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CHAPTER ONE

I_NTRODUCTION.

+ ‘Cereal banks (CBs) — v:llage cooperative orgamzanons that buy, store, and sell basxc foodgrams__ _
— have become popular msaumons in the Sahel, favored by Sahelian governments and donors ahke | :
Over 3,300 such organizations were inventoried in 1990, about half of them in Bm'_kma -Faso, and 300 N
t0 600 in each of the other states in the region. Mauritania, an exception, has only a handful of CB;s. 3

Promoters of cereal banks list 2 wide vanety of ob_]ectxves for their mterventlons At the round- _ |

table conference on cereal banks in Niamey in 1986, for example, at least exght different oh_;ecnves were
® Assure food security at the village level;
o mkewrws affordable'to rural consumers;
& Contribute to aeerwlsmarketmgsystemmatbeneﬁtsproducers

L] ’I‘m:nandprepaeﬂxep&sant-membersandpersonnelofcerealbanksforasystemofself
" management;

. Reinforce the coopmve spirit;
¢ Earn profits to be used o ﬁnance other collective development projects
® Use food aid producnvely, and

. Slow population zmgranon toward iegions of cereals surplus

Even more objectives are cited by other promoting agencies. Achxevmg food security is probably the _
most commonly expressed CB oh_;ectxve

A systematic evaluation of cereal banks based on such a diverse variety of objectives is difﬁc;ul_t '
to undertake. This is particularly true in regard to “food security” — 2 broad concept that involves not

ks FAO Rapport Final dz la Table Ronde sur [z Promotion des Banques Céréaliéres, Nlamey,
November 1986.




simply the phys:cal presence of food at a given site, but also peopie’s timely access to food at reasonable
prices through production, purchases, or transfers. To facilitate the task of analyzmg the cereal bank
phenomenon, we have grouped the objectives of CBs into three major categories. The broad Ob_]ecthE:

of food security does not constitute a category in itself, but the two components of food security that CB : )
promoters tend to stress — grain availability at "reasonable prices” and emergency stocks —are covered e -

in two of the three categeries of objectives presented below. The three broad categories Of'objeéti\#g _are: : '

® To provide better, cheaper, more equitable marketing services to villagers — services on

more favorable terms than those offered in private markets (which are considered '-'Linf'air")':'

® To strengthen village-level organizationai capacity, build more active cooperauves and'- A

thereby increase farmer bargaining power and self-reliance; and.

® To create village-level emergency food stocks.

- These goals are so congenial to Sahelian policy makers and to donor agehcies_, esP ec:ally ._
nongovernmental organizations (NGOs), that CBs have multiptied and spread geggfaphiw;yé in'-fécém _' i
 years. Until the mid-1980s, few could be found outside of Burkina; since 1985, over 1,500 havebeen
created in the other Sahelian states. Expansion seems likely to contimue. And there are proposals to.
 expand the scope of CB activity — to have them engage in interregional, inter-CB trade, for é;amplé_.

Despite the enthusiasm with which they are being created and the blossoming of proposals to
expand their role, analysis of the economic foundations of CBs is sparse. The burgeoning literaureon

the subject contains few inquiries into the economic rationale of CBs or their institilt_iorial viabiiity. The
available studies and reports assume that CBs are good things, most then describe and analyze how many |

' there are, how they operate, how well they are managed (mainly in financial terms), and how they might . - |
‘be made to work better. | | g

2 See, for example, the foliowing major reports on Sahelian CBs: Dennis Dolidon, Evaluation du |
Programme de Bangues de Céréales de la FOVODES, Oxfam, Burkina Faso, 1980; Jan Kat, Cereai_
- Banks in Upper Volta — Review of Concepts, Performance, and Impact, FAO/Rome, 1983; Guy Ledoux, @
- Stockage et Marché Céréalier Sahelien - Le Cas du Burkina Faso, Dectoral Thesis, University of P

Montpellier I, April 1989; Guy Ledoux, Inventaire et évaluation des banques de céréales au Burking -

- Faso, FAQ, 1988; Frank Casey, "La Contribution des Banques Céréalidres 2 ia Sécurité Ahmen:alre et
ta Stabilisation des Prix an Niger,” Service d’ Analyse de Politique Agricoles, Ministare de i’Agnculnu-e e

et de I’Environnement, Niamey, November 1987; Ton de Klerk, Document de Base: Projets Bangues -
Ceréalidres NOVIB, The Hague, 1988; Commissariat 2 1a Sécurité Alimentaire (CSA), Rapport sur le

Recensement exhaustif des Bangues Céréalidres Villageoises, Dakar, August 1990; and FAO, Evaluation s




This neglect of the underlying economic issues surrounding CBs is surprising, since the quesﬁohs :
that need atiention are cbvious. The first and most basic question is: Why not let private markets
pexform the functions that are delegated to CBs? There are a number of possible answers:.

® Private markets may not be working well. First, "market failures” may be present. The grain-
markets may not be competitive; cartels or localized monopolies might be extracting EXCess
profits from peasant growers and consumers. Or information failures and/or capital market
imperfections may cause sluggish and inefficient trader responses to profitable opportunities.

¢ Second, thers may be structural weaknesses in market performance. Smail, unspecialized,
undercapitalized, nonentrepreneurial trading sectors may pass on inefficiencies in the form
of high trading margins. And in small, isolated vﬂlag&s, cereals markets may be sc thin that
they are neglected by traders; : _

® Grain markets may be competitive, but work to the disadvantage of poofer farmers who i::ay .

¢ The CBs may provide channels not otherwise available for the funneling of foreign aid
resources to poor villages and poor people. Given the absence of effective capital markets -
and the sparsity of organized rural financial institutions, such channels of small-scale credit
can have high social returns. These resources probably have low opportunity costs because

of Yimited alternative project possibilities and a supply of aid money that is highly responswe
0 project availability; '

© (Cereal banks may be 2 useful element in the development of (co0perat1ve) orgamzanonal

need 2ach so urgently that they sell at low postharvest prices only to buy later at seasonal o :

capacity at the village level, and stronger cooperatives have potential sociopolitical benefits:: . Lo

the building of community, and the evening out of the playing field by increasing peasant
bargaining power with respect to traders and government oﬂ‘icla!s and

® Private markets may not provide adequate protection against trans:tory food i msecumy ansmg
' from crop shortfalls, and the shnnkmg role of public grain storage agencies may make a
blgget role for village-level institutions in emergency storage desirable.

To the extent that these answers are valid, they provide analync justification for the introduétiod B
of cereal banks. But even if any or ali exist in any given place, a second question has to be'ac_ldrased

des Banques de Céréales au Sahel (draft report), G.L.G. Consultants (Nicolas Gergely), Rome, April
1990. Many analysts do raise issues relevant to the economics of CBs — for example, when they
consider questions of desirable CB locations. But it appears that the most systematic discussion remains
a small section in J. Houghton, Cereals Policy Reform in the Sahel — Burkina Faso, CILSS — Club de
Sahel (Elliot Berg Associates), 1985. -




before public policy encouragement of CBs is justified: can cooperative institutions perform the desired

functions better than profit-seeking individuals under an open market arrangement? This is a questidn' o

that the experience of the iast 30 years has taught us to ask. It is not _eiiough to simply point;out the
flaws of private markets; we have to ask also whether proposed remedies are appropriate. For ei'ampte,

' cooperatrve or eullecuve—approach arrangements should be encouraged only if there is empmcal or K

- analytic reason to believe that they wouid be superior to market-based arrangements

Experience suggests a related Iessonﬁ institutional innovation that is ﬁot com'patible. wfm L

underlying forces in pnvate markets is likely to have poor prospects for survival. If, for example, pnvate _

operators find gram storage unprofitable because of high costs and risks, cooperanve agencm are unl :kely L

to be able to carry out this ﬁmctlon in a sustainable fashlon without ongoing subsxdl&s

This leads to a final well-known point If a particular program intervenﬁon is not likely. to be

2 long-term remedy to the deficiencies of private markets, or if its unmtended consequences are L

sxgn:ﬁant, it is important to ask what policies and programs promise greater success. It may ‘be that S

better information flows, removal of restrictive movement controls, reduction of protective Damers 10

cross-border trade, programs of rural road construction zimed atdésenclavementandsmﬂarpmgrams S S

are better ways to mptove marketing systems and reduce food insecurity than the introduction of CBs

In this report we concentrate on this set of i issues in addressmg the qufsuon of what economlc 3 e
analysis and available evidence tell us about the validity or invalidity of the rationales for cereal banks. '
Chapter Two sets the stage by laying out the oumbers and describing the basic feamr&s of cereal_ banks.

The remaining chapters are organized around CBs’ three major objectives:

To provi&e improved marketing services. Chapter Three analyzes the most common rai:idna}&s'_- e

for CB involvement in the cereals marketing business. Chapter Four then asks, "Can CBs offer

cheaper or better services than private traders?” and prwems analysis and empirical evidence that B

is relevant to answering this question.

To strmgthen village organization. In Chapter Five we assess, in cons:derably less: detaﬁ Lhe :
organizational rationale and the role of CBs in building cooperative vxllage mstxtutnons

To serve as emergency food stocks. Chaptet Six addresses, in summary fashion, the gram :
storage and food security aspect of CBs, in the context of national grain storage pollc:es '




Our main conclusion is that cereal banks are being oversold. The assumption of w:despread gram '3

marketfailnres, which is a central rationale for the creation of CBs, isnotconﬁrmedmmostofthe' R

litecature, and the abllxty of CBs to cutperform the pnvate trading sector on a sustainable bas:s is
extremely unfikely. There are some market failures and structural weaknesses that CBs mxght addr&ss,:

_ notzblymcredumarkesandmlsolatedar&swheretradersfaﬂtoserveﬂ:mmarkets. Butmbothcases -
subsidies are required to sustain CB activity. These subsidies involve opportunity costs, and they o

: potennally 2 hinder the growth of the private, proﬁt-seekmg commercla! sector, although probably not )

ngnrﬁmﬂy in most markets. The subsidies also promise little in the way of building viable mstltunons o
because the cereal bank incentive structure is flawed, and the failure rate is lngh For these reasons the_ SRR N

‘promotion of CBs by donor agencies should be reconsidered.



CHAPTER TWO
CEREAL BANKS: WHATTHEYAREANDWHATTHEYDO
Cereal banks are village organizations that buy, store, and sell basic food grains; They usually
are managed by a local villdge committee with the assistance of an intemaﬁonal government, dr pnvate

'voluntary agency. Some cereal banks maintain membﬂshrps of as few as 20 people while other CBs
servegmupsofvillagesmﬂaawtalof4000mhabltams R

The basic cereal bank model is as follows. A sponsoring agéncy usually a ndngoverﬁmehﬁf :

organization (NGO) helps ﬁnance construction of a small warehouse (15- to 50-ton capacity) to be used' . ‘; ',
for grain storage. Typically, the outside sponsor provides construction materials (at an average cost of
 about $6,000) while villagers provide unskilled Iabor. The sponsoring agency also gives a grant orloan - |

(usually around $4,000) to start operations. The cereal bank’s management committee uses the money

tc nurchase millet or sorghum at the time of year when prices tend t5 be lowest (October-December) and - .'

then stores the grain in sacks in 2 village warehouse, Dm'mg the "hungry season” (Inue-August), when

cer&alsbewmescaweandpnc&stendtobeatthelrhxghat,thecerealbanksellsxtsgramstockmthe-" 3

village. The price is usually set at 2 level that is above the price at which the grmn was ongmally _ |

purd:aedbmbelowmemrrentfreemarketpnce Revem;esareusedasarevolvmgfundto reﬁnance R

the operation the following year.

~ Many variations exist on this basic model. It is not uncommon for CBs to be more éaaivé," o
shorter-term traders, buying and selling throughout the year.! And in Chad' the initial credit to the CB :

hasbeenmmnlyswsonal wnh!oanrepaymanreqmredaftermhyearsharvm;goodpayetsare 2k

grramteaclnevirsertt:«;onallozmss2

! Th:s is the case, for exampie in northern regions of Mali. See Mme. Keita, Rapport de Missmn
"Situation des Banques de Céréales dans les Régions de Segou et Mopti,” Ministere de I’Admnmstranon
Temtonale, August 1988.

2 See Annex 4.




GRAIN PURCHASES AND SALES

From whom cereal banks purchase at harvest time and to whom they sell in the hungry season-
vary from one agrochmat:c zone to another.

In moderately food-deficit, moderately surplus, and roughly self-sufficient agricultural zones
cereal banks usually buy, store, and sell grain in the village itself. This is the classic cereal bank-model
and it is probably the most common. These CBs occasionally try to benefit local producers by

purchasing _their,ﬁrain at slightly above-market prices at harvest time. More commonly, they attempt to -

benefit IM,mmmm-bY selling grain at slightly below-market prices during the lean season:"s

In vi!lag&s that suffer from chronic cereals defi uts most cereal banks purchase gram out51de
of the \n.llage transport it in, and store it until the hungry season when it is sold to the mhabltants ldeally
at below-market prices. These grain-importing CBs are common in the most and parts of | Senegal
Burkma Faso, Mali, and Niger. A small number of these cereal banks are able to carry out purchase and

sales operanﬂns two .ot more times per year, (reducing storage time and rotatmg their stocks more
quickly).

~In {rillag&s that normally produce significant cereal surpluses, CBs purchase grain in their own.
village right after the harvest, store it, and sell it to outsiders later in the year when market prices have"

‘Tisen. - The r&sultmg profit can either serve for community investments or it can be d:s*nbuted to- the:

partmpants Functmnmg grain-exporting CBs are rare.

Because annual rainfall and cereals producnon levels are so variable in the Sahel many CBs must
modify their purchasing strategies from year t0 year. If the local harvest is above average, for example
a CB may be able to purchase its gram stock directly in the village or in nelghbormg village ma-:kets-

If the local harv&t is below average, however the CB may have 10 send a purchasmg team to another

reglo:x of the country to obtain the desired quannties of cereals.

. Althuugh some cereal banks sell grain on a strict cash basis, others sell grain to their members’
on credit (to be repaid in kind or with cash, with interesz). Most CBs employ both sales miethods

3 Typlcally a CB’s sales pnce is 5-15 percent below the market rate (based on Kat 1983 FAO
Evaluation des Bangues . . . , 1990; and our field interviews),




| Socxai pressures encourage cred:t sales. Durmg years of severe draught, some CBs distnbute their gram .
- on crednt to poor villagers who are unhke!y ever {G repay, effecnvely giving the stocks away

CB MANAGEMEN’I" |

* Almostall cereal banks are managed by village committees established expressly fo;'_this purpdge. 3

Typically, each committee is composed of an elected president, vice-president, and two or three other ~ - | .

officers, The committee is responsible for routine management decisions; important decisions are e
occasionally made during “general assembim of all of a CB’s members (often the. entire vsllage) R

Commonly, the management committee is dommated by two or ﬂn-ee village "big men."”
: Occasmnaliy, a CB will pay a manager or 8 guard to look. after operanous More typxcally, :
few commmee members will volunteer thelr time to organize cereals purchases and to | "mind the shop

.~ that is, remﬂ the gram to vﬂlage consumers

When cereals must be purchased 6utside of the village, two or three men may be selected E_to

- travel to the area where grain is available to arrange for its purchase and transport back to-the -_hoﬁle -
village. These men ncrmally are paid a small allowance for the days that they spend aWay makihg AR

B arrangements (one to fourteen days). Some CBs avoid trips outside of the’ vﬂlage by contractmg wnth--

. pnvate tradets o deliver the grain.

S "MODES OF FINANCE
.
Working ﬁmds the operating capital necmsary'for a cereal bank to begin opératibn are'alriiést-

always supplied by an outside sponsormg agency. Many agencies give the initial funds to the CB as a

gram, either as cash or in kind (for example 200 sacks of millet to be sold to generate funds; Many R
others prov:de the funds as a medium-term loan, typlcally to be repald over five years, w1th a one-year. -

| grace period. Intemst rates vary from 0-15 percent, and are always below informal rnarket rates A few '
agencm provxde smsonal credits, to be lnsed and repaid within one year. -
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OUTSIDE SUPPORT AND TRAINING

After a sponsoring agency provides a CB with the initial capital needed to begm operatlons, 1t o

- usuaily continues to provide support services to the CB committee for an additional three to six years o Ca )

These suppoﬁ services typically invoive trammg sessions in lxterau:y and basic bookkeepmg, and regnlar_ -_ a8

visits by field agents to provide management and organizational guidance to the CB committee. Becanse' o

most CBs were created within the past five years, most are still receiving ﬂ_ns outside support.*- |
REGIONAL OVERVIEW

Over 3,300 cereal banks have been established in the Sahel. Despite these impressive numbers,

CBs conirol less than 3 percent of all cereals ccmmercxahzedmﬂlereglon EveumBurkmaFasa where_- R AR

they are the most numerous, CBs control less than 4 percent of the market. Their dlstnbunon in the_'_
Sahel is outlined below: '

TABLE 1

DISTRIBUTION OF CBs IN THE SAHEL, 1950

Estimated

number of CBs E.shmated tonnage

estabhshed - marketed annually
Burkina Faso 1,500 - 6,000
Niger _ 530 - 5,500
Senegal 570 2,170
Mali 400 _ 4,700
Chad _ 350 1,400
Mauritania 25 440
TOTAL - 3,375 ' 20,210

Sources:  Estimates for Burkina Faso, Mali, and Mauritania are from FAO, Evaluation . .., =

1990; estimates for Senegal are from CSA, 1990; Niger is from Seyni Harouna, -
Situation Actuelle de Banques Céréaliéres Implantée au Niger, FAQ, Niamey, 1990
and Chad estimates are our own.

4 We estimate that 85 percent of all Sahelian CBs were created since 1985.




1

- Burkina Faso has the largest and longest cereal bank experience — its first program began in
1974. About haif of i its CBs were established by NGOs like G.fam, and half were established throuﬂfh
large government projects with international assistance (for example, the Black Volta Agricultoral
Development Project). The CBs are distributed all over the country, but there is much tut'ne&fer. Those
in the south appear to be much less durable thar those in the northern, arid region_s. And atthough raimiost g

- two-thirds of the counny’s cereal banks at‘e 1o longer operational, donors continue to create new omes,

and government pohcy is strongly supportive. The 1990 Cereal Pian calls for cereal banks to play a
latget role in national storage pol:cy and in interregional trade.

" Niger has the second oldest CB experience in the Sahel; its involvement began in the early 1980s.
Since that time, many of Niger’s cereal bank programs have been operated through the_ofﬁci-as,-"_
government-dwreed cooperative systein. Thus, about 200 of the nation’s CBs operate on the muitiviliege_ _:
level favored by the government system To an extent not found in the other states, most of Niger’s .

cereeibanksoperateonanm—hndbasxs 'Iheylendcerealstothelrmembersdunngthelean seasonand_ e

demand repayment in kind (with interest) after the annual harvest.

Senegal, Mali, Chad, and Mavuritania, did not achieve any significant involvement in cefeél _
banks until after 1985. Many of Senegal’s cereal banks have diversified into selling other products like

imported rice and oil. Several Malian cereal banks have benefitted from a national donor—sponsoted -

credit program. - Most of Chad’s CBs are supported by Catholic NGOs and are very small in 51ze .
" Mauritania’s 25 CBs are clustered along the Senegal river.

The 1990 FAO report on CBs provides an excellent descriptmn of the programs in each of these o '

' 'oonntnes and should be referred to by those interested in further detail.> Complementary mformauon
on the situation in Senegal, Burkina, Chad, and Niger is given in Annexes 1-4.

" SFAO, Evaluation . . . , 1990.
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RECONSIDERING THE RATIONALE FOR CEREAL BANK INVOLVEMENT
IN GRAIN MARKETING: GRAIN MARKET DEFICIENCIES

The first oiaje:ct:ve of Sahelizn CBs is t0 pmvxde cheaper and more complete marketmg services
than those currently available at the village level. This objective rests on the rationale or assumpnon_._th_at-

_ present marketing arrangements are deficient, that some of these deficiencies can be remedied by ihe

creation of cereal banks, and that CBs will have no unintended negative side-effects. -

- Two types of deficiencies are emphasized in the promotional or advocacy literature concer:n_in'g o
CBs. The first is classic “market failures.” Private grain markets are said to be 'characterizéd.'by"

; mﬁwmpeﬁﬁve wader behavior, which ailows éxploitazion of farmers and consumers and the enjoyment
of excess profits. Also, lack of information ssems often to prevent aradmg sector responsiveness to_ o

profitable oppormmues These failures are linkedto i nnpertecnons in ancﬂlary markets, motably ﬁnancral -
markets.

The second type of deficiency can be called structural. Private traders are said to respond
stuggishly to opportunity not only because of lack of information but because of structural weaknesses =

within the trading sector — limited management skiils of traders, inadequate capitalization, limited access B |

to credit, limited specialization in trade, and pronounced risk aversion. These factors, combined with _
high capital and transport costs, are said to lead to high trading margins even where there is competition ~

on the buying side. Moreover, i the poorer regions of the Sahel, population is sparse, villagés -

dispersed, and incomes low. In some villages the low ievei of effective demand creates thin markets that :
are unprofitable for traders to serve.

Diécussion of these two types of marketing deficiencies — their extent, their sources, their

amenability to mpmvemenz waCB creation ~ are underlying themes in this chapter. We take up/first . -

the role of the cereals bank as a trader in grain over time. This is after all the main business of CBs —
engaging in what economists call “temporal arbitrage™ and others commonly call "speculation”: the
purchase and storage of grain to be sold at 2 higher price in future.

Previcus Pags Dlank

i
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We then consider the role of the CBs in "spatial arbitrage” — buying in places where grain' is
cheap and seiing where it is dear. In both cases, we describe the common economic ratumales or
jumﬁcanoas for CB intervention, and thex: assess their anaiytic and empirical validity. '

TEMPORAL ARBITRAGE
Speculative Storage
It is widely believed in the Sahel that speculative storage is a common and serious pmb?em'. it ..
aliows private traders to garner enormous profits by paying unfairly low prices for cereals at harvest time N

and selling at inflated prices d:unng the saudure or lean season.

Most promoters of cereal banks appear to share this conventional belief. At the 1983 Round

Table meeting on cereal banks in Ouagadougou, for example, the FAQ representative stated that one of e
the CBs” principal objectives is to "liberate peasants from the speculative pressures- caused by bxg o

traders.”* Other participants wrote in their position papers:

*Prices double or even triple due to merchant speculation.” (FOVODES)

*Traders purchase cereals w-iy, stock them locally, then resell at very high proﬁt
margins. Speculation is a phenomenon that impoverishes farmers.” (ADRK)

“Cereals banks’ objectives are to reduce the phenomenon of speculation in agncultnral
products.” (ADRK)

"Cereal banks are to fight against price speculation.” (FDR)?

Rt is no surprise that, almost from the beginning, CBs were seen as instruments to combat
speculative excesses in grain markets. According to one observer in the early 1980s:

! Government of Upper Volta, Table Ronde sur les Banques Céréalidres, Ouagadougou, October |
1983. _ '

z'l‘hesequotesare&ompapmmcludedmmeﬁnal report of the round table discussion on wreal e

banks in ngado&gou 1983; FOVODES, ADRK, and FDR are local NGOs.
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A cereals bank is defimed as an organization . . . basically performing a marketing
function in combatting local grain dealers who grossly take advantage of the ﬁnancnai
valnersbility of the farmers.

The winds of liberalization in ike 1980s and the adoption under structucal adjustment programs
~ of more market-oriented policies have not amch changed this perception of how grain markets work.
Thus, in 1990, an evaluator for Church World Services gives as an objective of CBs in Senegal "to -
protect the purchasing power of peasants against the speculation of traders.”* During our interviews with -

the organizers of cereal banks throughout the Sahel, it became clear that this idea remains widespread — - |

grzin traders are considered as dishomest "speculators” and a menace from which peasants must be -
protected. |

The mechanisms or marketing structures that explain this "speculative™ behavior aad "unfair”
pricing are rarely spelled out. At least some of the discussion on speculation rests on a fundamentzl -
misunderstanding about the nature of temporal arbitrage. Speculative storage does not cause prices to _
increase over the season; in fact, it néually helps moderate price increases. When merchants buy cereals "
at harvest time for the purpose of storage, they add to the overall demand for cereals at that time and thus
help support the price. When they sell the grain during the hungry season, they add to- gverall sfuppiy ‘
and thus help to moderate price increases. Thus speculation does not *sause prices to double or triple”;
in most cases it actually helps moderate price swings and stabilize cercal prices over the year. It performs
the important furction of allocating cereal sales over time and assuring grain availability many months -
after the harvest is complete. This is why many analysts noteﬁ:attheproblem in the Szhel is notthat
there is too much speculation in grain, bmﬂ)atﬁlerersnotenougb 3

This said, three kinds of marketing deficiencies are frequently mentioned as the source of
speculative profits: trader collusion or localized monopsony, unequal market power between traders and

3 Suba Satana, A Comparative Study of Cereal Banks in Upper Volta, Development Alternatives, Inc.,
prepared for USAID/Upper Voitz, 1981, p.1.

* Church World Services, "Evaluation du Projet Banques de Céréales de Keur Momar Sarr par la
Commission CER et Développement Social,” Louga, Senegal, 1990. -

* Haughton, 1985. Gerard Gagnon, “La Commercialisation Privée des Céréales au Mali: Un Bilan
Provisoire,” ACDI, Bamzko, 1986, Alfred Waldstein, “Where is All that Food Storage We Hear So
Much About Anyway?" Science and Technology Bureau, USAID, Washington, 1984 (Draft).
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peasants, ot differential access to credit. All afthﬁearepossibleandgundonbtedlyexisthmmdmere,
but there are good analytic reasons to doubt their extent and sigaificance.

The grain trade in West Africa, like any economic activity, can yield excess profits on a regular

bshoﬁyifmmemly(wny)misdmﬂe,whichmeamonlywhaenr&kﬁsm

uncontested — in other words, potential competitors are excluded from entry. This is not the case with

trader with 2 small amount of capital cas also enter. If unusually high profits could be earned with

dO-mbysal‘mgamandMg“mafcwsmofmom transposters m ;

holdmgg:m. mewymmmmm : SRR

Emmﬂm%h%mmmmﬁemmw_mmh |
spatial arbitrage where labor costs predominate — the low average opportunity cost of labor in that
“activity, Costs would be higher for temporal arbitrage because of the need for capital inputs. Grain |

mshonldmgmdmﬂymthemasamof&emdm watebmg |
Wmmfmﬁemﬂu&eﬁmmmmmmmmm |

profits, and 2 premium for risk. These storage costs and hence seasonal price moves would often be
substantial, due to the high cost of these inputs, especially interest, &nm;&mmwmmf

* these price moves should be due to excess profits. Indeed, high capital costs, various risks such a8
unpredictable inflows of food 2id, and — until recently, at least — an unfriendly regulatory environment
- Wmmm(wmm)mummmemwumm'

heoce limited in volume.

Most field research confirms this expectation. Fmpetformmmedmmmaga.m e
traders rarely engage in such activities. To cite 2 few examples:

* WM(ImmeNw,mmMMMMmmWMM
storage. He contends that traders stock very little because "a rapid tum-over of stocks serves
their interests better than stock-piling over a period of time.” mmmm—mm
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storage:snmcamedoutbytmde:s,nm camedontmamlymsmallquanun&mﬁmﬂy
granaries in villages.™ _

®  Gagoon (1986), writing on Mali, calls merchant speculative storage a "widely held myth"
Manynadasdrwmofdomg[tempomlarbm},hNerw'mauym,sxmplybecan'se'__ IR

meydonothavesufﬁmentopemmgﬁmdsmpemnmenmobﬂmonmgmmsmcks” -

. Grasberg and Hassanein (1988), writing or Chad: “According to govent officials, pnvate '
sector traders purchase cereals at low prices at harvest-time in surplus areas such as Salamat and -
resell 3t bigher prices during the lean period. None of the traders that the team met had the
working capital to tie up funds in stock for ten moaths at a time. In addition they lacked storage -
capacity and techoiques. Because of the lack of a long-term credit line, wholesalers must turn
over their capital as fast as possible to be able to purchase other commodities after the short
season of cereals. The team is quite sure that on a large scale, the myth of speculation is not true
bemse:fﬁ:erewmmwholﬁalaswhocouldboldalargestockunﬁlmeleanpenod,ﬂ:e '
mpncewmidbemommblemﬂiemeym"

. - Newman, Sow, and Ndoye (1988) say of Senegal: mostwholsalers(SZpereent)attempttomm_ '
over their stock in a period of one month after purchase in spite of the fact that they have at
their disposal storage facilities which are not fully utilized. Apparently, the standard procedure
followed by wholesalers involves turning stock over rapidly right after the harvest, whea millet

is plentiful, then building up stocks five to six months after the harvest when the availabilityis =

lower and the pre-harvest gap is approaching. However, some merchants say that uncertainty
concerning the possible distribution of food assistance and its impact on prices serves to increase

the risks of prolonged storage, which is intended to take advantage of the seasonal variations of

prices during the period preceding the harvest. The speed with which wholesalers sell their
products depends in part on the limited availabil’ty of capital, mehlghmtetmmemtheparanel'
market and the limited access 10 bank credit.™

©  Sherman (1987) writes of Burkina Faso: “The storage function does not seem to yield excess
_profits. This conclusion from the quantitative data is further supported by the fact that traders

semmbemmmmdwnhmmamdmmmmmm&‘w 3

¢ Waldstein, 1984, p. 16.
? Gagmn, 1986, p. 29.

‘EugeneGrasbergandAdlyHassanem,AnAna@mofﬂw Gra;n—MarkeungSystemmChad
Development Alternatives, Inc., prepared for USAID/Chad, 1988, p. 34.

* Mark Newman, Alassane Sow, Ousseynou Ndoye, "Regulatory Uncertainty and Government
Objectives for the Organization and Performance of Cereal Markets: The Case of Senegal,” ISRA,
Dakar, Senegal, 1938, p. 13. :

”Imqudhethmm,KmﬁhShapko,deIoaGﬂMﬁeDymﬁaofGraian*eﬁﬁgm o

Burkino Faso, Center for Research on Economic Development, The University of Michigan, prepared .
for USAID/Burkina Faso, 1987, p. 134. -
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® Haughton (1985), also referring to Burkina Faso, observes: "Merchants buy for rapid resale, and -
" do not store large quantities of grain. Traders thus appear to speculate too little over time; prices .
would be more even if they were to buy more just after the harvest and store it for later resale. |

A possible reason for the inadequate speculation on seasonal price rises is that traders lackaccess-_-
mcredit."“ -

Thus typical evidence from five countries does not support the idea that private s;}écu_latiw_:e'
storage is widespread and nefarious. Most traders, it seems, engage in very little medium-term storage. |

There are two principal rezsons for this reluctance to store — the high opportunity cost of capital

in the Sahel, and ihe riskiness of investments in speculative storage. This is demonstrated by looking at -
:smmlpmmm&mmgmepomﬁdpmﬁs'm.mmdmmbyamﬂMﬂgm- :
 speculative storage. We have carried out this exercise under the followingmsumpﬁonsz. '

» Gmn:spn:chsedatmsmagcpncem&eposthmestperwd(cctober Novemher'é" .

