives that have been
identified by the Mission in its Program Logtrame or Country
Program Strategy Plan (CPSP). (A Generic Scope of Wwork for
conducting an agricultural sector analysis is available upon
request from AFR/TR/ANR/PA.)

The agricultural sector assessment will involve identifying
and ranking constraints which limit sustainable increases in
productivity in the areas of:

* Natural Resources,

* Agricultural Technology, and

* Agricultural Marketing & Agribusiness.

The analysis should be conducted with as much participation
as possible from host country officials, other donors, private

businesses, and other public and private institutions and
individuals that are involved in the agricultural sector.

15



Based on the agricultural sector assessment, the Mission
should be able to rank the primary and secondary constraints and
opportunities for agricultural sector growth. Then, the Mission
should be able to determine which areas lie within its manageable
interests and which ones should receive priority attention. 1In
making this decision, the Mission will have to consider where it
can have the greatest developmental impact given its scarce
resources, its own management capabilities, and other factors,
including A.I.D.'s comparative strengths, the host country’s own
development priorities and objectives, and other donor activities
in the sector.

In making this important decision, the Mission should give
careful consideration to the following broad questions:

* What are the necessary and sufficient conditions for
achieving sustainable increases in agricultural
productivity?

* What are the host country government, other bilateral and
multilateral donors, the PVO and NGO community, and the
private sector doing or planning to do to help create the
conditions for sustaining increases in agricultural
productivity? What remains to be done?

¥ Vhich activities can A.I.D. support or initiate to help
create the necessary and sufficient conditions to achieve
sustainable increases in agricultural productivity?

* What is the appropriate balance for the Mission agricultural
sector program to take in terms of support for: natural
resource management, agricultural research, and agricultural
marketing?

* What is the optimal sequence of events for the Mission to
follow in implementing its agricultural sector program?

The answers to these questions will vary among Sub-Saharan
African countries and their respective A.I.D. Missions. While
inefficient agricultural marketing systems and weak
agribusinesses may not be the most critical constraint to
sustainable increases in agricultural productivity in every
country, a review of Africa’s recent performance suggests that
improvements in agricultural marketing efficiency can make a
significant contribution to overall agricultural sector led
growth.

More efficient marketing systems, involving a greater role
for well managed agribusinesses, can have a positive impact on
the utilization of improved technology by farmers and businesses
and can contribute to improved natural resource management.
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B. Agricultural Marketing & Agribusiness Analysis

When an A.I.D. Mission decides that the most critical
constraint to agricultural development is the inefficiency of the
agricultural marketing system, the Mission should conduct a
thorough analysis of the various commodity marketing systems
which comprise the country’s agricultural marketing system.

This analysis involves: (1) measuring the relative level of
efficiency in the commodity marketing systems; and (2) assessing
at what the stage in its development the commodity marketing
system is.

1. Measuring Marketing Performance

At any given point in time in the development of marketing
systems, efficiency analysis is the best measure of market

performance given a specific level of technology and specific

type of infrastructure.

There are three different measures of the efficiency of
markets in utilizing scarce resources 1to meet the demand for
goods and services. These are:

* Allocative or Price Efficiency: This refers to how
resources are allocated among competing uses or users. It
denotes the optimum allocation of scarce resources between
end users, in order to produce that combination of goods and
services which best satisfies national demand.

* Operational or Technical Efficiency: This refers to the
efficiency of a firm or industry within a given
technological or infrastructure frontier. This category of
efficiency may be further sub-divided to consider productive
efficiency which refers to the production of a given product
at the lowest possible cost, and distributive efficiency
which refers to the costs (e.g. transportation, storage,
handling and advertising) incurred by enterprises in
distributing the output from suppliers to consumers.

* Economic Efficiency: This measure refers to the combined
influence of allocative and operational efficiencies holding
institutions, infrastructure, technology, human capital and
management constant.

Implicit in the analysis of efficiency is the assumption
that, over the short to medium term, ac market systems become
more competitive and more efficient, marketing costs will
decline, resulting in a net gain for both producers and
consumers. That is, opening marketing systems up to more
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competition provides the incentive for individual agribusinesses
to operate more efficiently, which should lower marketing costs.

Thus, in a less developed marketing system, relatively high
marketing costs may be attributable to the existence of a
monopoly or oligopely (e.g. state-owned marketing boards) or the
indirect costs created by the poor state of the infrastructure
(e.g. bad roads raise vehicle maintenance costs). These costs
are attributable to marketing inefficiency.

As a marketing system evolves, there will likely be a
greater degree of specialization among producers and especially
among marketing agents, such as agribusinesses involved in
transport, trade, processing, packaging and distribution.
Increased specialization should lead to greater efficiency and
lower costs for each marketing activity.

While efficiency is the appropriate measure of market
performance at a Ziven time, markets are dynamic. As markets
evolve, there are changes in market institutions, infrastructure,
technology, labor requirements, and management.

This dynamic quality of market performance may best be
measured by analyzing the real costs of marketing functions or
activities over time, in order to verify that market investments
(such a2s in infrastructure, training, technology, etc.) or policy
and regulatory changes are contributing to lower marketing costs.

In addition, by analyzing the cost of a marketing function
or activity and by comparing those costs with the value-added by
+hat marketing activity, one may understand better the
distribution of benefits that result from increased
specialization and increased efficiency in the marketing system.

‘ Measuring the efficiency of a marketing system may reveal

that there is a high degree of inefficiency because the marketing
system is at a relative low stage of market development (e.g.
rudimentary technology, inadequate infrastructure, low level of
skills and capital, etc.). The following section provides
guidance for analysts who are trying to determine at which stage
in the process of development an agricultural marketing system
may be.

2. The Stages of Market Development

Agricultural marketing is a dynamic process and agricultural
marketing systems are constantly changing in response to both
exogenous and indigenous factors. Empirical studies of
agricultural marketing systems illustrate that markets evolve
over time. During their evolution, marketing systems pass
through several distinct stages of market development.
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The Strategic Framework suggests a model of the various
stages of development through which commodity systems pass. This
model has been developed as an analytical tool, to provide
reference points and indicators which can assist marketing
analysts to describe the constraints and opportunities in a
agricultural marketing. system.

The model which is laid out in the Tables contained in Annex
B, "Stages of Agricultural Marketing Development," suggests that
agricultural marketing systems pass through five stages of
evolutionary development.

Marketing systems tend to evolve from a relatively isolated,
undercapitalized stage in which there are few goods and services
circulating, to a relatively more interdependent, capitalized
stage in which there are a wide variety of goods and services
circulating. Each of the five stages are described in Annex A
(Technicsl Analysis), Section IV. B, pages 51-58.

Once a marketing analyst has placed a commodity marketing
system within the framework of the five stages of market
development, certain interventions may be appropriate to move the
marketing system forward to the next stage of development. These
interventions are also described in Annex A (Technical Analysis),
Section IV, C, pages 59-61.

Attempts to classify agricultural marketing syvstems and
place them along a continuum of evolution will only be successful
to the extent that analysts recognize that there may be
differences in the degree of development both by commodity and by
geography within a given country.

In other words, the stages of market development should not
be applied to the whole agricultural marketing system of a
country, but only to the various commodity marketing systems
within each country. For example, in some Sub-Saharan African
countries, domestic coarse grain marketing systems are poorly
developed in relation to the marketing systems for more
traditional export crops, such as tea, coffee or cotton. 1In
addition, some regions of countries are better served by
marketing infrastructure (e.g. roads) and services than other
regions of the country.

Recent experience in Africa and other parts of the world
illustrates that for sustained market development to occur, the
first two basic elements (policies and regulations, and
infrastructure and services) must be sound and functioning well
in order for the appropriate incentives to reach the other
element (the market participants) and thereby encourage and
reward full participation in marketing activities.
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For example, the extent to which statist and monopolistic
policies and regulations have inhibited market growth and
agribusiness development is illustrated in Annex A (Technical
Analysis), Section II A, pages 30-36.

Issues related to the importance of market infrastructure,
such as who should build it, maintain it and rehabilitate it, and
the importance of iafrastructural or supporting services are also
analyzed in Annex A (Technical Analysis), Section III. B, pages
37-41.

Issues related to the performance of market participants are
also analyzed in Annex A (Technical Analysis), Section II. D and
E, pages 13-20 and 23-29 respectively; and Section I1I. C, pages
41-46.

Based on the historical performance of both the public and
private sectors in Sub-Saharan African marketing systems, the
Strategic Framework suggests that A.I.D. support activities that
will increase the capacity of the private sector to engage in
more marketing activities. Agribusinesses, whether small firms
comprised of one family or larger firms engaged in sophisticated
marketing activities (e.g. processing) must have the appropriate
skills and resources to take advantage of market opportunities to
increase productivity.

Based on a survey of many studies about marketing systems in
Sub-Saharan Africa, Annex A (Technical Analysis) suggests that
most agricultural marketing systems in Sub-Saharan Africa are
mired in Stage One or Stage Two of their development. As a
result, a strategy to promote agricultural marketing and
agribusiness development in most Sub-Saharan countries will
differ significantly from a marketing strategy for Asia or Latin
America, where most marketing systems are at stage three or four
of their development.

For example, based ocn the Technical Analysis, the Strategic
Framework recommends that Missions consider supporting activities
that will strengthen the capacity of the market participants,
especially agribusinesses, to respond to market opportunities
that will emerge as policy, regulatory and infrastructural
constraints are removed.

During the analysis of the commodity marketing systems and
how they work, analysts should also keep in mind the contribution
(both real and »otential) of any given commodity to economic
growth. The analysis should describe and rank by priority the
contribution of individual market systems within the national
economy.

For example, every country has innumerable marketing
channels for both agricultural inputs and outputs. Because it is
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impossible to address all market constraints simultaneously,
Missions should focus their efforts on those commodity marketing
systems which contribute, or have the potential to contribute,
the most to sectoral and macroeconomic growth.

Once the analysis'is complete, the various commedity
marketing systems should be described according to:

* The stage of market development,

* The crops for which the nation has a comparative
advantage in terms of production,

*¥* The degree and extent of competition, and

* The extent to which value is added during the
agricultural marketing process.

Based on these analyses, the Mission should be able to
determine what activities are necessary and appropriate to
improve the efficiency and lower the costs for agricultural
marketing and to promote agribusiness development. The Mission
will have also determined what the host country government, the
various donors, and the indigenous private sector are doing or
can do to address marketing constraints. The Mission’'s choice of
which interventions are necessary and appropriate will determine
the type of activity that the Mission will undertake, i.e. a
project or non-project activity.

C. Designing an Agricultural Marketing Program or Project

Once the marketing analysis has been completed, the Mission
should consider where it will focus its support. Given A.I.D.’s
scarce resources, it is important that they be focused where they
can have maximum impact in promoting agricultural marketing and
agribusiness development. This section offers guidance on
choosing a commodity system to support and addressing
agribusiness capabilities.

1. Selecting a Commodity Marketing System

Because of the differences in organization, technology, and
related factors, there may be a need to emphasize different types
of interventions to improve the efficiency of the various
commodity marketing systems in a given country.

Within a given country, the effectiveness of the marketing
elements (policies and regulations, infrastructure and
institutions, and the participants’ capacities) may vary, making
different types of interventions more or less appropriate.
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For example, the marketing constraints for cereals and
horticultural produce are often very different. Policies and
regulations may be the greatest impediments to efficient cereals
marketing (especially for regional markets) in Sub-Saharan
Africa, while infrastructural and institutional problems (such as
the lack of cold storage capacity, air cargo capacity, attractive
rpackaging material or adequate quality control) may adversely
affect horticultural marketing, especially for export.

Given such differences between commodity systems, a broad
goal of increasing overall efficiency in the agricultural
marketing system may not provide the level of specificity needed
to design and implement an effective program or project which
will contribute to the achievement of the sectoral objectives.

Selecting the commodity system that is likely to have the
greatest impact on broad economic growth requires attention to
the demand side of the market equation. That is, for which
commodity is there the greatest demand, either internally or
externally? How is this demand translated into commodity prices
and value added by processing? To identify the commodity system
of greatest economic impact also involves assessing the relative
magnitude of existing market distortions across commodities and
estimating the expected impact of distortion elimination.

For example, in the case of exports the Mission, the host
government and private agribusinesses should consider whether
emphasis should be placed on exporting a raw product or whether
emphasis should be given to adding value to that commodity,
through transformation and processing, before exporting it.

In addition, the Mission may wish to concentrate its initial
efforts within the commodity marketing system which contributes
the most to domestic GDP (in terms of employment, income, etc.),
or one which offers the greatest potential to do so.

For program or project design, the commodity system analysis
should focus on:

* Market structure (number and kind of market
participants);

* Market conduct (the behavior of market participants);
and,

* Market performance (the degree of efficiency of the
market participants, such as individual firms).

The analysis could use rapid appraisal techniques. The
baseline data generated during the design process would be,
implicitly, the benchmarks and indicators against which increases
in efficiency and reduction in costs could be measured.
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The baseline data should indicate what the underlying causes
of marketing inefficiency are both at the individual participant
level (e.g. private agribusinesses, government regulators, market
administrators, private transport firms, etc.) and at the larger
systemic level (e.g. policies, regulations, institutions,
infrastructure, services, etc.).

2. Agribusiness Development

While there are a variety of activities that A.I.D. Missions
may wish to support, one activity which all Missions should
include in their agricultural marketing programs is training.
Recent historical experience illustrates that many private sector
firms, where they exist, lack the skills, knowledge, resources
and managerial capacity to participate vigorously in marketing
activities. In addition, the public sector lacks the analytical
and managerial skills needed to support and promote improvements
in tae efficiency of marketing systems.

Any approach to solving the problems of agricultural
marketing in Sub-Saharan Africa should be flexible and balanced
in order to anticipate and respond to changes in the marketing
syvstem as it evolves. However, underlying this flexible and
balanced approach, there will be a continuing need for training
as commodity systems pass from one stage of market development to

the next.

A.I.D. has a comparative advantage in supporting capacity
building for Africans in agricultural marketing skills because of
the strong technical, analytical and management programs offered
by private U.S. agribusinesses and U.S. colleges and
universities. By drawing on these training programs, A.I.D. can
make a significant contribution to strengthening the public eand
private sector capacity, both at an institutional and irdividual
level, to sustain agricultural marketing development.

The Strategic Framework suggests that public sector training
focus on improving:

* Analytical skills which will support the ability of
public institutions to conduct analyses, diagnose
problems, and identify marketing opportunities in
support of policy and regulatory reform;

* Technical skills related to quality control and
investment promotion; and

* Financial skills related to auditing and accounting for
budgetary and regulatory purposes.
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During program or project design, analysts should consider

what the best methods may be to increase the ability and capacity

of the private sector, especially agribusinesses, to perform
marketing activities efficiently. Options include:

X Providing direct support to agribusiness firms through

training and technical assistance;

* Supporting changes in the policy and regulatory
environment; or

* Supporting trade and professional association
development.

In designing training programs for African agribusinesses,
Missions should analyze the technical, managerial and
entrepreneurial strengths and weaknesses of the firms under
consideration. Based on this analysis, private sector training
will likely emphasize the develrpment and strengthening of the
following skills:

* Technical skills for a variety of agricultural
marketing activities (e.g. transport, storage,
assembly, processing, etc.);

* Management skills for indigenous entrepreneurs;
* Financial skills for domestic agribusinesses;
* Organizational and networking skills to increase the

private sector’s capacity to articulate its interests
within the country and to gather information about
marketing opportunities in regional (Sub-Saharan
Africa) and international trade; and,

* Business skills related to product labeling, market-
niche penetration, product advertising and the like.

The recent experience of both host country governments and
donor agencies in Sub-Saharan Africa indicates that improving
agribusiness capability is essential to successful market
development programs. Without increasing the capacity of
indigenous agribusinesses to expand or improve their marketing
activities, efforts to liberalize the policy and regulatory
environment and to strengthen the marketing infrastructure will
not automatically yield improved marketing efficiency and
effectiveness. Hence, Missions may find it prudent to invest
some resources early in the agricultural marketing development
process to ensure that the private sector has the capability to
respond to opportunities (incentives) as they emerge.
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The Development Fund for Africa (DFA) gives Missions the
flexibility to develop initiatives which address the critical
marketing constraints. Missions can use DFA resources to support
improvements to the marketing system through:

* A program mode of assistance (which usually involves
support for policy and regulatory reform or
institutional change), or

* A project mode of assistance (which usually involves
technical assistance, commodities and training for both
the public and private sector), or

* A combination of the program and the project modes of
assistance.

Moreover, each Mission is encouraged to experiment with
innovative approaches to promote agricultural marketing growth
and agribusiness development.

One innovative approach might inveolve combining other types
of assistance, such as PL 480 Title I/III, Title II (Section 206)
or Food for Progress programs, with existing modes of assistance,
to achieve the desired results. Similarly, Commodity Import
Programs (CIPs) may provide the best opportunity to involve the
private sector immediately in commodity trade, especially for
those commodities which had been legally monopolized by
parastatal firms before trade liberalization programs began.

During the program or project desi7n, an effort should be
made to identify who the winners and lusers will be, especially
if the activity involves changes in the existing marketing system
and the role of the market participants.

The social soundness_analysis should also examine gender
issues, economies of scale, alternative employment opportunities,
and other important issues relevant to the various social groups
that participate in the marketing process. Gender issues deserve
special consideration in marketing analysis because of the
influential role which women play in most domestic marketing
systems, especially for food crops (such as grain, horticultural
produce, fish, poultry and other important commodities).

The social soundness analysis should identify who the
winners and losers will be as a result of changes in the
marketing system. Once the winners and losers are identified,
the program or project should strive, where possible, to reduce
the adverse impact which the changes may have on specific social
groups. Particular attention needs to be given to the special
needs of economically and socially disadvantaged groups, such as
market women, who may not have the resources or skills to cope
with a sudden change in their role in the marketing system.

25



During the program or project design phase, the A.I.D.
Mission should try to ensure that it is not creating the
conditions for a public monopoly merely to be replaced by a
private monopoly. The underlying concept of competition in
marketing activities should be an objective towards which
agricultural marketing. programs and projects strive. This is
especially important in the Sub-Saharan African context because
of the socio-political climate and ethnic issues which have
caused African governments to discriminate against the private
sector in the past. (Regarding public misconceptions of the
private sector role in the economy, see Annex A (Technical
Analysis), Section II. B, page 9, and Section II. D pages 16-
20.) .

D. Implementation, Monitoring & Evaluation

1. Guidelines to Implementation

Agricultural marketing and agribusiness development
activities will need technically competent analysts to be
responsible for program or project management.

By definition, marketing is a dvnamic process and not a
static activity. Therefore, during implementation, program or
project managers are encouraged to monitor and evaluate
continually both the immediate and the medium-term impact of the
A.I.D. funded marketing or agribusiness activity on both the
marketing sub-sector objectives and goal, and on the broader
sectoral objectives and goal.

The implementation of marketing and agribusiness development
programs and projects will probably take place over several years
because the development of efficient and effective marketing
systems with healthy agribusinesses is a long-term process.

Therefore, it is important that marketing and agribusiness
programs or projects retain some flexibility so that they can
respond to the changing market conditions much as the market
participants themselves respond to the changes in opportunities
in marketing activities.

For example, changes in the policies and regulations related
to marketing, and reforms in the administration of markets, will
not be achieved quickly nor easily. Hiaking a change in one or
more policies may point to the need for adjustment in other areas
that were not anticipated during project or program design. In
addition, institutional, infrastructural or service development
will require a long-term commitment and an ability to respond to
the changing market conditions and market opportunities.
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Finally, the market participants themselves will have
different needs for support as they develop their own abilities
to respond to market opportunities. For example, as marketing
systems improve, farmers should have more opportunities to
diversify and minimize risks. By minimizing risk, farmers may be
encouraged to use more agricultural inputs and new technologies.

Mor<over, as markets reveal the true value of commodities
and their inputs (including the market value of land, labor and
capital), the cost of the factors of production for various
commodities should vary. This should encourage production and
marketing which is based on the comparative advantage which
tropical Africa has or may have for specific commodities. The
result should be a modification in the crop mixes as well as the
land and labor utilization patterns.