December);
L4 mpﬁnismredforsixweightmomhsinawmhouse; _ o
. mmkmMabmpﬁmmmumam%iﬂ!’A“S“glﬁ"

. Phya@dmragemmdudesoFCFMsacfmonﬂ:andaS-pucemphymca} Iossoverthe

® Three different rates are presented for the opportunity cost of capital: 0 percent, ISQ«cent,"' A
. and 40 pexcent, (Wemm«wpummbemamazwmcmeofﬁwoppommty

cost of capital to 2 private trader.)™

* Haughton, 1985, p. 32. _ :
”Csﬁbmferﬁcmof@mlmmmgeﬁbmﬂ-ﬁowmwhﬂeMararGéye':

estimates an average rate of 39 percent for Senegal. Informal estimates for the other countries fall ina

- shmilar range. Sherman ef al., 1987, vol. I, p. 134. Matar Gaye, "Le crédit informe! en milieu rural -
Sénégalais : enquéte dans les régions de Fatick et de Kaolack,” ISRA, Dakar, Senegal, 1987, ?
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The results are presented below for five capital cities:

TABLE 2
N'DJAMENA MILLET (8 MONTHS)

Net annual return on
: Physical invested capital under.
Karvest Scuckse Gross storage wvarious opportunity
price price retun cests cost assumptions
ox 5% 40X

1973/76 54.0 - 62.3 - 8.3 6.6 52 -10x -35%
197%/75 2.7 .29.0 1.3 5.0 -20% -35X  -60X
1975/76 © 25.0 3%.0 9.0 5.2 iy 4 & -7
1982785 130.¢ 110.0 -20.0 9.0 33X -48%  ~73X
1984785 1777 236.3 58.7 15.3 37X 2 =3X
1985786 126.0 2.3 -33.7 8.1 50X -65% -90X
1986/87 &7.7 61.7 ~6.0 6.6 ~-28% -43%  -5BX
1987/88 &5, 136.3 3 10.3 %I1X 126X 101X
1988/89 &9.0 3.7 4.7 7.2 -5% -d0% - -45%
1989/90 68.0 3.7 5.7 r.2 ~3% -18X° -43%
AVERAGE 8i.0 9.9 9.9 2.0 = -8% -33%

Sources: K'Djaming dats are from USAID/Chad 1979-87; 193-?7
are from Greetz and Maxon, Grain Marketing in Chad,
Multinationel Asribmim Systems, inc, 1577.

TABLE 3
QUGADOUGDL WRITE SORGHLM (5 MONTHS)

. Net arrusl return on
Physical invested capital under

i
-
i

storsge various opportunity
price reurn costs cost ssstmptions

' ox 158 40X

1979/50 =2 82 0.0 7.6 7= -8 -33%
1980/81 ™ 100 5.0 8.5 A4% 29% T4
198182 &5 7 1.0 7.4 1% -4%  -29%
198283 78 111 3.0 2.1 61X 4% 21X
1983 /84 108 148 40.0 10.9 54%  39% 14%
1984765 105 119 4.0 9.5 o -6% - -31%
198586 &3 &5 2.0 £.8 ~15% -30% -55%
1986/87 &4 50 16.0 6.5 43X 28% 3%
1987788 50 80 0.0 7.5 4eX 2Txh 2%
AVERAGE 4.6 3.6 19.0 8.2 28% 132 -1

Source: Ougadougou deta are from CRPA dus Centre, given by G. Ledouxts thesis, -
sStockage et Marché Céréslier Sghelien...® (1989). White Sorghum wns
the only coarse ceresl for which dets could be located: average harvest
price is for January andd aversge lean sesson prica is far July.
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TABLE 4
RIANEY MILLET (8 MONTHS).

’ Net annual return on
o Phys:cal invested capital urder
Harvest Soudure  Gross storage various opportunity
price . price return costs cost assumptions :
: . ox 15% 40% -

1970/71

s

1972173
1975174
1976l TS
1975776
1976/77

1977/78

1978/79
1979780
1980/81
19B1/82
. 1982783
1963/84
1984/85
1985/86

m

3.3 3.3 9.0 5.1 3% 1% -15%
27.3 B.7 6.3 5.2 6% -9% -34%
34.3 59.7 2.3 65 B% 67X 4%
50.0 39.7 -10.3 5.5 -47% -62%  -87% .-
31.7 - 39.7 8.0 5.5 1% 3% -28% .

3%.3 543 20.0 6.2 60X 45X . 20% : _
- 48.0 733 33 7.2 5% 44X w1 Sk
&.7 10.7 -54.0 £.0 -135% -150% -178% . o 4o
5.0 97.0 12.0 8.4 €x -9 -34X L
89.7 983 8.7 8.4 0x  -15X -40% SRS
98.6  229.7 121.7 150 179% 1&x 139x . . bl
185.0 1763 -10.7  12.2  -19% 34X -59% SR v

143.7  107.0 -36.7 8.9 -48x -63% -88%

9.3  175.0 8.7  12.3 120X 105%  80% ;
187.3  165.3 -22.0 118 -ZIX  -42X -67%
8.7 72.7 -10.0 7.1 -31X -A8X  -TiX 3
.7 9.4 1.7 8.1 15X 0X -25%

Sources: Niger data' is from "Joint Program Assessment of Grain Marketing in Biger,®

Statistical Table 15, vol. 2; updated with data from lhmstry of Plan'
Direction de la Statistique et (a am'aph:e.

for USAID by Elliot Berg Assccistes, 1965, vol. 1, Table 21, and -~ O

TABLE 5
BAMAKD MILLET (56 MONTHS)

. Net ml return on
) : Ph';rs‘iut invested capital under
Harvest Soudure ' Gross storage various opportunity
prics prics return costs s:t:mgx mn?;;m w0x

3.7 116.0 3.3 9.3 554  40% | 15%

1985 /86 117.0 156.0 39.9 11.3 &T% 32% ™ : L S
1984785 113.0 151.0 13.0 1.1 48X 33X 3% : oL
T 1985/86 98.0 92. - =53 3.1 ~2IK 42X -67%

19846787 .7 3.7 7.5 -10% -25% -50%

1987788 5.3 140.3 _ 58.4 18.5 T15%  §00% st 4

1988/87 76.0 .0 7.1 -31X -48X  ~TIX

158%/90 £3.0 92.3 29.3 8.1 &7% 52% 7%

AVERAGE . 88,1 1119 -2 9.1 =™ 1% 7%

Sources: Data from Ted Cook ®GCrain Marketing Credit Programs — Asset or

Lishility?* Development Alternmatives, 1989; l.pdatld with data from
- OPAM*s Systime d'informstion sur le Marché (5.1.M,). Harvest price

isiulwuug F 3 mm for December, January, and February (lowest-

price months). -
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TABLE 6
DAKAR MILLET (8 MONTHS)

Net annual return on
Physical invested capital under:
Harvest Soudkire  Gross storage various opportunity
C price peice C return casts cost assumptions
: % 15% . 40%

. VRIS . "39.0 5.9 5.8 11X -14X  -35K

197,75 ~ 45.0 55.0 10.0 6.3 13% -2% - -2BX

1976/77 - 617 56.7 -5.0 6.3 -28% 43X -68X

1977/78 . 70.0 4.3 -5.7 6.7  -27% -42X -67%
198/ 65.0 - 58.7 -6.3 6.4 ~29% 44X -69X.

1979/80 60.0 -~ 68.3 8.3 6.9 &%  -11X  -36%

1980/81 89.0 £8.3 -11.7 6.9 -35%  -50Xx -75%

1981782 72.7 80.9 7.3 7.3 ox  -15X -40X

1982/83 - 93.3 122.7 " 39.3 10.1° 47X 32X =

1983/84 .150.0 150.0 0.0 11.8 11X -26X° -5IX
- 1984785 140.0 . 170.0 30.0 12.0 - 19%. X -21%

1985/86 161.7 149.0 7.3 11.0 =6%  -19%  -4iX

1986/87 133.3 115.0 -18.3 9.3 31X -46X -TX

1987/88 95.3 96.3 -1.0 8.2 -15% -30X% -535% _ o ;
1988/89 95.0 125.0 30.0 9.8 32X 17X -8% . AR .
1989790 116.7 110.0 -6.7 9.0 -20%8 -35% -60% S Lo L
'AVERAGE 9.2 96.4 5.2 8.3 -3% -20X -45%

Source: Dakar data are from the Direction de [a Statistigue. This
: ' source appears to be less reliable than cur other data .
sources, and should be viewed cautiously. ' :

TABLE 7.
SUMMARY BY COUNTRY
Average price rise _ . _ oo S
between harvest and Average annual return at various costs of capital . -
soudure (-8 mos.) - 0% ' 15% - 4% o
N'Djamena 12% 7% % 3%
Niamey ' 15% 15% 0% - 25%
Onagadougon 25% 28% 13% . -12%
- Bamako _ 27% 33% 18% 1%
Dakar _ 9% E 5% -20% 45%

average 18% 16% 1% 24%
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It is more difficuit to analyze monthly price data for rural markets because complete tirﬁe series | |

methodology as above. - Complete results are presented in Annex 6, but a summary of the fuidings is 'f .

presented below.
‘TABLE 8
SUMMARY BY RURAL MARKETS
Average price rise _ - S
- between harvest and Average annual return at various costs of capital

Rural Market soudure (6-8 mos) 0% 15% 0%
Po, Burkina 3% 50% 5% . 10%
Sanmatenga, Burk. 17% 11% 4% _ 29%
Ziniare, Butkina  13% . 8% ~1% - 32%
Louga, Senegal 20% 13% 2% 27%
St. Louis, Sen. 12% 6% : 9% T -34%
Tamba, Sen. 47% 49% 34% ' 9%
Mao, Chad 56% 66% - 51% o 26%
Bousso, Chad 58% 2% 57% 32%
Bouza, Niger 45% 45% 30% 5%
Loga, Niger 46% 47% 32% %
Maine Soroa, Nig.  14% =~ 5% -10% 35%
Matamaye, Niger 39% 29% -14% : -11%
Quailam, Niger 7% ' 0% -15% -40%
Average 31% 31% 16% 9%

These urban and rural data yield several observaticas:

¢ Specuiation in storage is extremely risky; annual rates of return can be high o strongiy
negative. It seems safe to assume that these high levels of risk are a2 major reason why s0
few traf’ers engage in speculative storage;

¢ . Oa average, the rate of return to speculative storage is not as high as is widely assumed';'

of any significant length are rare. Nonetheless, we were able to collect fairly complete price's'eriés _o'f _ L
 three years or more for 13 rural markets. We then calculated potential returns to storageusing:he_same . R
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¢ Returns to storage are frequently low or negauve when one takes into acoount a reasonable o o
estimate of the trader’s opportunity cost of capital; this cost of capital is pwotal oo

detexmlmng the proﬁtablhty of mterseasonal speculanon and

e Returns to storage are usually higher in mral areas than in the capital cmes however at a_’_ |
~ 40-percent cost of capital, returns to storage are still negative in 7 of the 13 rural markets tor
. which we have data. P

Our conclusion from this data analysis is that speculative storage is a very risky mvestment At_ o

' a realistically high opportunity cost of capital, speculative siorage leads to losses more often than pfoﬁfs .
Occasionally, specuiative storage can be qmte profitable, but, on average, returns are negative. These_'-
remlts provule a good explanatlon of why most traders prefer other mvestments over storage. ‘

Uneqixal market power can arise in sevefal ways. Traders may, for example have belier

'knowledge of the dn&mg conditions i in gram markets than do peasants Thxs asymmetry of access to

mformaaon could lead to systematic gains for traders at peasant expense. - ‘But the most sxgmﬁcant and .

frequently cited example focases on something else — different i mtensmec of demand for cash mcome :
Farmers, especlzily poor farmers, have more urgent demand for cash at harvest time, and therefore are
forced to sell at seasonal Iows or t0 borrow at "usurious” interest rates. -

For many Sahelian officials, donor representanves and others, thls is a major Jusnﬁeaﬂgn. :
for CBs — the hypothesis that Sahelian cereals farmers are "forced” into selling a laxge portion of theui
ceteal producnon nght after the harvest when prices are low, later to repurchase theee cereals at much -

_ h:gher pnces durmg the soudure for consumptmn purposes - It is-believed that many farmers cannot: store: B

. their own grain until the soudure because of pressmg financial needs such as taxes, debt repayments or'
' c!othmg. Acoordmg to the 1990 FAO report, - |

{Peasants] are often obliged to sell . . . cereals [in excess of] their {rue surplus (the

* overselling phenomenon), and then e;gurchase cereals during the soudure when prices
are highest. Overselling at harvest time often causes cereals to be transferred from the
village to consumption centers.!®

* FAO, Evaluation . . . , 1990.
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According to Cereal Bank e\?aluator Suha Satana,

The farmers’ . vulnerabmty is due to the grim fact that ﬂme farmers almost B
invariably seil most of their produce (mostly millet and sorghum) just after harvest time R
(October, November) to meet financial obligations (taxes, debts, ceremonies, etc.) w:th_ o
the knowledge that they would be repurchasing the same grain at exorbitant prices, :

usually 150 to 250 percent above the sale price, before or during the hungry season to L ,

~ subsist until the next harvest time comes to brmg relief.®

_ Cereal banks aim to mitigate ﬂle problem of "forced salcs by purchasmg locally, retammg gram : L
in the vdlage, and reducmg the margms between postharv&st and soudure prices. Both anaiync and w

| empmcal reasons exist, however to quesnon this "forced sales” hypothms

‘From an analytical pomt of view, it 1s ot necossanly a poor economic strategy to- sell gram early SHB O

and buy grain later — the relative prices of grain and other farmer assets such as small rummants and' L

poultry must be taken into account. As noted in a 1987 University of Mlchlgan smdy in Burkma Faso o _

“even ﬁlose households which sell grain just after the harvest may be behavmg more rationally than it

appeam - Farmers, of course, are acutely aware of relatlve price differences."®- If the value of "

these llvmek assets are expected to climb faster than grain prices after the harvest, it is perfectly
rational for the farmer to tetain llthock and sell grain. It is even possible that some farmers sell graml-_ ' i
%0 ﬁnance investment in animal fattening or petty trade, which yields higher tates of return than gram';-_-;___:_ Lo

storage ‘I‘hmreamscan afterall ﬁnancelatergrampurchasmm

Assm of farmes eoonomxc ratlonallty in this mattet of gram sales has o address t.he qu%non
of why farmes's who purchase cereals for consumption would wait until the soudure, when pnces are.-'.

hnghwt, o make those purchas&s msnead of purchasmg grain wher and storing it.. Eltber way somej _ | ;

 asset {such as pouliry or small ‘ruminants) must be sold to buy the gram (assummg no addmonal'; o

. 'md%todnﬁs is posssble) Ore resolution of the paradox is that animal weight gain and reproductlon may . N

- _yaeld a Iarger:retum than stored grain; in this case, selling grain to retain livestock m_akw sense.- Some__.---- N :

w8 Satana, 1981 p. L.
' ’“Shermaneral 1987, P- 159,

.o See Haughton, 1985 p. 10, where it is sugg&sted that animals reproduce and hence may yleld a-
higher rate of return than stored grain. : _ .




- evidence suggests that this is indeed the case, at least sometimes. According to SAFGRAD mea:ch'- __
carried out in Burkina Faso, many farmers use the tevenum from their grain sales after good yeam t0

‘purchase small livestock that can be used to finance food purchases in bad yearsz’ Th;sdoes not" S

_ du'ectly bear on the intra-annual problem, but is suggestive nonetheless.

Many other empmcul studies raise qumom about the general applxcablhtv of the “forced salfs
hypotheses. "'

- ® Research conducted by Goetz (1990) in eastern Senegal demonstrates that "forced sales” are -
- very rare. - Of 150 households surveyed, only 15 both bought and soid coarse grams of

these, six were purchasing at low prices after harvest and selling at higher prices in the
‘soudure, and only five were actually following the traditional "forced sales” pattern. Goetz - -

concludes that “the hypothws of "forced sales™ after harvest and repurchases later on in the C

: smon at higher pnces generally dom not hold for this sample."”

® An ORSTOM study in Burkina Faso (1973) yizided similar conclusions. Only 15% or_- o
households surveyed both bought and sold grain during the year, and the data in this stud;y -
do not support the image of the poor farmer seilmg early and buymg 1ater ' .

& QOuedraego’s 1983 study of marketing in eastern Burklna Faso observes that "there is no -
* indication that the poorest and smallest grain producing farmers are the ones that are forced
into sales and then repurchases.”® His data also indicate that sales occur all year long, and
farmers who only sell tend to sell during the hungry season. This defies the traditional view,
because it suggests that some farmers are both wﬂlmg and able to profit from seasonal pnce B
movements,> _ '

. Sherman’s 1984 study of grain marketing in the. Manga'arm of Burkina Faso prbdait:éd o
- similar conclusions. She finds that farmers buy and sell grain throughout the year, witha =
third pf. total purchases and sales occurring in October-December. She also finds that i

2 Semi- And Fgod Grain Research and Development Program, "Farming Systems Research Um: m_. :

‘Upper Volta: 1982 Anpwial Report,” Qugadougou, Burkina Faso, May 1983, Pp- 10-11.-

B Stephan Goetz, Market Reforms, Food Security, and the Cash Crop-Food Crop Debate m-':ﬁ‘ |

Somﬁeastem Senegal Ph.D. dissertation for Michigan State University, 1990.

* J. L. Boutillier, "Donnés Economlquw Concernant Les Migrations de la Main D’oeﬁv:ré':._ )

vgltmque, ORS’I'ROM, Izs Migrations de Travail, 1975 p. 179, as found in Haughton, 1985 p- 9.
5 fomael Ouedraogo A Socioeconomic Analysis of Farmers’ Food Grain Marketing. Lmkages aml' ﬁ

Behavior in Eastern Upper Volta, Ph.D. Dissertation, Michigan State University, 1983, p. 152, quoted_ _
in I-Iaught.on, 1985, p. 9 '

”Paraphrased fromHaughton, 1985, p. 9.




wealthier farmers are slightly *. . . better able to take advantage of the grain price cycle in;
choosing when to sell grain. -z But she points out that by and large the poor do- have
alternatives to selling grain, one important alternauve being off-tarm work.

® The University of Michigan’s study of grain markeung in Burkina Faso notes that "large
- amounts [of grain] are soid and bought in all seasons,” andﬁlat“thesalwpattemappears
- more evenly distributed than is typically thought. The largest grain sales do not occur’
* immediately post-harvest, but rather in the following quarter. No quarter has less than 17%
of sales and none more than 33%." The study concludes, “Perhaps the major ﬁndmg here:
is that 137 of the 220 households surveyed either do not interact significantly with the grain
market or manage to avoid taking major losses from seasonal price movements. A very small.
group seems to benefit from those movements, and about 12% seemmbesuffengxxm
them. While the latter group are extremely poor in csitle and have a relatively small area.
. under cultivation, they are shghtiy above average in value of durable goods, and they have
more land in cash crops.™®

® Preliminary, unofficial findings emerging from IFPRT’s recent village tzansacﬁdn smdles in!
Niger indicate that farmers do not seil most of their grain right after harvest; some farmers
play the market by waiting for prices to rise before selling, and some farmers buy gram at
harvest time for nnmedlate consumptmn to save their own stocks umtil tie Iean season

* Inwrﬂewswndnc:eddunngﬂns sudy with 83 grain merchamsmChad Senegal, and
Burkina suggest that merchants store relatively litle grain; even during the soudure they
continue to purchase from village farmers. It follows that many farmers are storing and|
selhng grain throughout the year. The farmers who manage to make their sales during iugh '
price periods are probably the biggest beneficiaries of price seasonality. : . -

In sum, ztapp&rsﬂmdxstms sales are not so common asoftenstated and where mly saies
~exist they do not necessarily reflect a poor economic strategy. The problem of overseilmg, stressed
in some recent writing, does not seem 0 be a widespread problem. The “forced sales hypothesm seems
relevantto ammomyﬂ'fhousd!olds and it is unclear if these are the poorest. _

quu‘alAmtoCapitalMarkds

Somhzvemggmedﬂzatam to investment capital may serve as a barrier to emry mtothe
smrage market, which may mzpan some monopoly power to merchants. whe can afford thls type ot

7 Jacqueline Sherman, Grain Markets and Marketing Behawor@Fmrs A Case Study quanga
Upper Volta, CRED, Aprﬁ1984p4.asquotedmandparaphrasedfromﬂanghton,19859 10 '

‘% Sherman ef al., 1987, p. 161,
® Phone conversation with Jane Hopkins, Niamey, October 1990.
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investment. This argument seems in.somerapects to accord with the facts; access to institutional credit
- (at relatively low rates) is restricted to a small group of wholesale traders. But this is not enough to allow
conclusions about lack of effective competition. First, given the divisibility of the commodity, there is
o mmmmamoum of money necessary to enter the storage market. Evenmysumsavaﬁabletomost'
'peoplembemveswdmmestorageofoneortwosacks Second, the problem of capital scamtyaffects_
ail investments in the Sahel (like processing food, raising livestock, or trading tea). There is no reason
to believe that the rate of return on storage could regularly exceed the returns on these altemanve_. |
investments; x*‘:tdxi,moneywmﬂdbeshxhdoutofthseotheractmu&andmtostorageuntﬂﬂzerat_m |
of return were equalized. 'I‘heoreticaily, "excessive” returns are unsustainable. :

-CreditSa.sand'I'rada'Usury

Another assumption that lies behind the creation of cereal banks is that traders explozt v:IIagers '
- by charging "usurious” interest rates when they provide cereals on cred:tanddemand in-kind repayment-
after harvest. It:ssa;dﬂ:atwhenaviﬂagerbormwsasackofmﬂletfmmamerchantmthehungry'
season, he or she must pay back two sacks, or even three sacks after the harvest. AccordmgtoaCBf

documentfrom&ad,vdlagers *are forced to deal w'thusunousmerchants who seil cereals oncredlt: |
atpncesthreeumahmherd:anatharth-umem InBurhna,aCBsupporterwntesthat'tradetsseﬂ-

cereals at usurious interest rates of 100 to 200%.™ Th&sepracucesaresmdtol&dtoa vnclouscycle _

o ofdweadence in which each year the villager falls deeper into the merchant’s debt. Cereal banks are
said to break this cyciﬁ by offenng grain on more favorable credit terms. Acoordmg to one evaluator L
CBs serve for “the liberation of peasants from the claws of usurers."”

Evidence concerning this "exploitation-through-credit™ hypothesis is sparse. There are some a _
priori grounds o be skeptical. As mentioned urher, excessive profits to an activity are only possibie
- ona suy.amable bas:s if there are s:gmﬂcant barriers to entry to the acnvxty and hence monopoly power.

» Abdomnhaye Allassiam_ “Evaluation des Banques de Céréaies de Kelo,” Ministry of Agnculture
ONDR,N’D}mena,Gnad August 1990, p. 1.

* Mousa Ouedraogo, Les Bangues de Cérézles, Mémoire de fin d’Etudes, ENAM, Ouagadougou _
Burkina Faso, 1988, p. 35. =

% Lucien de Lardemelle, La Commercialisation des Céréales au Niger r2éme Pame, FAO Niamey, -
Niger, 1989, p. 97.
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This sitaation does not apply to the lending of grain, because entry is easy. Theoretically, anyone who
purchases or harvests extra grain can lead it out. If it were really possible to make a 200-percent profit
by lending out cereals, many people would shift capital from other investments (livestock, for exampie)

and get involved in grain lending activities. This would eventually drive down the interest rate and the

profit margin.

Empirical literature on credit practices at the village level is not abundant. Ouedraego’s 1983
study in eastern Burkina Faso provides the most hard evidence.® His interviews with 103 farmers
vevealed that for grain loans from traders, one kilogram borrowed usuzlly is to be repaid with two
kilograms. These types of grain loans, however, are relatively uncommon. Of 196 heads of households
surveyed in 1980, only 7 percent had purchased grain on credit that year. Of 460 farmers interviswed
in market places in 1980, only 8§ percent had purchased grain on credit at some time during the previous
three seasons. Typically loans of this type also were small — borrowers surveyed in 1978179 "'epaid an

average of less than one sack of grain each. Ouedmegosgmmﬁowanalysnsshomthatﬁxpamountof- B -

grain used to pay back loans is smaller than that given away as gifts.
Haughton (1985) draws these conclusions from his review of the evidence inn Burkina:
® Advance sales {in-kind loans] are faxrly rare, accounting for perhaps 5 percent- of grain. sold -
(by volume); |
® Farmers borrow relatively small amounts;
® Borrowers do not appear to get caught ir a vicious circle of indebtedness; and

° Lendx:g is risky because default is common, which helps explain the [need for] high interest
rates,

This last point is relevant to the idea of excessive returns to grain lending; profits are only"
realized when borrowed grain is repaid. This, of course, is not always the case. Ouedraego cites an .
example in which 2 merchant lent grain to 12 farmers in 1979 but only § of them paid back and the trader

suffered losses. According to Ouedraego, many producers have leamed to play tricks with grain' -

® Jsmail Ouedraogo, 1983, pp. 211-215, cover the topics in this paragraph.
¥ Haughton, 1985, p. 30.




merchants by (1) delaying the repayment; (2) repaying only the capital of the loan; or (3) defaulting on -
the loan altogether.™ McCorkle’s field work in Burkina describes "dishonest farmers who pay back in’

cash instead of in kind, saying that they didn’t barvest anything sometimes trying to avoid paying.
interests,"™ If defanlt rates are high, “then high implicit interest rates do not yield high profits. buthelp. .
mcowrhlghm"’ :

 High default costs (and associated low profits) are probably the major reason that traders
generally are unenthusiastic about selling grain on credit. According to Ouedraego "the possible high -

defanit rate does not encomrage merchants to practice the arrangement cn a large scale;...the arrangéméat |
bas become a somewhat costly and risky way for merchants to secure grain supplies.”™ - According to
the University of Michigan study, merchants in Burkina Faso are increasingly disinterested in selling
grain on credit, in fact, many merchants prefer not to sell cereals at all 'becauseﬁxeyaréoﬁenasjked_to

sell on credit, which for social mmisdfﬁculmrefuse,whuemersskofdefaunisveryhigh'"” o

Informal mewsmedommthe&meworkofﬂ:epmmdymﬂnmdmmChadandSenegal
reveal similar attitudes — lending grain is considered a risky, often troublesome practlce. Given traders’
prefereace 0 avoid lending grain, it seems unlikely that excess profits are consrstently assocxated wnh
the practice. '

SPATIAL ARBITRAGE

Although "classic™ cereal banks focus on temporal arbitrage through storage, a sxgmﬁcant number

ofcetalhanksmchrommﬁydeﬁmma!socarryoms;;analarbm'age—thetransferofgramfmm
parts of the country where it is relatively cheap to their home villages where it is relatively costly

SmmmmgagmmmgeﬂmeCBsmsendmomMmmmﬁeeMmmmmmm _

- make the grain pnrdzzsa and arrange for transportation to the home village. Two ranonalm are gtven
for this involvement:

® IsmailOuadraogo, 1983, p. 223.
% Sherman er al., 1987,
57 Ismail Ouadraogo, 1983, p. 223.
= Bic., p. 224.
% Sherman et ol., 1987, p. 188.



. Itmfd:thatpmatetradersmrerrmggrammmmeareaarechargmgexc&sswepnm and
earning excess profits; or

® It is felt that private traders are madequately supplying certain v:llaga particularly dunng
the soudurs.

’Ihaeranomlamdtobemxﬁere&beforeloohngatcmmnks recordsmspanaiarbmge
activities.

mm'mmmmsﬁﬁmMimge?

Cases can be cited of traders making sizeable profits through grain sales to villagers, but a
number of analytical reasons exist to doubt the exmanddu:abilityofsuch situations. As mentioned

earlier, an economic activity can yield excess profits on a regular basis onl;«r if some monopoly power

exists, amdpomumloompet:ﬁorsarendudedfromeatry 'Ehmomﬁmonsme!yappearmapplymme
grain trade in the Sahel, because so many traders are involved at most levels. As long as these traders |
mmwmpem!onwnhmoﬂier orthematketlswnmtab!ebyothetpotenualttaders, proﬁtmargms
should remain (or be driven down to) "normal.” Asmailcartels,xfn'aderscollndemﬁxhlgherpne&s,
thcmmvwmformdmﬁmlmdmmchm(andtheymﬁkelymdosomtheabsenceofpubhc
policy encouragement). Outside traders also tend to euter the market and break the cartel. The Sahelian |

grain trade is not noncontestable — an exclusive ciul: even 2 farmer with a small amonntofmfoney-caﬂ
buy a few sacks of grain, rent space in 2 pickup truck, and transport them to a market where "excess -

profits” are alleged to exist.® Insofar as there is competition between traders, price differentiais
'mmmshwﬁonlybeaswasﬂwwmﬁmarkmg;mﬂmwny, excssproﬁrs
-arennizkdymbemmble

Most empirical evidence seems to bear out the 2 priori m:pectatién that the structural :
characteristics of Szhelian grain markets should assure reasonabie competition. Recent field studies of
msmmg_mmesmdsugg&mm*aetmarginsareusuailyquiteﬂ:inand_ﬁx@tspaﬁaﬁ

“‘Occasmnaﬁy,asmﬁjsolsﬁmrdmkampmmbed@mmatedbyasmglecer&lsmchém
_Very rarely, bowever, will this trader be in a real monopoly situation; individual farmers and petty
traders on bicycles, donkeys, or horse carts sell grain in even the most remote regions of the Sahel, and =

consumers are capable of making purchases in neighboring villages if they feel that cereals prices are oo

high in their own hamlet, Cerealsmdmgmmopmmeonmblemmmm;txs*arethatatrader :
c2n maintsin “unfaic” pmesmﬂsﬁllrmnmmpmnvemthemket. -
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arbitrage is generally very competitive.” Large differences in the price paid for cereals in surplus zones
and the sales price in deficit areas are explained principally by high transportation costs and high risks,
not by excess profits. In Senegal, for example, GFA Consultants draw three important conclusions from
their recent empirical study:

® Private traders allocate grain competitively and efficiently in Senegal, to a large degree as a
result of the country’s good road network;

¢ Commercial margins between rural producer prices and urban consumer prices are stable and
homogenous, reflecting mainly transport costs; and

® Imtense competition between traders rules out excessive profits.
GFA concludes:

These empirical results lead us to conclude that traders, because of the competitiveness
and transparency of the market, cannot realize excess profits. It is advisable, therefore,
o challenge the unfavorable prejudice that is so widespread among government officials
and politicians, according to which traders exploit the peasants. These beliefs are totally
contrary to the realities of Senegal’s cereals market ©

Thus structural factors and much empirical evidence raise strong doubis about the validity of one
of the two rationales for CB involvement in spatial arbitrage.