Therefore, the management of an agricuitural marketing or
agribusinéss development program or project may require a |
combination of skills. Program or project management might best
be accomplished utilizing a team-oriented approach so that all
the requisite skills are mobilized. Program or project
management teams should be comprised of individuals with the
following set of technical skills:

* Knowledge of macroeconomic and microeconomic analysis;
* Knowledge of agricultural production technology; and,
* Knowledge of marketing concepts and private businesses,

including the behavior of marketing firms.

The dynamics of agricultural marketing require that the
management team be able to examine and analyze marketing and
agribusiness development issues at several levels, including:

* Inputs and outputs;
* Achievement of project or program purpose;
* Achievement of the sectoral strategic objective.

The Strategic Framework model of the stages of agricultural
market development (see Annex B) provides several indicators
which may assist the Mission in measuring purpose, goal and
people level impact, during program or project implementation.

2. Guidelines to Monitoring & Evaluation

Agricultural marketing is a dynamic process. Therefore, the
monitoring and evaluation (M & E) system should be flexible and
well integrated. The M & E system should track marketing project
or program impact, contribute to the analysis of the impact and
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identify future interventions that will contribute to the process
of market growth and agribusiness development.

Removing one marketing constraint may improve the efficiency
of one part of the marketing system, but other problems will
continue to emerge as the marketing system evolves. Hence A.I.D.
should be engaged in an iterative and flexible process of
identifying constraints, prescribing actions to overcome themn,
monitoring and evaluating the subsequent adjustments, and making
new recommendations for additional interventions based upon the
lessons learned.

Successful implementation of a marketing activity requires
the establishment of sound baseline data and a monitoring and
evaluation system which generates timely data on a regular and
periodic basis.

Missions that are already actively engaged in supporting
agricultural development, and have a sound M & E plan, may want
to integrate their marketing and agribusiness M & E plan into the
agricultural sector M & E plan, Integrating M & E plans
contributes to a more robust M & E system.

The marketing and agribusiness M & E plan can provide the
A.I.D. Mission and host country with the data necessary to
analyze what kinds of investments or other activities are needed
to continue increasing the efficiency of the agricultural
marketing system. At the sectoral level, analyses can contribute
to decisions about what activities will best promote sustaineble
increases in agricultural productivity.

Both public and private sector market participants should be
involved in the M & E plan. The information generated should be
available to all market participants, including government policy
makers, marketing administrators, and private firms.

The illustrative indicators, or benchmarks of performance,
listed below are presented in terms of their relation to the DFA
targets. The indicators are relevant at the goal and purpose
level. The specific inputs and outputs for marketing and
agribusiness programs or projects will vary according to the
constraints that are being addressed and the opportunities that
are being created, and how the Mission determines to structure
its marketing and agribusiness activity.

The indicators and benchmarks are illustrative; the specific
indicators that a Mission will choose as its key indicators will
vary and they will not always include all of the following.
Indeed, experience to date indicates that it is difficult to
achieve strong results in all of the categories indicated below.
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- 3. Tllustrative Indicators

(A) Agricultural Sector Strategic Objective: increased
- agricultural productivity on a sustainable basis.

Benchmarks of Performance:

Value of agricultural production per land unit;

Value of agricultural production per labor unit;
Value of agricultural production per capital unit;
Value added per unit of capital in agribusiness; and,
Value added per unit of labor in agribusiness.

H ¥ H X

(B) Measures of the Linkage between the Marketing and
Agribusiness Objective and the Agricultural Sector
Strategic Objective.

Benchmarks of Performance:

Reduction in per unit marketing costs;
Increase in per unit producer prices;
Decrease in per unit consumer prices; and,
Increase in agribusiness profit share.

* ¥ *

(C) Marketing and Agribusiness Objective: more efficient
marketing.

Benchmarks of Performance:

* Prevalence of markets which have competition;

¥ Price differences across space which reflect transfer
costs (transport, handling, loss s and transaction
costs) plus a normal return for performing the spatial
arbitrage function;

* Price differences over time which reflect real storacge
costs (depreciation, interest and losses) plus a normal
return for the temporal arkitrage function;

*¥ Price differences of unprocessed and processed
agricultural commodities which reflect the real
processing costs (depreciation of plant and equipment,
variable operating costs, labor costs) and a normal
return for performing the transformation function;

* Investments based upon comparative advantage and
greatest expected return; and,

*¥* Increased earnings at the firm level.
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A TECHNICAL ANALYSIS OF AGRICULTURAL MARKETING
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I. INTRODUCTION

A. The Role of Agricultural Marketing and Agribusiness in

Economic Development

Agriculture is the dominant sector of most Sub-Saharan

African economies. The agricultural sector is the:

* Largest employer of labor (with 65 to 80 percent of the
labor force in most countries engaged in farming or off-
farm employment utilizing agricultural materials);

‘* Major source of income and provides the greatest portion of
Gross Domestic Product (GDP) (between 40 and 70 percent for

most ‘countries);

* Largest earner of foreign exchange (ranging from 40 to 90
percent, excluding Nigeria);

* Greatest source of food needed to meet domestic demand; and,

* Most important source of raw materials for the industrial
{agro-processing) sector.

Moreover, rural families are potentially the largest
domestic market for products made by processing agricultural
commodities.

Given the critical role of agriculture in Sub-Saharan Africa
and the important linkages between the agricultural and
industrial sectors, sustainable economic growth can best be
achieved by improving the performance of the agricultural sector.
Indeed, development specialists have long looked towards the
agricultural sector to provide the surplus (savings and capital)
necessary for investments in social overhead and industry.

Improving the performance of the agricultural sector
involves increasing productivity. Sustainable increases in
productivity can best be achieved by:

* greater adoption of high-yielding technologies;

* improved management of natural resources; and,

* more efficient marketing of agricultural commodities.

Efficient agricultural marketing systems and agribusinesses
play a key role in promoting sustainable economic growth and

contributing towards food security. Agricultural marketing
1




systems deliver food to urban consumers, add value to what is
produced, and export commodities so that the nation can earn the
foreign exchange needed to import what it cannot produce.

Given the trend towards urbanization in Africa, an
increasing number of households will continue to depend on the
market as their sole source of food. (While only about 27
percent of Sub-Saharan Africa’s population was urban in 1988, the
urban growth rate of 6.9 percent per annum is the highest in the
world.) Therefore, improved agricultural marketing and
commercialization of food production are of critical importance
in ensuring food security.

B. Agricultural Marketing and Agribusiness Defined

Traditionally, many analysts have only associated marketing
of agricultural commodities with the movement of produce away
from the farmgate. However, agricultural marketing involves many
more activities than this.

Agricultural marketing is a process by which inputs are
delivered to farmers, output is collected from farmers and
commodities are transformed before being delivered to consumers.

Agricultural input marketing involves the buving and
selling, transportation and storage of items such as seeds,
fertilizers, agricultural instruments and equipment, pesticides
and herbicides, draft animals and appropriate technologies.

Agricultural output marketing involves the buying and
selling, and transportation, storage, grading and sorting,
transformation, packaging, promotion and distribution of what 1is
produced on farms.

However, this does not imply that marketing is purely an
extractive process. On the contrary, one of the most important
functions of an effective agricultural marketing system is to put
cash in the hands of farmers. The best way to do this is to
ensure that produce is collected and paid for on time.

Efficient marketing involves offering incentives to farmers
to increase production. Paying high producer prices is one
incentive which can encourage production for the market. But
raising farmers’ incomes will only be effective if there are
goods and services which they can buy with that cash and thereby
improve their well being. In this way marketing becomes the link
between agricultural development and improvements in rural
standards of living.

Indeed, agricultural marketing is a demand-driven process.
In response to consumer demand for specifin produce, farmers
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demand the seeds and technology to produce those commodities, and
agribusinesses deliver the inputs, collect the output, and
transform the produce to meet consumer (market) demand.

Some products tend to be in demand in local (i.e. village)
markets; others tend to be in demand in both local and regional
markets; and still other products are in demand in many markets:
local, regional, national and international. Nevertheless, all
commodities are produced by farmers to meet a specific demand.

Empirical evidence strongly indicates that virtually every
farmer in Africa, no matter what he or she grows, sells some of
that output in the market in order to buy the goods that are not

produced on the farm.

Therefore, all farmers participate in agricultural

marketing. There is no significant, inherent difference between
those farmers who tend to produce "cash crops" (i.e. crops for

the export market), and those farmers who are involved in
"subsistence agriculture." The important distinction is to what
degree are farmers involved in market-oriented production and for
which markets are they producing? Once the answers to these key
questions are known, then an effective strategy for increasing
farmer'’s participation in marketing can ke developed.

An agricultural marketing svstem links the various functions

performed by the participants in the marketing process over time
and space and enables the participants to coordinate production,
distribution and consumption activities.

Among the participants involved in agricultural marketing
are: farmers (producers), private traders, cooperatives,
parastatal marketing boards, private businesses (domestic and
international), private and public institutions, regulatory
bodies and government agencies.

During the marketing process, value is added to agricultural
commodities, especially by enterprises which transform
agricultural produce.

Enterprises which transform agricultural produce are often
referred to as agribusinesses, although agribusinesses engage in
other marketing activities as well.

By definition, a firm which is engaged in one or more of the
activities involved in agricultural marketing is an agribusiness.
While some agribusinesses, especially vertically integrated
firms, engage in production, production is not one of the
functions under consideration.

For example, agribusinesses engage in the supply (transport
and sale) of inputs to producers; the purchasing, assembly and
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storage of farmers' produce; as well as the processing,
packaging, promotion and distribution of finished products to
retailers or consumers. Agribusinesses are also involved in
research and extension work, and other development activities.

The size and scope of agribusiness vary from small or
medium~sized enterprises (for example, a women’'s cooperative
involved in the grinding and milling of coarse grains) to large,
vertically integrated enterprises which manage the production,
processing and sale of agricultural products from the farmgate to
the consumer.

Often markets are linked through the transformation of a
product during the marketing process. Therefore, it may be
useful to analyze the various commodity systems which comprise
the whole agricultural marketing system. Various commodities
have different marketing requirements and it is important to note
these as well. '

This technical annex does not analyze methods to improve the
production of the goods and services which are exchanged in
agricultural markets. Production is necessary for marketing to
take place, but one of the key assumptions of market analy¥sis is
that if sufficient demand for a good or a service exists, there
will be an adequate supply response. (This also assumes that
there is appropriate technology to produce the good or service
and that production takes place with minimum disturbance of the
natural resource environment.)

Indeed, when there is no supply response to the demand for
an agricultural good or service, it is often because the
marketing system is not functioning efficiently. For example, a
marketing system may not be transmitting the demand information
and so producers cannot respond. Market imperfections are caused
by many factors. This technical annex describes these
constraints and suggests methods to alleviate them,

C. Approaches to Agricultural Marketing

Given the important contribution which efficient
agricultural marketing and agribusiness make to sustainable
increases in agricultural productivity and economic growth,
several models have been developed to assist development planners
improve market efficiencies. These models involve five basic
approaches.

* Marketing Policy Approach:

Focus on the policy and regulatory constraints in marketing.
This involves analyzing the effect of agricultural price policy,
exchange rate policy, and macroeconomic variables (i.e.
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government budget, money supply, inflation) on marketing
incentives and performance, and the effect of trade policy on

agricultural imports ana exports.

* Functional Approach:

Focus on the performance of marketing functions and methods
to improve efficiency, lower costs and increase productivity.
This involves analyzing handling, sorting and grading, transport,
storage, processing, and selling at the wholesale and retail

level.
* Institutional Approach:

Focus on fundamental issues associated with contract
enforceability, property rights, and broad institutional and
political issues (such as stability and uncertainty). This
involves analyzing the advantages and disadvantages of
alternative institutional arrangements, including the appropriate
role for the public and private sector.

¥ Commodity Svstems Approach:

Focus on a particular commodity and methods to improve the
marketing syvstem for that commodity. This involves analyzing the
system’'s organization, its marketing costs and world commodity
prices. This approach can also be extended to include an :
analysis of the marketing system in terms of its structure
(competitive, monopsonistic, oligopolistic, etc.), its conduct
(the behavior of the marketing participants), and its performance
(efficient use of resources). ,

i

* Agribusiness Approach:

’

Focus on the coordinating role which agribusiness can play
in the production, transformation (processing), and distribution
of agricultural commodities. As applied to developing countries,
this involves the development and refinement of integrated
commodity systems which produce and add value to commodities
which are usually destined for higher income urban and foreign
markets.

Recently, two additional approaches have been advocated by
developmental strategists working in Sub-Saharan Africa. These
approaches combine aspects of the previous models but have their
own unique objectives:

¥ Food Security Approach:

Focus resources on the research and development of key
staple food crops (especially coarse grains), the complementarity
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of food and cash crop commodity systems, and specialization and
the trade options for achieving food security.

* Market Town Development Approach:

Focus investments (such as infrastructure, local government
services, improved revenue generation, and small or medium-sized
agribusiness activities) in emerging secondary cities which have
the potential to decentralize marketing functions while
strengthening rural-urban linkages.

Each one of these approaches begins from different
assumptions about the process of economic growth and which
investments should take priority in promoting growth.

This annex does not attempt to address the academic issue of
which approach is the best one to take in Sub-Saharan Africa.
Instead, this document attempts to integrate elements of these
approaches into an effective, flexible strategy. Flexibility is
necessary because economic growth is a dynamic process. Any
attempt to impose a rigid, dogmatic approach on a dyvnamic process
will only result in partial success at best or even failure to
promote growth.

D. The Africa Bureau Approach

An analysis of the historical development of agricultural
marketing in Sub-~Saharan Africa indicates that a broader
perspective of agricultural marketing is needed than that taken
by those who define agricultural marketing as simply commerce in
agricultural products.

The technical analysis which follows indicates that there
are three basic elements in a marketing system:

¥ the macroeconomic and sectoral policies and regulations
that affect marketiqé activities;
/
¥ the infrastructure (including institutions and
services) necessary for marketing activities to take
place; and,

* the participants that engage in marketing activities,
especially agribusinesses.

The relative strength of each element is indicative of the
relative development of an agricultural marketing system. Hence,
analysts are encouraged to examine and consider the degree of
competitiveness of the system, and how macroeconomic, financial
and legal factors (market structure) affect marketing incentives.
This approach also involves analyzing the behavior (market
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conduct) of the various participants in the marketing process,

especially the public and private sectors, in order to determine
their relative efficiency. Finally, this approach involves
analyzing the performance of the marketing system in terms of its
efficiency in promoting sustainable increases in productivity and
econcmic growth.

The analysis which follows examines the past performance of
public and private sector marketing participants and suggests
what may be the most appropriate roles for both to take.
Therefore, the focus is on methods to improve the efficiency of
the marketing system by improving the performance of all
participants engaged in marketing activities.

The analysis indicates that, in most cases, it is more
important to ensure that a function be performed efficiently and
cost-effectively than to attempt to ensure that a certain entity
or individual perform it. That is, it is important for the
decisions regarding who performs what fiunctions to be determined
by the market itself (i.e. the forces of supply and demand)
rather than by other forces.

Obviously, political and social considerations have affected
and will continue to affect marketing decisions, especially in
the area of policy. Nevertheless, policy-makers should try to
minimize the variables which distort the free interplay of
competitive market forces in order to promote the growth of
efficient marketing systems.



II. RECENT AFRICAN HISTORICAL EXPERIENCE

A. Natural Resources and the Environment

The natural resource base and climate are the most important
determinants of aggregate agricultural production and, as such,
they have an indirect affect on the volume of produce marketed.
The resource base, and how farmers use technology to adapt to its
constraints, determines what is the most feasible mix of crop and
livestock enterprises and sets technical limits on the production
and marketing potential.

Sub-Saharan Africa has a thin resources base and a less than
ideal agricultural environment. The greatest environmental
factor in Africa is the weather, especially the temporal and
spatial distribution of precipitation. Rainfall throughout
Africa is highly seasonal and the arrival of the wet and dry
seasons fluctuates greatly.

Fluctuations in the timing and amounts of rainfall have a
significant impact on total production levels and, ultimately, on
marketing because dryland agriculture is the dominant mode of
crop and livestock production in Sub-Saharan Africa. The year-
to~year vagaries in production and marketing levels caused by
fluctuations in weather contribute to market instability.
Recognizing the importance of natural resource management and
appropriate technology for farming under such circumstances, the
Africa Bureau has developed two plans for A.I.D. activities in
these respective areas.

Geography also inhibits the ability of many Sub-Saharan
African nations to increase agricultural marketing. Many
countries are land-locked or have populations living far from
seaside ports and there are few natural waterways on which
relatively inexpensive shipping could be done. Instead, farmers
and consumers must rely on the few, relatively high cost methods
of transport available, such as railroads and roads.

B. The Political Environment

There are two underlying political reasons for the failure
of most African governments to develop effective agricultural
marketing strategies:

¥ First, since independence the ethnically diverse Sub-
Saharan African states have given priority to building
national purpose and forging a national identity.




* Second, these governments have been characterized by fragile
legitimacy, weak representative institutions and almost non-
existent bureaucratic traditions.

Virtually all Sub-Saharan African nations have very
arbitrary borders which were only defined by the colonial powers
less than 100 years ago. Within these states are a multitude of
cultural and linguistic groups. The ethnic diversity of Sub-
Saharan Africa nations sharply contrasts with the relative ethnic
homogeneity of other developing countries, such as those in Latin
America or South Asia.

This cultural and linguistic diversity contributes to
tensions within the political economy. For example, the
relatively influential position held by Asian and Lebanese
communities in commerce in East and West Africa, respectively,
gives an additional political dimension to any policy decisions
which government makes to promote private enterprise. 1In order
to deal with these tensions, governments have tried to create
institutions which will build national unity.

One of the methods governments have chosen to build national
economic unity is to rely on public sector firms to engage in
economic activity that cut across ethnic boundaries. However,
while state-owned enterprises {(SOEs) may achieve the political
purpose of bringing together diverse linguistic and cultural
groups to work for a common purpose, SOEs generally have not
increased the efficiency of those economic activities in which
they are engaged. This is because the political purposes to
which SOEs are put often undermine the basic market principles of
allowing the forces of supply and demand to determine the most
efficient allocation of resources.

The legitimacy of the initial rulers of Africa’s independent
states was based on their leadership in the struggle against the
colonial rulers. With the passage of time, that fragile basis
for legitimacy has been called into question by successive
military coups and counter-coups.

While most newly independent states were established with
several political parties represented in democratically-elected
legislatures, almost all Sub-Saharan African nations have become
one-party states. Moreover, very few countries have had free and
open, multi-party elections since 1970. As a result, during the
past three decades, these governments have become less
representative of the various social, ethnic and economic groups
within their borders. Special interest groups, largely residing
in the capital cities, have tended to dominate the political and
economic agenda which these governments have pursued.

At independence most states did not have very well developed
indigenous bureaucratic traditions. The bureaucracies which
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Africans inherited from their colonial rulers were weak.

National administrations lacked indigenous, technically competent
bureaucrats. Even after more Africans improved their analytical,
financial and managerial skills, these bureaucrats had iittle
ability to influence major policy decisions.

Many state administrations lack a system of rewards for
capable technicians. Instead, these systems are characterized by
patronage and political favoritism which have mitigated against
the creation of meritocracies. Moreover, there are few
institutional channels open to small-scale farmers and private
entrepreneurs through which they can make their needs known to
policy makers and technicians who are capable of solving their
problems.

As a result, the ruling elite are often not accountable to
any constituency except themselves for their political and
economic decisions. And the process by which policy decisions
are made, infrastructure aud institutions are created, and
economic transactions are regulated, is highly susceptible to
influence by the few interest groups represented at the center of
political power.

C. Africa's Economic Crisis

Since the mid-1980s, most Sub-Saharan African countries have
faced a severe economic crisis that has not yet abated. Among
the exogenous factors which have contributed to the crisis are:

poor weather in the late 1970s and early 1980s;
rising world oil prices;

falling international prices for primary products;
escalating real interest rates in international
financial markets; and,

* a net decline in total donor assistance.

* M ¥ K

However, the underlying causes of the crisis have been
endogenous, including:

* unsound government policies;

* a dramatic increase in the public sector and its role
in the economy;

* a rise in the amount of borrowing to finance investment
activities; and,

¥ unsound government investments.