Are Some Villages Inadequately Served by Cereals Traders?
Some promoters of cereal banks claim that the villages in which they work are not supplied by

private traders and therefore CBs must take on the task of transferring in grain. Field visits carried out
by this team, however, suggest that this is only occasionally the case. Most villages are served by pnvate |

“! See, for example, Gesellschaft fur Agrarprojekte in Ubersee (GFA), L ’Amélioration du Systéme -
& Information sur les Prix des Céréales du CSA, pprepared for GTZ, Dakar, Senegal, December 1989;
Sherman et al., 1987 (Burkina); Bureau Interministériel d’Etudes et de Projets, Etude de la Formation
des Prix des Céréales, Republique du Tchad, Ministere de I’Agriculture, June 1990; Berg Associates,
Joint Program Assessment of Grain Marketing in Niger, 1983; and N. Dembele and J. Dione, Description
des Circuits Céréaliers au Mali er Analyse de Données Sécondaires de Prix des Céréales, Projet de
Sécurité Alimentaire MSU-CESA, Bamako, Mali, 1986.

2 GFA, 1989, p. 27.



cereals trade, but this trading activity is often overlooked by outsiders because it functions on a small-
scale adapted to the size of the village. That is, the trade is carried out using bicycle or animal
transportation, or may involve a pickup truck that delivers cereals to a resident seller who retails the grain
from his home. | |

A lmmqmwed&aonwaage&maeGuadasm&nhnaheMag&equmpedwnh

cereal banks, 3 traders in Senegalese villages with CBs, and § in Nigerien villages with CBs (roughly
50 percent of these traders sell cereals).® The author of the survey writes, 'Contrary-mﬂzeal_ieganqns" g

of certain extension agents, the Sepegalese villages [where CBs are located] also have pmmetraders, _.
these need not have formal shops; the transactions may occur in private homes.™ '

Although grain merchants of varying sizes exist in most villages, our field visits and interviews
made clear that there are nonetheless some small villages in rural regions of the Sahel that are pot directly
served by private traders. Trade:sdomttmportgramonamgularbasxsmmmmvmagw,andme._é_
mhabm:smusttraveitomarketsmothervﬂlagaormwnswheutheyneedtopurchaseamgmﬁcanti-.- S

quantity of cereals (quantities under 5 kg can usually be purchased from neighbors). Promoters of cereal

banksasm:hat:heam::ofaCBmeuchvillagesallowsd:emhabmtstomakepurchaswlomny_ s

andmndthenmeandtrmponeommvolvedmtravelmgwouts:demrkas

 The existence of these unserved markets raises the question: If there is a market to be exploited,
why aren’t private traders selling cereals in these villages? Three alternative explanations aref’pq'ssiblé:_

® There is 2 market failure, Inspossibletoorgamzegrmnsalﬁmﬂlevﬂlageatapnceﬂm_. 
covers ail associated costs, butnoone:stahngadvangeofﬂmpossibimybecauseofahck
of information;

® There is a policy failure. Artificial barriers havebeenerectedthatdiseourageentryhtomis

market. These barriers may be due to harassment of traders by local officials, the sxistence = |

of (or legacy of) official panterritorial prices that make trading in remote areas unprofitable,
or the presence of food aid or subsidized grain sales (by cereals offices or CBs) iv the region,
which increase the risk of not covering costs; or ' L

© International Labor Bureau/ACOPAM, Infrastructures Communautaires de Stockage Agricole —
IEngermnced'ACOPAMdmu le domaine des Banques Céréaliéres au Burking Faso, Niger, Sénégal
Dakar, Seaegal, 1990.

“ Ibid.
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® There are structural factors that make it nearly impossibletosellgrain_inthevﬂiage-ata""

price that covers all associated costs. This may be due to the inhabitants’ :insufficient
purchasing power, the high cost of credit defaulits, the dispersed nature of the market (too
thin to justify the transaction costs involved in sales operations), or peopie’s preference to

'purchase at regional periodic markets and thus unwillingness to pay any premium for local

service.

All three of these explanations are plausible. A priori, the first explanation (market faiture) seems

~ possible but unlikely, given the general transparency of grain markets, ezsy entry, andthelargenumbers L o

of Sahelian grain traders eager to seize oppo:tunmas for even low profits.

 ‘The second explanation (policy failure) may hold for some northern regions of Burkina, Niger,
and Malii that have beaefited regularly from subsidized sales by cereals offices. In Mali, these sales have
been identified as "2 brake on the development of private cereals commerce in deficit zones." 'ﬁe
University of Michigan study in Burkina also identifies government restrictions on trade as a factor
discouraging traders from semng certain remote villages.*

‘The third explanation (structural factors) is the most probable in most unserved villages. Traders = jE

geaerally prefer o sell at periodic rural markets (every 3, 5, or 7 days) where clients are cdncentréted

and fixed costs (ficenses, personal travel and per diem expenses, assistants” wages, and s_ofort&) calii'be.-
spread over larger sales volumes. Unit costs would rise if these traders were 1o sell in certain fow-
volume villages (thin markets). Higher prices would be necessary, but villagers with limited purchasing '

power might be unwilling to pay any “convenience preminm” and they would continue to purchase at

m:de markets, especially if they are frequenting these markets for other reasons. Also, villagers wnh -
| very little purchasing power might simply be unable to pay market prices for grain, and certainly are got_

attractive clients for a potential village grain trader. Serving these consumers is 2 matter for social
policy, and is not related to marketing deficiencies. ' '

“ Gerard Gagnon, "L’Evolution du Commerce Privé des Céréales au Mali, 1’OPAM et
¥’ Approvisionnement des Zones Déficitaires,” World Bank, 1988, p. 14.

“ Sherman et al., 1987, p. 190.
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CHAPTER FOUR

CAN CEREAL BANKS OFFER CHEAPER OR
BETTER SERVICES THAN PRIVATE TRADERS?

As shown in Chapter Three, many of the rationales for the creation of cereal banks are based on )
myths or misunderstandings about the functioning of Sahelian cereal markets. A priori analysis and much

- -empirical evidence suggests that these markets operate in conditions of effective or reaso:ﬁblé

competition. Pools of excess profit are few and usualiy temporary, whtch means there are not many_ _
proﬁmbieoppormnmawbemppedbynewmmgemms like cereal banks.

Bemnse profit margins are normally thin, CBs can offer better services or pnces ona sustamabie g

_ basis only xf they are lower-cost service-providers. This they can be only if they are more efﬁcxent -

in other words, deliver services at lower real costs. If they are not more efficient, then they can

-outcompete pnvate traders only with subs:dxs or special protection and pnvilege{'\ which are harmtul L

to growth and socmlly meqmtabie

“Cost” is the central issue here so it is essential tobeclw about definitions. Two kinds ofcost -
comparisons are made in the following analysis. "Economic” or "real” cost refers to opportunity eost

_ :hevalueofthemusedup in production of the good or service in question; it is measured bythe |

vaiue of sacrificed production. “Financial® or “nominal” cost is the actual money payment made for
inputs — purchase price of grain, wages for labor engaged to handle the stock, interest on borrowed |

| capital, rent (or amortization) of warehouse facilities, and so forth.

In this chapter we co'mpare both financial and economic cost of operations of CBs and of private
trade. We show that CBs have lower costs, both real (economic) and financial, than private traders. To
impute to CBs lower real costs is something of an artificial construct; CBs are channels for inflows of
foreign aid rsources most of which are probably not diverted from other uses within the econdmjr' in
question. In this special (and debateable) sease, the domestic opportunity costs of these aid resources’ can
be said to be low. (It is not low 1fdeﬁnedas its yield in alternative uses.)

The relative financial cost advantages of CBs are more easily defined and measured; given:tl:e.
high ievel of subsidization that characterizes CB activities, their financial costs are much lower than those

2 R ke

Previcus Pacs Blank
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of private traders, especially for temporal arbitrage. Despite heavy subsidies, however, we show in the- |
second part of the chapter that the performance record of CBs is poor, and their sustamabmty doubtful.
Deficiencies in management and problems of control that contribute to these r&sults are outlmed in

_Chapter Five.
RELATIVE COSTS OF CBS AND PRIVATE TRADERS
- Cost Components

_ TheelementsofcostthatentermmCBoperanonsarethesameforwehofthenrthreemajor
' actxvmwmtunpora!arbnrage,spmalarbﬁrage,andlendmggrmmvmagers Thmelentsaregram

acqmsmon, working capital (interest and amortization); warehouse investment (inter&t and amomzanon) -

“or rent; wages for management and for Iabor engaged in grain handlmg, protectlon, and supernsmn‘
physical losses; transport; and minor mputs like sacks and pestxcld&s

" While the elements are general, the:rwe;ghtvam a grmdml between ﬂledlfferenttradmg_ L
activities. It is obvious, for example, that the costs of capital are much more important in temporal
arbitrage than are transport costs; money is tied up for ntany months but the grain may notleave the S
village. It is quite the opposite with spatial arbitrage, which entails much more physrcal movent of o

' -gramhutoverarelahvelyshortpemdoftxme

.Emnomicor'MCostComparm

' ‘The presumption is strong that private traders are more efficient providers of trading;servicx,. o
in the sense that they use fewer inputs to provide the same service, or better services ‘with the same.
inputs. But CBs have two advantages — a small onemlaboruse(bydrawmgonvolunta:y presumably i =
underemployed, village labor) and a large one in access to low-cost capital. The latter is so 1mportant : | :

ﬁmungesﬂieCBsiowwnlmmanpnmopermrs But this eonclusmnresmonspec:al a.nd
debateable assumptions about the opportunity costs of donor-provided capntal

Private traders probably do beaet on grain acquisition, unless courtered by discriminatory public
policies. This is so because they have better information networks and hence better knowledge of pm:w . _
in different surplus zones; they c¢an perform spatial arbitrage more effectively. ’nley also can exploit -
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some economies of scale in buying. And they are more sensitive to quality differences and market premis .

for quality.

~ They are probably also more efficient users of transport inputs. Knowledge of the market,
information about prices and availability of grain and transport, and information about the condition of

roads and about the rellablhty of various market actors — all of this is much greater among pmrate' -
tradets than among the nec&ssanly amateurish CB managers who engage sporadlcally and temporanly m

spatial grain marketing. In moving grain to and from regional trading pomts private buyers and selIers
seek back-haul possibilities and other sources of sca!e economies from their trade in items other than_ B
cereals. They have expenence in dwlmg with transporters; some are mdeed transporters themselves._ |
* They can bargain better. | =

Private traders also seem to be more efficient in use of warehousing space ahd protec:tioh '
against spoilage. The typical CB receives 2 warehouse as a gift that, in the late 1980s, cost about $6,000
to construct. On average it stores 100 sacks (10 tons) per year. (Capacity is generally underutilized))
If the building is depreciated over 20 years at a zero inferest rate, storage costs per sack approxiﬁ:até
$3.90 (750 CFAF) per season. This plus the imputed rate of interest on the warehouse investment cost -
is the economic or real cost of storage.

Private traders® warehousing costs vary greaily. For merchants who rent space, a typical chﬁl_'ge' o

~ is 50 CFAF per month, or 350 CFAF for a typical seven-month storage period. Many merchantsuse

cheaper space — the back part of their shops or a room in their homes. Investment cost per stored sack
is thus much lower in the private trade than it is for CBs.  But the CB investment is mostly financed as
a grant from a sponsoring aid organization, and this raises some thorny conceptual problems. From the
national économic perspective, and in terms of real resources used, costs of warehousing are h_ighex% for

CBs than for private traders.  However, from the villagers’ perspective, they are consumi_ng 2 giﬁt?and -

not depreciating an asset. So it would be wrong to include amortization and interest on the capital
embodied in the warehouse as part of the CB’s real cost of operations. We return to this analytxcally |
difficult issue later.
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It is not likely that physical losses from spoilage are fower in CBs than in private_commeroial L o

storage. It is true that some CBs have access to subsidized credit and inputs {pesticides and fungicides), - . .

- which tends to increase the relative intensity of their use among CBs. And most have en dur waréhousés

But these le are 313103‘ certainly outweighed by the much more careful stock manacement :hat :s T

hkeiy to prevail among private storers.

The reason for more carefal stock management has to do with concentratlon of rzsk of loss and

| d:fferenc&s in incentive structures. The trader who does not properiy place, rotate, and protect his grain ' B

 risks direct personal financial loss. This is not the case for the manager(s) of CB stocks the costs in- 3

these cases of poor stock management are spread among the community.. Nor i is the manager: rewarded s T

. or pumshed ﬁnancza!ly for his performance.

“The private trader, moregver, can act more quickly and declswely than the collective leadershrp ' B N

_ of the cereal bank. He can destroy or sell contammated grain, seek out secondary markets fori :ts dxsposai

' a.od make decisions to take nec&ssary losses. The management of CBs moves slowly and gmger;l_y in su__c.h_ e

matters.

Both CBs and private traders incur labor costs; they need workers to collect and carry grain, :
oversee stocks, and seil at retall Both requu'e critical management mputs Cereal banks hase a strong .
apparent advantage in this respect: they rely heavily on voluntary labor. Vlllagers do the necsssary_ -

physzcal labor. The management commitiee, often composed of village notables is r%pons:ble for’ N

" accounting and management tasks, also largely on a voluntary, unpaid basis. Many accountmg and _ __
supervxsory functions are performed by. spoasormg agency staff prov:ded without charae ' o

Wheth&* the result is lower real labor costs for CB than for private traders is not cleé'r ' T‘o'the : SR,

extent that viiage volunteers work during periods of seasonal or daily slack time, the oppormmtv cost - o

- of their lator is low. But whatever labor savings arise from this tappmg of underemployed tune are 3N

almost surely outweighed by heavy training, accounting, and managenal labor mputs provnded by the
~ sponsoring agencies. The fact that volunteers may not provide intense or hrgh-quahty labor mputs also

should be considered, as should the fact that turnover of CB management tends to be high, whxch drlutes _ '

on-the-job lwmng and has other negative effects on the quality of management.
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Also real cost mivantag&e in terms of labor are likely to be especna!ly low i in the case of spanal
arbntrage. CB buyers have to be absent for relatively long periods on buying trips, so it is less acceptable g
to. assume that they perform their management ﬁmctlons dunng otherwise nonproductive ume. Then‘_ |
Opporumxty costs are thus hlgher than in temporal arbitrage. -

'I'here is, ﬁnally, the 1mportant matter of capital. CBs are eather granted funcL, from a donor/ o
_sponsormg agency, or the funds are lent at much below market rates of i inerest. What is the opportumty :

cost of these resources? It is high, if defined as yield in alternative uses in the rural economy and-‘:-_'; .
roughly measured by interest rates in the informal credit market. This is indicated by the observable -

attempts of many CB committees to get around the prescrlpuons of donor agencles that they only mvest_-.
in cereals.! '

Most of these md~prov1ded capxtal resources, however are probably not avaxlable for other uses.

Put dxfferentiy, not much of the forengn aid that goes to CBs is diverted from other programs in the same R

country The ald is attracted to the country in question by the exlstence ofa pmject (encouragement of '
CBs) that smfies the humanitarian objectwes of private voluntary orgamzat:ons and the social pollcy | _
_ objectives of all the donors. If CB projects did not exist, aid inflows would be smaller. In this sense,
the opportunity cost of the mprtal grants to CBs is low to the domesnc economy.

_ This analysis of the comparaﬁve economic efﬁciéncy of the two types of tréding entities Suggeéts -
.- that. CBs have an overall advantage The fact that they are channels for inflows of cheap capital — for
: warehouse construction and &pec:ally for operating capital — is the decisive factor Use of voluntan,r

- labar creates an additional real cost advantage, prabahly small. The private sector is almost certam!y '

- more ef’ﬁmem in gram acquisition, in transport, and in protecnou agamst spoxlage Were there 1o access

ot -equal accm to low-oppommty-cost capital, or if the judgement is wrong. that opportumty wsts of; i

' B this cap:mi are in fact low, then the ef’ﬁcwncy advantag&c would be almost al! on the side of prwate,_:
- actors. _ _ _

_ 1 Rwogmmg that other types of investment may b2 more profitable, they surrepntzously lend out-.
their revolving funds to traders or farmers interested in animal fattening. According to those mvolved
- the typica% rate @f interest on this lending is 10 percent for three months. :




Financial Costs

~The analysis of comparative economic costs of CBs and private traders helps ciarify long-run
institutional policy but its significance is limited by lack of good empmml information and by ambi-guities N |
in treatment of foreign 2id. The analysis of financial costs is more straightforward. The CBs receive
large subsidies, which give them substantial financial cost advantages over private traders.

Their blggest subsidy is in caplml costs, a major component of CB costs, mpeclally fur theu— :
chief activity — temporal arbitrage. Storage ties up capital, whether it is done by CBs or by traders
For a private trader, capital costs normally constitute about two-thirds of the financial cost of storage =

As noted ealier, costs of funds to private traders are very high; in informal markets, iq:érec: RS

Tates average in 'the néighborhood'of 25-60 percent annually in this region, and are sometimes hlgher -

When traders self-finance their ~wn operations, we have to assume that the opportunity cost (profitability L
in alternative uses) is equally high. These high rates reflect the general capital scarcity in the Sahel and - -
wezk financial market instinntions, notably the inability of the banking system to service traders’ credxt :

needs.® The high opportunity cost of investible funds thus incites private traders to seek only high-:'

investments. Theyareumnter&stedmtymgupmelrﬁnanmair&sourc&smspeculatwestorageunlwsthe. L

] retum:sashxghzsmaltemanveusesofequalnsk.

The financial cost of fands to cereal banks is much lower. Unlike traders, CBs do not have to

turn to the informal market for loans. Nor do they constitute their working capital through personai o

saving or bouowmg CBs are either granted funds from a donorlsponsonng agency, or they borrow_
from the donor at interest rates — normally ranging from 0-15 percent — that are very much below |
market rates or, in other words, heavily :.-.ubsndwed

Z This estimate is based on seven months of storage at a 40 percent annual interest rate, with a cost .' B
of 50 CFAF a month for warehousing and physical losses of § percent. Ifmﬂlet:spurchasedatGO_' o

CFAF/kg, capital costs come to 14 CFAF/ &g ont of w02l storage costs of 21 CFAF/kg,

% According to an ISRA survey in Senegal, only 6 percent of wholesalers and a negligible number' R
of itinerant traders are able to borrow frem banks (Mewman, e al., 1988, p. 13.) : S ’
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| Theée!owimmmwnfa:ashmm_eﬁnancialeostadvantageforCBopetaﬁonéinW
arbitrage. In principle, they shouid be able t carry out profitable storage operations where private
traders camnot. For example, 2 private trader financing 2 $4,000, eight-month investment in millet
storage might face fnterest costs of over $1,000, while 2 CB borrowing from a donor at 8.5 percent would
bear interest paymeats of only $230. Access to low-interest loans obviously endowsCBswnh
mmswstadvamngmmdhmasumgmmpamwposmonagamstpnmtadm. Theym
mmmmehmmdseueh@mmeimnmdsmmwnnnmpmﬁrs |

_ Obviemproblunsareposedbythiswpitaipwﬁsionatlowinta&m First,itmakescapﬁzl
av@ablemCBsatapncethat:smndnlmﬂ:anCBswuldhavempayahemamempphers But its
continuing supply depends on decisions made by international aid donors. TheCBsﬁ:ereforearehxghly_

Wmmﬂmw@aﬂmmmhﬁmmofnmm lossofnamonalautonomy, - .

and diminished villager self-reliance.

Momver, thefaaﬂlasubsﬂmdapm!mmﬂablemcmandmtmpnmwmfalsrﬁm .
wmpmuonbmm&emmm maynskdlsplacmgpnvatetradetsﬁ'omsomemarkets anci_

slows the emergence of a more efficient private trading sector. Thlsls,ofcourse,pemnentfat__all S

' subsadm, and for general public policy as well.

The discussion of capital snbs:d:eshasthusfarnotconslderedmesmdardpracuceofextemal .

financing of most warehouse construction costs. Thembsidyhérea:isafromthefactﬂiatCBstegatd o
. ﬁ:masag:ﬂmddeuotmkepmvmwnforamomaorm ’I‘his'free warehousmgglman _ e

additional financial cost advantage to CBs, moughasmanone,m,asmtedabove,pmatetradmuse_
modest storage facilities and storage costs are a small share of total oostsoftemporal arbmgemdan
evmsnnilashateofmstsofspahalarbﬁrageandaedﬁopetaﬂons |

| &ﬂmﬁammmmmmm Natsona!gramagmsdlz:oﬁczalpmes
- mCBs,whmmmrkapncesarehlghﬁ Th:shasbeenmorecommnmrecentymmBnthm,'
whmﬂxegmnamﬁzshadal&gamietbandscwh«emmemgmn.

mﬁammmmw analofﬁqalsmakeuucksavmablemmmoreven
- for more banal needs. doammﬂxeunmpontwﬂmamdmmdxuspommgagencm'_

sometimes provide. In cases of regional purchases by one CB from another the sponsoring agencies




42

sometimes manage the entire transaction. This is important because transport costs are the principal

component of the cost of spatial arbitrage. Thus in Senegal, for example, where distances are reiatively

_ mﬁﬂmﬁmw@ammﬁym&amﬁmmﬁrﬁmﬁmm
'markamgwstsmﬂ:egmunmbm‘

'ﬂ:eﬁnanqaladvamagemmbormtsduemﬂzeuseofwmmmprobablynots:gmﬁm"

Thmmaymfaabemﬁmmaladfmgefaramberofmns Theunpmdworkersoﬁenoﬁ'&r.- R
labor of low quality; they tend to be less careful, Iess rehableandresponsible,mdmore dxfﬁcu!tm'
manage. UdeBleadmzndmmgetsaresupposedmmeonlyforhmnednmepmods-Infact,-: o

mmyexprmthedﬁxetoqunwhmmmewed 'I'neskiilsacqmredﬁuuughtrmnmgandexpmce
are thus Icst to the CB. 'Ihatﬂmnc:aimstrednctwnsfromvo!nntarylaborarenotsubstamalxs._..;"

sugg&stedbyﬂze&ctﬂ:z&CBmanagersﬁ'equendyconeractoutwpnvateu'adetswhentheyseekwbuy

-g:mbeyondlocalmarkas

In summary, then, cereal banks are highly subsidized organizations: physical facilities =

(wazshouses) are usually provided free — brick and mortar by aid agencies, labor by village volunteers; -
‘working capital is highly subsidized; volunteer tabor is used for routine tasks and managers are usually -

unpa;dorpmdverymﬂe,acqmsmonofgramtssommpmdedhygrmnagenmesorothetoﬁiml- )

“bodies at below-market pnc&, as are inputs like insecticides; and services, especlallytransport, are
'mmmodyg:venmﬂiemwﬁhomm '

in addition, fomgn aid donors and some govemments provide without charge the set~up com.

-

xmdudmg'&ec'umnmgmlmacyanddemmmnnng Monitoring, ﬁnanmalmanagement,and :

other technical assmwpmvﬂ;ajbyspommgagmﬁforym_aﬁercmarem. .

| Theresulhngopaﬂmgmadva%&wapnvateﬁzﬂmmsubs&nﬂd,parﬁml&lym |
‘temporal ‘arbitrage and credit operations, since these activities are the most capital intensive and the
biggest subsidies are in capital costs. :

4 1. Ouedraego and O. Ndoye, 'Iﬁmarg&sesmdemnnmxa}mndmeétéﬂ@ danslebassm -

arachidier,* ISRSA/BAME, Dakar, Senegal, 1988, p. 194,
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It is hard to make general estimates of the magnitude of subsidization in the region. Partly this
is because the cost data are soft and highly variable from place to place, and partly because of conceptual
difficulties in valuing the foreign assistance inputs. But there caa be little doubt that the subsidies are
large. '

Some data from Senegal are illustrative. If a CB in 1990 purchased 10 tons of millet at 70 CFAF
 /kg and stored it for 7 months before selling, its costs would have looked something like the following:

grain acquisition - " 700,000 CFAF

handling - 8,000
empty sacks 30,000
warehousing (amommon) 50,000
imterest on capital (15.5 percent for 8 months plus fee) 86,Cx

~ management 60,000

Total 934,000 CFAF

H the CB had to pay all of these charges, it would have to sell its millet at 93.4 CFAF/kg*tc}
cover its costs. In reality, most CBs do not face all of these charges — managamen: is usually unpaid
and the warehouse amortization is igﬁored Under these conditions, the CB can afford to sell its mxlket
at 83 CFAF/kg. Also, most aid agency sponsors do not require interest payments ov the money they give
E ﬁor operatmg capital (revolving funds). If the CB does not have to pay interest, it could sell millet at 74-
CI-'Akag and maintain its capital intact.

- Costs of donor-provided training, supervision, accounting belp, and emergency support are not

induded_here. These are not universal and are supposad to be temporary only, but they are widespread | |

and seem to persist even among relatively mamre CBs. And they are costly to donors — approximately
$1,000 (250,000 CFAF) 2 year. For a 10-ton operation, this comes to 25 CFAF/kg.* One donor, the
FAO in Niger, actually appoints and pays villagers o perform the CBs’ bookkeeping.¢

* Monitoring costs are estimated to be $92 per month in a draft macual on CBs called Manuel Sur
Uimplantation, le fonctionnement et le suivi d’une BC; le cas de la SODEVA/ACOPAM dans la région
de Louga, Dzkar, July 1990.

_ ° Serge Mihailov, Evaluation des Banques de Céréales du Projet,” Draft report, April 1990, Niamey,
- Niger, p. 33.




To wm now to the private trader, wihiat are the costs that he (or she) would face to undertake a
similar grain storage operation? I we assume that the trader is not subsidized and must face all of the
costs presented above, and that he or she has an actual or imputed interest charge twice that of the CB
—~ 31 percent a2 year — costs would total over 1 million CFAF and the trader must sell at over 100

CFAF/kg t avoid incurring losses. Even if the private trader is able to cut management and

warehousing costs in kalf, he or she still faces costs of 95 CFAF/kg.

‘The subsidies thus confer a substantial competitive advantage on the CB. Fully subsidized, it can
sell millet at a rate as low as 74 CFAF/kg and leave its capital intact, while a private trader must charge
95-100 CFAF/kg just to cover costs.

The subsidies received by CBs are substantial, and the assumptions underlying their wlculatio:_r_
are not rigged to produce such results. To the contrary, the actual interest costs facing private traders
are probably more than twice those faced by CBs. |

The analysis thus far concerns storage or spatial arbitrage. The subsidies on CB credit operations _
are also large. The CB can, as a result, afford to charge much lower intecest rates or tolerate much
higher rates of nomrepayment than private traders. The subsidies on spatial arbitrage activities are
smaller, except where the donor-sponsor organizes and pays for the inter-regional transport of cEfeals. _

Cereal banks, then, enjoy enormous competitive advantages cver private traders. They should
be able to be all things to all men (and women): high-price buyers at harvest tims, low-price sellers at
the soudure, and profit makers and subsidizers of other coopesativs: village activities all the year round.
Has this in fact happened? How have CBs fared in practice? '

THE CEREAL BANK TRACK RECORD

Because of their privileged access tu subsidized capital, and the heavy weight of capital costs in
temporal arbitrage, the CBs should be most "successful” in this activity, in the sense of earning wide-
enough margins on their storage operations to cover their financial costs and generate a surplus or profit.
The extent to which this has been happening is hard to know, if individual CB financial records are the
source of data for evaluation. CBs keep sparse records on their transactions and market price series are
rare. Most functioning CBs engage in some form of temporal arbitrage, and most seem to sell their
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cereal stocks during the lean season at 5-15 percent below market prices.” This kind of information of
course does not indicate that the CBs in question are covering their operating costs; they may simply be
. eating away their operating capital each time they sell. This appears often to be the case, judging from
longer-term financial data and survival experience, which we coasider later.

Cereal banks” spatial arbitrage operations are of two types: thosecamedombythespomormg'
'agmymmmedmbyuﬁmdualcm Exampl&softheﬁrstcategoryofoperanonmfound
in Burkina Faso. Two NGOs — La Fédération de Groupements Naam and the Union des Groupements
'Vﬂlageoxsdel&xdalan carryoutiage—salegmmtransfasforthwassocmedCBs Usmgthe:rawna

tmcks,theymelmsmplusm,purchzsecereals transport them to central depots, thendrsm‘bute'_ o

them to individual CBs for sale. These operations entail heavy subsidization. Empty trucks travel long 3
distances to surplus zones and incur significant additional expenses before returing with grain to the
target zone. The full financial cost of the delivered grain has often exceeded the price at which it could
be 50kl in the vilages. Because of this experience, both of these organizations have confessed 1o a
serious underestimation of acquisition costs. Theycurzenﬂymntms:ththpmatetmdersfotthemamm' '
of their grain deliveries.