The economic crisis has been characterized by perennial
balance of payments deficits, periodic shortages of foreign
exchange, chronic government budget deficits and a rise in
external and domestic debt.

10
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Sub-Saharan Africa’'s most serious macroeconomic problem is
its enormous external debt burden. Sub-Saharan Africa’s external
debt in 1988 was about $71 billion, of which $51 billion is owed
to official sources, including the IMF.

While these debts. (excluding Nigeria and Cote d'Ivoire) are
no threat to the international financial system, because of the:=-
relatively small size and the small exposure of commercial bar: :,
they are a more severe burden to African nations than the debt of
middle-income countries is to their economies.

Debt service payments for Sub-Saharan Africa are $4 billion
per annum, with $2 billion going to official sources. The
debt/export ratio is 415, the debt/GNP ratio is 99, and the debt
service ratio is 29.

This means that Sub-Saharan African countries will need to
increase export earnings in order to meet their debt service
obligations and still pay for the imports needed to sustain
growth. With agricultural exports comprising 40 percent of total
exports in Sub-Saharan Africa, growth in agricultural marketing
can help alleviate the debt crisis.

However, the agricultural sector is also in crisis. Sub-
Saharan Africa is the only area in the world in which
agricultural production per capita declined between 1965 and
1985.

Since 1970, agricultural production has grown at an average
annual rate of 1.5 percent, but with population growth averaging
3.0 percent per annum, the result has been a net decline in
output. This has adversely affected domestic food availability
and export earnings.

According to a World Bank study, the primary cause of low
foreign exchange earnings and the rising trade deficit is the
decline in the aggregate volume of agricultural exports, not a
fall in world commodity prices.

World market prices for Sub-Saharan Africa’s primary
products have fallen since 1980, but only by half as much as the
world average for agricultural commodities. Prices of major
African exports, such as tea and cocoa, have stayed relatively
high while cereal prices have tumbled at a much faster rate.

Many countries import rather than export cereals (such as rice in
the Sahel and wheat in East Africa), but the modest positive
impact the price declines could have had on trade balances was
mitigated by the rising volume of cereal imports.

Moreover, Sub-Saharan African countries lost their share of
international trade for many commodities in which they have a
comparative advantage. Africa’s world market share of oilseeds,
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coffee, tea, cocoa, bananas, and cotton has fallen sharply. For
example, Ghana's share of the world cocoa trade fell from 30
percent (1967) to only 12 percent (1983); Ghana has fallen from
first to third place in world cocoa trade. While some of the
trade was taken by Cote d'lIvoire, which has emerged as the
world'’s leading cocoa exporter, Brazil and Malaysia took
significant shares of the world cocoa trade. Brazil has
overtaken Ghana to become the world’s second leading cocoa
exporter. Malaysia, the world's fourth leading cocoa exporter,
has surpassed Nigeria and is poised to surpass Ghana, too.

Similar trends have characterized the oilseed trade with
Brazil and Malaysia also overtaking many African countries in
terms of both their share of world trade and their productivity
of crops such as groundnuts and the o0il palm, respectively.

The only areas in which Sub-Saharan Africa has made modest
progress in international trade has been made in increasing
Africa’s market share of tobacco, sugar and horticultural
commodities.

Since 1970, Africa’'s export volumes (excluding petroleum)
have been roughly static, while the export volumes of all
developing countries have more than trebled. If Sub-Saharan
Africa had merely held onto its 1970 world market share of the
commodity trade, its export earnings would have been about %4
billion higher in 1988, which is about equal to the annual bill
for debt service payments.

While exogenous factors exacerbated the crisis in the
agricultural sector, the principal causes of the decline in Sub-
Saharan Africa’s export position have been unsound domestic
policies and lack of technical innovation in agricultural
enterprises. Governments:

* allowed their exchange rates to become over-valued
which encouraged imports but discouraged exports;

* implemented subsidies which skewed consumption and
production patterns;

¥ intervened in markets through price controls and other
restrictive practices which created disincentives for
private sector initiatives in marketing;

* overextended the role of the public sector in the
agricultural sector, especially in marketing
activities; and,

* unsound capital investments made while neglecting the
maintenance and rehabilitation of the marketing
infrastructure.
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As a result, Sub-Saharan African marketing systems became
less competitive and more inefficient.

Although African governments bear the primary responsibility
for the economic crisis which they now face, the donors share in
the responsibility. Throughout the 1970s, the donors provided
support which implicitly encouraged the policy decisions that
African governments made. It was not until the early 1980s, when
the extent of the economic crisis became clear, that the donors
encouraged African governments to reorient their policies and the
Africans themselves realized that they had to meke changes in the
way their economies were structured.

D. The Role of the Public and Private Sectors

1. Agricultural Marketing Boards

Perhaps the most deleterious marketing policy which African
governments have pursued has been to increase the role of the
public sector at the expense of the private sector. The
contemporary dominance exerted by the public sector in
agricultural marketing has its roots in the colonial period.

The first parastatal marketing boards were created in an
attempt to raise producer prices, farmers’' incomes and export
earnings. Colonial regimes believed that government control of
trade would reduce marketing costs to the benefit of the
producers, while simultaneously raising government revenues
through control over exports and collection of export duties.

The first Sub-Saharan parastatal marketing board was
established in Zimbabwe (then Southern Rhodesia) in 1931 in
response to pressure from European farmers for support of the
export price for maize. 1In 1933 the Coffee Board of Kenya was
organized for British farmers and by 1945 there were seven other
marketing boards in Kenya. By the time independence came, all
British East and Central African countries had marketing boards
for agricultural commodities.

Experiences in West Africa were similar. The West African
Control Board, established by the British in 1942, was the origin
of marketing boards in that part of the continent. By 1950,
eight marketing boards controlled the export of groundnuts,
cocoa, oil-palm products and cotton in The Gambia, Nigeria,
Sierra Leone and Ghana, with financial resources exceeding those
of the respective colonial governments themselves.

The evolution of marketing boards in French Africa was more
complex, with the principal effort after World War I1I focussed on
the Caisse de Stabilisation which attempted to moderate price
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changes by trading alongside private firms.

acted as a buyers of last resort,

disposition.

The independent governments of Sub-Saharan Africa gradually
expanded the role of the public secto: in agricultural marketing
African governments have tried to' use state- ~owned

activities.
enterprises (SOEs) to:

\

* reduce risks for small-scale farmers;
* ensure markets and input supply by promoting price

stability;

provide public sector reverues;
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holding stocks for future

*
* support large-scale invesiments in proce531ng, and,
* address constraints created by 1nadeqpate financial

markets.

By the early 1970s, SOEs
not only had statutory
monopolies over the export of
cocoa, coffee, tea, cotton,
palm o0il and groundnuts, they
also controlled the marketing
of some staple food crops,
especially maize and rice.
Root crops, fruits and
vegetables and most coarse
grains (millet and sorghum)
have been left to private
traders after a few
unsuccessful parastatal
attempts to intervene in
marketing.

Case studies of
agricultural marketing SOEs
operating in Sub-Saharan
Africa indicate that most
boards have not improved the
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efficiency because:
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* they have operated as monopolies, and
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* they expanded their scope of operations to include
activities for which they were not suited and for which
they were not adequately compensated; and,

* the surplus funds that marketing boards generated
through price stabilization activities in the 1960s
were used by governments for investment and development
activities in the 1970s that did not benefit farmers.

Thus, when world prices slumped in the late 1970s, SOEs and
governments lacked the funds to maintain producer prices, which
led to lower prices and lower production levels of export crops,
or farmer sales in parallel markets where prices tended to be
higher. Alternatively, as prices were maintained at
unsustainable levels, many SOEs kept operating only by
accumulating large debts at parastatal financial institutions.

Most public sector marketing entities, such as SOEs and
coope:atives, have been unable to perform efficiently because of
internal constraints as well as government policies.

Among the internal constraints are:

inefficient and inexperienced management;

inadequate record-keeping and stock controls;

late arrival of buyers in crop-producing areas;

poor financial controls of accounting and auditing;

insufficient cash resources to purchase produce

resulting in late and/or incorrect payments to farmers;

* lack of transport vehicles and poor logistic
management; and,

* over-staffing and high costs of operations.

* N W HH

Despite their role in creating or exacerbating agricultural
sector problems, SOEs endure in Sub-Saharan Africa. The
persistence of large agricultural marketing boards with grave
financial difficulties is attributable to their important
political and social functions.

*¥ SOEs enable governments to exert control over economic
activities that are considered to be strategic or in the
national interest.

* The boards, themselves, wield considerable power because of
their control over resources and jobs.

* SOEs continue to be instruments of national unity and
relatively easy sources of raising government funds.

* SOEs ensure that the indigenous population will have some
role in the agricultural marketing system in the face of
competition from and the threat of dominance by large
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foreign private firms or

ethnic-based private Some SOEs have been well
trading networks. managed: the Kenya Tea
Authority, the Botswana

Moreover, some SOEs have Livestock Marketing

performed their marketing Authority, and several
functions efficiently and cotton SOEs in Francophone
served their clients well. West Africa (Togo, Cote
Hence, it may be possible to d’Ivoire and Burkina Faso).
increase the efficiency of The Kenya Tea Authority is
SOEs which African governments efficient because it has

may be reluctant to privatize
through:

organizational autonomy
(independence from
political interference),

* exposure to market
forces;
- % improved management

and an effective system of
accountability and
incentives for growers,

. techniques; and, 1 field personnel and factory
gnf?rcement Oftporma managers. The basis of the
u51ngss operating incentive system is the
procedures: price differential paid to
i row for th lity
2. Agribusinesses g ers r e quality of

their tea. A single fixed

(Private Marketing Agents) price would remove the

incentive to improve the

Sub-Saharan African quality of tea grown.

governments encouraged SOEs to
take up diverse economic
activities because these
governments did not want to lose control over strategic resources
or activities which were of national importance.

African governments have been especially keen to prevent
foreign firms or particular ethnic groups from exerting a
dominant influence over marketing and other economic activities.

Among other things, governments feared that private firms
would make excessive profits at the expense of small farmers.
The origins of this fear can be traced back to the nationalistic
reaction to colonialism during the first decade of independence.

During the colonial era, many European firms invested in
Africa because the colonial government guaranteed:

* efficient administration (especiaslly in legal matters);
* political stability; and,
* a favorable tax and investment climate.

Among the first firms to invest in colonial Africa were:

* the British Royal Niger Company (later known as the United
African Company, which was ultimately bought out by Lever
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Brother's or Unilever,
one of the worid’s
largest vegetable oil
processing firms);

* the Compagnie Francaise
de 1’Afrique Occidentale
(C.F.A.0.), still one of
the dominant wholesale
and retail firms in West
Africa; and,

* Brooke Bond and British
American Tobacco (BAT) in
East Africa.

Shipping between West
Africa and Europe was handled
by Elder Dempster (still an
active participant in the
region), and financing for
marketing investments came
from the Bank of British West
Africa and the Banque de
1'Afrique Occidentale.
European traders, shippers and
bankers collaborated in the
purchase of peanuts, cocoa,
and palm products for shipment
from West Africa to Europe
where they were processed into
salad oil, margarine,
chocolate and other products
which were sold to consumers
in Europe and elsewhere.

In Central and East
Africa there was a greater
degree of vertical integration
because of the presence of
European settlers and the
absence of restrictions on
direct production. Whereas
African farmers produced
virtually all of the goods
traded in West Africa, there
were more expatriate estates
and plantations in East and
Central Africa.

At independence, most African governments nationalized the

Unilever constructed planis
for extracting and
processing palm oil and
manufacturing soap and
margarine in Nigeria and
Zaire in the 1930s;
Zimbabwe, Zambia and Malawi
in the 1940s; Kenya in
1953; Ghana in 1963; and
Uganda in the 1970s. By
the end of the 1950s,
Unilever had integrated its
vegetable fat industry in
several African countries
from production or farmgate
purchase of the raw product
to the processing and sale
of a consumer good.
However, its main business
remained that of exporting
large amounts of fats for
processing and sale in
Europe. During the 1850s,
Unilever gradually trained
African personnel to take
over. But gradualism
failed as the turmoil
caused by Africanization
forced a rapid and massive
departure of European
personnel. In response,
Unilever diversified its
manufacturing activities
and began to cede its
direct trade with African
consumers and producers to
local traders, assisting
them with credit
arrangements to serve as
middlemen in collecting
farmer's production and
distributing imported
consumer goods like
bicycles and farm
machinery.

export marketing of primary products and replaced European
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settler estates by some combination of state farms, large private
African farms and African smallholder production.

The initial disruption caused by the abrupt Africanization
of many marketing activities slowed down the pace of investment
by European multinational companies.

Gradually, however, European and American firms developed
new relationships with African governments and indigenous public
and private entities. New methods of doing business have
included manazgement contracts and consultancies, joint ventures
and the suwply of business and logistical services.

Still, foreign investment in Africa remains lower than
anywhere else in the developing world. This has constrained the
dissemination of new technologies and inhibited the development
of managerial skills needed for more efficient marketing
activities, especially the processing and packaging of
agricultural produce..

Investors continue to be attracted to countries with:

liberal investment climates;

nearness to potential exportit markets;

cheap resources in good demand; and,

the possibility of serving an expanding internal or
external market.

* H ¥ ¥

Unfortunately, all these elements are found in few Sub-
Saharan African countries.

Instead, foreign investors usually must deal with economies
characterized by:

dominant SOEs;

restrictions on access to land;

strict investment policies;

limits on equity control;

regulations on profit repatriation; and,
foreign exchange controls.

* N KN K N

While it is possible to broker deals between governments and
individual firms that will circumvent these constraints and allow
an investment to move forward, the continued existence of a
highly regulatory policy environment, coupled with
infrastructural and institutional problems, will limit the direct
and indirect beneficial impact such a brokered investment will
have.

Another factor which has complicated the approach taken by
Sub-Saharan African governments towards private enterprise has
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been the ethnic factor. Historically, some of the most
successful entrepreneurs have not been Africans but immigrants.

During the colonial period, small but significant
communities of non-African entrepreneurs came to play an
important role in marketing. The most notable groups are:

* the Lebanese communities of West Africa, and
* the Asian communities of East and South Africa.

These groups have been active in agricultural input and
output marketing and processing, but their most important role in
marketing has been as the retailers of the (incentive) consumer
goods which farmers buy with their disposable income.

At independence, when African governments sought to increase
indigenous participation in economic activities, non-African
ethnic groups became an easy target of discriminatory government
policies and practices.

In West Africa, many Lebanese businesses (including
processing industries) were nationalized and private traders had
to compete with state-sponsored marketing agents, both
cooperatives and marketing boards, which received subsidies in
the form of higher marketing margins or lower interest rates on
credit received from public financial entities. These policies
effectively drove most Lebanese firms out of marketing in rural
areas and gradually confined them to the wholesale import trade
in urban areas.

In East Africa, nationalization and other more direct
government actions caused most Asian businesses to close or to be
taken over by Africans, not all of whom were competent business
managers. These policies reduced competition in the marketing
systems and contributed to the decline in the availability of
goods and services in rural areas.

Finally, instead of building on the indigenous marketing
systems which often transcend national boundaries, government
policies have effectively impeded their performance.

The large number of diverse cultural and linguistic groups
within most countries and the importance of trust, credit and the
enforceability of contracts in economic transactions has
contributed greatly to the formation of ethnic monopolies and

traders’ associations.

While these trading associations are usually ethnic-based,
some are also trans-ethnic, such as the Mourides (Muslim
religious brotherhood) of West Africa.
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throughout Africa and they ! straddles the borders of
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times. Indeed, the Ghana and Togo. The
contemporary presence of Fula- ¥ narkets of Fada N’Gourma in
speaking peoples throughout I Burkina Faso and Gambaga in
the Sahel, the ubiquitous ¥ Ghana attest to the cross-
presence of the Serahuli and | border economic unity of
Jola people throughout the I the Gourmanche. Maize and
Senggambia-Guinea.River basin rice from Ghana are sold in
region, and the wide ) l Burkina Faso in order to
settlement of Swahili-speaking  get hard currency. There
peoples throughout East and ¥ is also a flourishing
Central Africa is testimony to parallel market in animals.
the widespread influence which | Burkina Faso's export tax
these trading diasporas have { of 13 percent on cattle is
had in their respective i ignored by traders who take
regions. ! their herds into Togo "for
- ] 11

When the borders of most y gziﬁlzﬁém.anghgotgzge;:Furn
African states were . : . .o
established in the colonial ‘ ;:ig:z:};ogf?izgzztzls
era, the territories of many ! operators are kept up to
similar cultural and ethnic the minute on produce

groups were arbitrarily
divided. People who had

prices, policy changes, and
fluctuations in the

formed an integral ?OCIZ“ ¥ exchange rates of bordering
{4 -
economic community foun countries. In Ghana,

themselves separated by
national borders and subject

merchandise is transported
mainly in trucks and then

to a variety of regulations transferred to bicycles for
which limited their economic the border crossing.
cooperation. This gave rise During a single market day
to illegal or parallel about 730 bicycles were
marketing activity along the counted moving across the

borders of African states,
organized along ethnic lines.
Despite the legal impediments
to their activities, these
marketing groups still seem to operate efficiently.

border into Burkina Faso.

Indeed, while private sector marketing agents have been
pushed out of most official export crop marketing activities,
they still exert considerable influence in informal or parallel
markets for export crops.

Empirical studies indicate that where the private sector has
been able to operate freely, such as in tree crops in Kenva,
coarse grain marketing in West Africa, and horticultural or
livestock marketing in other countries, the marketing systems
function fairly well and remain relatively efficient.
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By discriminating against the private sector, African
governments have inhibited the development of broad-based
indigenous entrepreneurial classes and competitive marketing

systems.

E. Donor Support of Agricultural Marketing

Although the growth of public sector marketing institutions
was accomplished by African governments, it could not have been
achieved on such a large scale without implicit donor support.
During the 1960s and the 1970s, the major bilateral and
multilateral donors implicitly accepted the dominance of public
sector institutions and worked directly with or through them in
support of agricultural marketing ac:6ivities. There were few
programs or projects designed to change the policy environment or
the structure of African economies until the early 1980s.

There have been four major shifts in the approach taken by
both governments and donors towards the agricultural sector since
the 1960s. These are as follows:

Phase One: Initially, most government development
strategies emphasized stimulating growth in the non-agricultural
sectors. African governments were more concerned with political
integration, infrastructural development and human capital
development than agricultural production.

Within agriculture, the emphasis was on export crop
production and marketing, a legacy of the colonial period. The
donors supportecd these goals. In the agricultural sector donors
provided technical and financial assistance for research and
extension activities, irrigation, and infrastructure oriented
towards export crops.

Phase Two: The 1973-74 drought marked a change in the
levels and patterns of development assistance to Africa. The
rise in world market prices of cereals and the depletion of world
food stocks heightened concern among the donors about the
increasing vulnerability of developing countries to international
fluctuations in food supplies and intensified interest in
expanding Africa’s food production capacity.

African governments respcnded to the rapidly rising price of
food crops relative to export crops by resolving to achieve
domestic food self-sufficiency. The new approach to the
agricultural sector involved a change in emphasis from the
production and marketing of export crops to basic domestic food
crops. From the mid 1970s through the early 1980s, donor
assistance levels rose annually in real terms on a per capita
basis and as a percen‘age of GDP and government expenditures.
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Phase Three: During the 1980s, a third shift in development
strategy took place. The new approach emphasized the importance
of making structural changes in the economy, especially through
policy reform.

This approach involved "getting prices right," rationalizing
the public sector, and encouraging the production and marketing
of export crops to earn the foreign exchange needed to meet
Africa’s large debt obligations. This approcach is generally
associated with the release of the Berg Report (1981) by the
World Bank because it established the arguments underpinning the
IBRD’s structural adjustment programs.

Phase Four: Since the late 1980s, there has been a growing
awareness that structural changes were a necessary but not
sufficient condition to improved market performance and economic
growth. This current period is one marked by the explicit
efforts of designers and implementers to achieve balance or
equilibrium. Manifestations of this trend include the World
Bank’s renewed relative emphasis on project assistance and
A.I.D.’s efforts to integrate Non-Project Assistance with Project
Assistance and P.L. 480 resources to achieve often cross-cutting
strategic objectives.