The record of individual CB involvement in jong-distance grain transport is not much different.
In chronically graio-deficit areas, CBs that wish to purchase grain have two ontions. Theymappom
members to travel to surplus zones for direct purchases, or they can contract with private traders. The

first option was originally promoted by many programs as a way to "eliminate the m:ddleman"’lhey |

encouraged CB committee members to travel to surplus areas, with the sponsoring agencies ofren
orgsnizing the excursion and subsidizing transport costs. Itisnmmrprisingthatinmanycasesthe'sa_.r

7 Jan Kat’s 1983 study of cereal banks in Burkina Faso indicates that the average discount between
the hungry season prices offered by CBs and those available on the open market is 14 percent
(FOVODES program only, Kat, 1983:17). When cereal banks made purchases locally, they rymcaily :
paid market or only marginaily above-market prices. - Kat adds that the consumer price discounts "were -
only possible to the extent that part of the financial, let alone economic costs were not accounted for,*
{(p.17). In 1990, Kat’s observations appear to remain valid. The 1990 FAO cereal banks study found
that most CBs that buy locally do so at market or lightly above-market prices, and local CB sales are
typically at slightly below-market prices (absat 5-10 CFAF/kg of difference or 8-15 percent). Whether
or not these discounts allow even nominal costs to be covered is unclear. :




adventures were “successiul,” in the sense that financial outlays were coversd and the CB'c;mId sell
below private trader prices in the lean season.®

Anecdotes about less happy experiences abound. TheCBagem.soﬁendonotmanagetg'buyon

favorable terms, or experience unexpectedly high: transport costs, or spoilage en TheDj'o" L e

CB in Mali, for example, bmghtgrammsnrplusateasbmmuldnotdelwerwmewnageata
competitive price; its outiays averaged 42 CFAF/kg in a year when local marketpncesfeﬁtoamnnd 38

- francs.? SomCBagmmnmformeeregﬂmryreqnmemmdmadblmks,mdﬁnd'_ e

they must make unexpected and cosily "side payments.” Awoﬁntsexist_ofseveralexmrisibnshy_:"
Burkinabe CBs that were frustrated because the villagers did not have the right government’ permits
allowing transfer of grain between regions. Vmagexssenttosomhemzon&sto'purchmgmiﬂﬁzrthe'

Cbsofﬁ&emNig«deoubmmBmkmaFasoamplyembaﬂedmefmdsmswdm&emand

comtinued on to the Cte d’Ivoire.

inﬁceofﬁedxfﬁaﬂtyofuanspomgwealsover!ongdme&s,anmcrmmgnnmberafcereal- b
~ bapks are negotiating contracts with private traders to do the job for them. Th:s:sespecmilytmem )
Senegal and Burkina Faso, wheremanyofd:emreexpenencedCBshavebeenunabIe_msmn

eatbusiasm over several years for voluntary excursions to surplus provinces. They have concluded that |
nﬁmmmzddwemdpncewnhapmf&ssmwmanwmelsouththemselves ‘Many

other CBs, however, continue to travel to swrplus regions themseives, freqnently armed with a
memmmmommBmmbypmmemmmebmnmﬂmme :
still faced by private traders. According to the 1990 FAO cereal bank study, operating costs incurred

by CB purchasers and private traders are very sxmilarand the final cost-price of buying d:xectiy or L

throngh traders is "zbout the same **

* Many evaluation reports contain stories like the one from Near East Foundation, Cereal Banks in -
Douentza 1936-1990, A Review, Doventza, Mali, 1990: The cereal bank of Poye, in a deficit region of
Mali, sent two members out on 2 buying trip in 1936. They brought grain to the village for a total out.iay
of 65 CFAF/kg, 10 francs below local market prices.

* bid., p. 16.
© FAQ, Evaluation . . . , 1990, p. 29.
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Caealbaaksmmrplnsmmalmostneverdmecﬂymm!vedmspauaiarbmage "hexrioc:aﬂy =

mchaseds&ctsmsommldmthevﬂlagednrmgtheleanse&on or are sold to traders. It is
not uncommon to hear stories about CBs that cannot sell stocks except at deep losses, stocks that no one
else wants and are beginning to rot. ' '

The record on CB management of credit sales of grain is dismal. Cereal banks that provide

grain oa credit have had enormous problems in recuperating their loans to villagers. High default rates

are driving hundreds of CBs out of existence throughout the Sahel and leading to serious financial

problems for bundreds more. Cereal bank expert Guy Ledoux refers to credit as the "achilles beel” of =

CBs, that is, the most important threat to their sustainability.”® During field visizs conducted for this
study, we heard of scores of cereal banks that had gone out of business because they couid not recover
their loans. The principal CB reports ail identify credit sales as a major area of cereal bank failure.

A&rymofhadexpenmmdxmtamlcredn,most@pmgmms,wbmhmmai[ydenaunced _
private "usurious lenders,” have discovered that it is very difficult to provide cereals on credit at "below .
usurious™ rates and still cover costs, principally high default costs. Thus, many programs that initially
encouraged their CBs to provide grain on credit have failed completely (PPIK Burkina), experienced -
serious losses (World Vision Chad, ACOPAM Senegal), o:beenforcedmchangeﬁomamitmmh
payment policy (ACOPAM Maradi). Currently, almost all CB programs discourage their cereal banks
--fromiendmgouzw&!sataﬂ mensksofmnrepzymmareconsuieredmohxgh“ o

'Even whea the sponsoring agency discourages or forbids immmlbanks&omlendinggrainbn'_- |
wn,vﬁhgemﬂpmsm&equeMyforwmmmmmmcomnmemloantopmplewboare
notiikeiympayback. Thebeneﬁmmmdudesdnmewboaresodmmﬁmﬁwywﬁlmtbeable

mrepayamammagmmpowaﬁﬂm&eyfedmmethemthmgmfearbydefaulnng

Generosity and social pressure do not lead 0 good bankmg decisions. Generous instincts, shg_ht-
resistance to social pressures, and exposure to political influence are not good ingredients for makxng

1 { edoux, Imventaire et évaluation . . . , 1986, p. 46.

 The abandonment of credit sales has led to 2 paradoxical situation in many villages: the poorest -
consumers frequently are unable to buy grain from the CB; they continue to obtain cereals on credit from
merchants with whomn they bave longstanding relationships. The move to cash sales thus involves a
partial retreat from the equity-raising obiectives of CBs.




sound banking decisions -— in the Sahel or anywhere. Of course, during emergency situations, CBs have

to provide cereals on credit, in most cases fully aware that the chances of such loans being repaid are

small. Here sustainability is sacrificed for food security in the sense of famine prevention, an
uaexceptionable trade-off. In these cases the CB fills a "social” or emergency reserve function. (See
- Chapter Six for further discussion.)

The Financial Record
Despite heavy subsidization, CBs seem to have an uncertain financial record in temperal and

spatial arbitrage and a very poor record in grain lending. Lackofappmpﬁa:edata'makesitdifﬂézﬂtto:
evaluate separately CBperformancemwchofth&sedommm An examination ofCBs financxal

evolution over the years monly give us an idea about whether or not the combinztion of a: CB’s..'_ _ '

activities is generating enough revenue to cover financial or operating costs and allow business to

continue,
. Any evaluation of effort along these lines runs into several difficulties:

= Data are difficult to collect; CB committees geaerally keep loose accounts (if they keep them- s
at all}, and the information is rarely wmral:zed in any coherent form;

. MostCBsarelessmanthreeywsoldanddonothavealongenoughh:storytoreveal .
organizational fiexibility and the presence or growth of management skills. Data on’ older _
CBs is difficult to find, because s0 many of them have gone out of business; : 3

& After several years of operation, many CBs have received additional grants of cereals, wh:ch '
much reduces the value of one common marker of success and sustainability — a hxgh ratio -
orcnrrenttomxnalrevolvmgfundamonnts and -

* Financial accounts established by sympathetic evaluators often count old, unhkeiy-to—be-
repaid internzi debts as assets instead of writing them off as losses.

Despite «l of these problems, several evaluators have attempted to gather information allcf)wihg N
an assessment of the financial situation of cereal banks. The first to attempt to do so was Dolidon;_ ﬁvlm :
in 1980 visited a sample of 33 CBs in Burkina Faso and examined their accounts. Unable to reconstruct
full financial records, Dolidon proxied financial health with quantity of grain commercialized. His
pessimistic results are presented in Tabie 9 below:
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TABLE 9

CORRELATION BETWEEN CB AGE AND LEVEL OF OPERATION

Years of operation CBs in the sample : ?.ver:;ge SaiasiCB
| tons

22.6

12.2

i1.s
42
1.6
0

N B W
2 W A G0 OO

Initial grain grant per CB: 30 tons

- Source: Dolidon, 1980, p. 75

- From these da:a, Dolidon concludes that “the system deteriorates over txme the older the CB gets the
less 1t sells.”

Data published ir the Plan Céréalier du Burkina Faso (1990) provide some later confirmation of .ﬁ

Dolidon’s conclusion. Pre-1985 FONADES CBs were ongmally granted 30 tons of grain each; m t990 '_
dleymdownwhandlmgoaiy‘jj:ons&ch on average. '

'I‘hePImmnciudesdm onlynmeof&eﬁCBssupemsedm1987havearevolvmgﬁmd-'
superior to the initial grant.” In fact, this data overstates the true value of the revolving funds, because

it considers old internal debts as assets instead of writing them off. If one writes off old debts, 620fthe' B

65 CBs have lost money through their operations.



TABLE 10

SITUATION OF PRE-1985 FONADES CEREAL BANKS

Average level of - i
- CBs in . revolving fund Average sales
Year of creation sample (FCFA) per CB (toms) -
1974 3 413,000 49
1975 3 346,000 | 0.2 -
1976 3 433,000 - 32
1977 10 921,000 | 3.1
1578 6 702,000 26
1979 9 599,000 | - 45
1980 10 1,057,000 - - 49
1981 6 1,183,000 32
1982 1 2,051,000 : 20
1983 1 1,546,000 0
1984 3

836,000 ] Y

Original endowment: 1,500,000 FCFA or 30 tons of cereal

Source: CILSS (Coordinator), Plan Céréalier du Burkina Faso, July 1990.

ThelealsopresemsﬂzeﬁmnmlsmmnonofE pre-l985cetealbanksassoclatedwuhan." __
International Labor Burean project (BIT/ACOPAM/CRPA). 'Ihxsplcmrexsmuchbnghter with 1931'_"'
sales per CB equal to 14 tons and the revolving fund averaging 1.17 million FCFA.  However, itis |
_dlﬁmﬂtwdmrmeﬁmmﬁgmrengan mcrwseoraneros:onmﬂletotal caplta.l,ptovrdedm

m&sebmksbemsemebmdme%rmmpmn is unclear; the CBs received m:tnalloansefunspeclﬁed,-

'vaxymgamaumsandwetegmmedaddmm&eecewdstocksmwssm1986forwh1chnodataare

avaiiable.

Financial evolution data are also available for CBs in Senegal. Catholic Relief Semc&s, ‘which B

~ runs the country’s largest CB program, reports that, on average, its CBs have lost money through their

marketing operations. Even though these CBs begefitted from intetest—freegraihlomonvghichme_

‘principal has not been repaid, the overall value of their revolving funds has eroded by 7 'percentéovgr the Lol
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past five years.” Church World Services (CWS), which operates a CB program in the Keur Momar
: 'Sarr area, reports that its CBs have lost 25 percent of their capital over the past five years, mamly _
because of embezzlement and management problems.™ Project staff on the ILO’s cereal bank pmgrén# .
- in Louga report “an enormous erosion of the CBs’ original stocks," although quantitative data were Dot -
giveri,

A dearth of reliable data makes it hard to generalize about the financial evolution of cereat banks.
Nonetheless, the available evidence appears to indicate that Sahelian CBs, on the whole, have 'tendedéto:

lose money on their marketing operations rather than increase or maintain their equity. This is despite

substantial subsidization. Bad management decisions, bad debts and embezzlement pmblems are usua.lly-
the cause of financial decay. .

Survival Rates and Sustainability

One of the most strmgntforward methods to evaluate the CB record in: marketmg isto look at the
' ablhty of the institutions to continue to carry out activities over a number of years. For a CB to .
outperform private tradets in a sustainable way, rt must first of all be able to survive. :

Cereal bank snrvival rates give Jittle room foi- optimism about their longevity. In Bﬁrkiné Fasio; '
an estimated 900 cereal banks are effectively out of business, 62 percent of the total.’> The Sahei’ '
oldest CB program — FOVODES — .eports that 86 percent of its 76 cereal banks are no longer‘ 3
operational. In Senegal, 205 CBs (36 percent) manage 0o commercial actmty, 74 pe_rcent_man_age :

revolving funds worth less than 70 sacks of grain, and 90 percent of all CB storage capacity is unusecf oo

In Niger and Chad scores of CBs are reportedly defunct, although figures for these countries are not
available

® Based on CRS database printout of October 30, 1990, Dakar.
-~ ¥ CWS data are based on representatives” 1990 memorandum, Dakar.
¥ Bagis for estimates are in Annex 2a on Burkina Faso.

| % CSA, Rapport sur le Recensement . . . 1990, p.10.
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When a cereal bank is newly created, it usually receives close donor supervision and managemént '

assistance that greatly increases its chances of success. After a number of years, howevér,:_'dqnor-'_ = P

supervision become looser, losses begin to mount, and the probability that a CB will cease_bpe'r_ations :

seems to increase.” This is confirmed by data ca older cereal banks, most_of which 'are' found in - '_
~ Burkina. Accordmg to our nonrandom sample of 124 cereal banks that were created in Burkma before : .

1985, 72 percent are effectwely out of business.” Seyni Harouna, who. camed Out a 1990 census ot - )

- CBs in Niger and visited over 80 of them, reports seeing dozens of nonfunctmnmg CBs in nger and : -

"not even one CB that survived more than thres years beyond the end of pto;ect support.” "o thle. i

- cases of well—ﬁmcnomng, older cereal banks certainly can be found in Burkina Faso and elsewhere these . B

 are relatively rare.

Because of the magnimde of the resources that have been devoted to creatiﬁg and nﬁr&u}iﬂ CBs _
thiese results have to be regarded as nothing less than disastrous. Cereal banks exhibit a quasz.—general

- inability to cover operating costs, a rapid decline in activity as they mature and a high mortahty rate .

‘And this is so despite the tremendous cost advantages they have in comparison with pnvate traders due.. S

mainly to subsidization by external aid agencies. Tk e of experience thus far suggests' that CBs |

are not able to compete with private traders ia a sustainable way; they do so temporanly oniy because : .

they enjoy huge subsidies and other public policy favoritism.

Promoters and defenders of CBs will surely find this t00 uick and harsh 2 judgement. They wil

- point out that most CBs are, after all, new — most now active are less than four years old.’ The key'_ e S

problem, they insist, is poor CB management, which will get better with experience and with training. = .-

¥ During the course of this study, many cereal bank promoters expressed their skepnclsm about the ' 4_ _
chances of their CBs surviving after the retreat of project assistance. A 1990 International Labor ., =

- Bureaw/ACOPAM document expresses this sentiment about its CB programs in’ Senegal, Niger, and
- Burkina, "Cette fragilité ne reléve pas uniquement de lacunes internes, mais s’inscrit dans la situationde
‘précarité de T'dconomies générales . . . . 1 s’agit d’une situation d’autant plus préoccupante, qu elle
coincide avec le retrait des structures d’encadrement ACOPAM qui risque de laisser vacante une place
difficile & occuper par les structures nationales.” Infrastructures Communautaires de Stockage Agrzcole -

Experience d’ACOPAM dans le domaine des Banques Céréalires au Burkina Faso, Niger, Senega{ ) e '.

Dakar, Senegal, 1990.

1% Based on information gathered by the team during visits to Yatenga, Dedougou, Ouagadougou S

Fada, and Kaya; see Arnex 2a.

' Interviewed by Kent in Niamey, October 4, 1930,
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It is true that the CBs are new. Itis also true that the proximate causes of poor performance lie

: “m peor managemem poor decision makmg, inability to manage credit sales of cr*cau:t, and mabihty to .. L

o _- I_ : Qrevent faot and loose use of money by CB officials. But these problems have deep roots beyond

resolution by sxmple agmg or more iraining. The fact that financial performance worsens as CBs mature-

| is ope hmt of thxs Aiso the kinds of management deficiencies that plague CBs clearly reﬂect more basxc |

.- msmnuonal probiems, notably that cooperative management seems ili-smted to operataons in gram' :' _'
'_ ma:kets And this suggests the nature of the basic source of CB failures; that the cereals marketing

| ﬁmoﬂons that have been given to CBs are mapproprxate for collectwe acuon - They are hetter Ieft to -

i —n.ﬂe are the issues we consider in the next chapter.
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CHAPTER FIVE
CEREAL BANKS AND VILLAGE ORGANIZATIGN

Asecondoﬁe&exptessedobjecuvefotCBs,maddmonto improved marketing services, is the

- Mgthmmgofvmageergmmnﬂmpacwbybuﬂdmgupwopmemamm m.;

_ objective is not framed in economic terms — as a way to benefit from economies of scale; for esample
— but rather terms of sociopolitical objectives or preferences. It reflects an ideological coaviction that
cooperative provision of rural services is preferable to private ot individual provisioa. According o this
view, most villagers are ill preparedmdefendthemelm agamstmdeactors, mm@m&a&mm
government officials. Cooperative or collective approaches willnu:mrethemal orgmmanenaicapm -

needed to remedy the fundamental imbalances in power that now prevail. Cooperative appmches are_ - _'

~ desirable also because they are believed to be more equitable, and will lead to a more humane socsety
manonebasedonmdxvﬂnahsmandthemgnofthemarket. '

Not all advocates of cooperative development base their position on this social or ideclogical

perspective.’ Somebasenonmoremowewmmcadvantag&. Gtvenﬂlespamtyofn:tmmalmrs

credit scurces, for example, mogmmmaybemnszduedasauseﬁﬂmechamsm through whighm
channel rural credit or group lending. Cooperanvwmayalsohavearoletoplaymmputsupply,ﬁ-"

particularly fertilizer dmibutxondtmngﬂle difficult transitional m when statesystems are on theway .

'omandnewprwatenetwarksaremtyetdevdoped

Advocates of cooperative approaches tend to be strong partisans of cereal banks, which they see '
- as potentiaily important instruments for strengthening of cooperative spirit and cooperative organization:
at the village level.

This second major objective of CBs then — the shaping of the organisation du monde rural along
more cooperative lines ~ is partly instrumental; CBs are considered to be helpful in cooperative
development. But it is partly aimed alsc a the equalizing of bargaining power with traders, 3 protective -
dewcezgmnstprmmeda&p&omn This aspect was discussed in Chapter Three. Here we note only N
that part of the popularity of CBs in the 1980s derives from the perception in official circles that they
offer a way to moderate the impact of market liberalization; favoring CBs and cooperatweorgammom_.
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gmeraﬂywnldprevmprwm, profit-seeking commerce from dominating in primary crop markeung and

input 53??13'-

In assessing the role of CBs in village institational development, we have to distinguish the
instrament (CBs) from the goal (cooperative development). Two separate questions are posed: first, are
CBs ﬁmymhemm&rmedwa@mmofmpmvﬂmgeaM' and, second.
are cooperative forms of rural mgmoammfofme%datMpmmge ofde\reiopmeat.

Here we concern ourselves only with the ﬁrstqnsm:s, but the analysis has many mplncanons for the - o

mndqmonmwdl

CEREAL BANKS’ CONTRIBUTION TO STRONGER VILLAGE COOPERATIVES

How exactly can CBs contribute o the stmngthening of village cooperatives? Fo&r_. major
possibilities are mentioned by CB advocates: providing an activity around which to organize, &s'tablishing TR

mmﬁmmmp&ﬁs servmgasafommfettmnmg,andtransfomng\filtagm

~ mentalities.

Mwﬁqmmmwpﬁu'cm-bmmwmaﬁv&smmmimwdo; Except o '

in regions with established cash crops like groundruts and cotton, managﬁnentofthecer&l héﬁkisme
main — often the sole — economic activity of the cooperatives. Thxsfotlowsh:stoncalpat:ems'

wopmeorganmmm&hdmmmahadmuchpmmoumdecfcashcrogpmgax&s," .
mmﬁmmmlmymfor genuine” cooperatives. Manydonorstaﬁ‘andgovemmmefﬁcmis"_ C
believe that cereal banks offer great hopes for tevnzhzmg officxally sponsored cooperanves and for :

strengmemngmetha:manﬂ:emc

Generate profits. Rdatedtoﬁxeabovgopetaﬁonsincermls.tradingareseen:asaméansto:'

generate income that can be used in other village cooperative activities like boutiques, village pharmacies, |
and grain mills. !mﬁ!sarelikelymmg:hmmvesby allowing them to lmprovesemmto'-

their members.

! This seatiment appears to be particulaciy strong in Niger and Burkina Faso, where many officials
express strong concern zbout the monopole des commergants. ‘This comes through clearly during
interviews, and in documents such as “Projet de Restructuration de I’Office National des Céréales —
OFN’ACER, Ministére du Commierce et de l’Apgrw:swnnemem du Penple, 1988, pp. 93-96. '
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Training. The existence of 2 CB also creates a focal point for training efforts. It gives impetus
to expanded training in literacy. '!hcseinwlvedinmanagememorsupewisionofCBsusuaﬂyréceive
mugmelmybookkeepmgandrdatedskiﬂs Qnﬁxe;ob,managersaﬁso!wnawxderangeot:

| mmwmmmmmmmm Thmshﬂsmaysewemmake |
cooperative leaders more effective. '

Mmmy trausformation. Finally, scme observers argue that the CB will help transform

' vﬂhgahabﬁsofﬁaugbgmkmgﬁemmmdmandmﬁyam A more " cooperanvespmt '

is comsidered an asset to the organization. One writer, ""Orexample, says CBs wmtransform
mkvﬁua}mcmmlﬁes'hmmvemesz

Am

These proposed or potential contributions of CBs to the reinforcement of cooperative village
- organization suffer from one fundamental problem. The basic activities of CBs — :empamtarbmge*
spatial arbitrage, and credit sales of g:axn to villagers — are inappropriate for collectwe vxtjage
| This is 50 for two sets of reasons. First, these activities are either inherently so risky, or so much
m'eﬁd&ﬂymngﬁmmtha:ﬁnancialviabilityandevenmarketsuwivai_isunﬁkelyforf :
 most CBs. And second, cooperative cereais marketing involves problems of management and control that

. These related factors explain why most CBs lose money rather than make profits for

mmwmmmmmmmmmwmm <

mmwmmmmmmemmemmmofcm

* Serge Mihailov, whokaswrmmwxddyoumsbanks arguedasfollowsmarecemrepom
*Whﬂemdwﬁnalowwsh:pofm&!smmmofﬁ:ﬁﬁeeﬂomofﬁxwm because of social and
itmdmomim - the CB substitutes collective decision-making, which is logical and coherent.
_ m%mmmﬁewolmof[vﬂiagm']mentalmesfromasta:eof magic" and
xihmemtrzdnxmma"bgml condxnonwhe:ebydemsmnsaretaken:nthelxghtoftheab_gecave
. collective interests of the community.” lere Rapport de Mission de I’Expert en Institutions Rmz!es, sur
mmmdsm MFAOIDM Apri!l987 p 13.
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Forﬁaesereasons,thelong—mm viability of CBs is doubtful, except with ongoing dependence" -
onmﬁemuneyandotherhelp BecmsedreeconomxcfounﬁaﬁonsofCBacﬂv:tyaresow&hltxs_'
unlikely that CBs will be able to contribute to the long-run strengthening of village cooperatives. '

High Risk and Lack of Competitiveness

We noted in Chapter Two that, by nearly universal testimony, private traders store relatively little
grain. High capital costs and high risks were identified as the major causes for avoiding this -
- investment. Cerealbanksmwmmomofﬂx&barﬁasbyacmingmbsidizedcapﬁai;homm5- '
subsidies cezmot belp CBs overcome the basic riskiness of speculating in grain. Some years, grain prices

decline over the year instead of rising, and some years 2 local shjpmentoffoodmdcancansepncesm; S

plummet right before 2 CB is about to sell its stocks. In N°Djamena, Chad, for example, theaverage
Immmmmmmmehmmpmefmmofmemymforwhxch%

data ave available.® At the rural Burkina market of Sanmatenga, speculative storage would have led to| |

losses three of the six years for which data are available, even if the cost of capital were zero.*

The riskiness of grain storage is compounded by weather variations that cause sizeable

fiuctations in annual grain harvests in the Sabel. Although the relationship is certainly more complex

than suggested here, it appears that in "bad” years (years of below-average national grain hmrests),
cereals prices increase significantly between the harvest and lean seasons; but in "good” years (years of
above-average harvests), cereals prices do not increase significantly between the two seasons. Thus the . -

potential retarn to speculative storags i kigh in bad years, and low ot negative in good years. Thisis
~ shown below in two graphs based ou price and production data for N'Djamena and Bamako. The vertical
mwmmmwmwmforammaISpacemmmalms:off;

capital. mwmmimr@zmmcudpzoducnonlevelforammberofdxfferenzyws -
arranged from lowest harvest to highest {rather than chronologically by year).* |

’DmareinCthterThree, _

4 See Annex 6 for data on price fluctuations and returns to storage in 13 rural markets. | _

’mﬂmmmmmmmmmChaptetThree'thegrampmdmoné-.' .
data are from CILSS. Bamako and N'Djamena were chosen because the data are most reliable for these |

two sites, althongh the civil war years are missing for N"Djamena. Pte—lm’hadproducmndataue;'
fmmMu!mm Agribusiness Sm!morpomed, USAID/Chad, 1977. : o
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N'Djamena: Returns to Speculation
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Diversified private tradees are best adapted to this good year/bad year variability; they can shift

capital between grain storage and other investments (say, cement marketing) according to prospects for
profitability. Cereal banks are less well adapted to the good year/bad year phenomena; they tend to -
Mtbdr@halhgrﬁnmfagewhmpmpmformmpmmisimmma This tendency

may be related to the inability of the CB to diversify rapidly into other investments due to inei:pﬁenqe,

'ordnemsocialprmwpmchasegmin!oaﬂymingoodywswhenspemﬂaﬁenislikely'mbe o
unprofitsble. It may also be related o the cumbersomeness of CBs coliective management —
managmthaismorelikdymmﬁemmmmymbefommmmshi&m -
investments into another product or sector. But, after all, buying, holding, and selling g-ain is their

raison d’étre, and they see it as their role to buy in good years and bad.

Two other phenomena related to the good year/bad year problem compound the difficulties of
cereal banks. The first is that during good years, CBs often have trouble selling their stocks during the -
lean season, because so many villagers already possess sufficient grain. Umidgrammbemﬁed
in stock wneil the following year. This has two dangers. First, the stored grain has to be kept thirough =
 the raimy season, which increases its vulnerability to spoilage. And more important, if a second good

year follows the first, it remains very difficult to “unioad” the CBs’ stocks, and losses mount.

Very bad years — years of very poor harsis — also are risky for cereal banks. This is becanse
during these years, villagers ofien do not have cash to purchase cereals and they frequently demand that
 the CB provide them with cereals on credit. These loans are frequently not repaid. If a second bad year
' foilows the first, chances for repayment become even slimmer, as farmers do not have the grain or cash

to repay their debts.

Success in cereal bank operations thus seems to require a delicate (and rarely occurring) <
succession of good and bad years. As:messionofeithetuvobadortwogoodymth;m‘ens.its_.f'
financial position. As 2 result, CBs are poorly adapted to the volatility and riskiness of the Sahel’s grain
markets, especially because the CBs are vulnerable to community pressures to sell cereals on credit or. .
to invest in grain after sbundant harvests. Successful interseasonal storage makes more sense as an on-
again/off-again investment for 2 flexible trader (avoiding very bad or good years) than as the full-time =

economic foundation for a fragile cooperative organization.
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The inherent lack of competitiveness of CBs in spatial arbitrage and in credit operatioas have
already been mentioned. Effective spatial arbitrage requires knowledge of prices, market bebaviors,
wndmmmanﬂlarym:kﬁs(ctedﬁ, transport, other inputs) and established relations with oﬁleracmrs
'Noneofthxs;slikeivmbapresemmCBmanagemem.

 Spatial arbitrage also requires action in economies characterized by large physical space, sharp-
- regional variations in production and prices, imperfect information flows, sometimes poor and uncertain
transport availability, and usually keen competition. 'I‘h&eareoondiﬁonsﬂiatputapremium"onquﬁ
dmmnmkm;ex@smmhngmﬂe&emmmgvﬂlzg&mﬂﬁmﬁﬁﬁymaﬁm The
pma:euadehav&ymoreof:haequaliﬁesmanﬁe@s

hmwm,ﬁnﬂly,memmawwmdmmemmmmmshmon I

collective bodies like CBs. 'mmehavebeenmennonedearher mvmouseumxts andcanbe.
mmarized as follows:

-2 Sodﬂmmemﬁaedhdhﬁﬁgbadmpymmeemameiysﬁoug,mdeﬁ -
- nearly irresistible. If there are two successive poor harvests, nonpayment is likely tobe

® Eveuw’nhomabadmo—ymrmn.:epaymm.mmlikdytbbewomeformsbml
myvﬁhg&sregard'&massocial welfare agencies and sanctions are rni’id fordefanlz;- :

L Un!ﬂ:eﬂlepwﬁt-seehngtraderwhomsc:eentoanrequmtsweﬁﬂlyonthemoraﬂy'
acceptable grounds that he is in business to make a living, a CB manager or committes

.mb«mmbjmmmmaymmmmelmmthepmrmmemﬂuenm{ R

mmamwmm

Th«esecondsetofrmom thatcer&lsmarketmgzsanmappmpnate activity for moperatwe
'mganmnszsﬁmpmblmofmmmﬂmmdmoﬁenmemheimmg The problems toch-
on those mentioned above and elsewhere: management of cereals marketing activities is extremely"
dmadmgforaoaop«mveorganma,andﬂ;marefewreasonsmbe!wwma’eaCBcommnteecouM
'mgeammngmmmmmaythmasdf-employeduader_ On the other hand, there - _
-mmapmnmmmpwﬁxatampmvdymwwmmmIesscfﬁc*emthanapnvately' L
_run business, especially one that is individually owned. Thﬁermonsmonﬂmedbelow? e
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° Private firms are usually able to make quicker decisions than cooperative bodies. This o

is of course more so for private operations that are individually run. In cereals markets, L
in which prices are constantly shifting, eondmonsvarymdxfferentpartsofthe co.mtry,
andmforMmeo&sarehxgh,qmcknessofdecmomsamalasset, :

e  Incentives for cost-minimization and effective information gath’ermgareg'ffenterfor-'

prwateﬁrmsan:igrmformdmduzlsmanagmgthexrownmoneythanforacommmtee ::

‘member who is managing donor—provnded, cooperatively owned money,

® Private traders are likely to L:ve longer trading experience and better mformanon

networks than committee mer.<ers;

. Self-employed traders do pot have principal-agent pteblans or at least hzweE far fewer

than other kiznds of agents. In particular, there is no embezzlement problem, whether of = -

_ﬂ:ewbolesalehwzlormdmungonpncessaldwbepa:dtopurehasegram announced
spoilagerates,andsoon,and : : . :

®  The point about social pressures is worth repeating: a cooperatively rﬁn:'\nllage_":&'
enterprise is much more susceptible to pressares to make business decisions based on
nonbusiness criteria — lending for political purposes, for example - N

Can training resolve the management problem? More tra:mng and closer supervrsxon are
frequently recommended as remedies to the managemcat ills that afflict CBs anddneatenthenrsumval -
All promoting agencies now recognize that simple provision of a revolwng fund and a warehouse is not o
- enough to easure CB success. Most experienced donor agency representatives fammar Wlth CBs. now S

consider that some five years of training and supervision is necessary before sponsormg agencles can _ | o
wﬁhdrawwnhrmonable expectation that local management capacity is strong enough to assure snmval. S

| This evokes two omervanens First, the training and momtorxng in quesnon costs money - a*f} ,

* great deal of moeey per CB or per ton of grain handled by the CBs. It greatly increases the subsidy | -
necessary to ¢stablish a CB. Outsxdedonorsmaywillmgiybwthse kinds of costs — forexample the '.
- maintenance of 2 vehleie-eqmpped extension team for five years. Butitis exceed:ngly unlikely that local '_ R
 budgets could support these costs in the future. And even if the budget burden could be taken over, the o .'
_ 'otgznmm requirements of maintaining such an extension operation exceed capacmes ‘J:ely to be .

avaﬂablem&xenexttwodecades

The question has also to be asked: wou!d allocation of local resources to these enc!s represent_ o -
a wise choice of priorities? Many villages are already served by private marketing services; and the =
- instimation being sustained lacks eompeunvenw in pmformmg its basic tasks and its probahﬂtty of”_; ]

snrvml evenmﬂieanswenumrmg is low.
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In addition, the notion that the management deficiencies underlined here can be reduced.
substantially by training of village committes members seems wildly optimistic. First of all, as noted

above, the kinds of management problems at issue are inherent in collective leadershlp and not _}ust a

-matter of lack of know—how.