One conclusion which emerges from this overview is that
until recently both Sub-Saharan African governments and the
donors have tended to take an "either-or," approach to the
agricultural sector. Donor programs and African government
policies have emphasized either export crop or food crop
production and marketing.

This dichotomy is reflected especially in strategies for
national food security, with food self-reliance associated with
export crop promotion (i.e. use foreign exchange earned from
exports to import food), and food self-sufficiency associated
with intensified domestic food production. There has not been a
comprehensive, integrated approach to the agricultural sector
promoting the balanced development of both export and food crops.

A review of multilateral and bilateral donor activities for
the 1960s and 1970s reveals that while there was not an explicit
donor policy regarding parastatal organizations, the implicit
policy was one of fairly uncritical acceptance of SOEs and their
role in the economy. There was no attempt to foster the
development of a competitive marketing system. Indeed, quite the
opposite effect was achieved.

Providing large amounts of assistance to public sector
entities, especially working capital and equipment on very soft
terms, the donors gave SOEs an unfair competitive advantage over
their private sector marketing counterparts. This forced many
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otherwise efficient private marketing agents from the market and
increased the de facto monopoly power held by the public sector
over many marketing systems.

In the long run, this had a deleterious impact on the links
between rural farming households and the rest of the economy.
Public marketing agents tended to focus only on input and output
marketing whereas the small private traders who were displaced by
SOEs had also handled the important retail trade in (jincentive)
consumer goods with farmers. Hence, the displacement of the
middlemen traders by public cooperatives and parastatal marketing
agents disrupted the flow of goods between urban and rural areas.

There were othcr deficiencies in the approach taken by
donors during the last three decades. Many donor projects
focused on improving or replacing marketing infrastructure (e.g.
storage sheds, processing plants, transport facilities and

vehicles, etc.) rather than on institutional or legal changes
which would encourage more efficient use of the existing
hardware. While investment in infrastructure was and is

appropriate, investment in infrastructure alone will not yield
the desired impact as demonstrated by the number of "white
elephants" strewn throughout the African country side.

In addition, most donor projects took a very static approach
to marketing and were not market-responsive. Donors tended to
support the marketing of one crop for an "assured" market. Yet,
when the relative prices changed, and farmer and private trader
behavior changed accordingly, these projects were unable to
respond. Indeed, many donor projects attempted to continue the
crop focus in the face of market pressure against the crop.

Finally, there were few attempts to learn more about and
penetrate the specialty markets for each commodity in order to
secure a niche and expand the volume of trade accordingly.

F. Case Studies

Both A.I.D. and the World Bank have recently completed
comprehensive and critical reviews of agricultural development
activities. These case studies illustrate several important
themes which were mentioned in the foregoing analysis. The
studies evaluate the historical experiences of six Sub-Saharan
African countries: Senegal, Cameroon, and Nigeria in West Africa,
and Kenya, Tanzania and Malawi in East and Central Africa.

The general conclusion of these studies is that despite
differences in resource endowments, Cameroon, Kenya and Malawi
have had higher rates of agricultural growth than Senegal,
Tanzuania and Nigeria because they had more sound macroeconomic
and sectoral policies than the latter.
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The governments in Cameroon, Kenya and Malawi have relied on
the agricultural sector as the basis for sustained development.
Promoting agricultural growth had the effect of increasing the
rate of growth in other sectors so that growth in the whole
economy was high. As a result, agriculture’s share of total GDP
actually decreased in Cameroon, Kenya and Malawi. Conversely,
where policies discriminated against agriculture, such as in
Tanzania, agriculture increased as a portion of GDP; that is, the
rate of growth for the whole economy was low.

Moreover, Kenya and Malawi are the only countries in the
sample that expanded world market shares for major export crops;
all others lost shares. In Tanzania there was a shift away from
export crops to food crops, especially among smallholders,
concurrent with a rise in parallel marketing of all crops, but
especially maize, to Kenya in exchange for consumer goods which
became scarce in Tanzania.

Ironically, despite increases in maize production in Kenya,
Tanzania and Malawi, all three countries increased food imports
and received more food aid. Malawi was a maize exporter in most
years, perhaps due to a lack of effective demand at home which
was the result of the skewed land and consequent income
distribution pattern. The growth of food imports in Kenya may
reflect the opposite trend; there may have been a more dynamic
internal demand for maize and wheat because of broad-based income
growth. Tanzania’s unsound policies led to a growth in food
imports and an increased need for food aid.

Cameroon’s agricultural performance improved but it was
still unimpressive relative to Kenya and Malawi. Palm oil,
cotton and robusta coffee exports expanded while all other
exports stagnated. Rootcrops, sorghum and millet production kept
pace with population growth and rice production expanded from a
small base. Rice imports also increased, reflecting rapid growth
in demand caused by urbanization, income growth, and implicit
subsidies on consumption.

Nigeria lost its share in world markets and became a net
importer of crops such as edible o0ils and cotton. Production of
food and root crops kept pace with population growth but not with
the increased demand resulting from rapid urbanization and income
growth. Indeed, food imports (wheat, rice and maize) continued
to rise rapidly until Nigeria declared a ban on such imports in
1986.

Senegal’s agricultural sector also stagnated, though with
substantial year-to-year fluctuations. Production gains for many
crops were made by bringing more land under cultivation.
Drought-resistant varieties of groundnuts helped arrest declines
in production during drought years. 1In per capita terms,
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however, domestic food production declined. Simultaneously,
government policies encouraged the consumption of imported rice
instead of domestic coarse grains. This resulted in rising food
imports.

These case studies illustrate that macroeconomic and
sectoral policy decisions are critical in determining rates of
growth because they affect how governments used the resources
available to them. Public investment decisions influence the
level of taxes and subsidies on production and consumption that
governments apply in order to implement and maintain development
activities.

Most countries have attempted to diversify their economies
through their development investment programs. There were
attempts to diversify:

* out of agriculture and into industry and construction;

* within agriculture in favor of import-substitution food
crops; and,

* by small producers into opportunities outside
traditional and controlled activities (informal
market).

The macroeconomic policies of each country had a significant
impact on agricultural sector performance, especially over-
valued exchange rates which led to substantial implicit taxation
of export agriculture.

* Only Kenya and Malawi adjusted their exchange rates
regularly.

* Senegal and Cameroon could not adjust their exchange
rate because the CFA franc is pegged to the French
franc.

* Tanzania and Nigeria consistently over-valued their
currencies.

In Tanzania, this implicit taxation was accompanied by
explicit taxes on coffee during the coffee boom of the 18970s.

In Nigeria, producer price subsidies for export crops did
not adequately compensate farmers for the overvalued exchange
rate.

Only Kenya refrained from imposing significant explicit
taxes on its two important export crops (coffee and tea) by
allowing international market forces to be reflected in the
domestic price structure. Kenya also offered the same price to
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smallholder producers as to
estate farmers, which
encouraged growth in market-
oriented production.

Malawi’s smallholders,
however, could only grow a
certain type of tobacco and
were forced to sell to an SOE
at an officially fixed price,
while estates could grow
varieties of tobacco and sell
it at auction. This policy
put an implicit tax on
smallholders of about 50
percent.

Most ‘countries, except
Kenva (and Malawi for estate
grown crops), had officially
fixed prices for export crops
and the structure of producer
prices moved in favor of food
crops. This occurred despite
the increase in food imports
in these areas and regardless
of whether food markets were
controlled as in East Africa,
or free as in West Africa
(with the exception of rice).

Hence, government
policies which affected the
relative price structure
contributed significantly to
the shift from export to food
crops in all countries except
Kenya.

The case studies also
confirm that factors other
than prices exert an important
influence on agricultural
marketing.

The relatively easy
access of Kenya's small
farmers to good quality
research, extension, credit,
and marketing channels for
inputs, handling, processing
and information is of special
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Many of the successes of
Kenya smallholder
agriculture, especially
coffee, tea and dairy
products, are the result of
the inheritance of British
institutions and policies.
Kenya's smallholder coffee
cooperatives and the Kenya
Tea Development Authority
(KTDA) are recognized to be
among the most effective
smallholder institutions in
the provision of services
for export crops. Their
clientele includes an
unusually high proportion
of politically conscious
and vigilant smallholders,
which reflects the general
grassroots development of
Kenya’'s commercial and
political institutions. It
is difficult to quantify
the relative importance of
these factors compared to
price as determinants of
efficiency and
profitability of particular
crops, but there can be no
doubt that they have had a
positive impact. Other
factors which have
contributed to the success
of the KTDA are: (1) an
ability to maintain
organizational sautonomy;
(2) control over its own
resources and applying them
to the most critical tasks
at hand; (3) operational
accountability which
provides staff with the
necessary incentives; and
{4) economic incentives to
producers through a direct
link between world market
prices and farmgate prices.



significance, especially when compared to the access and quality
of services available to farmers in Tanzania, Malawi or Cameroon.

Kenya's farmers have good access to quality services because
the influence of technocrats in policy planning and policy
decisions is stronger in Kenya (and Malawi) than most other
African countries. In addition, the institutions that serve
Kenya's farmers are representative of themn.

One of the keys to Kenya's success has been that the
philosophy of harambee has given impetus to strong grass roots
involvement of farmers in making their needs heard. These
factors have improved the incentives for farmers to produce for
the market. As a result, coffee, tea and maize yields are two to
four times higher in Kenya than they are in Malawi, Cameroon and
Tanzania.

The experience of cotton farmers in Cameroon also
illustrates that price levels are not the most important
determinant of crop production and marketing levels, but that
institutional arrangements and infrastructure play a key role,
too.

Cameroon’s producer prices for cotton were substantially
lower than Kenva's, Malawi's or Nigeria's prices throughout the
1970s (in nominal and real terms), although the bulk of
Cameroon's cotton is of higher quality. Despite relatively low
producer prices, cotton yields in Cameroon were 4 to 8 times
higher than Kenya or Tanzania.

Cameroon’s cotton success is similar to Kenya’s smallholder
coffee and tea success in that a public sector agency, SODECOTON,
offered excellent services to farmers. It also had connections
to international research done by the French in West Africa. By
providing quality services to farmers, SODECOTON ensured that
cotton marketing increased which raised its revenue. Moreover,
unlike many SOEs in Africa, SODECOTON actually paid farmers at
harvest time. (This situation changed in 1986 when, as world
market prices were falling, the Government demanded that
SODECOTON maintain artificially high producer prices while
undertaking more development services in cotton growing areas.
The result was serious financial troubles for SODECOTON.)

These studies illustrate that there is no single solution to
the complex issue of price policy. Donors and governments need
to consider the individual crop production possibilities for
specific countries and design the appropriate balance of
policies,

For example, while high levels of export taxes on crops can
effectively lower the producer price paid to farmers, the costs
to the farmer of the tax may be compensated for by government
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expenditures that directly or indirectly support agriculture,
such as by providing farmers better access to research,
technology, inputs, and information.

= In addition, there may be instances in which a price
stabilization strategy may be appropriate. Annual crops may
benefit from price stabilization more than tree crops because:

* annual crop prices and yields tend to vary more than
those of tree crops, which increases farmer'’'s risks and
uncertainties;

* most annual export crops are of lower relative value
- than tree crops at international prices so that returns
B to factor use tends to be less attractive compared to
competing food crops, making switches from annual
export crops to annual food crops more likely; and,

* fluctuations in production are also more pronounced for
annual crops than tree crops, and this may affect
capacity utilization in downstream processing
activities, such as groundnuts in Senegal or cotton in
Kenya.

Hence, a price stabilization policy may help ensure a
reliable supply of the commodity by permitting increased use of
purchased inputs. Raising the capacity utilization of processing

- facilities may reduce processing margins and allow for higher
- producer prices.

- There has been a significant difference among the
i agricultural investments made by various African governments and
their marketing results.

- East African countries diversified food crop production by
investing in sugar, a crop for which they possess some

= comparative advantages. As a result, they successfully increased
their share of world market trade in that commodity.

- West African countries have invested heavily in irrigated
rice production for which they possess no comparative advantage.

- Most West African countries face serious foreign exchange
constraints and irrigated rice production has large foreign
exchange requirements, especially compared to traditional food
crops such as coarse grains. In addition, the unit production
costs of irrigated rice in West Africa are very high compared to
Asia and the high internal transport costs of shipping rice to
urban centers results in a continuing need for subsidies, some as
large as 100 percent at current international rice prices. These
schemes also have high recurrent costs, such as for technical
assistance to manage them.
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Yet, African governments and donors continue to fund thesc
unsound agricultural investments. Scarce resources and skilled
personnel might be better applied to improving existing crops for
which there is a comparative advantage.

Instead of continuing to invest in irrigated rice production
in the Fleuve, Senegal might make better use of its resources by
investing in peanut production under improved technology in the
Casamance, a crop for which it has a proven comparative
advantage. However, this is an area where political factors,
namely a concern for national food security (i.e. self-
sufficiency), may be more important than economic issues of
efficiency.

These studies also illustrate that subsidy policies have had
adverse effects on marketing results. Implicit subsidies have
been given through overvalued exchange rates, and explicit
subsidies have been given to goods such as imported rice and
fertilizer. The resultant distorted prices created a rising
demand for imported rice, a falling demand for domestic coarse
grains, and wastage and misuse of fertilizer.

Kenya has been the least reliant on explicit subsidies on
fertilizers, removing them in 1977, while Nigeria and Tanzania
have cubsidized it the most. Most countries also have subsidized
agricultural interest rates at one time or another.

However, as a recent synthesis of A.I.D. rural credit
project evaluations concluded, subsidizing interest rates and
providing targeted credit or credit in-kind to farmers created
more problems than it solved. Primarily, subsidy programs have
failed to address the key liquidity and technology constraints
which smallholder farmers face.
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III. AGRICULTURAL MARKETING SYSTEM ELEMENTS

Agricultural marketing systems are composed of three basic
elements: (1) the macroeconomic and sectoral policies and
regulations that affect marketing activities; (2) the
infrastructure that is necessary for marketing activities to take
place; and, (3) the participants that engage in marketing
activities, especially agribusinesses.

For analytical purposes, the variables which affect the

competitiveness and efficiency of agricultural marketing syvstems
are considered within these three broad categories.

A. Government Policies and Regulations

Given the natural resource base and climate, agricultural
prices are the major determinant of what will be produced and
marketed and what technologies will be used in production and
marketing.

In a perfectly competitive market, prices are determined
solely by the market forces of supply and demand. However, in
most countries of the world, including those of Sub-Saharan
Africa, prices are not determined solely by the market; they are
influenced by many other variables, the most important of which
is government policy.

Government policies have a major influence on the degree of
competition in agricultural markets. The political orientation
of African governments often determine the nature of national
economic policy. For example:

* Authoritarian regimes tend to take a highly centralized
and regulatory approach to economic matters.

* Democratic governments tend to take a liberal approach
to economic affairs.

The colonial legacy of Sub-Saharan African nations has also
had an influence on government policies.

For example, in many Francophone states, the central
government maintains rigid control over political and economic
matters with little authority vested in local government. 1In
such countries, government policies are very statist oriented,
with heavy reliance on the public sector, especially SOEs, to
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operate and manage those economic activities considered strategic
or in the national interest.

In many Anglophone states, governments have liberal, market-
oriented policies, especially for trade. However, because of the
current economic crisis in Africa, these generalizations may be
less accurate than they were a decade ago. For example, Ghana
has an authoritarian regime that has adopted one of the most
liberal policy reform programs on the continent. Nevertheless,
the political structure and colonial heritage of African states
continues to exert a strong influence on government economic

policies.

The government policies which have the greatest influence on
agricultural marketing results are:

* pricing policies (which includes the exchange rate,
tariff and tax rates, and subsidies);

* fiscal and monetary policies; and,

¥ trade policies.

In addition, government regulations and their enforcement
(such as import quotas, licensing requirements and the laws which
relate to marketing activities), also have a significant affect
on the efficient operation of agricultural marketing systems.

1. Pricing Policies

Pricing policies tend to be either flexible and market-
determined or controlled in some way. Under a liberal policy
regime, the government would take a laissez faire approach, and
allow the market forces of supply and demand to determine prices
(such as in the "perfectly competitive" market).

Very few countries in Sub-Saharan Africa, or the rest of the
world, have completely laissez faire pricing policies; all
governments intervene either directly or indirectly to influence
some prices. What is important to note, therefore, is to what
extent government price policies distort the market forces of
supplv _and demand and thereby either encourage or discourage
agricultural marketing activities.

¥ THE EXCHANGE RATE:

Governments influence all prices in the economy by
macroeconomic policy decisions. Governments control prices
either directly, by setting the price for specific commodities,
or indirectly, by using other price-related policies. The most
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important price policy decision a government makes is how it
determines the price of its currency (the foreign exchange rate).

Under a laissez faire policy, the local currency would float
against other hard currencies, such as the US dollar or UK pound
sterling, allowing the market forces of supply and demand for
local currency and foreign exchange to determine the relative
price. Very few regimes in Sub-Saharan Africa can afford such a
policy because they have limited sources of foreign exchange
earnings.

Nevertheless, many governments in Anglophone Africa tend to
rely on market signals in setting the exchange rate. This
minimizes distortions in markets and allows market signals to
reach producers so that they can allocate their scarce resources
as efficiently as possible.

However, most Francophone nations belong to the CFA franc
zone, whereby their exchange rate is pegged to the French franc
at a 50:1 ratio. As the French franc moves against other hard
currencies, so does the currency of the Francophone states move.
This removes a significant amount of control over prices from
Sub-Saharan African governments which belong to the CFA franc
zone. These states must rely on other mechanrisms, especially tax
rates, to influence prices in accordance with macroeconomic
policy goals.

The exchange rate, or the price of a country’s currency, is
a very important factor in agricultural marketing because it
strongly influences the ability of a country to realize its
comparative advantage.

An over-valued exchange rate essentially penalizes farmers
and constrains marketing because:

* it lowers the price of imports of agricultural
commodities which may compete with domestic production;

¥ it simultaneously raising the price of agricultural
exports, making them less competitive in world markets;
and,

* it inflate wages and makes it difficult to use labor-
intensive methods of production and marketing.

When the foreign exchange rate reflects the market forces of
supply and demand, the price of domestic exports on world markets
tend to be low but farmers' earnings of local currency units are
high, and there is more incentive to engage in marketing
activities.
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Given the difficulty of adjusting the exchange rate in CFA
franc nations, another method to foster competitiveness would be
to improve land and labor productivity, two key factors that
determine comparative advantage.

* TAX POLICY:

Another important determinant of prices is government fiscal
policy, especially tax rates. Taxes, such as import duties and
export tariffs, traditionally have been an important source of
revenue for African governments.

However, setting export taxes too high can adversely affect
exports either by making their price on world markets relatively

too high or by lowering the price paid to farmers and thereby
discouraging marketing.

Similarly, import duties on agricultural inputs can
adversely affect marketing (and production) by making the inputs
too _expensive for most farmers to buy and use, or by raising
output prices as the effects of high input prices are passed back
from farmers through traders to the consumers.

Therefore, in setting import and export duties, it is
important for governments to encourage production and marketing
of those commodities for which the country has a comparative
advantage.

* SUBSIDY POLICY:

Government fiscal policy regarding subsidies also influences
prices and affects marketing. Subsidies influence production and
consumption decisions by farmers and consumers, such as urban
wage-earners.

Over the short-term, subsidies can be an effective tool to
promote the production and marketing of new crops or the use of

new technologies.

Over the long-term, however, subsidies distort the market

forces of supply and demand and they have a cumulative
deleterious effect on government budgets because they are not

sustainable.

Subsidies oriented towards urban consumers have a severely
negative effect on domestic production and marketing.
Subsidizing urban food consumption (usually of imported cereals,
such as rice or wheat in Africa) discourages domestic production
and marketing of those grains or other foods which could be
substituted for the imported commodity.
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Subsidizing marketing functions also gives unfair advantage
to those entities being subsidized and distorts the free plav of
competitive market forces. Ultimately, such a policy will drive
out of the market those entities not being subsidized and result
in inefficient markets as the remaining marketing entities come
to depend on the subsidies to cover their costs.

* MONETARY POLICY:

Government monetary policy also influences prices and
affects marketing.

The interest rate on savings and loans is an important
factor in determining how resources are allocated in marketing
decisions. Artificially low interest rates discourage domestic
savings (resource mobilization) and encourage borrowing
(spending), which has an inflationary effect on the economy if
allowed to continue over the long-term. In addition, these
policies can result in capital flight, as investors move their
savings to higher yvielding investment markets.

Similarly, government decisions to interfere with the market
forces of supply and demand by allocating credit to specific
borrowers cr activities will tend to result, over the long-term,
in inefficient use of that credit and financial problems for the
institutions handling the credit programs.

Recently completed impact evaluations of five A.I.D. rural
credit projects in Sub-Saharan Africa indicate that subsidized
and targeted credit schemes are not sustainable either in terms
of production and marketing results or in terms of the financial
solvency of the institutions serving the rural sector. The
results also indicate that allowing interest rates to be market
determined will give the appropriate signals to savers and
borrowers and help ensure that there is some balance between the
demand for and the supply of credit.

* TRADE POLICY:

Agricultural marketing is greatly affected by government
trade policy. Government policies which encourage trade,
especially imports and exports, implicitly will encourage
agricultural marketing activities. Trade policy is affected by
the government’s exchange rate policy, the tax structure
(especially tariff rates), and commercial regulations. Indeed,
there is perhaps no other marketing activity over which
governments exert so much control as that of commerce.

One of the most significant constraints to the growth of
trade in Africa is the legal and regulatory barriers to regional
cross-border) trade within Africa. Traditionally, peoples
engaged in different but complementary economic activities
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throughout Africa have engaged in regional commerce. Coastal,
riverine and lacustrine peoples have traded fish products with
savanna or forest peoples who harvest livestock and poultry
products or cereals, fruits ana vegetables.

Some analysts arigue that
even if trade barriers were
removed, most African states
picduce the same commodities
as their neighbors and
therefore, regional trade
opportunities within Sub-
Saharan Africa are limited.
However, there is strong
evidence that such arguments
are specious.

The existence of active,
albeit illegal, cross-border
itrade throughout Africa
indicates that even within the
same region (such as the West
African coastal states), there
are certain areas that have a
comparative advantage in the
production of specific
commodities. This applies not
only to agricultural
production, per se, but also
to the whole range of
agricultural marketing
activities that takes place
Auring the marketing process.
Indeed, despite the existence
of such barriers, private
agribusinesses are beginning
to make their own trading

‘'he Nigerian Export
Promotion Council organized
a trade exhibition of
Nigerian products in Accra
from October 31 to November
4, 1990. Closely following
that, the Ghana Chamber of
Commerce, the Association
of Ghana Industries and the
International Trade Center
organized a buyer-seller
meeting between the
Ghanaian manufacturers of
food processing equipment
and the Nigerian
entrepreneurs who wanted to
import such machinery.
Deals worth approximately
$300,000 were made between
the Nigerian and Ghanaian
agribusinesses. At the
conclusion of the meetings,
the Nigerian and Ghanaian
businessmen urged their
respective governments to
reduce the barriers to
trade between their two
countries.

arrangemenis with neighboring states.

2. Policy Administration and Regulations

Having sound economic policies is not enough to promote
efficient and competitive agricultural marketing systems.

Policies must be translated into actions by the enforcement of

rules and regulations by government officiasls. Indeed,; it is

becoming clearer that more attention must be paid to the day-to-
day administration of the rules and regulations which implement

the policies before significant economic results will be

achieved.

For example, a government policy may liberalize cereal

marketing by deregulating the de ,jure monopoly which an SOE held

"
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in cereal trade. However, the trade will not be effectively
liberalized if there are still rules which limit entry into the
market.

Regulations which limit the participation of private
agribusinesses in marketing activities include:

* requirements that traders or businesses be licensed;

*¥ high costs for license fees;

¥ numercus eligibility requirements (e.g. tax
certification, business registration) for applying for
a license;

* special permits to move certain quantities of
commodities, even after being licensed; and

* quotas on the amount of goods that may be traded or
processed and sold.

There may also be domestic barriers to trade which are not
even addressed by the macroeconomic policy change, such as the
ability of a provincial authority to assess its own tax on cereal
traders. Therefore, to ensure the ultimate success of policy
reform programs, close attention should be paid to the effective
administration of the rules and regulations that relate to the
subject marketing activity.

Regulations which limit or control entry to the market
effectively drive up the costs of marketing and result in
inefficiencies in the marketing system. In addition, quotas on
either imports or exports distort the market forces of supply and
demand by artificially regulating the supply of goods.

For example, in West Africa, restrictions on the export of
domestically produced cereals (e.g. millet and sorghum) has often
resulted in excess domestic supplies, which pushes local prices
down and ultimately discourage further production for market.
Alternatively, restrictive marketing regulations has driven
surplus production into parallel markets from where it has been
exported to neighboringz countries. While this may bring some
immediate gains to the traders involved, it encourage:
inefficiencies in the agricultural marketing system and has a net
negative impact on economic growth and development.

Given the thin nature of most African national markets, it
would seem appropriate that governments give more attention to
encouraging exports rather than discouraging them, and strive for
food self-reliance rather food self-sufficiency.

* THE LEGAL SYSTEM:
The legal system (and the impartial enforcement of the law)
is another important factor affecting the development of

competitive, efficient agricultural marketing systems. Marketing
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Table 1:

Table 2:

ANNEX B

STAGES OF AGRICULTURAL MARKET DEVELOPMENT

The Driving Forces in Agricultural Marketing System
Development

Factors Associated with the Stages of Development of
Agricultural Marketing Systems
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Stage [

Table |:

Stage 11

Urbanization

Tochnology

I=destrialization

Leqal
Favirozaent

u3rket
Orqaaization

Transport
Infrastroctore

Very lov levels, Undifferentiated in
rural areas.

Lov level.
areas.

Kost people live ia rural

fre-lndustrial.

Artisans produce agriculteral
inplenents sad 2 linited ranqge of
consurer goods.

Inforeal judiciary. %o comtract lac
or private ovnership of lazd.

Seall, atowistically competitive firss
vith circuascribed trading activities.

Urderdeveloped. Nany raral areas not
served by roads. Trumk roads
dilapidated. Pev all-weather roads.
%o railroads. Pew airstrips. Saall,
nnn gechanized ports.

Lov but some differentialiag 1a rars:!
areas. Rising urbas siddle class.

Still at low level, but rising
urbanization. Larqest cities begin to
qrov rapidly.

Linited use of impreved technology in
agricultural production and marketing.

Scee local sanulacture of fam
iaplenents, low-tech processing units
ang consuser goods, thoush cn a ssall
scale.

Judicial syates in urban areas, btut
proae to influeace peddling. Contract
law not vigorously enforced. Insecure
1and tenure.

Increasing scale of sose [irss,
particalariy in vholesals trading.

Trunk toad qrid extended. Bxpanded
rural road neivork. Limited rail and
it transport belveen Rey points/cities.
Ports can accosndate larger vessels.

bul operatings are non-wechanized.

Faeqi=y nrben rlass vith gureSasins
pover. Rural incomes rising, with
increasing diffarentistion.

Outside of qroving major cities,
secandary or aarket towns thriving.

Tspraved praductinn and sarketing
technofoqy has becone widely used.
¥nst land sown to high-yielding
varities and larns use fertilizer and
aro chestcals. faproved storage and
processing techniques. Refrigeration
find cold storsne) become widespread.

Increasing industrialization.
Expanded scale ia eanofacturing fars
isplesents and nachinery. Processing
sarhinery naznfactured. Fertilizer
rixing plant. Assesbiy and
aaintenance of cold s-orage units.

Secure land tenure and private land
sarkets eserqe. Contract law
increasingly vell-enforced. Judicial
systen beccaes stronger and less prone
te sanipolation.

Scale and concentration increases in
wholesale trading and processing.

Less efficieat, smaller-scate
cogpetitors strnanle,  S1all retajlore
provide goads scavenpaally vhich oo
inoRih dengrd.

Ail-weather roads penetiale farther

inle rural areis. Feeder toid networt
becomes Letter dovelaped. Kail and air
retwarks expand, Torls can iccoendite
0cean q0ing vessels carrying cont viners,
Intal, 311 treyght capacity expands,

Staze 1Y

Tl doiacizes and vealth spread
throughout rural areas. FPewer, larger,
sore economically viable faras resairn
in roral areas.

Cities continue to grow though at lower
rate than in Stages II, I11. Population
qrovth rate levels or declines.

Virtually all faras used improved seed,
fertilizer and agro-chesicals. Post-
harvest handling, processing, storage
and distribution technology becomes
lazqer scale and more efficient. Export
crop techanlogy seels highest intal.
slandards.

Go beyond asseably and fertilizer mixing
plants to full-scale industrialization.
Por most part, country achieves a
scientilic and indostrial base.

Strong judiciary system provides checks
and balances to executive and
legislature.  Property rights, contract
lav, torts becone increasingly well
developed.

Scale and concentration increases in
perfornance of other marketing functions
{e.g. retdilingl, Swall-scale,
inefficieat operators disappsar, except
vhere 3ble o provide areater
canventence utility.

Transport infrastructure becones vell-
developed and saintained. Trunk roads
iaproved. Eatry/exit to urban areas
facilitated. Rail, airstrips and ports
ispreve.

Page 1 of 2

Righ incomes and standard .1 iiviag
prevail. Consumers willing and able
to pay premiun prices for conveniont
goods and services.

Nost people live in cities, thoush
population is diffused in aany prisary
and sacondary cities.

State-of-the art technology prevails
in agricultural production, post-
harvest bandling, and other functions.
Conputers assist in deternining
optinal crop or feed wix, inventory
levels, and [ira financial/aarteting
fanagement,

Scientifically advanced, industrial
vith sazy “post-harvest® elesents,
Kicro-firss able to produce efficient]
for niche-narkets.

Strong legal systes consolidated.
Bavironsental and food safety issues
cose to fore; strict penalties for
tira non-cospliance with regulatioss.
Legal advances also in biotechnology
and patest lav (iutellectual property
rights).

High degree of concentration typically
eserges in food processing, trading
and distribution. Neryers and buyonts
becone conwonplace during {nod
industry consolidation.

Paved roads serve sost rual areas.
Toll roads charge user fees for
saintenance. Rail systess used to
transport grain and bulky cossodities.
Airport and ports achieve

state-af the-art.



Driving Forces

Incone

Urbarization

Tachanlngy

Iadostrialization

Leqal
Eavirongest

Narket
Orqanization

Transport
[afrastrcture

—

Stage |

Very lov levels, Undifferentiated in
tural areas.

Lov level. Nost people live in raral
areas.

Pre-Tadustrial.

Artisans prodace agricoltural
inplenents and a linited range of
cossuner goods.

Informal judiciary. ¥o contract lay
or private ownership of land.

Seall, atonistically compstitive firas
with circusscribed trading activities.

Underdeveloped. Many raral) areas not
served by roads. Truak roads
dilapidated. Fev all-wveather rcads.
Y2 rariroads. Few airstrips. Suall,
nan aschanized ports.

- .|i [

Stage 11

Lov but sose differentiation in rural
areas. Rising urban aiddle class.

Still at lov level, but rising
utbanization. Llargest cities begin to
qrov rapidly.

tinited vse of improved technology in
agricultoral production and marketing,

Some local ranufacture of farg
ispleneats, 1ow-tech processing units
ané coasuner gouds, though on a small
scale.

Judicial system ia «rban areas, bat
ptone to inllucace peddiing. Contrart
lav not vigorously enforced. [Insecure
Tand tenure.

Increasing zcale of sose firss,
particularly ia wholesile trading.

Tronk road 9rid extended. Brpaaded
rural road aetvork. Limited rail and
2ir transpert between key points/cilies.
forts can arcosodate laraer vessels,

but operatioms are non-gachanized.

Stage 11

Earrging urban rlass with purchasing
paver.  Rural inceses rising, w1th
increasing differentiation.

Ouiside of gqroving sajor cities,
secondary or sirketl towns thrivian.

Isproved production and marteting
technoloqy has become videly used.
Kost lard scvn to high-yielding
varities and faras use fertilizer and
agro-chesicals. 1sproved storage and
processing Lechniques. Refrigeration
I3rd cold storage} becose widespread.

Increasing industrialization.
Expanded scale in manofacturing fars
ispleneats and machinery. Processing
sackinery sanulactured. Pertilizer
wixing plant. Assesbly and
naintenance of cold storage units.

Secure land tenure and private land
1arkets ogerqe.  Contract lav
increasingly wall-enfarced. Judicial
system becoses stronger and less prone
to zanipulation.

Scale and cancestration increases in
vholesale trading and processinn.

Less efficient. smaller scale
cospetitors struagle. Seall retailers
provide qoods conveniently which are
in high deaand.

Mi-veather 10ads penetrate farther

into ruraf areys.  Feeder road aetvork
breoses hetter developed. Rail and nir
netverds expand. Poris can acceandate

acean aaing vessels carrying centainers,

tatal. nr lreiqht capacity cepon s,

Sl Yarketing Systey Uridind torces

Stage 1V

Page L o 2

Stage V

Increased incomes and wealth spread
throushout rural areas. FPewer, larqer,
sore econoxically viable faras resain
in rural acreas.

Cities continve to grow though at lower
rate thas in Stages II, 111. Population
qrovth rate levels or declines.

Virteally all faras used inproved seed,
fertilizer ard agro-chemicals. Post-
harvest handling, processing, storage
and distribution technology becomes
larger scale and aore efficient. Bxport
crop technology seets highest intnl.
standards.

Go beyond asseably and fertilizer aixing
plants to foll-scale industrialization.
Por most part, coontry achieves a
scientific and isdustrial base.

Strong judiciary system provides checks
ind balances to executive and
legislature.  Property rights, contract
lav, torts becowe increasingly well
developed.

Scale and concentration increases in
perforaance of other marketing [unctions
le.q. retailing}, Small-scale,
inefficient cperators disappear, except
vhere able to provide greater
convenience utility.

Transport infrastructore becoses well-
developed ind waintained. Troak roads
1aproved.  Fntry/exit to urban areas
tacilitated. Rail, airstrips and ports
itprove,

Righ incomes and standard of living
prevail. Consusers willing and able
to pay presiva prices for convenient
goods and services.

Kost people live in cities, though
popolation is diffused in sany prisary
and secondary cities,

State-of-the art technology prevails
in agricultural production, post-
barvast handling, and other functions.
Conpiters assist in detersining
optisal crop or feed mix, inventory
levels, and fire financial/sarketing
panajenent.

Scientifically advanced, industrial
with sany “post-barvest® elegents.
Ricro-firns able to produce efficient]
for eiche-sarkets.

Strorg legal system consolidated.
Bavitonnental and food safety jesess
cone to fore; strict penaities {or
Eirn pon-cospliance with regulations.
Legal advances also in biotechnology
and pateat lav (intellectoal property
rights).

High degree of conceatration typically
energes in food processing, trading
and distribution. Rergers and buyouts
become comnoaplace during food
industry consolidation.

Paved roads serve sost rual areas.
Toll roads charge user fees for
saintenance. Rail systees used to
trarsport grain and bulky comandities.
Airpart and ports achieve

atats of the art.



Briving Forces

Conuznicaticns
Iafrastructure

Eleetricity &
¥ater

Gavernpeat tole
ia Kartsting

Financial
Jastitetions

Stage 1

¥o electronic comsunications cutside
capital city.

Blectricity only available in one or
few cities. It's unreliable and
wnavailable part-tine. Poaped
wnicipal water supply availadle

in few citizs. Sewage and wiste
d1sposal systeas undevelcped in major
cities. Water raised by hand or with
aninils in raral areas.

Linited involvesest in marketing
systea and little capacity to enlorce
policies and regulations.

Predoainantly informal. Saviags
qroups and local soneylenders are key
[inancial interaediaries.

Table I:

Stage 1

Telephone service between major cities.
Capital city has limited international
telepcae and telex capacity.

Blectricity, sanicipal lpuaped) vater
and sewage/vaste disposal sysiews
expand to other sajor cities. Vater
raised iacreasinqly by wotorized puaps
in rural areas.

Linited governzent requiation of food
systea and enforcement capacity.
Coveramen! may set up sarketing boards
for export crops and grain.

Conaercial banks lend to larger agro-
eatrepreesurs. Informal {inance still
predovinates 1n tural areas and {or
saaller firas vith few assets las
collaterall.

Aqricaltural Marteting Systes -- Drivinq Porces

Domestic and international telephone
service ispraves. Intal. telephone
and telephone/fax linkages
strengthened. Telecoamunjcations in
najor cities.

Blectricity and sunicipal {pusped}
valer systeas expand to secondary
sarket towns. Sevage and waste
dicposal systeas developed. Sose
rural areas, partucularly those near
cities, becoae electrilied. Water
taised by sotorized puaps in wany
rural areas.

Government requlation of input and
product sarkels izproves. [Unfair
trading practices and misrepresentation
penalized. Cavernaent able to ensure
cospliance vith ninimal food hyqiene
requlations. Grades and standards
developed and applied.

A3 private land ownership expands,
farger farwers are able to borrov {ron
consercial or agr. credit banks.
Swaller agro-enterprises are also able
to use the forsal [inancial sector,
vhich deepens and broadens its asset
base aed lending capacity. Pinancial
links vith foreiga conntries, including
curtency convertidility are
streaqthensd,

Stage IV

Page 2 of 2

Stage V

Telephone service penetrates imto most
roral areas. Intermational tele-
consunications metwork deepened;
secondary towns integrated iato it.

Rural areas electrified, and vater
systens improved. Electricity capacity
strenqthened to accosodate industry and
refrigeration requireaents.

Goversment requlation costintes to
inprove., particelarly iavestigation of
anti-cospetitive practices. Grading
systea vigorously eaforced, but say
change to accosodate tastes and
preferences. Pood safety becoses a
high priority.

Porsal financial institotions becone
stronger, 207e Jiveisi...i and deeper.
Inforaal fimancial arrasgesents of
decreasing isportance. Longer ters
loans for faras, processors, traders
requiring investsent capital becoing
increasingly available.

T1lecosnunication networks peaetrate
itto rural areas. Telex, fax, express
8di] systeas vell-developed. Car
telephones/faxes.

National electrification achieved.
Punps or urban authorities seet water
requiresents. [Increasing attention to
vater coatamination aad guality.

Goverraent improves capacity to
requlate food industry asd utilities.
Concern over increased concentration,
eavironnental extermalities, food
safety and truth ia advertising and
labeling.

Pares and firas able to use commodity
exchanges and fotore markets in
comaodities and currencies to manage
risk. Pimancial system well-imtegrate
into global financial markets.



Driviag Forces

Iapnt Markels

Seed Indastry

Fertilizer
Distribution
and Use

Agro-chesical
Distribution
end USe

Agricpltural
Bquipyeat

Labor Narkets

Stage |

Farsers retain sesd. Fo joverseat
or comnercial mltiplication
distribation.

Faraers rely on manure, crop
residues and burning to aaiotain
fertility. Little ase of iaorganic
fertilizer.

Yot available or used.

Faraers practice hand-boe agriculture.
Very linited aninal tracticn. Farn
inplesents produced by artisams asing
scrap setal.

Iatsr-hoasehold labor exchaage
predoninates in roral areas.
Virteally oo agricoltural wvage labor.

Table 2: Aqricultural Narketing System -- Associated Pactors

Stage 1

Goverameat produces foundation seed

is linited quantities and usvally
sultiplies seed. [Iaproved seed usvally
only availadle throuqk governsent seed
service or developsent projects.

Pertilizer used on cash crops,
particalarly export crops. It is
often supplied by parastatal orgasiza-
tions respoasible for export marketiaq.
Linited nse of fertilizer on stapie
crops {i.e. graias, tubers, lequaes}.

Linited use of agro-chemicals, except
o8 cash crops. Little use of phyto-
sazitary products in storige or
trassport.

Paraers associated with export aar-
ketiog boards are able to obtain amisal
traction and equipzent on favorable
teras. Traction not widespread outside
of these prograus.

Teforsal agricolturai wage labor sar-
kets eaerge. Presium vages paid during
peak agricultoral periods. Appreatice-
ship systes prevails in markeling and
transport.

Stage Ili

Yhile goveraszentl continues to produce
{oundation seed, commercial seed firas
and specialized contract sultipliers
enerqe. Larns nusbers of faraers use
isproved seed.