Mnredver the CB cannot be expected to benefit from accumulated manageme’nt competence, nor |
assure continuity of leadership. The kind of trammg they receive is not organization specific: they !eam s
the way to deal with consumers, private traders, and truckers; the way to maintain accounts; and the way_'
to control and motivate workers These kinds of skills can be used outside the CB at least as readily as o

inside.

- Atthe same time, CB leadership receives litﬁe'ornopay | meymputﬁ;eirca-acquiredhumaﬁ -
 capital to work outside the CB more pmﬁtabiy than inside it. This practically guarantees high tumovet N
of competent and trained leadership. More pay to committee members tmght slow this leakage, but . | '_
affordebility xssx.es arise, as well as chailmg&s to the esseace of cooperatwe action, and the relauve
rewards avadable inside and outside the CB will nonetheless favor movement of managers from CBs to

pnvate mcome—wmng activity, parﬂcularly trade.

- Because of the above problems, the Iong_-term vmhilrty of CBs is doubtful, a conclusion borhe_ .
out by their poor track record. This strengthens our conclusions that cereal banks cannot strengthen

comnmmtyorgamzaﬁonalmpamty CBsalmostnevetgeﬂetﬁeaproﬁttobemvestedmothet:"'g.
comnmmtyacnvma‘and when they fail, ItnshardtoseehowCBscanbuﬂdcommunnyspmor_.__ C

"transform mentalities” in 2 positive direction. If villagers are to organize cooperatively, success is more o
likely if they organize around activities that are properly the domain of collective action and not pf'" o
individual entrepreneurship or management. Targets for collective activity nesd to be carefully selected. -

They should have characteristics that clearly justify joint action — in terms of scale, exmnalm&s, publlc o
goods characteristics. ~ To choose wrongly, to go down the wrong mmhmand path in vﬂlage

_ orgamzat:on, has numerous (neganve) consequences.

-8 Although occaszonmly a CB committee will raid its revolving fund (not its pfoﬁts) to ﬁnance a
. cemmumty school mosque, or mill. _
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DISCOURAGEMENT OF PRIVATE TRADERS

One such negative consequence is the potential damage done to the development of the private |
trading sector. The problem is that promotion of CBs can lead to discriminatory policies against the
private tradez. Most analysts of marketing systems in the Sabel agree that competition between marketing
agents is a positive phenomenon that can support producer prices (competition to buy crops), restrain
consumer prices {competition to sell crops), and keep intermediary margins low. Situations mvolving
numercus competing agents are normally desirable. It does not necessarily follow, however, that the
crmonofCBsmgmdpohcybemsenaddsmoremarxeungdgmtoﬂiermgandﬂmsmm -
competition. Or "the more the merrier,” as one USAID official expressed it.

“The more the merrier” is appropriate as long as competition is taking place on an”evm
playing field. If one group of competitors — cereals banks or government cereals offices — mrecemng
subs:d:es,rtnsksdnvmgnonmbs:d:zedphyers(smaﬂ pmatetrade:s)outofﬂlemarket.

This dxsplawmant phenomenon has long been 2 concern of donors when discussing food axdand -
the subsidized sales of cereals by cereals offices. Gagnon (1988), for example, describes how subsidized

sales by Mali’s grain board (OPAM) are 2 brake on the development of the private cereals trade in deficit = | |

arezs. He writes:

La présence de stocks publics au niveau des chefs-lieux de cercle entretient Uincertitude -
chez les commergants privés compte teaue gue lear gestion est soumise aux pressions de
I’administration locale. La décision de déstocker ne repose pas toujours sur unme
connaissance adéquate du marché. Cette incertimde permanente désincite les
commercants 2 conserver leurs propres stocks. . . . L’intervention de 'OPAM 2 prix
subventionnés . ..n’arienpourinciﬁercertainscandidatspotenﬁelsadewni:d&s :
commercants de céréales. On ne peut vouloir accorder une plus grande piace au
eommeepnvédese&éaksd’nnepart,e&iemavecdespm;
subventionnés, d’autre part.”

A similar argument can made about cereal banks: their role ingrainstorageandbelow-market_
pricing is made possible by subsidies to capital, management, warehousing, or transportation. Morquet,
many CBs buy their stocks at subsidized prices directly from government grain offices, and there are

7 Gagnon, 1928, p. 14. four bold].
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nnmewuspmposdsformebuﬂdmgofpmﬁegedrelanombetween@sandmewealoﬂ'ic&s‘ Ifthe. |
.presenee of subsidized CB sales displaces pnvateoerm]stradmg fmmavxllage (or discourages them' ﬁ'om '
wtermg) ﬂ:atvﬂlagewﬂlbebﬂtersmedonlyasiong&ﬂxe@wnﬂmswopexate IftheCBgo& _
_'outofbusm&s(asoidetonstendmdo), mevu!agemaybeleﬁmﬂxmomarkwngswcmataﬂ.'
Alﬂmughpnvatetradersmay evemnallyremmtoservesuchavﬂlage, theywillhavelusttzmem '

- developing the trading ronte, developmg expertise, and fomnng mvestment capltal

B Subsidiammenﬁalmmgnvmangrainsmc'ksaremtmeomyweabonusedby@’__

pmgramsmmkcompetmgprwatecerwstradmwhomﬂneyoﬁenvowm "ﬁghtagzunst. Othet'
':actmmclude

. Political interventions. In two cases in Burkina and Niger, the authors encountered

situations where the local political aunthorities, in response to requests by CB leaders,

. bmedmypnvmmmcxdpmd:as&afgramdumgnmeswhenwwbmksme_. '
purchasing (to ptowctth n'om competition); . o

) ~ Special noncompetitive “set asiies” forCBsandvillagegroupsmgovemmeutgram' o

: parchm(N‘get,Buﬁma,Chad) andprwilegedaceessmcewalsofﬁces gramsales,

- ~ Harassment and verbal abuse. Anti-private-trader sentim entispervasive.mngc&w. B

bank promoters. Documents and extension agents repeatedly refer to merchants as =

"speculators,” "usurers,” and "maggots® (verewx), and discourage farmers from dealing - BRI

-with them.®

Desp:tesubs:dmando!herﬁorm ofsupport, mptact:cemostcereal bankshavebemunableto-_,..

outcompete private traders, and only occasionally have led to their displacement. Nonetheless, it is S

' mpmmmgame&epmmﬂdamage!ﬁmmmlfswppedﬂpmvﬂegsmemm@s |

* Serge Mihailov, forexamp:e,proposesﬂmCBsbegmmedpnomyaccessmCSAmEm._

Senegal: “T! est recommandé que les B.C. situées en zones structurellement déficitaires . . . ou de facon
générale tout réseau de B.C. qui en ferait 1a demande, alelafauﬂtédesapprovlsﬂonneraupr&duCSA
en priorité sur les autres demandeurs, et cela au prix officiel . . . .” IerRappor:deMsswndel’Expm
en Institutions Rurales, sur ies Banques de Céréales, draft, FAO, Dakar, Senegal, 1987, -

’Demsbohdon(lm)mmgasmustface’laconcmencedeseommetqamsdomcefm:hs'

proposent des prix plus remunerateurs que les BC. Pourhmercontreceuemcurrence,catamsbanquw_:;.j .
de céréales interdisent aux commercants de pénétrer dans le village, et s'il le faut empechent

physiquement de le faire. Les bangues de céréales dissuadent les paysans de vendre aux commerc;mts
au nom de Ia solldamé villageoise.”



. The long-tarm solution — the development of a dynamic private sector — m




67

CHAPTER SIX

FOCD SECURITY EMERGENCY GRAIN ST OCKS
- AND CEREAL BANKS

One of the most commonly exprassed objectives cf cereal bank pmgmms né "food sectmty The e
concept is elusive. The 1989 World Bank report, Food Security in Africa, sets out one broad deﬁnmon e
the assurance that people have the food they reed. Fallmg wnthm this broad umbrella are the many, E
commonly understood aspects of food secunty mcludmg o

~® Increased domestm production of food

° Increased foreign exchange earnings (usually through increased nonfood’ exports) whlch_
allow greater food lmpom

. - Lower food prices through lmproved transport, more competxtwe marketmg, and other SRR A
' nnpmvements in food system efficiency; and | | | e

- @ Access to free or subsidized food aid when disposable incomes fall or producﬁon-.faﬂs..

_ In Ilght of ﬁ'xe broad and dlvetse meanings given te *food securlty in general dlscussmns xt is : o
not surprising that the concept is not well defined i in West African food policy statements. For example R g
_ the 1986 Round Table on Cereal Banks in Niger lists "food security” as a major CB objecnve and R
defines it as “facilitating the food supply of peasants by putting cereals at the village level . . . (s thiat) - T =
in case of an emergency, the CB constitutes the first stock to meet peasant needs while they await_:". : :. .
government aid.” In the same document, the food security objective of CEs is defined as al!cwmg mra} o R
consumers to have access to cereal stocks at "reasonable prices.™ ' ' EEE

ROLE OF CEREALS BOARDS IN FOOD SECURITY

For many years, national cereals boards for example CSA in Senegal, OPAM m Mah S
CFNACER in Burkma, OPVN in Niger — were tmportant actors in Szhelian ceredls markets Tbey hsd ST

~ *FAO, Rapport Final de la Tuble Ronde sur la Promation des Banques Céréalidres, Niamey, Niger,
198, | |




 three nain funcﬁcns stabﬂazatma af prices to consumers and pmdﬁws management wf ﬂﬂmnai gm m_:: :
' emaa‘gencystock& andmanagememnffwdaid _

. Although ﬂiﬁf samﬁmce varied over time and between countries, mwhea'e daid ﬁie baatéﬁ" f.:‘ .,
succeed in cﬂmrol!mg grain markets in line with their ob;emvm, They. rm'ely bought mom than 24 =
- percent of marketed pmducmn,_, their "official” prices were rarely Y@Pected in the marketplace and M' & o L

| ptice smbﬂmon goals were almost mvm‘ a&iamed ' S

__ Most of these. agencles have f&?ﬂu} vimm to ﬁscal pressures and leng pohmes in the 19&}3;. .
.T#;ey i:ave iargeﬁy ahandaned tryx,sg i set ofﬁcxal produces: prices. anﬁ o support thes;e mﬁ ﬁxe@

S i%mmcm on%y managemmt of mergmcv or secmty swcks and mmagemem ﬂf food mﬂ.

I z:&w wid-1980¢ in many of the couptries, agmm!mrai pﬂlncy dd}a&e focussed on the appropnm.- o

_svze of the security stack G@vmmm spﬁkesmen, cntmg the T ney 0%‘ severe dmght md the:;
. r%uimg risk of famam ar@ed for reiamrezy 1arge stocks. D@nms aﬂs! mme incal e;ﬁicmis undeximed
the high a@sts involved, and Gx%ied for mem m—aﬁectwe food sec:mty stratagws mst&y smier!
stocks. Although e debate was usudlly ﬁmmeex in terms of° “objective” mqmemem for a mmgaf

- defense” storage si -;z:: £y {m&wﬁﬁw By dmemmmg tﬁae mmbet of winem&%e pe@pie, ﬁbesx avs:age '_
grain mnsumpﬂon- and the WW uma it mkﬁ; for food zid to aezive, and 50 on}, e mul%s were.- R
= political mmpmmism "ﬁm debate on this issue has a!ways besn umy, since !ocai mﬁhomtsesbw the'ﬁ et
_ ._nsks mvdwd with famme whﬂe the domm pay for the. emergency stocics (oﬁen fhmugx the saie.s of':__, '_ FEI
: sufpius demrm cereais) e

in any event, in severai countriss at ieast, emergency stoch tarmets have been reéuced m Nzger -_ :

for example, from aa initilly sought 120,000 tons to 80,000 tons; wnd in Maii by roughly similar

amounts. In oter cases, corcbined stabilization zad emesgenc‘s stocks have been reduced ﬁ'om t&zw high | -
levels of the m;d—l%ﬁs ' BT



: mmwm«mWiﬁs mxﬁmmm
mgem&mﬁweﬁﬂiwm ! shou!dsappiwzhemleofmmmm
mMsm ?ﬁegmﬂﬁmwmmmammmw'_dmmgalmw
Tabi@mmmﬁb@nk&mmgw

: -mmmmmmb@ﬂmmm (I)&emrysfmﬁsmn,m o

. {2) the conuraction of OPYN's role. The OPVN, whichk oace monaged 270,000 tons, -

- mow menages only 80,000. ..,Tommtmﬁimgthmgapmmsmmmm:-
first means of recourse . (m)mmmgmufmm '
mﬁmﬁmamm&amfﬁevm:ge.

coughout the Sahel mmmmw,mwﬁcmmammwmm smt :
4 %Mmmmiirmmmhﬁ Twmm@mpossibﬁ&

me'cammmemm isaged as 2 miniature, mwmmmmm -
nmatal storage kmmamm&mmwwzﬂmwmm"

interseasonal stock. zawmmmmmm(mmyam to prevent spoilage. These

_Wmmmmmmw’smummmm “The emergency stock wouldbe
_ﬁaemﬁﬁmmymofexammty mwlmmmhyfoe&mdmm'

The advmmgeofm an mmgmmm would be enbance:

| 'mwmm&mﬁyammmv@mmmmmm Itrequmamuchmgmm
_'@f .
mgmmﬂﬂemﬁ lamnmgmdmdmgmgm&y mwmﬁmmmwmm___i.

pmwmmm

© *République du Niger, Table Ronde sur Les Banques Céréalitres, 1990, Rapport de la Commission

mnmm!ikelymbem-eﬁemw Its' SN |

management skills than is now availabie in rural areas and, in addm a whole. new Iayer of 5
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. o be coordinated, and training and supervision provided in spoilage control, accounting, and asset |

" How could 2il this be dome in 2 tegﬁm characterize

mgm and poorly developed managerial resources?

| Ammnof&emmlemmmcymmagmmmmvmbl& TheCB
_ mﬂm&m&md%mm@memﬂowmopﬂmngmk&
' enished thefoﬁamngywbygovermmormddom,mcashormhnd :

Mind-boggling problems of control arise, alongwithmnlﬁple'possghmﬁesm.m_phyt_ |
d by large size, dxspused popnlanon, poor

s crop shortfalls, its stocks would be given away to needy villagers. Thestock.}'.

mmmmmmwmmm ’I‘heCBispmodmﬂydecapmlzmgM B

' mmmmﬁmmmmr@lmmmdoMW Dependence

: ping behavios (saie of ammals, ngramn, appeal for r
-'mymmmmmmmMsofomx)mgmbemdmneauysucham Also

Lt .a‘rxf £s ﬁ'om

. targeting is hit and miss, mlmmemmmmlmmdmseve:dydeﬁmmmd eventhere,
- Wvﬁhmdomtmxﬁymwmvﬂegwm Finally, thedeﬁermmanonefopmng B
: m@,mmmmnmdmcas wauidseemextremmydxfﬁaﬂt Howandhywhom,

‘fwexample,wﬂ!mbedeﬁned, peumttmgfmedxmibnnon‘?

ALTERNATIVE mjarvzs FOR IMPROVING RURAL FOOD SECURITY S

Thuearemmsysol&ﬁnmfofoodinsmityin"my parts of the rural"S’:ahel Hovﬁeéét, :éur
| rwmwofﬁncevmmongiymggmmms as they are currently conceived and run, arﬂnotan |
| appmpnatevehidefmmgemysmckmnagwem. Foodmsecnntyduetodmughtoroﬂxerscurm"?
N ﬁfmpshortfaﬂmmaddmsswbyoﬁmm Many of these are well known,’ Somearv.el:»emg
pmmdbymmpmgrzm "Fhesnmnpo:ntsoftheti:reemajorgroupsofaltmnanvemmsumsto.é":.':“’i |

: W&M&smx&ymbeouﬁme&bneﬂy
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Prm;ﬁonofﬁwWestAfrimede

| FmeAﬁmgovmmMm&seﬁekmsmnwmmgiondeﬁng
fmm!ookingaregiomltrademasetofoppormniﬁmforpublicandpﬁvatemaﬁomoanacﬁve,and

_mm&mmﬁMprmducﬁonaﬁpMummnﬁowmﬂm'fm-

the common good. Mprmplaaremvanmsregmmlagmanems,suchasﬂwseofmom'
ECOWAS' theynmdtobesmously zmplemented. This would involve: :

e Dnsmandmg the remammg (and largely ineffective) formal barriers to regional West Afncan N
. trade; _ _ '

o Awgorousmulumonalauackonprammandregulanonsthateonm’butetothehxghcosts
of cross-border trade and transport. These effoits would focus on (1) diminishing the -
- government use of temporary border closures and special temporary "surcharges" and taxes, -
' _md@)dmnmgﬁefornﬁmmﬁmﬂbmmwmmofmﬁmdehmmm
bribe-taking by uniformed "services” in each country; and :

ot _'mmmgmewdwmdmﬂgummimmmﬂ &specnally
along north-south lines, which will directly contribute to mcrmsedfoodseamtyinthe'

Sahel. The more highly developed, and hence more responsive, the trade links between .

vnlmableregwnsandthemorepmducuvecoastalmandpons the less need there is
foremergencyswcks’ -

'WMmm,wmmmﬁmmgsm N

An equally critical need is for continued improvement in the pubhcsecmr S cspac:tyto detect and |
r&spond m crop failure. The msgor elements include the following:

¢ Consolidation and institutionalization of the various early warnmg systems recently put m _ '.
. place throughout the region through donor project funding;. _
o Contmue efforts to reduce delivery time between ports and vuIne:able zones; -

. Creanonofacashemergencyﬁmdtoallowcommmalpurchasesofgrmn smcethesecan'

- beonﬂlespotmnchmoreqmcklythanoﬁicmlfoodand twomonﬂlsascomparedtoash L

" much as 46 months for food zid: and

3 The Club du Sahel and CILSS have recently undertaken detailed studies of the nature and extent o
of current West African trade and barriers to its expansion.




® mmmwmofmmmmmmmmgmmeﬁm@
for-worksm. '

Continued StreambBning of the Nationai Ceresls Boards

The current cereals offices should become leaa, less demanding financially on state resources,
and specialized in security stock management and food aid distribution. This has become a more feasible
goal than formerly, because most of these agencies bave now been stripped of difficult and lower-priority
tasks, such as the attempt to maintain floor prices for producers, m:heyhmbemﬁuedmm o
technical assistance in the past decade. ' '



CHAFPTER SEVEN

SUMMARY AND CONCLIUSIONS

I. ImavmﬁonthmghcrmﬁonandmbsidizaﬁonofwulbankshasbecomepopularinmeSahei‘
since the late 1970s, and the number of banks has grown dramaticaily. To a certain degree, this
mmwmmmmddomtmmwﬂmmkafom&scompietelycontmf

cereals markers; @smmaﬂmesmpmegrmmem who are widely distrusted. |

2., The objectives of cerezl banks can be grouped into three categories: (I) to provide cheaper and
better marketing services than those currently availtable through private traders, (2) to strengthen village
organization ard build cooperative spirit, and (3) to serve as emergency food stocks for crisis situations.

3. ‘Ihebaﬂkofﬂmpaperhasbemdevotedmexplonng:heﬁrstofthes»ob;ectw&s Ourﬁrst B

conclasion is that many of the assumptions tha* serve as rationales for the mvolveman of cereal

banks in grain marketing are analytically unsound and empirically weak. Private cereal tradqs'
rarely enjoy monopoly pos;ﬂons in any marketing functions and therefore canmot, and do not, reap

"excess” profits on a regular basis. The margins that thev earn are generally justified by high capital
«::5%8 amd high risks (in the case of temporal arbitrage), high transportation and lahor costs (in the case.
sk spatial arbitrage), and high default costs (in the case of grain lending).

4. Becanse trading profit margins are normaily thin, CBs can offer better segvices or lower préc:ﬁ-'

on 2 sustainable basis only if they have lower econcmic (or reaf) costs than private traders — i other

words, are more efficient service providers, We have seen in this report that they are less efficient in
their use of resources than private traders, but can be said to have lower real costs nonetheless, iz a - |
speclal sense. Since they are a magret for foreign aid, which otherwise would probably not come to the
country in question, the opportunity cost of the capital they absorb can be szid to be low. :

5. This point should not be pushed too far. The opportunity cost of donor-provided capital may be
low in an environment in which aid money is plentiful and acceptable projects few, but it can be highif
financing of other projects is sacrificed to fund CBs. Also, capital subsidies or grants to CBs for grain
storage may involve significant opportunity costs if profitzble alternative investments (in, say, animal



fattening or education or petty trade) are being forgone every day that a CBs’ funds are immobilized in
grain storage or the weanwrer’s stronghcx. '

6.  However the opportunity cost question is treated, there is no doubt that CBs have tremendous
- financial (or nominal) cost advantages over private traders, becauseofthelaxfgesubsidiwﬁley receive.
M‘Miﬁammaaﬁypmvﬁed&ee—bﬁckmdmmbyﬁdagmd&s labor by village

rking capital s given as a gift or at smch below market interest rates; and volunteer labor . -

mmﬁ@mm&amﬁmmw&hﬁewn&axm Grain is sometimes acquired through
official ageacies at below-market prices. Forspatmlarbltrage,tmnsportlsoﬂenngenbysponsonng
agencies without charge. In addition, donors and some governments provide free training, supervrsxon
and financial monitoring.

7. The availability of these subsidies and the encouragement by donors and govermnents t!@at they |
reflect explain the existence of cereal banks. CBs are not authentic prassroots institutions. ‘When

subsidies zre absent, villagers do not set up these types of collective marketing organizations.

8. Becanse the existence of CBs is so depehdent on subsidies, the question of wiea and where CBs -

are appropriate is really a question of when and where subsidies are justified. Basedonm..rketfmlme S

mmmﬁﬂﬁm@m%mgmmwmmeﬁmm

# A monopolist or cartel is extracting excess profits from village farmers or consumers in an ',
isolated market that has no alternative supplies. Here, the CB can piay a positive role to end
zhemnopalyandfomtoompetmgn Such cases appear to beraxe

* An information bazrier (vather than a structural barrier) is kwpmg private traders from
serving an isolated village. Here, the CB may be able to break this barrier by demonstrating
that it is possible to supply such a market and still cover costs. The CBs’ ﬁmctlonaeedoniy
be temporary. Webehevemaxmstancwefthxsarea!sorare and

* A rural capﬁal market fatlure is blocking intermediation of ﬁxnds between lenders wlth iow.
opportunity costs and borrowers with high-return investment possibilities, possibly due to
failures in contract enforcement. In this context, the provision of subsidized capital to CBs
might be justified. It should be noted, however, that this is a third-best solution. A first-best
solution would be to attack the faﬁure directly by working to establish or to strengthen
banking mechanisms that might sustainably serve rural clients. A second-best solution would _

~ be to channel subsidized capital to both CBs and individual traders, to avoid distorting
competition betweea the two.
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| 9. There also are legitimate reasons unrelated to the market 20 subsidize CBs:

¢ To provide welfare transfers to poor villages which cannot afford msupportmemelves in
- ammm&kkam.mmmmmmmmgx

¢ To maintain a village emergency food stock to feed those who have insufficient purchasing
L powamobtainﬁ:od&xﬁngamimryaisispaioismh'asaMWpfaﬂme;Mz

* To achieve other nonmarket goals, sudzasstreagthenmgvxllageorgmmon,orsewmgas
a mechanism for training.

10.  Thetrack record of CBs, messured by financial performance, is extremely poor. The CBs exbibit
 quasi-general inability to cover operating costs. Their level of activity declines as they mature. They
have a high failure rate. Thus in Burkina Faso, the cradle of CBs, about three-fifths of those formed are -
effectively out of husiness. In Senegal, MCBSGSpacmofmemmlmmbercreated)manageno*
commercial activity. InN‘.gerandCbad,seoresofCBsarerepormdlydeﬁmc:;onerecentmvemorym'
N’:gamldﬁnﬂmmmmmmmmmmymaﬁerpmjectwpponended._Gwenthe_ .
enecgy, hopes, and money invested in CBs, these results have to be regarded as nothing short of

i1. mmsuggmmmemmeﬁngﬁm:ﬁomthg&emgimchéaéa
W&Wemmllmeaﬁon, and better lefi to private operators. There are two sets

of reasons for this. First, these activities are inherently so risky or are done so much more efficiently - N
éypﬁvateuadusﬂmﬁnmcia!viabﬂkyandwenmivﬂmum&dyformostcas, dﬁﬁpue o

mbsndxzmon. Secom, cooperative cereals markenng involves problems of management and control that
are ovawhelmmg

12.  Becauseof thesxmdeacy 10 eventeaily dfsmtegme and the problems of management and controt
outlined in Chapter Five, CBs have difficulty in meeting socizl goals such as strengthenmg vﬁlage'

: eoopﬂ'anves or generating proﬁts to fund other coilective projects.

13. ' As vulage emergency stocks, CBs can play some food security role — pmviding-fr'ee' foéd to -

those who cannot afford to buy food during crisis situations. Giveaways, however, entaii decapltahzauon N '

and the possible self-destruction of the cereal bank. Outside donors would regularly be required to
_mapﬁﬂmmchbm bmmspraentstheprob!em of moral hazard by encouraging the CB to nge '
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. away its food in poncrisis situations. Cio the other hand, if crises are to be declared and giveaways are .

to be authorized by outside agents, CBs lose their appeal as independent, self-managed institutions, and- '
a new government bureaucratic Iayer becomes necessary for information gathering, coordination, and | o

control.

14, We'md that donors and governments reconsider their support of_cermjl hanks
Analytical reasoning and empirical evidence suggest that CBs are based not on sound economics and

finance and will require ongoing and substantial subsidies. Under certain cmmsmnces, subsidies can

be justified. The CB track record, however, indicates that subsidization is creating mstxmmmthat are .
unsustzinable in the medium to long term. This conclusion is not surprising, givén the fmlure 'rat&s of !
previous donor efforts to replace the private Sahelian grain trader with cooperative, collectivist, and statist

institotions. . mmddmrephmmmmdmmlﬁsappmpmteandlesslikeiyto [
succeed in the long run than are investments intended to facilitate genuine pnvatetraﬁng s

.. operations, awhsmralrondmnsuu&on,s&engthemngmrketmformahonsystems removalof n_
restrictive grain movement controls, and support for the development of mstxtntxom and
md:anmtormbleﬁnanualmtermediaﬁon '




INTRODUCTION TO THE ANNEXES

_ The first four atmexes consist of organized notes on cereal banks, private grain trading, and

~ government grain storage in the four countries visited duripg this study: Senegal, Burkina Fase, Chad,
and Niger. These notes are not comprehensive; they simply provide background information on the -
cereal banks in each country, then discuss related issues, particularly the relationship between CBs and
private grain traders. Followmg each discussion, a country-specific bibliography is presented. -

Almost all cereal bank studies are country specific, the notable exception being the FAO’s 1990.

study Evaluation des Banques de Céréales au Sahel. Annex 6 provides a bibliography of the few - |

- omlticountry studies of cereal banks, plusstudxesonMah—aSahe!mnconntryﬁxatwasnotsmdxed
dxrecﬂyfm'ﬂuspaper :

Annex 5 provides calculations of potential returns to speculative storage in 13 rural Sahelian
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ANNEX 1Ia

SENEGAL — NOTES ON CEREAL BANKS AND
PRIVATE GRAIN MARKETING -

Some 570 ceresl banks have been created in Semegal by an assortment of NGOs and
internationally supported projects. Since the first Senegalese CBs appeared in 1984, their numbers have
increased rapidly, attracting the attention of the Senegalese government and many international donors.
In November 1989, a seminar in Dakar brought together the country’s CB promoters to exchange
experiences, discuss program coordination, and explore the possible use of counterpart funds to promote
decentralized grain storage through cereal banks. The possibility of promotmg trade between CBs in

- deficit and surplus 2ones was also discussed.

Two notewcrthy reports have been written on Senegal s CBs. Theﬁrstwascompletedm Apnl" '

1990 by Nicholas Gergely for the FAO (as part of a Sahel-wide sl:udy), and the second was finished in
August 1990 by Senegal’s Food Security Commission (C.S.A.)." These reports describe and - analyze

ali of the major cereal bank programs in the country. Their results are summarized here and a few issues
are highlighted, notably tiose of viability and the relationship between CBs and private traders.

OVERVIEW

The operating procedures of Senegal’s cereal banksvary shghtly from program to program. Most. -
CBs are based on the "classical” model — that is, they buy grain in the village, store it, then sell itback
to members at below-market rates during the lean season. CBs in highly deficit areas such as Louga
purchase cereals from outside the area then re-sell them in the village. Interestingly, many Senegalese - B
CBs use their re* -Iving funds to finance trading operations in non-focal cereal products, such as peanuts
and imported rice. Most CBs seem to have received their revolvmg funds as grants from donor agencies,
although many also ~eceived their funds as loans. : '

Geographically, Senegal s CBs are well distributed across the country. 'I'he table presented below‘
- from the 1990 FAQ report is not fully up to date, but nonetheless prowd&s a useful overview:

? Full citations in Annex Ic: Senegal Biblxography A third report on Senegal’s CBs — by Serve
Mihailov for the FAQ (1987) is l&s precise and less useful.