Pertilizet is used incressingly on
staple fond crops, particularly grains.
Pertilizer application is nften belov
optizal levels. and farmer knovledge

of the benefits of altetnative
forsulations say still be limited.
Pertilizer is distributed by cosmercial
firss in wany rural areas.

Paraers begin to use agro-chemicals
widely on field crops and crops ia
storage. Veterirary inputs are also
videly used and available, generally
{roa public animal health agencies.

Aainzl traction is increasingly wide-
spread and has diffused spontaneously.
Rural and secondary town artisams
aanulacture and repair equipsent.
There are active traction anisal and
equipaent sales and repair services.
Pateers use aninal traction or noa-
notorized zachines to produce outputs
on the fara.

Agricoltura) wage labor becozes an
iwportant source of fara Iabor. It is
often full-tise, rather than part-tise
peak-season labar. Il often coses [or
is recruited) fron distant depressed
rural areas. As aarketing and
processing tiras qrow, they hire anre
full tise esplayees,

Stage [V

A vibrant seed industry develops which
is able to screen, test and develop
isproved varieities. Private firas
increasingly prodsce foundation seed,
and they use contract mcltipliers
extensively.

Parsers use higher levels of fertilizer.
Their knowledge of alternative formola-
tions, timing and sethods of application
expands. They iacreasingly boy im bulk
fros vholesale dealers. Dealers provide
inforsal exteasion services with
fertilizer.

Virtoally all faras wse agro-chericals.
Jse of phyto-sanitaty products for crops
stored on the fara or comsercially has
becone widespread. Private practices
supplant governaent agencies ia distri-
buting veterinary drugs 2ad providing
veterinary services,

Para operations are increasingly
aechanized, using motorized tractors,
tillers, harvesters, processing units.
fRigher-level processing takes place off
the fara, and faraers buy back processed
products for consuaption.

Para cwnersdip aad aanagement/labor
becone increasingly seperate fuactions.
Permanent hired labor is supplemented by
peak season labor during peak periods,
such as harvesting. The seasonal labor
say be imported from other countries.
Narketing and processing firas hire sore
full-tine, skilled laborers, technicians
and sanagers.

Private firas, often with governseat
or university support, isprove seeds
and plant saterial through biotech-
nology, vhich shortens the testing,
wltiplication and diffusiea cycle.

Parnars are very knowledgeable about
fertilizer attributes and requiresents
for different soil types. Soils are
systematically tested for deficiencies
and to cospensate throungh fertilizer
application. Sose farss practice
*orginic” agricelture is response to
eavironnental and soil erosion
problens. Hence fertilizer require-
nents are reduced.

Paraers are very knovlegeable abost
pests and parasites. Xany practice
integrated pest managesent, reducing
the teed for chesical tratsents. When
pest probless get out of control,
governsent agencies step in to provide
videspread spraying and treatsent
ptogtass.

Para operations are heavily sechavized
Larger faras make hoge investments in
agritultoral sachinery. Ssaller faras
rely on custon hire sechanized units
to perfors key operations.

As firas becowe increasingly
capitalized, capital and labor are
hired toqether to perfors peak season
fars operations. Agribusinesses
cospete with other industries and ser-
vices in cospetitive, national labor
narkets for skilled laborers,
technicians and managers.



driving forees

Pylpul Markets

st Farvest

fost
Technoloay

frocessing

Fredceinant
Trader Types

Spatial
Orqaaizatioy
of ¥arkets

Grades and
Standards

stage i

On-fare storage and processing.
Storage is artisamal and uaisproved
typically high losses. Usmechanized,
labor intensive handling and
processing aethods,

Generally liaited to processing for
issediate housebold consuapiica.
vrocessed prodocts ot storable or
traled.

Rouseheld to household trade
predoninates. Some part-tise roral
traders. Few whclesale traders in
urhsn areas.

There are a fow periodic, localized
parvets draving fron circugscridbed
areas.

High deqree of product beterogeneity.
Linited incoae difterentiation awong

Table 2: Agricultural Marketing System -- Assocjated Pactors

Stage 11

Short-ters comnercial storage qemerally
vithout use of insecticides. Goverament
agencies o{ten perfors the longer ters
storage function o 2 larqe-scale.
2anrgence of sxall-seale sechanized

food processing.

Szall-scale, cossercial feod processing
ezerges. Processing done on 3 custow
basis.

Urban wholesale traders begia to
doafnate trade ia staple crops. They
typically vork through corrission
ajents or essociated rural asseablers.

The nunber ard size of periodic
zarkets expands. These serve
iscreasingly 23 bulkisg points ia
staple crop trade. Markel hierarchy
begins to emerge.

informal qrades and standards are
applied by the private trade, although
they are not always consistent.

Stage [11

On-fars storane methods improve
significantly and losses drop
correspondiaqly, Ingecticides and
funigants becowe videly used. Producer
Ynovledse oi harvesting and hindling
techniques iaproves, especially for
perishable cossodities. Markeling
ageals japrove capacity to handle

and store commodities.

Larger, sore efficient processing vnits
energe, as warketable surplus expands
and producers rely on commercial rather
than on-fara proceysing.

Increasing specialization takes place
in trading. Scale iacreases,
particularly {or vholesalers and
processora.

b well-articulated market hierarchy
develops, with vibrant, high-voluae
urban wholessle aarkels in large
cities.

Governmeats 1aterveme in markets to
develop clear, universal grades and
standars. fublir health concerns
becose taportant. Grading scheges
reflect previous infornal grades veed
by private frade. Caveramentes beqin
ta apply ana ealorce standards,

Stage IV

Post-barvest handling practices
continue to isprove, especially for
higher-valued, perishable comnodities,
as vell as becoze more sechanized.
Pre-cooling and cold storage become
videly-used iz perishables marketing.
Large-scale commercial storage of
staples isproves greatly.

Processing units imcrease scale and
efficiency. Processed fruits and
vegetables are videly consumed, Much
greater conveaiesce is eabodied in
processed foods, which are ready to eat
or cook. Packaging hecones wore
attractive and importast for sales.

targe-scale vholesale firas trade a2
broader array of products and are able
to supply the needs of grocery stores
and other retail outlets. Small-scale,
inefficient firms disappear, except
vhere able to provide coavenience,
Increasing scale in retailing.

Nultiple wholesale markets serve large
cities, and the variety of retail out-
lets proliferstes. Prodoce is
increasiagly assesbled on the fara or
brought to warebouses or graim elevators
directly by faraers. Periodic*markets
petforaing asseably and retail functions
disappear.

Unifors narket seasures and weights

ate univecally applied, and violators
re sanctioned, Grading schemes become
sore subtle and differeatiated,
reflecting higher incone levels and
qreater variety of tastes and

preferences (backed by purchasing pawer).
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Stage ¥

Poit-harvest bandling methods become
stite-of-the-art in order to satisly
increasingly exacting consumer
denands. Preccoling, shrink wrap in
the field, mechanized sorting and
grading, standardi2ed cartons and
containers, palletization and fork-1i!
handling of all types ol produce are
anong the major post-barvest handling
aethods.

Processing facilities are able to
operate nuch of the year at high
jevels, Processing sachinery can be
adapted for several related uses.

As demand for fresh fruits and
vegetables expands, processed output
nay decline per capita [except for
frozen produce).

Vast, isteqrated food conglomerates
perfora asseably, processing, storage,
vholesaling and retailing [unctioss.
Bergers and acquisitions lead to
increased concentration and scale.

Wholesale markets in central cities
disappear, and are repiaced by direct
shipaent of food products fros
suppliers to end users. Supersarkets
and warehouse stores becone the chiel
retail outlets for urban and suburban
consuaers. Bigh incoses and the
increasing value of time creste
expanded opportunities for convenience
storeas and fast food outlets.

Grades may change as consvaer
preferences and health concerns chanqe
fe.§. beel grades, fluid ailk in U.5.)



Risk-Redscing and
Sharing Weckanisas
Matketiog

Narket
Inforsation

Narketed Surplus

Rarketed Share of
Value Added

Stage 1

Inforsal exchange. Virtually no
active coordinating institutiocs or
agents.

Tone othere than faraer investaent io
tivestec and reciprocal social
relations in rural areas.

Linited aed localized. Diaseainated

by word-of-aosth.

Incidental and unpianned. Ceterminsé

privarily by veather,

lov garketing aargins [or ost
products, whick sove short distances
and kave little valge added.

Table 2:

Stage 1]

Spot sarkets, characterized by vide
supply 2nd price fluctuations,
predoninate. Traders are required to
personally 1nsrect fots of prel-,

Xarket brokers or facilitators assess
credit-vorthiness of marketing agents
and extent chort-ters credit. Traders
turn over stocks rapidly to avoid
losces associated with adverse price
covenents while staples i storage.
Inforsal sonetieaders charge high
interest rates to olffset high risk of
borrover defaolt.

Private aarket inforaation networks
develop, vhere traders have superior
knovledge to producers. Governsents
13y begin to provide limited, but
typically not very timely market
news.

Larger, bettsr-equipped faras develop
4 aore corecrcial orieatation aod
produce 2ost of the narketed surplus.
Irrigated faras a3y produce auch of
surplus.

Karketing sargins begin to rise,
especially for food products trams-
ported long distances or stored for
some Liae,

haricultsral Narketing Systes

Stage 111

Increasing use of foreal contracting
arranacsents by praducrs, proressors,
and exporters. ¥ith the eacrgence of
uniiore qrades ad standards and
varehouse receipis, personal inspection
of wirehouse Iats is na langer
arressary.

Contracts with price, quaatity and
quality quarantees and provisions for
hardling production shortfalls aad
price {luctuations becoae 4n iwportant
risk-sharing mechaniss. Longer tera
coarodily storage becoses a forw of
speculation. danks spread risk by
lending to farser orqanizations.

Xore relisble, videly disseminated
inforsation on production, stocks,
trade voluses and prices becoses
available and is used by producers and
narketing aneats in their marketing
satkating decisions. Prices printed
in newspipers or broadcast over radio.

¥ast Praducers devalop 3 coasereia]
orientation. Production of a sarketed
surplus is planned. Host farn
praduction 1= 301d, so this surplus
becoye: the T - source of fars income.

Mthaugh rosts of perfareing particular
sarketing functions decline, gross
parkeling 2irqias continue to increase
35 aore value is added in the aarveting
process,

-+ Associated Pactors

Stage 1V

Narket coordination becomes aore dynanic
and precise. Auction warkets, commodity
exchanqes and in some cases futures
1rkals replace spot warkets. Electronic
sarketing is introduced. The food
industry becones aore vertically
integrated.

Producers, processors, vholesale traders
and exporters/isporters use forvard
deliverable contracts and hedging to
sininize risks. Crop insurance schemes
or other fars incone guarantee prograa
exerge. Other govermmest prograss may
help to spread the risk of overseas
agricultural investsets (e.g. OPIC).

Up-to-date peblic information is widely
avaisable and used. Private information
services develop to seet the dewand of
the private cossodity traders, wbo

need high quality and corrent markst
inforsation raridly and are willing

to pay for it.

Faraers sell essentially all of their
output and buy processed, ready-to-cook
foods in rural or szal) town retail
outlets.

Parsers capture 2 saaller share of the
consuser expenditure, as time, form and
place ntilities are added to agricultural
products. As scale and efficiency
axpand, unil rosts for performing
spreilic aarketing functions continue to
decline,
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Stage ¥

Narket coordination becoass

increasingly precise vith the advent

of computerized inventory tracking
systess and sxcollent eozamaicatjone.
Contracting arrengesents, vertical
integratinn, and the use of comsodity

.. ..crency futores aarkets predosinate.

Parns and firas able to use comsodity -
exchanges and futores markets in
congodities and correncies to manage
risk. Pinancial systes vell-inteqrated
iato global financial fimancial markets.
Private insvrance corpaties villing and
able to insure against vide range of
risks.

Vith increasing dosestic concentration !
in the food industry and as sore food
products are transferred privately
vithis vertically integrated systess,
public infornation may becone less
representative and tiwely. Xational
and global supply and trade information .
decomes videly available and critical |
for trading decisions in imtermational :
nartets.

Corporate superfarss sell all of thegr
output.

A9 consoners desand wore and more
convenjence and eat more of their seals
avay [ron bome at food establishaents,
farsers capture a saall proportion of
the consuarr dnllar.
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arrangements often involve contractual relationships of one kind
or another. 1In addition, they involve property rights.

These rights, obligations and relationships must be
enforceable through the legal system, usually the courts, or
there will be no effective means to ensure that order is
maintained in the marketing system. If the judicial system is
not impartial and expeditious in dealing with claims arising from
disputes related to contractual obligations or property rights,
it will have an adverse effect on the cost of marketing and the
efficiency of the agricultural marketing system.

B. Marketing Infrastructure

Given a firm resource base, reliable weather, and a sound
policy environment, an efficient agricultural marketing system
requires that there be physical markets and complementary
facilities at which market participants, such as agribusinesses,
can perform their marketing functions. The infrastructure
necessary for agricultural marketing may be classified as either
hard infrastructure (physical structures) or soft infrastructurec
(financial and informational services which enhance the
effectiveness of market participants’ activities).

Examples of hard infrastructure include:
(1) roads;

rallroads;

market centers;

storage centers;

port (cargo) facilities;

airport (cargo) facilities;

river transport facilities;

electric power facilities;

water supply facilities; and,

) sorting, grading and processing facilities.

OO0 ~1AHhWMdb WwN
O - — e e

Examples of soft infrastructure include:
(1) postal services;

telecommunications services;

radio services;

market information services; and,

financial services.

o~ o~ —
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The infrastructure necessary for efficient agricultural
marketing is determined to a great degree by a country’s resource
endowments and by the number and location of market participants.

Most Sub-Saharan African countries have thin markets; that
is, there are a relatively small number of producers and
consumers dispersed over a large territory with rather limited
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purchasing power because of low incomes. Indeed, nineteen of the
world’s poorest twenty-five countries, in terms of GDP, are
located in Africa.

Therefore, an extensive, rather than an intensive, marketing
infrastructure which reaches many producers and consumers at the
lowest possible cost might be the best way to achieve economies
of scale and to capitalize on any inherent comparative advantage
in production and marketing capacity.

In gerieral, low levels of infrasiructural development will
raise the costs of marketing whereas highly developed marketing
infrastructures can help keep marketing costs low. With their -
relatively small populations dispersed over large territories,
most Sub-Saharan African nations are heavily dependent on the
transport system to move agricultural produce (inputs and
outputs) over long distances to places where it can be stored,
and then dispersed or combined and processed. The transport
network is also needed to ensure that incentive consumer goods
reach farmers.

Reliable, all-weather transport, including good primary atvi
secondary roads, and auxiliary transport networks, such as -
waterwayvs and railways, are components of the transport svster.
Transport is difficult and expensive in Africa, more so than
other parts of the developing world, because the roads are —

inadequate and poorly maintained and there¢ are insufficient =
national! and regional communication networks to direct and
coordinate transport. -

Storage facilities are important at all levels of
agricultural marketing svstems. Marketing agents need pest- -
resistant and weather-resistant storage facilities to keep
agricultural inputs (e.g. pesticides, fertilizers, improved
seeds) and outputs (e.g. cereals, vegetables, fruits) in good
condition.

Storage facilities are needed at the farm level and in locezl
as well as regional trading centers. Certain crops, such as N
horticultural exports, also require refrigeration facilities,
especially at collection and export points. Collection, storage,
refrigeration and processing facilities also require relieble
sources of water and electricity.

The dearth of marketing infrestructure and the poor
condition of what does exist has had a deleteriocus impact on
agricultural marketing development in Africa. Seasonal price
fluctuations are often excessive fcr certain crops because there
is a lack of physical infrastructure which would permit the flow
of food among regions with different seasonal patterns.
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National communications networks, which are usually under
government control, do very little to collect and disseminate
useful marketing information to praducers, consumers and all
market participants. On the other hand, flows of information
between private sector market participants, such as private
trading networks, are often rapid, accurate and comprehensive.

The fundamental problem with private information networks,
however, is precisely that accurate information on real prices,
commodity flows and other market conditions carry with it
significant market power. Without countervailing access to
equally _ood market information from public and/or neutral
private so' rces, both producers and consumers outside of existing
networks can be placed at a significant disadvantage in market
negotiations.

Financial institutions have an important role to play in the
deve 'opment of efficient agricultural marketing. Access to a
full range of financial services improves the ability of all
market participants to perform their functions effectively.

Financial institutions help to mokilize savings that can be
used to improve the marketing system, such as by funding
investments in new technologies or new infrastructure.

Formal and informal savings associations can make both
seasonal production credit and medium-term trading credit
available to farmers and traders, respectively.

As agricultural marketing systems become more sop-isticated
and more integrated into the world market, their financial
requirements change as well.

For example, traders operating on thin margins need to have
access to sophisticated financial services such as futures,
options and currency swap markets to allow them to hedge their
risks. (In recent vears commodity markets have become, in some
respects, financial markets rather than product markets. 1In a
competitive export market, the trader’s net margin may be only a
few percentage points of the product price and may easily be
wiped out by movements in werld prices and/or the exchange rates
within a few days or weeks. In these ¢ircumstances, traders need
to hedge risks.)

Regulatory agencies, usually associated with government
services, also centribute to the developmen* of efficient
agricultural marketing systems. These enticies ensure that
acceptable rades and standards are enforced for all commodities
circulating through the marketing system.

Monitoring the grade and standard of inputs helps ensure
that farme 's get the appropriate inputs needed to maximize
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productivity and marketable surplus. Regulating the grades and
standards of agricultural outputs helps to ensure that farmers
receive a premium price for high quality produce and that the
best product is delivered to processors for transformation and
forward sale to the consumer.

Maintaining high quality grades and standards for
commodities being sold in international markets is especially
important if Sub-Saharan African nations are to reap the highest
benefits possible from their comparative advantage.

Two important issues regarding market infrastructure are:
* who should pay the (investment) co-i- associated with

building the hard infrastructure or prov1d1ng the soft
infrastructure?

* who should pav the (recurrent) costs associated with
the maintenance of the infrastructure?

There are no easy answers to these questions. Often, the
initial investment needed to build hard infras-ructure {e.g. =
port or airport facility, regional market center, or roads), will
have been undertaken by the government because few private
marketing agents will assume the risks nor the start-up costs
associated with such a significant endeavor. This is esoecially
true for those aspects of tne infrastructure which transcend
agricultural marketing functions and have national or strategic
functions as well, such as roads, port facilities, airports
communicaiions networks, and water and electric power generat.on.

However, this does not preclude private investors from
making additional investments in infrastructure which can
complement what has been done initially by the government. For
example, private companies should be encouraged to build power
generation facilities, to supply transport services, to invest in
communications, and to build facilities for the collection,
grading, sorting, storage and processing of agricultural
commodities. In addition, the marketing of incentive consumer
items to producers, which is such an important aspect of a fully
developed agricultural marketing svstem, is usually left in the
hands of private marketing agents.

Improving the marketing infrastructure is an important
method to improve the performance of the agricultural marketing
system. However, improved performance is also closely linked
with how the facilities and services are used. Market
participants must have good organization, appropriate motivation,
sound management, and sufficient human skills in order to
maximize the utility of the marketing sy -tem infrastructure.
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C. Agribusiness and Other Market Participants

Participants in the agricultural marketing system include
both social groups, such as farmers, consumers, traders, market

administrators, and policy makers, as well as organizational

entities, such as agribusiness firms, marketing cooperatives,

marketing boards, chambers of commerce, market research
institutes, export promotion councils, and agencies responsible
for regulating grades and standards of commodities in the
marketing system.

Farmers are producers supplying the marketing system with
outputs but they are also consumers of inputs supplied by the
marketing:svstem as well as the consumer (incentive) goods which
are transformed during the marketing process.

Private traders are involved in all aspects of commerce
associated with the agricultural marketing svstem: moving,
storing and distributing agricultural inputs, and collecting,
storing and transporting agricultural outputs.

Cooperatives engage in various marketing activities, such as
transport, sorting, grading, storage and processing of produce.

Parastatal marketing boards, or SOEs, also engage in many
different agricultural marketing activities, including the
transportation, distribution, collection and storage of produce,
and processing and packaging of agricultural products.

Private firms, defined as agribusinesses, engage in many of
the same activities both domestically and internationally through
links with world markets.