@revwm Pa@'ﬁ %iﬁm&g :




ANNEX TABLE 1.1
CEREAL BANKS IN SENEGAL |

. Promoter/Financier Number Number in Quantity = Type ofozone
: o of CBs operation  stocked (T) o

catholic Relief 250 | 30 300 varied |

~ PIDA/SODEVA 1 82 15 25 varied
BIT/ACOPAM | 41 41 900 (1988) deficit
USE/PIP a1 a 1500 aeficit
 GSE/Nganda 5 s . 175 surplus
| chutch World Services 14 14 417 (1989) deficit
ARAF/ADAK 10 : 10 ' 75 : surélus.
'SODIFITEX | 31 31 398 surplus
Maison Familiales 20 - 2002} - 160 (2) . _vafiu_éd
Diveroe _ ' | . o | s |
(COSAB, AFVP, DGAS..) 35 3s(2 - varied
Tetal ~ Tsa2e - 2e2 00

Total from C.S.A- 2 571 ' 366 2,170

Source: FBO, 1990. Note that the total figures of 529 and 242 Cbs and 4,000 .
" tons were corrected in the C.S.A. report to be 571 and 366 CBs and 2, 170 tons. E,
- Acronymg are in French. _ . : i

Smce aimost all of Senegal s Cbs were crmted within the past five years and are still recejving L
outside support, it is difficult to assess their long-term viability as independent lIlStltl.lthDS However i
- several reasons to be skeptical have already emerged, based on the ﬂndmgs of C S. A

oi Of the 571 cereal banks identified in the 1989 CSA study, only 366 (64%) are consxdered
"operational® — that is mamtmnxng some commercxal activity. o

® QOnly 15 1 (26%) maintain revolving funds of over 500, 000 FCFA — enough money to: buy._
' I‘Oughly 70 sacks of grain. .

1989.

o Ofa total cereal bank storage capac:ty of 21,990 tons, only 2,170 tons (IO%) were used in
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There are various explanations for these ﬁgufes.

F:r.st, many CBs never received a revolving fund (either an initial gift or loan of gram ot money\

These non-funded CBs generally have failed to operate as cereals banks. Of the 250 CBs organized by . -

CRS, the 164 which did not receive a revolving fund stored an average of less than 5 sacs of grain per
year in their 500-sac capacity warehouses. Non-funded SODEVA cereal banks are also reported to have
no or minimal activity. Calls for villagers to voluntarily donaxe grain to constitute revolwnv funds B
generally have failed.? _

Swond of the CBs which did receive revolvmg funds, a large percentage have seen the size of '

their funds diminish over time. Two programs for which reliable figures are available — CRS and CWS Ly
— have experienced an overall decline in the value of their CBs’ assets (-7% and -24% respectively?’). -~ -

Over the past two years, 13 of CWS’s 14 CBs lost money, two because of internal thefts and the rest due _ |
to sales and management problems. BIT/ACOPAM’s cereai banks also are reported to have suffered -
serious dmmon of their working capital since start-up. :

Third, embezzlement and corrupt management pose real threats to v1abﬂ1ty Members ot_"
management committees have been accused of theft in the BITVACOPAM, CRS, and CWS programs.

In the Louga area, this has been identified as a major cause for a high failure rate — roughly half of -

ACOPAM’s CBs are reported closed due to internal thefts and poor management. Of CWS’s 14 banks,

5 have suffered from internal embezzlements over the past two years. These CBs were closely supemsed:f -

by the ACOPAM and CWS field staff; one must assume that CBs which receive very linte superws:on =
(such as the USE!PIP banks) are even more susceptible to embezzlement problems. o

CEREAL BANKS, PRIVATE TRADERS, AND

In Senegai, as in the other countries of the region, the notion persists that private traders exploat :
villagers by paying extremely low prices for their cereals at harvest time and selling cereals at excesswe]y ‘

high prices during the bungry season, thereby reaping large profits. The market is believed 1o be non- | |

competitive and unfair. This assumption, widely held by many Senegalese pohcy-makers for a number-
of years, has been used in the past to justify heavy government intervention in the grain trade, (since

2 The fact that cereal banks only seem to operate when outside capital is avallable remforces our' -

‘notion that subsidized capital is the key to understanding the economics of cereal banks. While villagers

are unwilling to invest their own grain or money in cooperative storage, (because their own money
probabiy can be invested in more profitable endeavors), they are more than willing to invest a donor
agency’s money in grain storage, because they know that this is a condition to obtaining the grant or low-
- interest loan in the first place.  Access to subsidized capital, not some notion of community tocretherness
is the r&son that villagers form cereal banks.

* CRS figure is based on October 30, 1990 database pnntout, CWS data are based on representatwe 8 _. |
1990 memorandum. :
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reeogmzed as 3 failure and discarded). Today, this same assumption provides the major. ratlonale for the

~ creation of Senegal’s cereal banks. Grain traders are believed to make excessive profits, and CBs are - _'
seen as a way to avoid falling prey to these "exploitative middlemen.” Accordmg to Church World - [ERENE
Services, 2 CB’s objective is "to protect the peasants’ purchasing power from the spewianon of prwate N

- traders. e

: In Senegal as elsewhese, the assumpnon of unfair, non-competitive markets is very shaky gmt:nd 3 R
on which to base the cereal bank rationaie. Most of the available evidence from Senegal indicates that = =
grain markets are reasonably competitive and that the notion of expmxtahve :mddlemen o;-::-n’mnilr e

- monopoly or monopsony profits is generally false.

To examine this question more closely it is heipful to divide grain marketing activities into two Pt

: ca“tegoneS' (1) the transfer of cereals from one market to another, and (2) the transfer of cereals from one ... .

time penod to another through storage. Next, one needs to assess whether traders are reaping : excesswe' TSR
profits in £ e of these activities to determine if "unfair” prices are bemw used, explmtanon is takmo L

a pla.e .md «.- meefvention is justlﬁed

THE TRANSFER OF CEREALS FROM ONE MARKET
TO ANOTHER: SPATIAL ARBITRAGE - |

Do private traders extract excessive profits when they transfer gram from one locatxon to the :; S

~mext? Do margins dramancally exceed costs?

The structure of the Senegalese coarse grain market suggests that probahly the answers to these : o

questions are no. The presence of numerous grain traders on all levels of the commercialization process

— collection, wholesaling, transporting, and retailing — implies that competluon is likely to be intense P

and margins thin. The absence of significant barriers to entry either in terms of skill level {many

- Senegalese farmers become traders in their free time) or initial investment ($40 is all that is peeded to : i
buy and resell a sack of grain) suggest that the trading class is not.an exclusive cartel. Collusive

Eﬁenswe research conducted by the. Senegaiese Institute for Agnéulmral Research betWeen 1983

agreements and high profit margins are unsustainable and unlikely under these conditions of free andeasy ' o

and 1987 directly addresses the question of traders’ profit margins®. ~ This research concludes that A |
Senegalese coarse grain markets are compmnve on all levels and that profit margins are qmte thin: R
between 0 and 1.25 FCFA/kg for rural grain colleetors ang less than 3.1 FCFA/kg for wholesalers - e

* Church World Semc& ”Evaluatmn du projet Banques de Cereales de Keur Momar Sarr par la_'

Comm:ssxon CER et Developmem Somal Louga 1990.

SA collection of ISRA papers is found inLa Pglmg;ge Aggcole au §enegg! edlted by James Bmgeﬂ i s

and Eric Crawford for ISRA.
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a very low percentage of retail costs.® Given the structure of Senegal.s cereal markets, it .is not . :I_ 2
surprisiczz that profit margins are small — entry is extremely simple, partlcxpams are numerous, and -
;compmnon is parueularly vigorous in colleciion and retailing, _

= The ' competitive nature of the system is' well reflected in the hlgh degree of mtegratton of f-‘ et R
Senegal’s cereal markets. This is demonstrated by work completed by GFA Consultants in 19897
. Correlation coefficients calculated onprice data collected since 1987 vary between 0.67 and 0.96 forthe

S tem ]argest regional markets, (except Kolda which is physically isolated). The integration of neighboring - FR
- weekly mackets is even higher, as demonstrated by the 0.96, 0.96, and 0.96 coefficients calculated by .~

'GFA for the rural markets of Passy, Mabo, and Prokhane ~GFA Consultants draw - three xmportant' BINS

conclusions from their stmig- s

0‘ anate traders ellocate graxn compenuveiy and efﬁcxently in Senegal wa large degree as a'-:' - .

result of the eonntry s good road network,

® Commercial margins between rural producer prices and urban consumer pnces are very
: stable and bomogeneus, reﬂecung mamly transport costs; and : e

e 'Intense competmon between traders dlsa]lows excessive proﬁts
" GFA concludes:

. Ce resultat empmque permet de gonstater que les commercants, du fart dela concurrence , it
~ et [a transparence du marche, re peuvent. pas realiser de rentes suppiementa:res En

- consequence, il convient de contester le prejuge defavorable tres repandu parmi- les: - '
fonctionnaires et ies politiciens, selon lequel generalement, les commescants exploitent. . . .

les paysans. Ce raisonnement est tout a fait contradictoire avec les realites du marche . |

cerealier du Senegal. Les reultats de cette etude sont aussi conﬁrmes par. !es travaux de-__-- RN b

i Martm (volx' CH_.SS(Martm) 1986).°

| ’i‘hus ﬂze mcmr&l and empirical evidence. does Gt support one of the ranenaies for the creamn "

of cereai banks. - demg margios are thin and there is little reason to believe that vﬂlage groups wouid
%e able to transfer grm over space more efﬂcxenﬁy than pnvaxe tra,dexs EE

¢ Ouedraogo and Ndﬂye, “Les Marges et Couts de Commercmhsmon des Cereaies dans ie Bassm St

| Amchldzer inla ?Qu;igge A'gg;smle 2 Senegaﬁ pp. 189-191.

a H}Mim; _p;zv;_. =




CEREAL BANK EXPERIENCE IN SPATIAL ARBITRAGE

© Most SenegaleseCBspurchase’graindirecﬂyinﬂleirvﬂlag&sandarenotiﬁvolﬁedintraﬁkferring_ |

grain between regions. CBs located in the highly grain deficit zones of Louga and St. Louis, however,
cannot buy sufficient grain locally" and are obliged to seek outside supplies. Two major options are open

to these banks : (1) purchase grain directly in a southern surplus zone and arrange for its tranSport oav.k_ . _' o

to the village, or (2} cobiract with private traders to deliver the desired quant:ty of gram

' “The first option has met with mixed results, The cereal bank of Medina Ndiatbe, for example,

sent representatives south to the region of Kaolack to purchase 17 tons of grain in 1989. The final cost- =
price of the operstion was 100 FCFA/kg., but at the same time traders were selling in Medina at 90 |

FCFA/kg. The operation resulted in losses. Other operations have been more successful; however, - !

frequently they have been subsidized by project personnel. This has been the case for many of the CBs ' .

of BIT/ACOPAM, which have received extensive assistance in traveling to surplus zomes o make

purchases According to the FAO/Gergely report, CBs that have tried to "avoid the middleman™ by S :
purchasing directly in surplus zones generally have not achieved lower cost-prices, "at least when the- e

~ project does not pick up the. transport charges."®

Marketsareverywellmegratedeenegal andtherelsnoreasontobehevethatCBs wtllbeable " e

0 carry out spanal arbltrage at lower margms than private traders.

‘I'HE TRANSFER OF CEREALS FROM ONE TIME PERIOD
- TO ANOTRER THROUGH STORAGE

The ew;dence m.dm that traders do not earn excessive profits through spanal arbltrage but ﬁ;e as

question remzins cpen as to whether they earn excessive profits through temporal arbitrage — buying RS
‘grain, storing it, and selling it }:2: at a higher price. The assumption made by most promoters ‘of cereal L e
‘banks it that profits to private storage are enormous. Serge Mihallov for example, writes in an PAO LT

, document on cereals banks in Senegal

A l’approche dela soudure les commercants reconstituent leurs stocks de Cefea}&e, qu 115 L
“yendent a2 d&s prix devenus 3 a 4 fois plus eleves qu ‘a la recolte. (Mihaﬂov 1987: 12)

Are such price swings and enormous profit opportunities possible" The structure of the cereals L
market suggests that they are very uniikely. There are virtually no skill or financial barziers to entry in

grain storage; for $20 you can buy a sack and store it in your home. If profits were as consmtemly mgh

-as suggested by Mihailov, private investment in storage would expand dramatically and seasonal price |

dlﬁ'erennals would be reduced. On theoretical g.munds Mihailov’s claim appears um;mmd and tmlxkeiy

An empmcal examination of the pnce data shows that Mihailov’s contention s pure exaggeration
‘In Dakar, which is well integrated with other major markets and where the longest price series is

-avaziable the price of mzl}.et in the lean season has never been tnple that of the haw&ct pnce In fact, ' e %

® FAO, 1990, p.ie of Senégal_section.




the average Eﬁmgry season price of millet is only 6% hlghet than the average post—harvest pnce. The data
are preeented in a table below

ANNEX'J.‘ABLElZ _
-RETAIL SOUNA MILLET PRICES IN DAKAR
Avarage pr;ce ' AMeraga price Percent

of millet in - of millet in difference
Oct, NOV, De‘c. . . Juﬁ, Julr Aug. ’

1974/75  39.0 rcra/xg 45.0 FCFA/kg. 15%
1975/76  45.0 _ 55.0 _ 22
1976/77 61.7 o . 56.7 . -8
1977/78  70.0 - - 64.3 o -8
1978/79 65.0 58.7 - =10
1879/8C 60.0 68.3 14
i980/81 80.0 = 68.3 . -15
1981782 72.7 _ 80.0 ' 10
1982/83 93.3 _ : 132.7 . 42
1983/84 150.0 j . 150.0 - 0
1984/85 140.0 ©170.0 , 21
1985/86 141.7 : 149.0 5
1986/87 133.3 .. 11s.0 o - =14
1987/88 95.3 94.3 -1
1988/89 95.0 - 125.0 ' 32
1989790 116.7 . 110.0 -9

Average 91.2 96.4 o 6%

Source: Direction de la Statistique, bakar®

_ Pnce series  for rural markets do not date as far back as those for Dakar, however, the data
gaﬁiered by the C.S.A. over the past three years provide no indication that rural prices make the
outrageous seasonal leaps snggested by Mihailov and other CB supporters. Data from max:imts in the
Louga, Podor and Tamba regions (the areas of hxghest cereal banks activity) are presented below x

1 The price data is ofﬁcxal  Although it may no: be highly accurate it probably is accurate enough : > i
u;dmnvﬁunllﬂmepnmeswumsan:mndl
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| . BNNEX TABLE 1.3 _
" SEASONAL PRIcE' MOVEMENTS IN RURAL MARKETS, 1987-1990

Average price . Average price Percent

- of millet in . of millet in difference
. Qct, Hov, Dec. o Jun, Jul, Aug.
LouGa: - I . -
1987/88  65.3 FCFA/kg 72.0 FCFA/kg = 1i0%
1988789 77.7 . 987.7 25
 1983/90  76.3 S 33.0 26
- sr.Lovs: - . - . |
. 1987/88 . 74.3 o . 85.0 14
- 1388/89 89.0 S 105.0° 18
1989/90 93.7 . o 102.3 o s
TAMBACOUNDA: SRR S o
1587/88 51.0 . 73.7 45
1988/89 57.3 5 83.3 . . 45

. 1989730 S9.3 . E 89.0 S 50

Source: C.S.A. ‘data bank,  rural markets caly

“These data indicate that the average soudure price of millet is 20% higher than the average post- _

harvest price in Louga, 47% in Tambacounda, and 14% in St. Louis. If one assumes 3.5 FCFA/kg
‘warehousing and handlmg costs for eight months, and 5% physical losses, the average annual retnm 10
- speculative storage is 13% in Louga, 6% in St Louis, and 49% in Tambacounda. - PR

~ Are these rates of return "excessive™? “ﬂns depends on the trader’s cost of capital. At bank rates
of 16 t0 24% APR, storage yields slightly negative returns in Louga and St. Louis, and positive ren:ms :
in Tambacounda. At informal sector interest rates of 39% APR (based on Gaye's 1989 study)”,

of return in Louga and St. Louis become highly negative while rates of return in Tambacounda remain . - B

posmve (10% annual return).

'I'hm moderate and frequemly negative eates of return go a long way to explammg why very few o

Senegalese wholesaless are interested in stocking for periods longer than one month, and most prefer .
quick turn-over cereals trade. In most cases storage is not profitable. ' .

: Whiie the issue of storage is under cousideration it is usefnl to make some remarks ab?out the .
costs of storage — mainly the cost of immobilizing capital (either the interest costs or the opportunity |
costs), warehousing costs, and physical losses. Warehousing costs are usually modest and physical losses = ;
are probably below five percent. The cost of capital, however, is high, and it is therefore the key -
explanatory variable in the storage calculation. This is demonstrated in an example provided by -, .

"% Gaye, Matar, “Le Credit Informel en Milies Rural Senegalais,” in La Politique Agricole ay




Quedraego and Ndoye mncernmg a cereais trader whu eﬁgaged in the storage of mﬂlet over su( months -
in 1987 ' _

ANNEX TABLE 1.4
AVERAGE COSTS FOR MILLET STORAGE

IN LOUGA FOR 120 DAYS IN RELATION TO INTEREST COSTS

at Bank at Irnformal .
Interest Interest
Rate: 15% Rate: 39%

_Gross Margin (FCFA/kg) 0 17.80 - 17.50

Handling (FCFA/kg) _ 0.95 '0.95
- Warehousing (FCFa/kg) : 1.52 1.52
. Capital Costs (FCFA/kg) . 6.13 15.95

Net Margin (FCFA/kg) - 8.%0 -0.92

Sourca: Ouedra.ogo and ﬁs&gye 1988 in La Politique Agn.cole au . Senaga.l
P 15%., ..

In this exampie (which assumes no physical losses), the storing trader covers his costs and makes -

a positive profit if ke is able to borrow from a bank at 15%. However, if the trader’s cost of capital is -
evaiuated at the average annual informal interest rate of 39%%, the storage investment involves losses. = -
According to an ISRA survey, only six percent of wholesaless and a negligible number of itinerant traders- : ,
ars able to borrow from banks, while a targe portion of itinerant traders and 22% of wholesalers must

- borrow on the informal market™®. The average informal rate thus provides a better estimate of the cost
of capital to grain traders. The scarcity of capital and its consequently high price makes storage a;

- relatively unattractive investment in mcst instances. Without access to cheap credit, storage is usually SN
not a good investment. _ TR

2 See Gaye 1989 for the esﬁmation of informal interest rates.

¥ Mark Newman, Alassane Sow, and Ousseynou Ndoye, Regulatory Uncertainty and Govemment
Objectives for the Organization ami Performance of Cereal Markets: the Case of Senegal,” ISRA, 1988
P 13. . _ . :
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CEREAL BANES EXPERIENCE WITH TEMPORAL ARBITRAGE

- The crucial role played by the cost of capital is evident in Senegal’s cereal bank expenence

Those CBs that have not received credit (or a revolving fund grant) have not invested in cellective grain SR
storage, (SODEVA and CRS CBs without iunds report zero or minimal activity), vhile those CBs that . .o

izavebeengmntedorloanedﬁmdsatlowrmhaveeugaged mcetealsstomge

; ‘How have CBs fared with their grain storage investments? Again the data are dlfﬁcnlt to come
by, but the answer appears to be mixed. Certain CBs have been able w o play the game successﬁllly and |

~ others have not. For two programs for which data are available — CWS, ard CRS — the average value
- of their CB’s assets have declined over time, (-24% and -7%), however it is not clear if these dechnes i

. are due to the low proiitability of temporal- arbmage or due to other factors.
"FORCED SALES"

Ancther common rationale for cereals banks is the belief that many farmers are forced mto sellmg ':i

their cereals at very low prices immediately after harvest to meet pressing ﬁnanctai needs and --: :

‘subsequently purchase cereals during the lean season at very h:gh prices.

_ The only conctete evidence from Senegal on thxs topic does not support the "forced sal&s thesns R
This evidence comes from research conducted by Goetz (1990} in the southeastern region, and it 1mp11es

- that "forced sales™ are very rare'. Of 150 households surveyed, only 15 both bought and sold coarse

- grains. Of these, six were purchasing at low prices after harvest and selling at higher prices in the lean

- season, and cnly five actually were following the traditional "forced sales” Dpattern. Goewz concludes that =~

"the hypothesis of "forced sales” after harvest and repurchases later on in the season at hxgher pnces .
generally does not hold for this sample.” (p.240). i

~According to research conducted by M.L. Bocoum in Senegal’s groundnut basm" eariy mxliet Lo
_sales are not necessarily "forced sales.” Bocoum observes that many producers who are not household o
- heads will sell their millet early to gain cash to invest in petty trade or animal fattening.” These producers =
* apparently feel that the rate of return on these activities is superior to that of grain storage'. | = = . -

b Step!:znGoetz Marki Refo

ML Bocoum, "Les polmqnes de developpement et les strategxes paysannes dans le vzeux basm'- o

| erachidier,” CIRAD, 1989.

% When an individual farmer or trader has limited capital resources, it may not make sense for tnm
to tie up his wealth in grain storage; he may want a certain amount of liquidity to improve his lot through '
- investment or consumptiion. Similarly, when a country has scarce capital resources, it does not make '

sense to tie them up in grain storage if more productive uses of that capital are avaﬂabie- When c.apltai Bt

xnarl:ets work correctly, they allocate capital t0 its most productive use.



ﬁmw.mgly, many Senegalese CBs have come to similar conclusions — they use theu‘ revolving fund'
- to finance trade in peanut seeds and imported rice, and in one village that we visited — ”Hae,rel.zu}—-_=
: theﬂnleﬁtﬁsﬁxmsoutmpaxyuadersaanmmeofm%everyﬂlreemanﬁxs) '

 FINANCIAL mOmAnm |

_ The viability of 2 CB depends uponitspmﬁtabilitj; it nust avoid taking losses if it is'to-maintaih. 8
its working capita! and continue operations. Profitability implies covering the costs of grain acquisition, -
transpostation; management, and the cost of capital (interest). -Questions have been raised in Senegal-

about the ability of CBs to cover these costs, particularly interest costs. The 1989 CSA report concludes SRS R
that cereal banks cannot be profitable if they must pay interest charges on their ioans, despite the soft = |

terms of these loans. In Louga, for example, a CB which purchases grain at 80 FCFA/kg and resells
it at 90 FCFA/kg cannot even cover an annual interest charge of 15%, let alone cover the costs of

amortizing the injtial acqmsmon loan, warehouse, handling, and any physical losses. The FAOIGerceiy -

and C.5.A. reports Ciscuss the problem of profitability and the frequent need for CBs to be cross-
subsidized from other communny proiects. _ _

: Can CBs be profitable? This depends on the mark-up between purchase and sales pnc&e Fdr-
exampie, if a CB purchases 10 tons of millet at 70 FCPAfkg and stores it for 7 monﬂas before seiimg,
it is liable to incur the followmg costs: _ .

-acgquisition: 700,000 FCFA

~handling: 7,500
=empty bags: - 30,000
-management: o 60,000
-warehouse ) .
{amortization) ' 50,000

~cogt of capital
15.5% (8 months + fee) 97,500 FCFA

Total ¢ 945,000

To cover ns costs, this CB will have to sell at 95 FCFA/kg (assum.:ng no storage losses). Th:s o

implies a 25 FCFA mark-up or 36%. Most functioning CBs in Senegal do not mark-up this much
(10 FCFA is more typical), and thus probably do not fully cover their costs. Because the warehouse and

. revolving fund are frequently gifted by a donor, the CB tends to ignore amortization and capital costs, = ‘

Management costs are also ignored when services are voluntary, and the costs mcurred by the donor in
. monitoring and training are not taken into account”. - :

- HaCBsoldits gram at market prices could it fully cover its costs? This depends on the size of
the seasonal gra:n pnce increase and the ability of the CB to time i3 purchasing and sal&s opportuneiy

“Momtonngcostsareesnmatedatm;aetCBpermonmmaprehmmaryverswnofamanualon s

CBs called "Manuel sur l’mplantanon, le fonctionnement, et le suivi d’une BC, le cas de la _'
SODEVA/ACOPAM dans la region de Louga,” Dakar, July, 1990.




| mmmlmmmcedampm:edwimmmemexforuuga, St.Louis, aﬁdTambaeoundaregions

(three areas of high cereal bank concentration) indicate that seasonal pr:ce increases frequently are not S

| ;hlghenoughmallawaCBmcoventscosts

CREDIT

Several cereal bank programs have avoided the issue of credit by simply granting the ipitial =~ @ -
revolving fund to the CB. Other programs provide credit directly to their CBs, but this poses problems |~ =
of sustainability because the donor agency is forced into the role of banker. Recently, a limited number -
‘of experiments with formal bank credit have taken place. Over the past two years, six CBs in the
Tambacoundz region have arranged for small loans from an agricultural development bank (CNCAS)to | -

mmvest in their cereal bank activities, (interest 15.5%). The repayment rate was good, and CNCA is

lending to an additional 18 CBs this year in the Louga region. The joint government-donor Counterpart
Fund:sexplonngﬂ:endmofencouragmgsuchloans mtheﬁxmremmughaguaranteemechamsm SR B

Whﬂe this development is mter&sung, there are reasons to be cautious about possnbllm&c for the FRIRRR T
future. The fivst is that seasonal price increases will not always be large enough to cover interest costs; : - e
- which will make repayment difficult. The second is that Senegaiese farmers have defaulted massweiy I
on agﬂwltm'al credit programs in the past and this has affected their attitude to repaying loams. |
According to a survey conducted in south-east Senegal, a full 23% of household heads sampled believe |

- farmers do not have a moral obhganon to repay femhzer credlt in the event of crop failure.’®-

' Goetz, 1990, p.185.
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ANNEX 1b

_SENEGAL - NOTES ON THE NATIONAL FOOD SECURITY ST OCK

Unlike its Sahelian neighbors, Senegal s national food security stock is not held in local cereals o

‘nor is it subject to annual technica® rotations by thirds. Imstead, thie security stock consists of a 60,000 -
- ton inventory of broken rice managed by the Price Equalization and Stabilization Fund (CPSP) — the

government agency responsible for all broken rice imports. This security stock is not a separate entity
per se, but rather a government requirement that the CSPC maintain at least 60,000 tons in inventory :
while it carries out its regular function of i :mpomng and distributing rice throughout Senegal.  The idea -

- s to have at least two months of average national rice consumption available in the country at all times,

to avoid supply ruptures in case of delays in rice shipments. Thus Senegal’s food security stock has less '

t6 do with providing emergency relief during a famine situation than it has to do with assurmg a rehable R
- flow of imported rice to consumers in urban areas where most rice is consumed . _ AR

In reality, the size of the security stock varies between 35 000 and 30,000 tons (41, 000 tonsin - K
October 1990)*. Recently the GOS decided to increase the size of the mventory requirement to 70 000'_'
tons s account for increases in national population and tendencies to consume rice.

_ Qnmons vary on the appropriateness of the CPSP security stock. Some feel that a 60,000 tfon- B
working inventory is a reasonable requlrement given the size of CPSP’s import and sales operations —

‘over 400,000 toos in 1990. They cite a case in 1986 when a mid-sea shipping accident caused a delivery

delay which necessitated drawing down the security reserve to limit regional supply ruptures..

Others feel that the size of the stock is exaggc-:rated given the speed with which' rice can be .
izaported into Dakar’s excellent port, and given the high cost of maintaining such high inventory levels.
According to CPSP officials, the security stock requirement involves the immobilization of approximately -

20 million dollars in inventory, plus increased warehousing and management costs for the agency. High - e

inventory levels are also iakely to increase physical losses and complicate management 5 control_‘ N
responsibilities. '

. The CSPC is not responsnble for emergency relief operamns Thls is the domain of the Food :

Security Commission (CSA), which up until now has not managed a separate food security stock (it has

managed a "stabilization stock” of loga: cereals, but this activity has been minimal over the past four

. years). In theory, the CSA can buy rice from the CEPC’s security inveatory 10 distribute in reSponae- :

to regional food emergencles Tn pracuce this has proved clumsy and has rarety happened. -

The Food Security Commission is a descendent of Senegai s national cereals OfﬁC&B (ONCAD_ 3
and the CAA) which operated in the local cereals markets in the 1970s and early 1980s. These -
interventions were costly, ill-managed and generaliv sonsidered fattures. ONCAD was abolished i in 1980,
the CAA was renamed CSA in 1984. Coarse cereals markets were liberalized in 1986. Since that time,
CSA’s interventions in local cereal markets have been relatively small, and their objectives have not -

1Al figures were provided by CPSP.
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always been clear, (stabiiization having been impiicitly abandoned). CSA has instead concentrated on =

(1) managing a market price information system, (2) handling some non-emergency food 2id, and (3) |
distributing emergency food aid (altbough this has been insignificant for the past six years). E "

There has also been talk about CSA creating a nationai sec:mty stock in local cereals. CSA;S_ an

first attempt to establish such a stock involved a request for donor funding (in counterpart) for the . =
purchase of 25,000 tons of lccal cereals (mostly millet) . This request was denied because of unclearness '~
~ of the stock’s purpose and doubts about CSA’s ability to inanage efficiently sach a stock. The request . -~
has since been ravised to 7,500 tons; however, ambiguity still exists sbout the stock’s purpﬁse and

' management proceaures

General ambiguity about the respective roles of the CSA and the CPSP in the 'gdvemméﬁ.t s grain R

. storage policies prompted USAID to ask the GOS w© establish a document defining iis policy in 1990

“(PLA80 agreement March 199%5). This document has not yet been produced and a certain amount of B
confusion still reigns vis a vis the two agencies’ roles. It appears that the GOS is considering leaving -

security stock and non-emergency food aid management in the hands of the CSPC and limiting the CsA -

- o simply managing emergency food distributions. Roles are likely to be beiter deﬁned once ongomw G

' .negot:atxons on structural adjustment in agriculture are compieted
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ANNEX 2a

' BURKINA FASO — NOTES ON CEREAL BANKS
AND PRIVATE GRA]_N MARKETING

Burkma Faso is the mother country of cereal banks, and as a result its experience has been the S

most extensively researched. Early studies were produced by Dolidon (1980), Satana (1981), and Kat
(1983).! Ledoux promded a global description and census of Burkina’s CBs in 1986, and a doctoral =

thesis on the topic in 1989. The FEER (the government’s rural water and development agency) produced: -~ _
anupdatedcensusm 1989, and Guillermain wrote a very useful piece for the FAQ in 1990. The . - | =

Guillermain piece provides a solid description and analysis of Burkina’s cereal bank programs; it should

be referred to by those needing more detail. All of the literature comes to similar, somewhat standard, - e

conclasions and recommendations — Cbs offer numerous advantages to villagers, but they need further-" o
streng&xemng through closer momtonng and ‘management trmmng ' .