Government agencies which promulgate and enforce policies
and regulations that affect agricultural marketing activities are
also participants in the marketing process.

One way to improve the efficiency of agricultural marketing
systems is to improve their competitiveness. This involves
increasing the ability of private sector marketing agents,
especially agribusinesses, to engage in more activities.
Tncouraging competition will allow market forces to determine
which agents are best suited to engage in specific marketing
activities. Encouraging competition will lead to specialization
and this will also improve marketing efficiency.

In comparing public marketing agents and private marketing
agents, some advocates of state intervention argue that because
markets are not perfectly competitive they cannot be relied upon
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to allocate resources equitably. Hence, they argue that
governments must intervene in markets, through policies and
regud¥tions and/or through public marketing agents, to ensure
equity.

However, this approach begs the key question, which is:

* To what degree should we rely on imperfect markets or
imperfect governments to allocate resources and promote
development?

Since the 1950s, the countries which have experienced the
most growth, in Sub-Saharan Africa and the rest of the developing
world, have relied on imperfect markets, not imperfect
governments. The strategies which have been the most successful,
generally, have involved:

(1) keeping inflation under control by pursuing prudent
monetary and fiscal policies;
{2) promoting exports by refraining from discrimination

against export crops and export marketing agents;

{3) keeping the economy open to foreign competition, in

order to promote internal efficiency;

(4) maintaining competitive markets and market-determined
domestic prices instead of replacing them with
marketing boards monopolies and fixed prices;

) allowing financial systems to provide adequate returns
to savers; and,

(6) giving the private sector a large role in deciding

where savings should be invested.

(

wr

The successful countries have had governments which
supported private enterprise directly or indirectly and, at a
minimum, did not go out of their way to undermine or impede
private business in any way. Indeed, arbitrary and capricious
government practices and policies have done much to discourage
private investment throughout Sub-~Saharan Africa.

Maintaining stable government-business relations will
contribute to the creation of a climate in which business feels

secure enough to invest, take risks _and grow.

This suggests that it is prudent to encourage governments to
do the things which they are best suited to do, and to allow the
private sector to engage in the marketing activities which it is
best suited to do.

One of the most important marketing functions which only the
government can perform is to ensure that there is a favorable
policy and regulatory environment which offers incentives to
agribusinesses and other private firms to invest in marketing
activities. The government should ensure that the policies, laws
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and regulations which relate directly and indirectly to
agricultural marketing activities are simple and transparent and

impartially enforced.

Therefore, the cost of maintaining an effective legal system
is public money very well spent. This involves the development
and promulgation of rules that define property rights, contracts,
limited liability, bankruptcy and so on, and enforcing those
rules impartially.

Public spending on marketing infrastructure would also be
worthwhile but stricter efficiency tests of that spending are
needed and none of these tasks need be monopolized by the
government.

One of the greatest obstacles to the development of stable
government-business relations in Sub-Saharan Africa is the
underlying suspicious attitude which government policy-makers
have towards the private sector. Therefore, it is very important
that the concept of value-added be stressed. Indeed, by
definition, marketing is a process during which value is added at
each stage in the process.

Many government policy makers fail to comprehend the
important functions which agribusinesses perform because of three
commonly accepted myths about the private sector:

* First: The most prevalent mvth is that private marketing
agents are parasitic intermediaries. This ignores the fact
that agribusinesses add value to agricultural produce by
assembling, sorting and grading, handling, storing,
transforming, and transporting commodities.

* Second: The private sector is often characterized as
collusive and oligopolistic. But, in fact, most empirical
studies demonstrate that while private traders often
cooperate with each other when their functions are
complementary, in most cases there is competition.

Moreover, although agricultural marketing costs may seem
high in Africa, they are not high because of collusion or
lack of competition among private firms, but because of some
of the other factors already discussed above. Indeed, the
relatively high costs of marketing reflect the real costs of
doing business in Sub-Saharan Africa.

# Third: It is a common misconception that private marketing
agents receive excessive returns on trade and that this
artificially inflates marketing costs. However, empirical
studies show that marketing costs in Africa tend to be high
because the real cost of assembling produce over dispersed
areas is high. Indeed, one World Bank study estimates that
more than half of the higher costs of agricultural marketing
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in Africs; in comparison with marketing costs in Asia, are

due to the :inadequate marketing infrastructure, particularly

the pocr state of the roads and transport services.

Transporting produce over poor roads drives up maintenance
costs. In countries with shortages of foreign exchange, spare
paris may be in short supply, making it difficult for transport
firms to keep their trucks on the road, further driving up the
cost of doing business. High taxes on fuel imports and the
shortage of foreign exchange to import sufficient fuel also
drives up marketing costs.

Storing, processing, and distributing commodities are also
costly operations, especially in large, thinly populated regions
which are characteristic of most African countries. In addition,
it is costly for private firms to tie up capital because of high
inflation rates, the scarcity of credit and the high opportunity
cost of capital.

Moreover, there may be excessive losses in the marketing
process caused by inadequate packing, storage, grading. excessive
moisture, and the like. The risks of doing business in Sub-
Saharan Africa are high and the costs reflect this fact.

The efficacy of Sub-Saharan African agricultural marketing
syvstems 1is directly determined by the competence and skills cf
the market participants.

Given the thin resource base and vagaries of climate in
Africa, there can be little doubt that African businessmen and
women generally know how to do business and how to survive in
difficult times. Moreover, given the many policy and regulatory
constraints which prevent or greatly restrict private marketing
activities, the well-documented prevalence of lively informal
sector marketing activities by private firms is strong evidence
of the considerable entrepreneurial skill of African businessmen
and women.,

However, many market participants in most countries of Sub-
Saharan Africa, whether they are marketing cooperatives, large
SOEs or indigenous, private agribusinesses, still lack the
technical (scientific) and managerial skills to build viable and
dynamic agricultural marketing enterprises that can exparnd into
new markets and exploit new technologies. 1Indeed, the generally
low level of education and skills in Africa is a critical
constraint to the development of efficient agricultural marketing
systems.

Less than 50 percent of Sub-Saharan Africa'’'s population is
literate; numeracy rates are also modest.
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* Low literacy and numeracy rates makes it difficult for
market participants to take advantage of market
opportunities, such as new technologies or new crops.

* Low levels of technical skills (especially in areas such as
accounting and finance) inhibit the growth and often
threaten the solvency of many public and private firms
engaged in agribusiness.

Some African countries, such as Ghana, Nigeria, Cote
d’Ivoire, Senegal, Uganda and Kenya, tend to have a higher level
of skills and knowledge among the social groups and
organizational entities that participate in agricultural
marketing activities, than other countries. Therefore, some
countries have dilierent training needs than other countries, in
terms of the kinds of skills and knowledge needed to improve
their agricultural marketing systems.

Nevertheless, most social groups and organizational entities
engaging in agricultural marketing activities in Sub-Saharan
African could benefit from more dissemination of marketing
technologies and information as well as more training in a
variety of marketing skills.

Sub-Saharan African agribusinesses are constrained by the
relative dearth of indigenous, successful agricultural
technologies which can be utilized in marketing activities. For
example, there is an urgent need to improve cereals storage and
processing in “he Sahel if domestic coarse grains are ever to
compete successfully with imported rice in retail markets.

In addition, specialized marketing skills are necessary to
exploit market niches based on the principle of comparative
advantage, especially for international marketing. This involves
a more sophisticated approach to marketing than has been utilized
to date. Appropriate incentives for improving the quality of
produce must be provided. Market participants need additional
technical skills, managerial skills, and sophisticated marketing
skills.,

There should also be adequate attention to the sociological
aspects of develcping more efficient marketing systems. For
example, levels of illiteracy and innumeracy tend to vary by
gender, ethnicity and socio-economic status. The products
circulating in certain marketing systems and the functions
performed by certain market participants are often differentiated
by gender as well as ethnic group. The organization of marketing
systems is also affected by gender, ethnic affiliation and socio-
economic status. In addition, access to capital, equipment,
technology, and other resources can vary significantly by gender
and ethnicity.
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The types of training and skill development required to
improve specific agricultural marketing systems will depend on
the particular stage of development of that marketing system.
{Section IV discusses the evolution of marketing systems and
implications for interventions based on a model of stage of

development.)

Both the public and the private sector in Sub-Saharan Africa
need to improve their skills in order to promote more efficiency
in their agricultural marketing systems.

The public sector needs to
and analyze data at all levels.
sectoral and microeconomic data.

improve its ability to collect
This includes macroeconomic,

Collection and analysis of data

at all levels is critical to the policy decision-making process.
Information is needed about the costs of production at the farm
level, the costs of transport and other factors contributing to
total marketing costs, the volume of production of commodities

produced and traded, and the like.

Skilled and adequately staffed analytical units are required
in the government ministries concerned with marketing and price
policies, These public administrative units should be
complemented by private statistical and analytical businesses as
well, in order to ensure that a system of checks and balarices
exist in the gathering and analysis of agricultural marketing

information.

The public sector also need to improve their knowledge and
skills so that they can perform their regulatory and
administrative duties more effectively. 1In addition, the
capability of both public and private research institutions or

marketing entities (such as export promotion councils or chambers

of commerce) to identify high value-added products, new
technologies, and penetrate new markei niches, needs to be

strengthened.

The private sector requires training in a variety of skills
relevant to doing business. The level and type of training will
vary according to the social group as well as the size and type
of marketing entity involved. Technical skills, such as
accounting and financial management, need improvement in most

firms in many countries in Africa.

Marketing skills, involving

the entire spectrum of marketing ectivities performed by private
firms and social groups (such as packaging, processing,
advertising, pricing, etc.). alsec need improvement.
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IV. MARKETING STRATEGY CONSIDERATIONS

A. Comparative Advantage

Sub-Saharan Africa enjoys a comparative advantage in the
production and marketing of many crops. Some of these
commodities are produced primarily for sale in international
markets, others are produced both for export and to meet domestic
demand, and a few are produced and sold only in local or regional

markets.

Among the primary products circulating through Africa’s
agricultural marketing systems are-

* edible oilseeds (such as groundnuts, sesame, coconuts,
rand oil palm fruits);

* tropical fruits (such as mango, papava, avocado,
pineapple, bananas, plantain, lime, orange and
grapefruit);

* vegetables (such as okra, karella, eggplant, tomato,
onions, chili peppers, soyvbeans, cowpeas and squash;

¥ cereals (such as maize, millet and sorghum);

* gpices (such as ginger, vanilla, cayenne, nutmeg,
pepper and cloves);

* coffee, cocoa, tea;

* cotton;

* roots and tubers {such as potatoes, yams, and cassava);

* Jlivestock and poultry and their byv-products; and,

* fish and shrimp.

While this list is by no means exhaustive, it indicates that
there are a wide variety of crops which are being marketed by
Sub-Saharan Africa.

As noted in Section II, many tropical African countries have
recently lost their market share of world trade in some crops to
other areas of the world.

However, many >f these marketing problems are technical in
nature and so the loss of market shares may only be temporary.

Therefore, in designing a marketing strategy, planners may
want to consider taking a commodity systems approach that focuses
on the marketing of specific commodities for which Sub-Ssaharan
Africa has a comparative advantage. By improving the technical
aspects of production and marketing, tropical Africa may be able
to recover its share of the world market for those commodities
for which it possesses a genuine comparative advantage.

Taking a commodity specific approach to agricultural
marketing has several advantages. This approach breaks down the
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traditional distinction which some analysts make between the
various marketing functions, such as production, the actual
buying and selling of the commodity, processing, and the
establishment of marketing policies. A commodity systems
approach encourages analysts to think in terms of the value added
at each stage in the marketing process.

Taking a commodity specific approach does not mean that all
resources will be directed to ir..rove the marketing systems for
only one or two commodities; far from it.

Attention to the technical requirements of each commodity
must be balanced with attention to broader marketing issues wirich
affect all crops circulating in the marketing system.

Indeed, there is often a
complementarity among crops
which can be built upon.

For example,
infrastructure (e.g. roads,
market places, communication
networks, storage facilities,
etc.) and services (e.g.
financial, transport, etc.)
which are developed to improve
the marketing of one
agricultural commodity can be
used tc improve the marketing
of other commodities, too.
And, as noted above, attention
must also be given to the
delivery of (incentive)
consumer goods to producers.

Given the small size of
most domestic African markets,
a marketing plan should
encourage export marketing.
This involves not only
traditional exports for the
European market, but also the
promotion of regional
marketing within Africa
itself. 1Indeed, historically
there have been strong

Studies in Mali illustrate
that cotton farmers who
secured access to inputs
{animal traction equipment
and fertilizer) were able
to use those same inputs tc
increase coarse grain '
production and marketing.
Moreover, the cash crop
provided a stable source of
revenue to capitalize the
farm and to finance local
infrastructure. Cotton
farmers had cash to pay
taxes in the post-harvest
period and were not forced
to sell their coarse grains
at a time when coarse grain
prices are at their lowest
level, which is usually
immediately following the
harvest. Developing the
domestic livestock industry
is also a method to
encourage the local demand
for surplus production of
coarse grains.

marketing links among African regions based on the exchange of
commodities produced in their respective regions.
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Export marketing can contribute to growth by:

(1) improving the use of the factors of production over
both the short and long-term, based on comparative
advantage;

(2) maximizing the investible surplus over the short-term
which meets a necessary condition for maximum long-
term growth; and,

(3) 1linking production and consumption.

Export crops provide an important source of foreign exchange
and income to many farmers. Indeed, a special feature of Sub-
Saharan Africa is that small-scale producers account for the
major portion of traditional export-oriented agriculture. The
role of large-scale farmers is limited. ‘

Plantations and large estates dominate the production of
only a few crops, including sisal and rubber (primarily in East
Africa), and tea and tobacco (in Central and East Africa). 1In
general, plantations and large estate owners make their own
marketing arrangemeénts, often in collaboration with multinational

firms.

However, small-scale export-oriented producers are unable to
make their own arrangements. Hence, a marketing strategy which
promotes export marketing for small-scale farmers can have a
broad impact on incomes and development in the rural areas.

Recently, some African countries have tried to move away
from the production of traditional export crops, especially
primary products intended for European markets. This has been 1in
response to the decline in world prices for many of these
commodities and the desire of these countries to diversify their
sources of foreign exchange earnings.

While African government and private sector-led efforts to
diversify exports should continue and should be supported by
donors, these efforts should not detract from efforts to improve
the productivity of commodities for which tropical Africa has a
proven comparative advantage. Indeed, given the great importance
~f a few primary products to the foreign exchange earnings of
wost tropical African countries (e.g. cocoa in Ghana and Cote
d’'Ivoire, peanuts in Senegal and The Gambia, coffee and tea in
Uganda and Kenya), efforts to restore high levels of productivity
and high levels of guality for these commodities must be
vigorously pursued.

Moreover, given that the structure cf many tropical African
economies and marketing systems are oriented towards the
production and marketing of primary products, strengthening and
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improving the marketing systems for comparative advantage crops
may be the most sound approach to take over both the shert and
the long term,

A sound approach to take towards traditional export crops
would be to invest in the development of improved technologiee to
rcduce the per unit costs of production, thereby maintaining
their comparative advantage and increasing their competitiveness
in world markets. Moreover, by increasing their ability to
transform their products, African nations can increase the value
added to the export commodity.

Critics of such an approach argue that once a country
specializes in comparative advantage exort crops, it enters a
"staple trap" from which it is difficult to extricate itself.
However, this staple trap will occur only where links to the rest
of the economy are low.

This trap can be aveocided by deliberately fostering the
growth of private agribusinesses which can participate in the
marketing process and add value to what is produced. Encouraging
the growth of agribusiness marketing activity will create
linkages between the agricultural sector and other sectors of the
economy and foster diversified growth. Thus, the marketing of
export crops can promote the economic transformaticn of a
country.

This is not to imply that the marketing strategy should
focus exclusively on export crops. The emphasis should be onr all
crops for which each country has a comparative advantage. But
the incentives for production and marketing should be neutral
between those food crops which tend to be sold in domestic
markets and those which tend to be sold in foreign markets.

There should be no discrimination in government policy against
one crop or another.

Countries with a comparative advantage in specific crops
should exploit it and attempt to add value to those crops during
the marketing process. This will not only promote growth and
higher incomes, but improve food security as well. Furthermore,
by reducing the barriers to regional trade within tropical
Africa, specialization can occur and this, too, will improve the
efficient use of scarce resources.

The existing socio-cultural traditions and community ethos
of Africe may aslso provide a foundation upon which a successful
marketing plan can be built. African rural societies have
traditionally cooperated *n community development activities.
This ethos of cooperation is based on the bonds of kinship as
well as institutional relationships which unite different kinship
groups, such as shared membership in an age-set, membership in
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the same religious brotherhood, patron-client relationships and
other socially integrative liaisons.

By building upon these socio-cultural relationships and
indigenous institutions, the locsl people (the beneficiaries) may
be encouraged and mobilized to participate fully in grass roots
development efforts. This is especially important in activities
such as the construction, maintenance, and rehabilitation of
infrastructure (roads, market buildings, storage facilities)
which is essential to efficient marketing systems.

However, it is also important in terms of mobiligzing labor,
capital and disparate skills in agribusiness based activities
which can add value to what local farmers produce. By adding
value to what they grow, rural households can increase their
incomes and diversify the base of the rural village economy.
Indeed, the more remote the area and the more financially
constrained the national government may be, the more critical it
is that such local grass root efforts are encourag-:d and
promoted.

In addition, there is a tradition of democracy and
representative consultations at the village level in Sub-Saharan
Africa. By incorporating more people in the decision-making and
implementation process, the chances for ultimate success of
marketing interventiors can be increased.

The degree of success of any development activity ultimately
depends to a great extent upon the degree to which the local
people commit themselves and make an investment in that activity.
Where participation is high, when local people invest their
energy, their labor and their cash resources, they have a direct
stake in the final result of the activity and they will work as
hard as possible to ensure its success.

B. The Evolution of Agricultural Marketing Systems

In examining the economic problems of developing regions,
such as Sub-Saharan Africa, analysts often use models of
development to indicate at which stage in the development process
a particular country may be. Given that stage of development,
there may be specific interventions or strategies which would be
the optimal ones to pursue in order to help move the country
forward to a more advanced state of development or a more
productive range of activities.

While models of development are useful for comparative
analytical purposes, analvsts should be cautious and resist the
temptation to classify countries according to rigid, inflexible
quelities. Development is a dynamic process, during which there
is constant change and adjustment, in which one sector of the
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economy may move faster than another and be more advanced than
another.

Similarly, agricultural marketing is a dynamic process and
agricultural marketing systems are constantly changing in
response to both exogenous and indigenous factors. Attempts to
classify tropical Africa’s agricultural marketing systems will
only reflect what those systems look like at a particular point
in time without reference to the changes which may be happening
even as they are being studied.

Therefore, in analyzing agricultural marketing systems, it
may be useful to examine some of the key characteristics which
differentiate the various agricultural marketing systems for many
of the commodities in Sub-Saharan African countries. Based on
that analysis, it may be possible to suggest what the most sound
investments are for each stage in the evolution of competitive
and efficient agricultural marketing systems.

Sub-Saharan African countries may have agricultural
marketing syvstems which are in different stages of development
across regions and across specific crops or commodity systems.

For example, domestic coarse grain marketing systems may be
poorly developed in relation to the marketing system for export

crops. Alternatively, some regions of a country may be better
served by roads and other marketing infrastructure than other
regions of the country. Hence, any attempt to classify

agricultural marketing systems and place them along a continuum
of evolution will only be successful if it recognizes the
important differences as well as the similarities that determine
the competitiveness and efficiency of the marketing system.

The model described below suggests that agricultural
marketing systems pass through five stages of evolutionary
development.

The variables which propel the 2volution of the marketing
system from one stage to the next are described as driving
forces. The driving forces can be classified as key economic
indicators, institutional variables and infrastructural elements;
they include levels of income, rates of urbanization, level of
technology and industrialization, the legal environment, and so
forth.

In addition, there are indicators which reflect at which
stage in its evolution a marketing system may be. These
indicators are associated with the input and output marketing
process; they relate to the state of seed, fertilizer, and
equipment distribution networks, the level of post-harvest
technology, processing, market information networks, and the
like.
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The driving forces and factors associated with each stage of
market development are also laid out in two tables in Annex B.