’!he purpose of thm notes is not to repeat the information available through the ab0ve L

doctan ents; instead, it is to lay out briefly @ few of the basic facts on Burkina’s Cbs, then to discuss a e i

- few related issues that merit further attention, notably, the wabllxty of Cbs and the economic relationshxp-- !
"bmeenCBsandpnvategrammarkets '

: Appfonmately 1500 cereal banks have been established in Burk:ma Faso over the past 16 years g e
- About half were set up by non-governmental organizations (NGOs) and half were organized through =~ | .
- government development projects. CBs are distributed geographlcally over most of the country, and are - R e

present in approxnnately 20% of all Burkmabe villages.?

o Ailieferencembefound mAnnex Ze: BurkmaFasoBibllography
z Repubhqae de &zrkma Faso/CILSS, Plan

,V013 1990, p 173




ANNEX TABLE 2.1

. CEREAL HANKS IN BURKINA FASO

# of CBs . Government development # of CBs

" NBGOs = astablished prcjects _ established = -
six s ' 168 FEER/ILO/WEP {ACOPAM) : : - 219
FEME . 113 ' Dev. Ag. de la Volta-Noire : 160
ADRK . 87 Dev. Ag. des Hauts-Bassins o 93 -

- FONBQES 76 Proj. Vivrier OQuest Volta : 7€

© ARDTOM 87 Dev. Region de 1'Est ' 53
PPIK 54 ' FAOQ/Italy : . - 52
" CDRY 36 Dav. Ag. Ouest-Volta - 38
oGvo 30 _ Swiss (Houet} - . R o 32
OXFAM _ is d’Execution de Dev. Integre o8
AFDI - =~ 17 : Amenagements Vallees d. Vbltas - 10
ACDI 8 . Other _ o B-N
AFRICARE 7 - : - .
¥oe 7 Total - ' . .. 156
-AMURT ] ' - R
BEURO=-ACTION 6
LVIA _ 5
SNV 4
Other 2
Total 734 .

source: ?EER,-IBSS,Ithxentai:e des Banques de Cereales au Burkina”Fan;#

NGO CEREAL BANKS

The first cereal bm?,. was created in Burkina Faso in 1974 by a local NGO caﬂed FOVODES
(Voltaic Foundation for {evelopment and Solidarity). By 1980, 150 CBs had been established, 80% of |
them by local and international NGOs. During the 1980s, NGOs continued to establish CBs, but |-

govenmment regmnal development ymjects also became mvolved acd the NGO share ot all CBs fell to
bdow half. .

L 'Each NGO employs a shghtiy different system of organizing its cerea! banks and pro\ndmg
- follow-up services. Some NGOs provide the initial revolving fund as 2 gift to the village: group, either |
in cash or in cereals. 'Ihlsamoummrangefrom 100,000 to 3,000,000 FCFA ($4000to $126000m
1990 $US). Others provide the revolving fund as a Ioan which must be repaid over 3 to 5 years. Almost
all NGOs assist each village group to construct a village warehouse by providing cement, roaﬁng, and
- other building materials. Management advice and training are pmvnded either directly by NGO agents
or by enconragmg the involvement of government aguculwral extension agents who are based in the area.
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CEREAL BANKS ESTABLISHED BY GOVERNMENT DEVELOPMENT PROJECTS

- Government development projects began to adopt the cereal bank idea in the early 1980s. The
regional offices of the Ministry of Agriculture acted as the executing agencies for several cereal bank
program. Tbese regional offices, originally called ORDs (Regional Development Offices) and now
known as CRPAs (Regional Centers for Agro—pastnral Promonon) contmue to play a key role in

nnpiementmg Burkina’s cexwl bank programs.

" The national rural development agency currently known as FEER (Fonds de i’Eau" o de
I"’Equipement Rural), which is part of the Ministry of Water Supply, overseas the largest cereal bank

program. Since 1979 FEER ias organized the estzblishment of 219 CBs in seven CRPA zones, using .
a variety of financing sources (PNUD, World Bank, ILO, WFP). FEER does not have field agents of - -
its own; it relies on CRPA agents for CB implementation and supervision. Since 1985, an ILO/WFP

- project (BIT/ACOPAM) has provnded technical assistance to the FEER and CRPAs t0 unprove the:r o

cereal bank programs.

Several regxonal development projects have also worked through the CRPAs to meleme:iﬁ cereal

bank programs. These have included a World Bank-funded project in the Biack'Volta region, an

Italian/FAO project in the Center-East region, and a USAID-funded project in the Eastern CRPA. These .'
have all been "irz:grated” projects with cereal banks being oniy one of many components (animal

traction, fertilizers, seeds, etc.). They have emphasized the construction of village cereal warehouses and
work. -

o CB i Cereal Defici Areas

The goals and operatmg procedures for cereal banks in chronically gram deficit areas differ from . S

 those in tradmonally surplus-producing zones.

In chromcal_y deficit areas such as the Sahel, Yatenga, and North-Center zones, cereal banks are
primarily concerned with securing grain supplies for vill. 2 consnmers during the hungry season. These _
CBs usually purchase only a small percentage of the’. grain needs in the immediate vicinity of their =~ =
villages. Most of their cereals must be brought in from surplus areas of the country. CBs employ four' SRR

methods to import th&ce cereals:

- i. . The sponsoring agency arranges for the purchase and delivery of the cereals
govemmem Cereals Office (most UBs in the Sahei CRPA employ this method);

_ -purchase £rain and arrange for its return transport;

iv. TheCB contracts with a private trader to purchas., and dsliver the neaded cereais

have often failed to provnde the financial system (revolving fund) necessary to make theu' cereal banks .

_ ii. The CB management committee orgamzes-purchase and delivery through OFNACER ——the -

iii. The CB management committee sends two or three of tbelr agents toa surplus area 1o -
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The first method has been used primarily by the NGOs Six "S" and UGVO. These organization

have managed centralized operations which stockpile cereals in a central location ﬂlen'dism'buté-them to:

individual cereal banks to be sold. The Cbs act as retail outlets, returning sales revenues to the center, '
apd keeping a small margin for their effort. Frequently these operations involve selling cereals below
full cost — an NGO effort to subsidize poor rural consumers. _ o '

- The second method highlights the close ties between many CBs and the state cereal office.
Because of its pan-territorial pricing policy, OFNACER frequently sells grain at below-market prices in -
deficit zomes. Cereal Banks are often given priority access to this subsidized grain, which frequently is
transported for free to the CB’s viliage. Some CBs purchase this grain using their revolving funds, while '
others receive the grain on credit. Cereal Banks which receive subsidized grain don’t have much trouble '

selling it at a profit. Through this process, CBs play a positive role in bringing subsidized grain outof = |
the cities and to the rural poor. On the other hand, the presence of subsidized grain in rural villages is ¢ -

likely to discourage traders from building commercial grain links to these villages, which may be .

damaging to long run development. And the availability of subsidies depends on continued external aid, o

. given the limited budgetary capacity to subsidize out of domestic revenues. _ L
The third method directly implicates the CB in spatial arbitrage. Typically, the management -

committee confides the CB’s funds to two members to travel to a surplus area to purchase cereals. After -
753t two weeks of purchasing, they arrange for a commercial truck to transport § to 20 tons of cereals o

back to the village. The costs of the operation (grain, transport, handling, per diems, etc.) determines - -
whether the final cost-price is competitive in the home village. The success record is mixed. - e
In some cases, the final cost-price is equal or above the price offered by private traders. This @
occurs when the purchasing team does not buy at the lowest available price or is unsuccessful in -
. negotiating the cheapest availabie transport. Occasionally, local administrative barriers prevent CBs from = -
trausporting grain over provincial boundaries, and occasional cases are reported where the CB’s ' -
designated purchasing agent embezzled the money confided to him. o ISR &

In many cases, particularly in the Yatenga, the final cost-price obtained through thesézepérat'ions

is below that which is available through commercial traders. Some CBs make several trips a year to | _: :
supply and re-supply their warehouses. It is difficult to determine if this success in obtaining grain at .
a lower fipal cost is attributable to large trader profit margins on a less-than-competitive trading route,

or to the large amount of volustary labor put in by CB members during the operations. In some cases, -
the cereal banks” competitive advantage is derived by using subsidized transport provided by the CRPA .

or the Worid Food Program. In other cases, a CRPA-arranged "laissez-passer” allows CBs to transport. B

 cereals with less administrative hassles than private traders.

The fourth method for CBs to obtain outside supplies is to contract through private traders. This
method is common in both the Yatenga and Center-North CRPA zones. In Yatenga, the CRPA agent -
facilitates contacts between CBs and those traders capable of importing cereals from surplus zones. One -
private trader in Ouzhigouya reports fulfilling over 30 contracts with CBs in 1990. Some cereal banks

which contract for deliveries are averse to the risks of making a supply trip themselves. Others who have . - &
made direct supply trips in the past have turned to private contracting either because they are no longer :

interested in putting out the effort a direct mission involves, or because they feel that the final cost-price
‘of 2 mission is likely to equal that offered by the private trader, ' ' PR




- Once a cereal bank in a deficit area obtains its grain supply, it acts esseatially as a retail grain
dealer. It can either decide to store the grain for several months, or to begin sales immediately. In -
villages which have alternative grain suppliers (private petty traders), the CB and these traders are in
competition. Consumers benefit from the CB when its prices are below those available through private
channels. Jan Kat (1983) and the FAQ (1990) estimate the price difference to average around 15%, but
- according to CRPA officials, the differeace may be less. In villages which are irregularly supplied by -

pmmgramdwlm,themrmpommadvmgeofthewxsmeabﬂ:tyto bnygramdxrectiy mthe -

vﬂlagewﬁhoutwalhngtoothe:mkets

CBsinCerea!Sm'plmArens

Although most of Burkira’s CBs are in cereal deficit areas, several hundred have also been -
aﬁabﬁshedinmtmaﬂysurplus-producingmgionsofthe country, mostly by regional development

projects. The purpose of these banks is two-fold: to provide a profitable outlet for local production, and -
toma:mamekmthevillagewhxchmbesolddmgﬂ:ehungryswsonmtbosefamﬂmwhoumst 3

pnrd:asegxam.

_ mﬁmmmm:ﬂmsmﬁmmﬂsmfamdverypmﬂy Ofasampieof
seven cereal banks in surplus areas of the Eastern zone visied by this mission, ail seven had lost their
revolving fands and were out of operation. Of a sample of five cereal banks visited by the mission in
surplus areas of the Mouhoun zone, three had lost their revolving funds and two had never received funds -
in the first place. Of the 53 cereal baunks established by the FAO/Italy project in Center-East zone, four-
ﬁﬁhsare@omdmbeou:ofopermn.CRPAagemsmtheHmns—-Bassmsarmreportﬂmnoneofthe'
93 cereal banks established in their zone maintain any level of activity.

_ Mare.anumberof explanaﬁnns for these failuzes. _Accorﬂh)gto CRPA agents, villagersin
surplus zones are nwch less receptive to the cereal banks idea than are those in deficit zones. After the
cereal harvest, they are interested in selling their grain to the highest bidder. In productive villages the
- cereal bank is in direct competition with numerous village collectors who alsc purchase cerzals, usually
acting as agents for other traders’. CBsmonlyobmnmmlsnftheyofferhxghetpnc&nhanthe '
private collectors. However, when they do pay higher prices it becomes difficult for them to sell their
stocks at 2 competitive price and still cover their costs. When they stock the cereals until the hungry -
season, waiting for a price r.se, they frequently face insufficient demand for the cereals; stocks are not
- sold, and the cereals begin to deteriorate physically. Occasionally, the World Food Program or
OFNACER will bail these CBs out by purchasing their ynwanted stocks. Occasionally, the de:enoratmg ’
smbmdwmmadnwvmagm,whooﬁmwarepayﬂmeloms

3 ‘According to research conducted by the University of Michigan, grain markets work pamcuiaﬂy
well in surplus regions. Producers have a variety of sales outlets and competition is intense. (Center for
Research oa Economic Devdopmem, “The Dynaraics of Grain Marketing in Burkina Faso,” Vol I, P
193).
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Viabilit

The long-term viability of Burkina’s cereal banks is uncertain. The 1990 FAO report estimates
that only half of the country’s CBs are currently operational. We estimate that 37% are operational and
63% maintain 3 zere or minimal level of activity. Over 900 of Burkina’s 1500 CBs can be considered
failures.

mrmmdmmbymmgnmmsmlmCBpmgm bothN‘GOand
vernmeatal * The ten lacgest programs are officially censused as having created 1096 Cereal banks,
&Mmdmgmmﬁddmmmmmﬂym or 37%, are operational, and 694, or

67%, are defunct. Bynmlnpiymgﬂm&%faﬂnremebymenumberofmscrwedmmm o

{1,490), wemﬁmtabont%9€33mmlongetﬁmcuoml.

- Dolidon remarked in his ImrepoanONODES'stanksﬁxatCBstendmgndwly
reduce their level of activity over a number of years, and may eveatually cease functioning altogether.

In 1990, FONODES agents report that six out of seven of their CBs are "dead,” which re-affirms, toa

certain degree, Dolidon’s observation. MostCBsﬁiIbecaweofmsmamgemem, mn-repaymenwfgram
loans to the CB, and embezzlements by committee members.

Amongst those who promote CBs in Burkinz Faso, mmmmhem"wm

time is the true test of a cereal bank’s viability. The first few years of a CB’s operations typically occur :

under intensive outside supervision and are relatively easy, but later years, when outside assistance is

- minimal, management problems become more severe. Therefore, the best test of the viability of CBs is =
prabablymtanexammonofﬁemmlmofanms butanexammanonefthesurvwalratesof o

mc&mmmmmmmm

mm-avaﬂabﬂnyofmmaldatamadeit-hnpossihlemmryomacﬁmplae'examinéﬁonef'

this type while we were in Burkina Faso. We were, however, able to gather data on a non-random =

sample of pre-1985 cereal banks in the areas of Burkina that we visited. Of 18 pre-1985 FEER CBs in
the Yatenga, credit and embezzlement problems had caused six to stop activities or to reduce them to a
negligible level. Of five pre-1985 OXFAM CBs in the Yatenga, two were in similarly bad situations.
In the Eastern zone, seven out of eight of the pre-1985 CBs that we visited were no-longer operational.

In the Kaya region, eight of 16 FEME pre-1985 CBs were reportedly defunct, as was one of three older
FEER CBs. Seven of seven pre-1985 CBs visited in the Mouhoun area were defunct, and FONODES

zeports that 60 of their 70 pre-1985 CBs are effectively “dead” instimutions. Overall, 72% of the pre-1985

* Of the FEER’s 219 CBs, 160 are reported 1o be operational (FAQ 1990). OftbelﬁSCBshsted
for Six S, 90% appear to be functioning. Of PDAVN’s 160 CBs, only 38 received revolving funds, none .
" repaid the loans, some funds were allegedly stolen by CRPA agents, and perhaps eight CBs are still
functioning. Of 113 FEME banks, two-thirds appear closed (extrapolating from Kaya region). CRPA
ageats report that none of the 93 CBs in the Hautes-Bassins development project maintain any activity,
Of 87 ADRK CBs, only 15% are reported o have operated between 1986 and 1989. Six out of seven
of FONADES"s CBs are reportedly defunct. Of the 76 West Volta CBs, only 42 received funds, 20 of
whxchneverboughsm!swxﬂzﬂ:emueyandzzwhmi:ﬁmmnedforoneortwosmonsbefme
‘ceasing activity — perhaps 8 maintain a minimal activity level. According to PPIK field agents, very few .
of their CBs are still operational. In the Eastern Development project, between zero and fifieen of the
52 listed CBs are reported to maintain activity.
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CBsﬁ}rwmd;wem&leto gather somewhat reliable data appear to be defunct. Wsthontdomgtoo'
m&:ﬁwedaaﬁeymmygzvememswnmaamgepememgeof@s arenotsustamable

_Mndsmpwt&m

Moapromef@smmmgnmmmﬁnylsasenouspmblem The :
solation they propose most frequently is "more monitoring and support services,” (suivi). Many agents
- 2Cr0ss many programs repeat a similar sentiment — the provision of 2 warehouse and revolving fund is
insufficient to create a viable CB; several years of monitoring and support services are mecessary for

success. Fﬁdagmmmke&eqummﬂmmchmbmkmpmwdemkmngand-'-  |

'_ orgamzational advice to the meznagement committee,

‘The problem witn this solution, however, is its cost. 'IheCRPAofmeNorﬂx&stimtesthemsts
associated with these visits to be over 134,000 FCFA per CB per year, not including salaries and fuel
If fuel costs are included, the cost per CB per year increases to over $1,600. Expense estimates for the
ILO/WFP program are between $1,000 and 54,000 per year per bank, dependmgonwhethetcostsof
liceracy training and expatriate staff salaries are included.®

Th&mnﬁmmgandmponmshouldbewaghedagmstthebeneﬁmoﬁemd bythe

- cereal bank.  If 3 CB is located in 2 village where there are other sellers of cereals, the advantage of the .

CB is its lower prices. If, for example, the CB selis 100 sacs a year at 15% below market price, it saves
village consumers only about $500 per year — at 2 cost to the monitoring agency of at least $1,000, and
 probably more. Andth:sudnd&sdwrwmofassocxatedvo!umlabmandthewarehousemd
inirial capital subsidies.

Wbﬂemmdommybewmmgmmpponm&mﬂmﬁngmmfotwaﬂym in
the bope that some of their CBs will eventually become viable op their own, it makes less sense for a

- local government o invest its own scarce funds in such 2 low return investment — especially when

private traders are capable of effectively offering marketing services that do not require government

Cereal Banks and Credit _
MMQfBMhMFaso s cereal bank programs provide a cash or m—kmdgranttothelr
C&,mmonasymofsmonﬂorwmmmﬁ-Sym)ctedns _

Sommmm&wmaﬁmmmmkemmmmﬂny Thus'
FEME, for example, provides 600,000 FCFA five-vear loans to its CBs. Bmseofpmrmnagemem
and the absence of penalties, repayment is very weak.

’CRPAanord,Oaahzgmya, 'Dmmmmumﬁﬁemmdesummecomm:qn&s
financees par le FEER," June 1990 mimeograph.

© Based on interviews with project personnel.
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The largest credit program is associated with the FEER/ACOPAM project. Initially 3-yearioans -
of 660,000 FCFA were accorded; however, most CBs were not profitable enough to retain any working
capital after meeting their loan payments. In response, the loan amount was raised to over a million
FCFA and the repayment period spread over 5 years. Again, repayment obligations greatly reduced CBs -
working capital. In 1985 it was decided to grant 10 o 15 tons of cereal to each FEER CB in order to
lighten the debt burden. Curremtly FEER CBs receive the cereal grant plus a loan of 550,000 FCFA

payable over five years at an imerest rate of 8.5%. The recovery rate has hovered around 75%, -

indicating that the credit scheme is far from self-financing.

The ADRK program provided seasonal credit at 1% per month which becomes 2% per month
if loan repayment is late. According to field agents, these interest rates are considered high by the -

‘villagers, and over the past two years most CBs have refrained from borrowing, fearing that seasonal = .

increases in grain prices would be inadequate to cover interest costs.

The large regional development projects generally have been notably unsuccessful in admmxstetmg o

ceseal bank credit. Under the PDAVN project in the Mouhoua, for example, five-year loans of 500,000 -

were arranged through the national agricultural bank for 38 CBs. In the end, administration was poor . .
and almost nothing was recovered. CRPA agents, who were responsible for ccllecting the loan payments = -
from villagers, were accused of embezzlement and one was reportedly jailed. ? '

Cereal Banks and Private Traders

Cereal banks and private cereals traders are in the same business — buying, storing, anid selling

foodgrains. As discussed in the text, the rationale for CBs and the impetus for their creation is general
dissatisfaction with the way private grain markets function. Since CBs surfaced in Burkina Faso 1S years

ago, their promoters have vilified private cereals traders as "speculators” and "maggots” who should be
avoided by marketing through cereal banks.” L

Ashasbeenarguedﬁrliar,mcaxefunyexéanedmchongminmarkeﬁngdmnoésn@poﬂ
the view that cereals markets are noncompetitive, inefficient, and unfair in their operation.  Profits

‘generally are not unduly large, because competition between traders drives them down to levels close to

the oppormunity cost of labor/management involved. Policies that encourage villagers to avoid private
traders and to depend on cereal banks may harm long-term’ins;imﬁonaldeveiopmenthecauseCBsrequirje _
outside subsidization and are, all too often, nonviable, fragile institutions. : .
Temporal Arbitrage

Private merchants in Burkina, pechaps more even than in other Sahelian countries, are frequently

- accused of buying grain at very low prices immediately after harvest, storing it until the lean season, then

* For example, FOVODES announced at the round table on cereal banks i 1983 that one of CBs’
central goals is "t avoid the vicious circle of private cereals traders.” (Final Report, p. 20).
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sellmg it at double or tnple the original price to reap Iarge profits.® Does this accusanon reﬂect reahty |
in Burkina? . _ : . s

'Probably not. Aocordmg toa study on grain marketirg corducted by the Umversrty of chhlgan
in 1983-85, seasonal price fluctuations are generally consistent with storage costs, mcludmg the cost of
mp:txl The report concludes that: L

Althoughmeabsolntemagnnudeofﬁaepnceﬂumanonlsmgh ﬂ:epercentchangemgrmn
'prmseemswnhmﬂaerangeofﬂlemmatedcostofmrageformostmarkets The storage
function does not seem to yield excess profits. This conclusion from the quantitative data is -
fnrﬂzersupponedhymeﬁctthattradersseemedmhemostconcemedwnhqmcktum-overand
-notwnhm—smsonalsmrage

. The analys:s of price data for white sorghum in Cuagadougou, Samnmenga, and Po, pr&sented B
earlier, reaffirms the Umversxty of Mich;gzn s conclusion: on average, returns to storage are not very
:mpmssxve -

Asnrveyofﬁeetulstradersmmagadougoucomsswnedforthepmentsmdyalsore-afﬁrms e

the Michigan observation that traders prefer quick turn-over trade to inter-seasonal storage. Noneofthe L
34 waders interviewed claimed to participate in inter-seasonal storage. . :

Promoters of cereal banks in Burkina Faso frequently discuss the positive role that tha;e
mmmmphyxnmmfmggrmﬁvmwrplusmdeﬁcﬁmns At least two international
agencies — the International Labor Bureauw/ACOPAM and Afrique Verte — are involved in planning
long-distance trade between Burkinabe cereal banks, and the official "PlanCerwherduBurkmaPaso :
makespmvzsmnsfmmmgmgtmdebetweenmlwmanddeﬁcn-arm@s : o

: Isthm:apmblemmﬁnhewaythatpnvatetradersa:eakudycarrymgouﬂong—dmncecereals o
transfers that justifies the intervention of cereal banks in this domain? CanCBsbeexpectedtocarryout o
spatial arbitrage more effectively than private traders? '

Theapparaaasmmp&onofthosewhomrage@sm engagemspaualarbltragelstharpnvate- '
traders regularly gain excess proﬁts when they transfer cereals between zomes; by avoiding the
middiemen, CBs can get better prices. Or these betzer pm:es can be obtained by substituting volunteer.
hbmﬁarthamfm&m :

*Ia its position paper at the 1983 rwm!c,omCBpM(ADRK)wnmmatoneefcerﬁl N
'banksobjecm&s:store@eezhepmeofw&ls "which double or even triple in the lean season because
of traders” speculation. ®

*Ceater for Research on Economic Development, University ofMichsgan, *The Dynamics ofGra:n g
- Marketing in Burkina Faso,” Vol. I, p. 134 :
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The_ empirical evidence does rot tend to support the assumption of persistent excess pfoﬁis.
- Research on market integration conducted by the University of Michigan in the early 1980s showed that -

- prices between regions in Burkina generally are highly correlated, indicating that price signals are serving © -
~ to direct grain transfers from surplus to deficit zones. Returns to trade vary widely, and high profits in -

some months are oifset by losses in others.® Along the major trading axes, intense competxuon keeps )
- profit margins low. : . a

' Low profit margins are t be expected for analytical reasons as well. If margins were regularty s
high, newcomers would be attracted into grain marketing and this would help compete away any excess

profits. There are no significant barriers to entry into the grain trade in Burkina, and therefore, there i
is no reason to expect that high profits could be sustainable.! _

This is not to say that high profits do not appear temporarily along certain tradingroutiss, durmg

certain times of the year. Undoubtedly this occurs. But this does not mean that CBs should become .

involved in spatial arbitrage along these routes; if they do, they will face the same costs as traderr. (unless
- they are subsidized) and the same risks (temporary profits may become temporary losses). Other ways

10 encourage competition along such routes may be more institutionally sustainable than cereal banks, - - "

such as improving infrastructure or removing administrative hindrances to increased private trading =
fvit . - : : B L

®C.R.E.D., p. 129.

" of Jonathan Haughton. “Cereals Policy Reform in the Saksl — Burkina Faso,” Eiliot Berg
- Associates, 1985, p. 30. '
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ANNEX 2b

- BURKINA FASO — NOTES ON THE NATIONAL GRAIN OFFICE
| ' AND THE NATIONAL SECURITY STOCK -

In 1971 the government of Upper Volta (Burkinz Faso) established its national grain ofﬁce ~ -
OFNACER (Oiﬁce Nauonal des Cereales). The office’s mandate was threefold e

4 To stabihze rmra-amal grain prices by buying in surplus areas and sellxng in deficit. arms '

e Tosmothm-amalpmeﬂmm:msbypurchw gmgoodywsandsellmgmdeﬁcxt. 8
ym, _ o

. Tombhshananergencygrmszockanddmibnnonsystem

: InnsadyymOFNACERsmmfunmonwaswdmﬂmtefoodmd. Oneefmmajor
- responsibilities is still the programming and sale of food aid, bmtheofﬁcea!sooperatesalarge-_
- “stabilization stock” afloczl!yprodncedweak(mﬂlet,sorghum,mmze} ' ‘

- Until very recently, OFNACER opemed as follows: Im buying camp..lgu for the stabnhzanon
stock opened after the annual harvest, once the government established official prices. OFNACER
bmgh;msﬁemdmwbmmemarmpncemlomm&eoﬁimlpme and it stored or
mmonedﬁ:emforsmmge Later in the year, msoidmcxnasanddeﬁc:tamsatgovecnmem-set_
sales prices.® Typmny,prodmpmwmsammemedmm-hmestpmod and consumer

prices in March, Pnceswerepan-wmtonalandpan-seasonai Legally,ofﬁcxalpncesalsoapplvto_ _ :

pnmamsale&,

Al this e:adiﬁw;ai'systmhasevolvad in recent years. Even though!ibetahzatxonhas iagged e
bm other countries in the region, buymg pohczes, official price policies, and activities of OFNACER :
are bemg reconsidered. : :

BecmeOFNACERhadmbuyandsdiiocalcetwsatoﬂicmlpnm,theofﬁcacouldmmovw
&W@mgmmmgmguhﬁymlargedeﬁm {In 1990, the financial director estimated
losses of 10 0 15 FCFA for each kilogram of coarse grain handled). These deficiis are covered by donor
counterpar: funds and by revenues earned selling food aid.  Whea OFNACER’s official purchase price
is above the market price, it effectively subsic’zes the traders, farmers, and village groups who are able
to sell to the office. WhmOFNACERsoﬁimalsaiﬁpnoetsbeiowthemketpnm,mosehuyerswhc '
' have&eb&m(govemmmt:workess,mﬂm mbanwnsumers)aresubsndlzed ' _

2C R.E.D., p. 54-55.
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ANNEX TABLE 2.2

OFHACER TOTAL STOCK MANBGEHENT IX THE 19&05
: {in thousand tons)

81/82 82/83 83/84 84/85 85/86 86/87 37133 33]89:' _

- Loeal

cercal : - : : : : '
purchases 28.7 24.5 14.2 38.8 39.8 21.4 = 2.4 35.0
Pood aid, - | o

and imports ' §3.3 23.5 44.2 60.3 16.0 8.2 35.5 4.5
Sales | 26.1 80.1 67.2 44.3 33.4 53.1 71.5 24.0

Sourcéz Plan Cerealier 1930

Burkina Faso’s National Security Stock (NSS) was established in 1076 with the assistance of the

Federal Republic of Germany, which provided a revolving fund for the creation and maintenance of a -

30,000 ton cereal stock. In immeEmpanComumtycontﬁbutedSOODmnstotheNSS. France, | =~ .
" Canada, and USAID have also participated. The stock is managed under terms fixed by a agreement |
hetwemtheGOBFandGelmanywhxchmthatthestocksaretobeusedmanergencysnmanonsonly,'. L
aithough one third of the stock should be rotated annually in order to maintain lts quality. The followmg g

tabiemd:eSmtySmcksopemnons
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| © ANNEX TABLE 2.3
NATIONAL SECURITY STOCK OPERATION, 1976-199C

: DEPOSITS WITHDRAWALS _ A
Initial Purchases ' Emerg- . Transfer/ Final
Year Stock & grants Transfers encies rotations = Stock
w7 o 8680 - .. 873 . 8007 .
77/79 - 8007 18061 16864 . 9204
79/80 - . 9204 11659 500 4579 .- 15824
. BO/81 15824 953 218 - . 3000 : - 9134 . - 4888
Bis82 4858 23886 . 3237 : . 6015 . - 25966
82783 25966 19211 - 2165 - 4200 - 24800 - 18342
83784 18342 - 6881 25 - 13870 .. 1875 S 9803
84/85 9803 = 362 20342 ' 3456 ' 27558
85/86 27558 - 2000 - 18168 _ 2123 7 . 45603
85/87 45603 : 18932 26335 ~ 38200
87/88 28200 2405 _ 33146 - 7459 -
88/89 7459 14979 © 21226 : 6559 : 37105
. 82/90* ‘371035 15676 ' "~ 555 15843 - 36382

: -*as Of aug 31
“Source. P;an,Cerealier ‘88 and OFNACER (1987-1990)

By 1984 the Security Stock reached 92% of the 30,000 5om targes. The target was later revised

to 35,000 tons. ln1986137memrmhedamghamssosmnsbemseofdxﬁimﬂmmwrym,, C

owmes&eddﬁw&mcdmbom

- AﬂpurchmmgandsalesoperamnsfortheNSSarecamedombythecommetctalofﬁceof._
OFNACER. In theory, one third of the stock is to be sold each year and replaced "grain for grain” by
freshly purchased cereals. In reality, the rotation operation is varied and in some years is used as a~

means to stabilize market prices. Such was the case in 1988 wlen 33,146 tons were "rotated” as a -

reaction o sharply increasing market prices. No separate "bids and tenders® system exists for the NSS.

During rotations, stocks are ceded to OFNACER s stabilization stock which then sells them at officially . -
fixed prices. Later, stocks are purchased from the s:abxhzanonszack to reconstitute the NSS. Accouﬁts L

are kept separately for the two stocks.

Ihecostsofconsnmungand maintaining the Security Stock are met enmelythhdanerﬁmds' PRt
~ both foreign exchange accorded through 2 bilateral agreement with Germany, and counterpart funds

- from various sources. Almost no Burkina government funds are involved. In its five-year pian for 1985-
- 90 the government announced its intention to increase the level of the NSS to 50,000 tors. 'This figure

- was arrived at through Burkina’s political process and is not based on mathematical caiwiamns of

‘emergency food needs. According to the Plan Cerealier of 1990, astockofSOOOOtonsmsufﬁcxentm |

feed about two million peopie for one month in 3 crisis situation.