The evolutionary continuum, ranging from Stage One to Stage
Five, is described below.

1. Stage One:

* The policy and regulatory environment does not provide

adequate incentives to farmers to produce marketable surplus
nor to private businesses to engage in marketing activities
such as collection, storage and processing of commodities.

* The marketing infrastructure is dilapidated or inadequate.

* Marketing institutions and the gervices available through
both public and private institutions (e.g. financial,
regulatory), are rudimentary and unsophisticated, possibly
even restrictive,

* Among the market participants, SOEs tend to dominate,
especially in commerce.

¥ Private marketing agents tend to be small in scale and
undercapitalized, and they tend to turn their stocks over as
rapidly as possible.

* Many producers focus on meeting their own household food
security requirements through producing for themselves (i.e.
Tood self-sufficiency), rathe:r than producing for markets.
However, most producers generally sell small quantities of
staple foods immediately after the harvest in order to meet
cash requirements.

* The country is poorly integrated into world markets.

* Most agricultural commodities circulate only in local
trading networks and inter-regional trade is difficult and

costly.

As noted above, it is difficult to characterize national
marketing systems as being definitely in only one stage of
development. Nevertheless, the various agricultural commodity
systems found in several Sub-Saharan African countries tend to be
more at a Stage One level of development than any other, such as
Guinea-Bissau, Central African Republic, and because of
disruptions caused by war, Angola, Somalia, Ethiopia and Sudan.
Other countries may have marketing systems that are poised to
move from this stage to the next stage of market development.
These countries may include Chad, Guinea Conakry, Tanzania and
Zaire.
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2. Stage Two:

* The policy and regulatory environment is being liberalized.

¥ The country has a rudimentary extensive marketing
infrastructure to which some improvements are being made so
that it serves a majority of farmers.

* The marketing institutions and the services offered by them
are slowly improving, reaching more producers and involving
more marketing agents.

* Among market participants, the private sector is competing
more intensively with public marketing agents.

* Specialization in marketing activities is beginning to take
place at each stage in the marketing process (e.g. transport
and storage).

* Most farmers still process staple foodstuffs for their owr
household consumption.

*¥* Progressive farmers emerge, bringing more land under
cultivation, applying more inputs to the land, and selling a
greater portion of what they produce.

* Inter-regional trade in domestic staple commodities has
emerged and links with the international economy are
becoming stronger.

¥ Trading networks for consumer goods, especially imported
manufactured items, emerge alongside input and output
marketing networks.

These conditions are found in many commodity marketing
systems in most Sub-Saharan African countries. Agricultural
marketing systems in countries such as Mali, Niger, and Zambia
may tend to resemble stage two in market development.

Other countries, such as Cameroon, Ghana, The Gambia, Togo,
Zimbabwe and Uganda, may be classified as being poised to move
from this stage to the next stage of evolutionary development.

3. Stage Three:

* The policy and regulstory environment becomes more liberal,
providing a broad range of incentives to the private sector

to invest and expand the scope of their agricultural
marketing activities.
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* The infrastructure is well maintained and regularly
rehabilitated so that it serves the vast majority of
producers and ccnsumers in all markets.

* The marketing system institutions and services, both in the
public and private sector, are becoming stronger and serving
a broader spectrum of market participants.

* The government begins to enforce rigorously formal grades
and standards (weights and measures) for agricultural
produce, especially commodities destined for export markets.

* Contract law iv enforced impartially.

* Viable formal sector financial institutions emerge to serve
the needs of agricultural marketing agents.

* Formal associations begin to emerge for farmers, traders,
processors and other marketing agents.

* Private land markets may begin to emerge.

* Market participants become increasingly specialized in their
activities, with a simultaneous rise in the scale of the
performance of agricultural marketing functions by the
private sector.

* More processing of commodities is being done off the farm by
pPrivate agribusinesses, as the opportunity costs to farmers
for processing their own produce rises prohibitively high.

* More opportunities for off-farm investment and employment
open up.

¥ Vibrant wholesale markets with significant demand pull
emerge to serve the needs of a large and growing urban
population.

*¥ Trade between neighboring countries and distant markets
increases, with fuller integration into world markets.

* Integrated commodity systems emerge which build on the
complementary activities associated with the production and
marketing of commodities for which the country possesses a

comparative advantage.

There are a few African countries which have commodity
marketlng systems that have entered this stage, such as Kenya and
Cote d’Ivoire. Agricultural marketing systems for specific
commodities in Senegal, Nigeria, Malawi and Botswana also could
be characterized as beginning to resemble this stage in their
market development.
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4. Stage Four:

The policy and regulatory environment has created an open,

liberal, free-market economy in which there are attractive
incentives which encourage domestic and foreign investment
in marketing activities, including agro-processing
industries.

Direct foreign investment expands.

The Government assumes a largely regulatory role in the
marketing process. The government monitors commodity
trading and the quality of inputs and outputs assiduously.

The infrastructure creates stronger links between national
and international markets. Domestic and international
comminication networks have improved so that they facilitate
wider inter-regional and international trade.

Among market institutions, formal financial institutions
become far more important than informal financial entities
in meetirng the capital requirements of marketing asgents.

There are increasing strong institutional links with
international markets for several commodities, including
traditional exports of primary products.

Anong market participants, there is an increase in
specialization and efficiency as marketing agents engage in
economies of scale,

Specialized, large-scale agribusinesses increase their role
in the marketing process. Agribusinesses dominate wholesale
marketing of inputs and outputs and either support or
directly provide extension services for selected high-value
commodities.

Rising rural incomes generates a rising demand for consumer
goods in rural areas.

Commodity systems become characterized by contractual
arrangements, such as contract farming, and they become more
vertically integrated from producer to consumer.

There are probably not any agricultural marketing system in

Sub-Saharan Africa which have completely reached this stage of
market development, although some specific commodity marketing
systems in a few countries, such as Kenya (for tea), may exhibit
many of these qualities.
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5. Stage Five:

* The policy and regulatory environment promotes investment
and competition in marketing activities.

*¥* The infrastructure and services, espwcially that related to
transport, is sophisticated and well-maintained. It links
even the most remote production zones with export markets
and domestic urban consumers.

* Producers and traders are linked to agricultural marketing
companies through sophisticated telecommunication networks,
including world markets.

B

* Market information is widely available through public and
private information networks and it is used in production
and marketing decisions.

¥ Farmers understand and use more sophisticated financial
instruments and commodity futures markets to protect their
investments.

¥ Market participants, especially agribusinesses, have the
skills, technology and resources to perform their functions
efficiently and effectively.

* The most current technology is used in agricultural
production, transport, processing, storage, and input and
output marketing.

* The agricultural marketing system is organized end operated
in a scientific and industrialized fashion.

* The entire agricultural sector is highly industrialized.

* A relatively low percentage of the popuiation is employed in
the on-farm agricultural sector and farm holdings have
become relatively more consoclidated units.

There are no Sub-Saharan African agricultural marketing
systems which are at this stage in their evolution.

Given the relativelv low stage of development that
characterizes most commodity marketing systems in Sub-Saharan -
Africa, there are specific actions that should be taken in order
to promote sustained growth. These are discussed, relative to
the particular stage of development, in the following section.
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C. The Role of A.I.D. In Agricultural Marketing Development

Given the evolutionary process which agricultural marketing
systems undergo, what is the most appropriate role for the Agency
for International Development (A.I.D.) to take in that process?

Clearly, the first step which A.I.D. should take is to
decide whether or not the Mission wishes to become involved in
the agricultural sector. Not every Mission in tropical Africa is
involved in the agricultural sector nor may every Mission decide,
for a variety of reasons, to embark on an agricultural sector
pProgram.

For those Missions that undertake a Country Program
Strategic Plan (CPSP), and based on their macroeconomic analysis
of the development constraints, decide to become involved in the
agricultural sector, further analyses of the agricultural sector
will have to be carried out. One of the most important analyses
which will be done for the agricultural sector is an analysis of
the agricultural marketing system and the various commodity
systems that comprise that national system.

The analysis should be conducted with as much participation
as possible from host country officials, other donors, private
businesses, and other public and private institutions and
individuals that are involved in the agricultural sector.

Based on this analysis, the Mission will be able to
determine what the host country government, the various donors,
and the indigenous private sector are doing or can do to address
marketing constraints. The Mission’s choice of which
interventions are necessary and appropriate will determine the
type of activity that the Mission will undertake, i.e. a project
or non-project activity.

The agricultural marketing system will be analyzed so that
the Mission may identify and rank the constraints to the
development of an efficient and competitive marketing system.
Once the major constraints have been identified and analyzed,
A.I.D. will be able to indicate what activities (e.g. support for
policy and regulatory reforms, infrastructural investments,
institutional development, training, etc.) are necessary and
sufficient to remove those constraints.

The process of analysis and action should be an ongoing
process. Removing one constraint may improve the performance of
the whole marketing system but other binding constraints will
emerge. Hence, A.I.D. should be engaged in an iterative and
flexible process of identify constraints, prescribing actions,
monitoring and evaluating the subsequent changes, and making new
recommendations for additional activities. There is no single
solution for the multitude of problems which constrain the
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development of competitive and efficient agricultural marketing
systems in Sub-Saharan Africa.

Although there is no single prescription which, if followed,
would relieve all the constraints in the evolutionary development
of agricultural marketing systems, there are some general
guidelines which can be followed.

A.I.D. Missions in countries in which the agricultural

marketing systems may be described as ¢t STAGE ONE: should

consider providing support to the following activities:

(1) Improving the policy and regulatory environment so that
it encourages marketing agents, including farmers, to

respond to market signals which reflect the underlying
supply and demand conditions for different commodities;

{2) Improving the policy environment so that it offe-s
incentives which encourage private entrepreneurship and
investment rather than massive government intervention;

(3) Improving the transportation and communications
infrastructure;
(4) Improving farm productivity and reducing post-harvest

losses so as to increase marketed surplus;

(5) Improving the analytical skills of the public sector
through training so that policy and regulatory refcorm
will be self-sustaining; and,

(6) Improving public and private sector financial skills
related to auditing and accounting for hudgetary and
regulatory purposes (public sector) and more sound
business performance (private sector).

A different emphasis is required for commodity marketing
systems which are at STAGE TWO. For those agricultural marketing
systems, A.I.D. should consider the following types of
activities:

(1) Strengthening the policy, legal and regulatory
environment so as to encourage private enterprise
development and investment.

(2) Encouraging governments to open marketing activities
and markets to more competition.

(3) Supporting more maintenance and rehabilitation of

infrastructure rather than overambitious expansion of
capacity.
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(4)

(5)

(6)

(7)

(8)

Supporting improvements to the rural road networks
especially, both to draw more farmers into producing
for the market and to ensure that surplus production is
encouraged by the delivery of consumer goods to farming
households.

Assisting private firms, especially agribusinesses, to
adopt new technologies, and organizational and
managerial methods which can increase their efficiency.

Providing training in technical, managerial and
financial skills for domestic agribusinesses in order
th . they may he in a stronger position to take

at antage of emerging opportunities.

Providing training for technical skills related to
quality control and investment promotion to both the
public and private sectors.

Encouraging export trade, especially regional inter-
African trade, by working with local governments and
other donors at both the bilateral level and in

multilateral organizations, such as ECOWAS and SADCC.

As African commodity marketing systems go through STAGE
THREE and become better integrated into international markets and
farmers become more commercially oriented, the nature of public
interventions will also change.

For these agricultural marketing systems, A.I.D. Missions
should consider giving priority attention to the following types
of activities:

(1)

(2)

(3)

(4)

Supporting policies to improve and promote exports.

Encouraging the governmeni to take the lead to ensure
that uniform regulations relating to quality grades and
standards are met for export and staple crops.

Strengthening the government’s ability to regulate
private input markets (e.g. seeds, fertilizers,
chemicals), in order to assure competitiveness and
minimize abuses.

Supporting the gradual expansion of the national
marketing infrastructure and services. This involves
delivery of electricity and water supply,
telecommunications, sewage systems and waste removal,
bevond the primary urban areas to secondary market
towns.
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{5) Supporting improvements in the institutions and their
services, such as financial institutions so that they
will meet the more sophisticated needs of marketing
agents. This involves services such as: letters of
credit, ease in converting foreign and domestic
currencies, and the means to hedge the risks inherent
to foreign exchange and commodity markets.

(6) Strengthening the national legal system so that it is
more reliable and impartial in enforcing contracts
strictly and sanctioning violators.

(7) Assisting market participants identify specialty market
niches and help orient marketing activities towards
them.

(8) Supporting market participants through the
dissemination of improved technologies for marketing

activities (including production), especially for high
quality and attractive export crops.

{(9) 1In addition, if land markets emerge, assisting the
government in its efforts to ensure land tenure for
smallholder farmers and to facilitate and monitor land
transactions.

A.I.D. has a comparative advantage in many of the activities
cited above. Through the DFA, both project and non-project
resources can be provided to Sub-Saharan African countries to
promote broad-based growth, especially by strengthening the role
of the private sector (agribusinesses).

Fundamental to this approach is policy reform to reduce the
role of the public sector in marketing activities while
increasing public sector provision of social services on an
equitable, efficient basis.

As part of the process of analyzing the marketing system,
Missions and local governments will need to analyze and be aware
of the costs of policy reform. Winners and losers will need to
be identified so that any adverse impacts on marginal socio-
economic groups may be rectified during the process of market
change.

At various phases of the process of market reform, the will
of the government to act may become weak and slow down. Missions
and other donors should be aware of the causes of such slowdowns
in the reform process and try to act in concert to maintain the
pace and direction of the reform process.

A.I1.D. Missions have a variety of funding mechanisms
available to facilitate the policy reform process. Non-Project
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Assistance (NPA) as well as the AEPRP (ESF-funding), and food aid
programs {(whether Title I, II or I11I), ~an be used to help
encourage the policy and administrative reform process needed to
improve the efficiency of agricultural marketing systems.

The areas in which A.I.D. has a comparative advantage
include:

(1) knowledge of the local socio-economic and political
environment;

(2) access to government pclicy-makers and institutions;

(3) capability to conduct policy analysis and policy
dialogue; and,

(4) experience in the agricultural sector.

A.I.D. can make its most significant and enduring
contribution to the development of sustainable, efficient
agricultural marketing systems by:

* Supporting policy and regulatory reform which will
enable private firms and individuals to increase the
scope of their formal sector activities;

* Supporting institutional development in both the public
and private sector;

* Supporting training for both the private and public
sector in order to improve their knowledge and skills.

There is clearly a need to expand the supply of well-trained
analysts in government ministries such as Agriculture, Finance
and Planning. This will upgrade the capacity of Governments to
conduct policy studies, to do applied research, and to link the
results of the empirical work to policy and regulatory design and
implementation.

The capacity to do sound policy analysis and to evaluate the
consequences of marketing reforms is a prerequisite for improving
the policy environment on an on~going basis. Strengthening the
capacity of the Government to do such analysis is especially
critical for countries in the first two stages of marketing
system development.

The capacity of many social groups and organizational
entities involved in marketing, especially private sector groups
and firms, also requires improvement. The private firms or
agribusinesses which are involved in agricultural marketing
activities in most tropical African countries will require a
higher level of skills and technical knowledge than they have
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today if they are to improve the efficiency of their marketing
systems and reclaim a greater share of world trade.

During the past thirty years, A.I.D. has sponsored “raining
in the agricultural (production) sciences, natural resources and
agricultural economics, primarily for the public sector. A.I.D.
has a strong comparative advantage in this area because of the
excellent American university training programs, applied research
programs, and the training capacity of many private sector firms
involved in agricultural marketing.

In private sector training programs the emphasis should
initially be on imparting simple, low-cost technology and simple
management systems which fit the specific commodities and country
environment. As marketing activities expand in Sub-Saharan
Africa, more specialists from the private sector will need to be
trained in marketing skills, especially those marketing functions
performed away from the farm-gate.

Ultimately, as marketing systems evolve, special technical
expertise will be needed in food technology, handling and
transport, processing, bulk storage, financial analysis and
marketing management, and product packaging, distribution and
promotion (involving advertising, labeling, etc.).

For this training to be effective, A.I1.D, will have to go
bevond its traditional sources of training, the universities, and
tap the resources and skills of private American agribusiness
firms and consulting groups working in agricultural marketing.

A.I.D. traditionally has worked as a government-to-
government development agency. With the fairly strong presence
of its field Missions in Sub-Saharan African countries, A.I1.D.
has a stronger capacity than most other donors, including the
World Bank, to engage in effective, ongoing policy dialogue with
host country officials. Field Missions also have the ability to
draw on the technical expertise of public policy analysts through
the universities and consulting firms. This gives A.I.D. a
comparative advantage in the policy dialogue and policy reform
process.

However, it should be noted that teams of expatriate
advisors performing sophisticated analyses are no substitute for
truly collaborative research wherein African analysts work
closely with and learn from the expatriate advisors. And without
a broad consensus from the host government that a change in
policies is needed, expatriate technical advice and studies will
have little impact.

During the first stage of market evolution, more technical
advice may be necessary than at later stages. But training
should be initiated in tandem with the supply of technical
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assistance so that African analysts are reviewing the studies and
collaborating in the research and policy formulation.

A.I.D. can also field technical expertise to help solve
specific, short-term technical problems which are identified in
marketing studies. However, getting the appropriate policy and
regulatory environment, with incentives for all marketing agents
to improve their performance, will do more in the long run to
improve the efficiency of the whole marketing system as well as
the specific parts of it.

A.I.D. can begin to work in several areas. But A.I.D. can
probably have its biggest technical impact by working with gtaple
food crops.

The whole marketing process for staple food crops requires
improvement in much of Sub-Saharan Africa.

Some of the activities which need support include the
upgrading and maintenance of the marketing infrastructure,
particulairly better storage {(on-farm and off farm) and better
roads and transport.

In addition, the processing technology for coarse grains
needs improvement and dissemination.

A.I.D. can also provide important assistance for certain
export crops, such as horticultural commodities. The U.S. is a
world leader in horticultural marketing activities. American
fresh produce marketing systems are among the most advanced
technologically, the best organized and the best managed in the
world. US multi-national firms are known world-wide for their
expertise in horticultural production and marketing.

However, such investments should proceed cautiously in Sub-
Saharan Africa because of the competitive market situation which
exists between the Mediterranean countries (e.g. North Africa,
Spain, Portugal, Greece and Turkey) and the Sub-Saharan African
countries. Africa’s current investment climate, affected by
issues related to the political economy and recent historical
experience, make it a less attractive place for private firms to
invest and do business than other parts of the world, although
there are some notable success stories (for example, Heinz in
Zimbabwe).

A.I.D. may have less ability to help directly with the
marketing systems for some traditional tropical African export
crops, such as cotton, groundnuts, palm oil, coffee, tea and
cocoa. For example, A.I1.D. cannot work directly to support most
cotton production activities because of the legislative
restrictions (the Bumpers Amendment to the Foreign Assistance
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Act). Therefore, innovative ways to help improve these commodity
systems will have to be developed by A.I.D.

Moreover, A.I1.D. should move cautiously in supporting
improvements in primary commodity systems that are still
dominated by SOEs. As a first step, A.I.D. may wish to promote
policy and regulatory reform so that better prices are paid to
farmers by SOEs, and so that marketing activities are opened to
private as well as public firms. Ultimately, one goal of such a
program might be the eventual divestment and privatization of SOE
operations, assets and activities. A.I.D. can help prepare the
private sector to take over those activities through training and
technical assistance.

For example, A.I.D. Missions in The Gambia and Cameroon are
supporting the divestment and privatization of groundnut and
coffee marketing, respectively. Such efforts will require close
coordination with the World Bank because of its traditional role
in supporting primary commodity marketing systems and SOEs (such
as in the cocoa marketing system of Ghana and the coffee
marketing system of Uganda).

Finally, A.I1.D. Missions may want to explore methods to help

reduce the risks involved in new marketing ventures. For
example, a Mission might wish to fund a Commodity Import Program
(C.I1.P.) which would assist the private sector import products

needed to increase agricultural sector productivity and marketing
efficiency, such as the USAID/Uganda Mission did. Alternatively,
a Mission may wish to explore methods to help pay the start-up
costs associated with new business ventures or new agribusiness
investments.
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