~ The cost of maintaining the NS5 has not yet been clearly caiculated by OFNACER. The.

pmeedurefm-theemergencymofmzmntymckrequusagmmmemdeclaranonofdlsasterm o
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 the region requiring relief. Regular OFNACER iogssncai systems are used to distribute the food usually : : L

at highly subsidized (" social") prices.

The‘!ehmncetoh'bmﬁm

. -Of *he major Sahelian countries included in this smdy, Burkina Faso is the only one left that snll _ N '_ '
. manages 3 substantial stabilization stock and still sets official prices (legally applicable te all cerea!s R

traders). As recently as 1988/89, OFNACER purchased over 35 -000 tons of loca. cereals.

The magnitude of OFNACERS imtervention is dmned to diminish in the near fu‘ure, as o

_ negohanons are currently underway with the World Bank to establish a structural adjustment program,

 covering cereals policy. These negotiation are Iikely to call for the liberalization of cereals trade, an end. ERE
to OFNACER’s interventions via #1e stabilization stock, and the restriction of the institution’s activities = . "
to the management of food aid and the National Security Stock. The team commissioned by the Ministry.

- of Agricultare to draft the 1990 Cereals Plan recommends similar measures: liberalization in cereals | -
prices and trade, the restriction of OFNACER to the inanagement of a single reserve stock of 50 ,000. L

. tons, ang the establishment of a cantmr—plan between OFNACER and the govemmen* g

- Up umil recently, the govermnent has resisted such calls fox liberalization. A‘.cordmg t0 a. Sy
document ‘adopied by the Conseil d”Administration Extrac:dinaire in September 1988°, OFNACER |
- should not curtail its stabilization efforts until other actors — — cooperatives, cereal banks, "groupements

d’interet economique®™ — are prepared to take full responsibility for cereals marketing. The document

reflects what appears to be widespread apprehersion in the government about allowing private traders to - T
~ be responsible for cereal marketmg Gengerally, private traders are not trusted, and if OFNACER must -

reduce its level of intervention in the cereal market, many hope that other coilectively-run institutions

- (like cereal banks) will take up the slack, not private traders. However, cereal banks and cooperatives R
suffer from many of the same ills as OFNACER — non-viability without outside subsidies, vulnerabitity S

R emMement, management sloggishness, and possible displacement of individual markenng agents

13 Rﬁpublxque de Burkina P’aso, Ministere du commerce et de- l’approv:sxonnemem du peuple "Pro_let
de restmcmzmon de I'office nationai des cereml&s OFNACER,"” Ouagadougou, Burkina. Faso, 1988
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ANNEX 3a

CHAD — NOTES ON CEREAL BANKS
AND PRIVATE GRAIN MARKETING

THE PROMOTION OF VILLAGE-LEVEL STORAGE

. The Mimstry of Plan"s Orientation Plan established im December of 1990 lays out the
government’s position or many development issues, including that of cereals storage. It reads,

In the future, viilage organimﬁonswﬂlberespomiblefor (cereals) storage, and the ONC
‘will fulfill the role of centralizing information and animating stock management.
Derailed study is still necessary to create a well articulated system of storage which will -
becomposedofprmarysmcksbasedmvﬂlag&eormgroupsofvﬂlagsandsewndmy .
stoeksbasedmtheprefecnueorsub-prefecunelevels‘ :

According to the FAO team assisting in the elaboration of a national Food Secunty polzcy, the '
 governmemt of Chad favors the organization of village groups to carry out the storage and
" commercialization of cereals. Most donors, tired of the ONC’s record of failure, Izave_;omed in the .

government’s call for the development of village level storage schemes — cereals banks and commnmty
granaries.

CEREAL BANKS

‘Little has been written on Chad’s CBs. The identified papers include a 1990 report ptepaxed by |

Lucien de Lardemelle for the FAO eatitled "Cereal Banks in Chad,” and two short 1989 reports prepesed

by Lawrence Kent for CARE International: "Millet Prices, Grain Storage, and Cereal Banksmthe
Cheddra Region,” and "Grain Storage in the Kim. Marba, and Gabri Areas of the Mayo-Kebbi.™
Lardemelle’s work is a general description of Chad’s CB programs, while Kent’s pieces are htghly site-

specific.

Ihe.nfosrmauoafoundmﬂlefodomgmmlsnotbased ot the above—c:tad reports; rt:sderwed
from field visits and interviews in Chad. Because the material L,mmﬁ:et‘wrseavaﬁable, we set it out
_mmdﬂaﬂﬁ.anis!hecasemmeothercomessmdaed

. AppmxnnatelyBSOwr&lbankshavebeenorgm:zﬁmChad mswfﬂlemvvlmmﬂlepastmo
yw:s A variety of governmeat, donor, and private voluntary orgamz:nons have been mvolved o

* Republique du Tchad. Plan g
1989, p. 92.

Orienta

2 References are in Annex 3c: Chad Bibliography. N
Prevmw“ Pagz Zlank
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- ANNEX TABLE3.1

CEREAL BANKS IN CHAD
- Spomsor o Estimated number Location
SECADEY o150 ~ Sahel zone
FED/ONDR 140 - ~ Moyen Chari
BELACD ' 30* . Southern zone :
. 'World Vision 18 ' Logones -
CFPA B 6 - Moyen Chari
UNICEF/ONDR 6 ~ Mayo Kebbi

Total ' 350

 Source: Field inerviews

The National Office for Rural Development (ONDR) — a burean of thie Ministry of Agriculture

— has served as the implementing agency for two cereal banks programs. The first involves roughly 140 __ ;i'_:-;

CBs in the Moyen-Chari province which were funded through the European Development Fund (FED).
Thzspmgmmsmheupandedmﬂzenpmmmgtwoymmumﬂﬁme@smSouthemC!:ad,

- Guera, and Chari-Bagrimi provinces.

* The second program is funded by UNICEF, mvolviﬁgGCBsmmemofKelomMayoKeh&f

Province. ONDR and UNICEF agents provide follow-up. Plans are underway for the creanon of 30 .;:

mCBsmtheAn,Mao and Kelo regions.

: IheCmfoerf&malAgnaﬂwdTmmmg(CFPA)mthecnyofSammsusedSmss
funding and technical assistance to establish 6 CBs in Moyen-Chari province. The CFPA is a government
agency supervised by a section of the Ministry of Agriculture. Itplanstoastabhsh&addmonaicssm
the upcoming year. : _

The American PVO World Vision International established 18(.'23&113I.,ogmnaOne:m:lancl'j .

Logone Occidental between 1987 and 1990. World Vision has its own extension team and works
mdepa:deaﬂyofanygovermntagm hspmgmnwmendearchofISBl

Catholic agencies in Chad are also very involved in promoting cereals banks. Catholi¢ Aid for

'Developm(SECADEV)tsalargePVObasedmN’Djmnawhmhmnspmgmmsmmnasmmﬂw 5

Sahelian zone. SECADEV has encouraged the formation of hundreds of small (10 to 20 members) -
cooperatives throughout these sites to undertake 2 variety of development activities, including organizing
cereals banks. In the past three years, SECADEVbaspmwdedmonatcredltmappmxtmately 1500f
thwesma!lCBs
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~ The Office for Studies and the Organization of Community Diocesan Action (BELACD) is the
second Catholic agency to promwte village-level cereals storage in Chad. BECACD is based in each of

" the three southern Catholic dioceses — Moundou, Sarh, and Pala. While BELACD has facilitated the -

establishment of over 500 "community granary" village orgamizations, the agency usually has not
provndedamolvmgﬁmdﬁrcrednmd:&emgmms For this reason, the BELACD “community
granaries” mmmammaﬁmmmmmemwBCﬁmpmenm
~above? :

_ mmw&mmmw CAREIma:monalandtheOrganman_
for Rehabilitation and Training (ORT) — bave also experimented with credit schemes for cooperative
~ produce storage. Thmlmsmoivedmdmedmmﬁmmegmmmdmmgeofomm,om
- and other agricultural products whose prices usually climb rapidly two to three months after their harvest.
- Qnly 10 small (10 to 25 members) cooperatives have been involved. While these schemes work on the
mW&uMMM&mmmmmmmmmm&q o
Wmmv@bﬁ&ﬁumm :

MODE OF OPERATION AND THE PROBLEM OF SUSI‘ANABILITY

&mmﬁsmwmm&&emwmwamuﬁnmu.-

that is, the relevant project provides a short term loan to the village organization to purchase cereals at
barvest, stoce them, and then seil them during the lean season. The loan must be repaid to the project
orce the cereals are sold, Th:szsﬂ:cmeoftheONDRmepmjea,theONDRfUNICEFpmect,the _
-CAREandom‘pro;ects andmofﬁeSECADEVsm '

memmm(mmsamymmmm the short-term credit -
allows the projects to quickly evaluate village groups’ management capabilities. If the group repays its .-
- loan, the CB is usnally considered a success and it becomes eligible to receive a second seasonal credit.

'kmgmﬂyfdtmmemonmob!mmmpaymﬁmmpomnwredxsmpimeontheCB’ R L

m'mmgedﬁwsymm&ammmﬁ&epmjmbmasa

banker. Whea the project ends, crednwﬂlnolongetbeavaﬁable,andthece:mlbaﬁmwﬁlmtonget .

beabiemﬁxma. Three solutions o this problem have been proposed.

meﬁtﬁﬁmamudofmamanmmem ﬂwpm;ectpmwdsagmn:whxchdmnm-_ '
have to be repaid; i can be used repeatedly as a revolving fund. World Vision International appears to
be the only program to have attempted to do this in Chad. An initial donation of 5 to 10 tons of grain
was provided to each WV cereal bank to be sold on credit to its members, By paying back their credits
~ in kind, the members were to reconstitute the CBs” stocks on 2 sustainabfe basis. In most cases, the -

- theory has not worked well; members have not reimbursed their credits to CBs, working stocks have
' diminished,andmalmmmmmsmmsdloﬁdlofmmgmmmdspqup o

- ’AfewBELACD minmnmtgm haveme:vedrevo!mgﬁmdsmth&Moyen-Chmand' RN

' Mayo-Kebbi regions, and therefore can be considered 2s cereal banks. The decentralized nature of .
-Bmm‘smmnfmw&mgammmofmmwechoseSOasa'

mghmbm%hmmaybem
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ﬂ:emomy. it seems that many villagers came to the conclusion that once they had received their free S
mmwm-vmmmmmmmymnmmanageitcoﬁecﬁvely;-theyceuld;:orgi_t S
and sell & more easily on an individual basis. : 1 B B

- The second ofi-proposed solution to the banking/sustainability problem is the idea that over
several years 2 CB will be abl: to earn encugh profit from its operations to pay off its loans and build
up &5 own revolving fund, which can then be used to sustain operations. The ONDR/FED,
ONDR/UNICEF, and CFPA programs are based on this belief. The reasoning, however, is questionable

on two counts. First, it is doubtful shat CBs in Chad will be able to consistently make enough profitboth

to pay off their loans and 10 build vp their own revolving fund. UNICEF CBs have not been able to
reimburse 40% of the money lent to them <o far, and ONDR/FED CBs have had ongoing problems in
repaying their debxs, let alone building up any of their own equity. Management problems and
inconsistent seasonal price trends make it difficult to make consistent or substantial profits. Second, if
a CB were w build up its own equity and no longer received credit, the reason for managing that equity.
collectively would probably dissolve as members decided that they could manage their grain individually

at least a5 efficiently 25 they could collectively. Without continued access to outside credit, most of the

Aﬂzﬁdsohnien’m:hepmject—as—bankerdﬂemm’mm atmnp:mbuitd!mksbemeenCBsand
'thmﬁngim&nﬁom,whﬁwﬂmnﬁmempmﬁeh@wwaﬁaﬁepm}@m- '

completed. In the context of Chad’s extremely weak banking sector, this is a particularly unrealistic |

solution. Chad’s commercial banks are not iaterested in making loans to small, dispersed farmers’
- groups. Administrative costs would be extremely high and many CBs already have poor records in credit

reimbursement. In fact, the only credit institution currently willing to make small loans in Chad is the .-~

American PVO Volunteers in Technical Assistance (VITA). CARE International at one point talked of :
building sustainable links between its produce storage groups and a VITA credit line. However, given
that VITA's interest revenues currently cover less than 30% of its local administrative costs, it:seems
unlikely that VITA will ever be able to build a self-financing banking institution. The idea of helping
cereal banks to access VITA credit involves the simple substinrtion of one subsidized, unsustainable credic
The ONDR/FED cereal banks program in the Moyen-Chari has taken an interesting approach to

the project-as-banker problem. The ONDR extends credit for millet operations only to village groups
which also are involved in cotton production. Because all cotton must be sold to the national cotton

company — COTONCHAD —, the ONDR is able to collect any outstanding village debts by having the

cotton company withhold the money from the villages® cotton payments. This system has effectively
guaranteed ONDR’s loans and led 10 2 100% recovery rate. Cotton sales, however, take place nearly
six months after the millet loan is theoretically due. The fact that ONDR usually has had to wait until

the cotton harvest to recover its millet loans has thrown off the timing of its cereal bank operations and

allowed most groups to participate only once every two years. It is difficult to estimate ONDR’S costs - L

’_pmvﬂingﬂaiscreditsavice,bemcﬂmdozmofﬁddagemswhichmrvise_theo;aemﬁpnm
simultaneously invoived in other ONDR activities. - | SR

Untit now, the ONDR/FED program in the Moyen-Chari has been well managed, under

supervision of expatriate technical assistance. Once foreign support ends, will the ONDR be able to y -
continne to act as the region's banker, making cash loans to bundreds of village groups, withour -

misappropriation of funds?
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COMMUNITY GRANARIES

Community granaries are considered separately from cereals banks in this report because they
do oot involve the establishment of a revolving fund or a credit relationship between the village group
and 2 project. Comnmmity granaries are simpler than CBs; they typically involve the construction of a -

central grain storage place where villagers can stock their cereals collectively, rather than in their =

individual family granaries. The Catholic PVOs BELACD and SECADEV have helped organize hundreds
of these community granaries during the past seven years. It is worthwhile to analyze the rationale for
these organizations, because mmuch of the same reasoning is often used when cereal banks are discussed.

An often-cited reasor for establishing community granaries is "to increase village-level grain
storage.” While this is 2 worthwhile objective, it is hard to see a priori how villagers moving cne or two
sacks from their own individual granaries to a collective granary will actually increase cereals storage.

The transfer could reduce post-harvest losses if the collective facility were superior to traditional
granaries. Most studies. carried out in other Sahelian countries, however, indicate that this is unlikely;
physical storage losses are probably the least severe in traditional structures. ‘Where "improved” storage-

- facilities have been constructed in Chad, they have been underutilized. In 1987, the ONDR constructed
50 village warehouses in the Moyen-Chari province at a cost of roughly $8,000 each. Of the 1,500 ton -
total capacity, only 175 tons of space were used by the villagers to store grain.* '

The transfer might also have an impact if collective storage led to better supply management than
individual stocks. This is a key assumption that often Lies behind the promotion of community granaries
by many outside agencies. A theory is that Chadian farmers tend to manage their cereals harvests poorly;.
they “waste” a large portion by giving cereals to friends and relatives, by overeating, and by selling grain .
to buy other goods. It is said that this “irrational” behavior is due to the individual farmer’s inability to

plan for the future and to avoid short-term social pressures. The solution, it is said, is to move a portion -

of the individual’s stock to 2 commumity granary where it will be managed in a more rational manner.

There are several reasons to question this belief and thus to question the wisdom of promoting
“community granaries.” First, there is no empirical evidence to support the "irrational management”
thesis. Second, there is linle evidence to support the idea that collective stocks are particularly well
managed. BELACD’s activity report for 1989-90 (Pala) cites cases of *laxness, reticence,
misunderstanding, false accounting, and unauthorized withdrawals often carried out by committee
members..."* The report says that the management of the community granaries has become "imprecise
and negligeat.” One of ORT’s three collective storage structures burned down with ail of the produce
inside. Thus, while grain stored at home may be subject to risks and temptations, it should be
remembered that grain stored collectively is also subject to risks and temptations. It is unclear where the
risks are the greatest.

In some cases the community granary is carefully controlled by project agents; in the Koumra
area, for example, BELACD agents kesp the keys to the village storehouses. Here the risks involved-in

* ONDR, (Project FED), “Rapport Final de I’Assistance Technique aux Groupements Villageois et
2 la Commercialisation — Juiller 1986-Octobre 1988, Sarh, 1988, p.28.

* BELACD de Pala, *Rapport d’Activites No. 2, 1989-90," Pala, 1990.
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collective storage are mitigated, and villagers are often willing to deposit cereals in a collective depot,- 3

especially if they feel cooperation is a prerequisite to accessing other project assistance. In cases where = "

commiunity granaries are not carefully supervised by project agents, however, it is unclear if villagers
consider collective storage "safer.” It is very difficult to find a community granary which operates
traditionally, or independently of project supervision. On the other hand, it is easy to find numerous

cases of community granaries that have fallen apart due to mismanagement and lack of interest. The |

sustainability of community granaries remains doubtful.

We have treated the community granary issue in some detail because of its connection to the |

cereals banks question. When confronted by the question of why villagers should store and speculate in -

cereals collectively rather than individually (other than to access subsidized credit), defenders of cereals
banks often fall back on the "irrational management” thesis that is used to Justify community granaries. -

It is important to note that the idea that collective storage is safer than individual storage is unproved, - kE

dubious, and frequently expressed in a highly paternalistic fashion.
CEREALS BANKS AND PRIVATE TRADERS

As in the other Sahelien countries, much of the rationale for the promotion of cereal‘ibanks'in
_ is based on the belief that private traders exploit small farmers, ("We must combat them," says one o
project supervisor). In Burkina Faso and Niger this has frequently led to a situation of rivalry between

promoters of CBs and those who favor the strengthening of the trader class. From a policy perspective,

it is important that CBs not be granted special privileges that would allow them to unduly displace private :

cereals traders. In Chad this has not been much of an issue. Chadian traders are experienced -and-
numerous. Cereal banks are new to Chad and as of yet do not pose a serious threat to private traders and

the services they provide. As more donors promote more CBs in the future, however, they should not A

be allowed to use subsidies to drive private traders out of village cereals markets.
PRIVATE COMMERCIAL GRAIN TRADING ~ SPATIAL ARBITRAGE

Unlike its Sahelian neighbors, Chad has maintained a fairly liberal trading environment over the
past 20 years for its basic cereals (millet and sorghum). The government cereal board has never

controlled more than 10% of the market and has never been granted a monopoly in cereals trade. Almost

~ all buying and selling of cereals is done by numerous private traders, producers, and consumers.
Although private cereals traders face many obstacles in Chad, official government hostility has not been
a major problem. o _ - :

Chadian cereals traders are principally interested in spatial arbitrage — purchases in grain surplus -
areas where prices are low (eg., Bokoro, Bousso, Dameneji) and transporting the grain to deficit areas
where prices are higher (eg., N’Djamena, Moussoro). Much of this trade is centered arcound N’Djamena - -
— the capital and principal consumer market. R

Chad’s large territory, natural barriers (rivers), and horrendous road system (certainly the weakest
in the Szhel), make it difficult for traders to carry out the spatial arbitrage function. Because transport =
costs are very high, price differentials must be substantial between two locales before trade becomes
profitable. Large differences between farmgate and consumer cereals prices have occasionally led to
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traders being accused of taking exorbitant profits on these transactions. The evidence suggests, however,

 that keen competition keeps traders from earning excessive profits in the cereals trade. “This is the

- conclusion of Kent’s 1988-1989 study of the grain trade along the Cheddra-N"Djamena corridor; even
igmringcapi;alandpmnzii&ormpmﬁtmginsavuagedon!yme‘ A 1990 report,
"Cereals ?ﬁce_FOtmaﬁon,’byﬂieIntamh'maialewuomediﬁandejects (BIEP), comes to the
same conclusion.’ _ _ ' : 2 B
A glance at the price data from N'Djamena and Bokoro (a major supply area 300 kuus from the

mmmmwmmm&mmmmbgmgms). Price data from
Chﬁ’slargesontherncity,Sarhand_i!smajorsa:pplymDmmmajia!sosho_wgoodinr_egratiop,‘_

- 4). StmY :
(Figure 4) N'Djamena - Bokoro
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Spatiz. mnbawemmm&mmaslspoom This is because large
dismt:es,poormarh,mbmﬁas,aﬁmmﬁblocksmkekmmﬁﬁom&bmmm

these markets during most of the year. Under these conditions, price movements in oze market arenot . 3_
always retlected in other isolated markess. The problem would seem to relate to high transportation costs -

- and not exorbitant trader profiis.

PRIVATE COMMERCIAL STORAGE — TEMPORAL ARBITRAGE

As well as performing spatial arbitrage, Chadian cereals waders are involved in asbitrage over
time—buyingga‘matatﬁnect‘theywwhmpﬁcesmmw,saoﬁngit,menseningitatafﬁmewhen-' I
prices aze higher. In the context of a single annual millet harvest, sueh_smragehaipsmassurgthatg;ainﬁ e

is supplied to the market during every month of the year.

Tmopposmgvmaboutpmatecereal storage are commonplace in Chad, as eisewlx_ere"'inthe

Sahel. Theﬁmisthstminlargetradashxylargeqmnﬁﬁ&sofgrainat!owpﬁcesathatVésttime, R

stock them until the lean season in July and August, then seli them at high prices to reap big profits. The -
second view is that cereals traders are not involved in long-term storage at all; they prefer qaick turn-over |

trade:and are not willing to tie up their limited capital in long-term storage. According to this peception, ©

long-term storage is carried out by farmers, not traders.

To fiod which of these two viewpoints is closer to the truth, 34 cereals traders were interviewed |
about their storage practices— 28 in N"Djamena, 2 in the roadside town of Massaguette, and 4 inthesub- ©~ .

prefecture of Massakory. These interviews indicated that the truth lies somewhers in-between the .
extremes — traders usually prefer quick-turnover trade, however, some traders also are willing to iavest |
amﬁmof:hekwnrﬁngcﬁphalinmediumtamﬁ-ﬁmmhs)smnge._ AT

16 grain wholesalers were interviewsd at the “marche de mil” in N'Djamesa.  Altiongh
responses varied, certain commonalities emerged. First, these traders prefer to buy and sell their cereals
as quickly as possible. Mm@ﬂyseﬁMmmmm!mmwmmm_hM'

- such s Bokoro and Bousso, or they buy from intermediaries who transport the careals to them directly

in N'Djamena. Once they bave taken possession of the cereals, they stock them in open-air shade ' - .
structures in the marketplace, N_ext,meym;ptmseilﬂ:emmasqmcﬂy%possmfemrmﬂmwho TR
~ in turn seil to consumers. mmwmwﬂlymomyalwg'mﬁmkwwseﬂﬂxesgcck;for'a AR
stock of 400 sacks this may be from one to six weeks. This storage is considered incidental and pot =

. i - . : . P
To a lesser extent, traders are also involved inspem!zﬁvestomgeorarbiaageaverﬁmé. Several |

traders mentioned that other then their quick turn-ever trade, they 2lso store 50 to 500 sacks of miller =
from 2 o 5 months to take advantage of seasonal price rises. This storage is never their principal

ma.amyammmmmmmmmmpmm+ None of the traders =~
interviewed knew of anyone who stored over 1000 sacks. Most traders said that they did not holdout =~ -

- for very large seasonal price increases; once the price of a sack had increased by 15 to 20% over the
purchasing price, they were eager to sell and realize their profits. | |
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Apparently wholesaiers are not the only ones involved in speculative storage. In years of.poor
harvests when prices are expected to rise, many retailers, petty traders, and even civil servants store 20
to 100 extra sacks in their homes, hoping to sell them once prices rise in the bungry season. This size
of these "neighborhood stocks™ ("stocks de quartier”) is very difficult to assess, because those who are
involved are typically secretive about their activities. ' o

_ During the rainy months of July and August, most of Chad’s roads become difficult or impossible
to travel on. InN'Djamena,mﬂ!etmlongeraniv&sﬁomnnalarmandcometcialsmcksbeeomgme :

principal source of cereals in the marketplace. If price rises are large, the entrepreneurs who invested -

in storage emerge as the winners. In rural areas, the situation appears to be different. Commercial |
stocks are uncommon in the countryside. Moststocksaremaintainedbythose_farmets_whoprod_uced
a saleable surplus. If rainy season prices increase dramatically in rural areas, these farmers are the ones
who benefit the most whex they sell their surpluses. 3 ;

CONSTRAINTS TO PRIVATE TRADER STORAGE

Of the 34 cereal traders interviewed for this study, 100% said that they expected the price of
miil# to rise berween the harvest and lean sazsons of 1990/1991, given the poor nature of this year's
rains. The 12 wholesalers predicted that the price would rise, on average, 60% this year. Given these -

predictions, the wholesalers were asked if they were expanding their storage activities to take advantage |
~ of this opportunity for profit. Severalrespondedﬂxattheyplannedtostdremoregrainthisywthanin_ :
the past, but many claimed that they were unable to do so, for various reasons. P

Fiest, they lack sufficient financial capital. Most traders work exclusively with their own money;
they do not borrow. In years where storage looks Jike 2 profitable investment, they are limited to their -
own money stock for investment. If they want w increase their investment in storage, they must shift
funds out of other activities, which they are reluctant to do because of 3 desire 1o remain diversified. = -

None of the traders bad ever received formal credit. A few worked thhmformal credit,'ﬁsﬁaiiy
from relatives, which entailed a sharing of any resulting profits — usually one half to one third of all

gains revert to the supplier of fuads. But informal credit is difficult to come by in N’Djamena, and -
according to traders, it is available only in small quantities. ; -

Other factors which discourage long-term investment in storage emerged during the interviews.

- These include the taraover/war effort tax which is assessed on 2 trader according to the size of his

business (which may be judged by the size of his stocks), and the memory of instability during the war -
years (1978-85), when trader stocks could be requisitioned by the authorities. According to the traders,
thesefaMmmmimwmpamdmmepmblemoﬁ&nﬁedcapimi. ' '

mmgfwmsmmwermenﬁomdasammmgfaaon Traders rent shade
mmm&emk@iacemhowmm,mmmmmﬁmmelyﬁnedmc@acity. Sacks
ma!sobes&redinuaﬂm’homwiﬁmma}ordﬁﬁmlm Because stocks are rarely maintained for |
longer than six months, storage losses are invariably described 25 minimal., :
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ANNEX 3b

NOTES ON GOVERNMENT GRAIN STORAGE IN CHAD:
'THE ONC AND THE NATIONAL SECURITY STOCK

ONC OPERATIONS

Since its creation in 1978, the National Cereals Office (ONC) of Chad has played a relatively -

minor role in national grain markets. Unlike the grain boards of neighboring Sahelian countries, the .
ONC has never been granted a monopoly in coarse cereals marketing. It has always operated alongside
private grain traders and has typically controlled less than 10% of the commercial cereals market. ONC’s -
activities were suspeaded during Chad’s civil war, but the office resumed operations in 1983, thanks to -
FAO/Dutch support, with new gaidelines stating that purchases and sales should follow the laws of supply

‘and demand, that operations should cover costs, and that “prices should be regulated 1o avoid too much |-

- private speculation.” The ONC’s buying and selling patterns are shown in the table below: .

ANNEX TABLE 3.2

ONC Purchases and Sales in Metric Tons of Coarse Cereals
: " (Operational Stock Oniy)

1984-85 | 1985-86 | 1986-87 | 1987-28 | 1988-89 | 1989-90
| purchases | 1,268 | 7,536 8,283 6,785 | 12,019 | 8,672
| sates 767 457 4,570 | 13,875 7,955 | ma.
carry over] 501 7.580 11,292 3,098 6,691 | 2,465+
. (* = a8 of 97307903 '
-Dource: OND

- By almost all accounts, the ONC has failed in its attempts to stabilize cereals prices. Becanse
the office usually purchases most of its stocks from private traders at above-market prices, well-connected = -
merchants have been the main beneficiaries of ONC buying campaigns. ‘When the office sells its stocks,
the main beneficiaries have been the relatively well-off civil servants who are granted grain on credit. -

The ONC has suffered from serious mismanagement (five different directors since 1988), high costs, and

dzm‘g&sofm;ithasincunedﬂnanciailossesevetyywofoperaﬁon.

L™ 4

Previous Pazrs Dl
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ANNEX TABLE33
ONC OPERATIONS, 1986-1989
1986/87 lossof 75,000,000 FCFA  (§300,000)

1987/88  loss of 123,000,000 FCFA  ($492,000)
1988/89 lossof 74,000,000 FCFA  ($296,000)

- Source: - Francis Valere-Gille, 1999, Rapport de Mission sur la Creation dun Stoc_k:_.dé._' ]

Securite Alimentaire au Tchad, World Food Program, May 1990,

- The ONC operations have been financed almost entirely from donor funds. The participating. | =
~domors — the Dutck, the EEC, and the French — are generally disillusioned with the office’s | |
- performance and are unwilling to put any new funds into its operations. Without continued donor .|
 subsidies, it is ualikely that the ONC will be able to continue its attempts at market intervention. ‘The

major donor agencies generally seem in agreement on this potnt: the ONC should iease its annual

“stabilization” efforts and should instead be restricted to maraging a food security stock, to be used only R
in emergency situations. : : o S
‘The Chadian government is not averse to this re-definition of the ONC’s role; s "orientation | |
plan” of Dzcember 1989 recognizes that the ONC has failed to stabilize cereals prices and that the office™s

role should be reconsidered. It is probable that in the near future the ONC will be confined to the role |

of managing a national food security stock and occasionally serving as a paid buying agent for donors : L

interested in purchasing cereals for bilateral projects.

THE NATIONAL FOOD SECURITY STOCK

Whea the ONC was re-established after the war, it was assigned the task of creating and | |

maintaining a separate national security stock to be used only in emergency situations. Littie initiative - L

was taken in this domain, however, until October 1948, when a tripartite committee made up of Chadian, =
FAQ, and Dutch representatives recommended that a food security stock of local cereals bé formed | ,

immediately.

While Chadian officials originally requested that the stock’s leved be set at 35,000 tons, the figure |~ |

of 20,000 tons later was decided upon during discussion with the donors. The tripartite committee
decided that the stock would be managed by the ONC and stored in dacentralized warehouses. Decisions

t0 use the stock would be taken by a joint government-donor committee, One third of the stock would | |
‘be rotated annuafly to maintain its quality. ok At B

Many of the management procedures for the security stock have yet to be finalized. With FAO . R -
assistance the government of Chad elaborated an *Accord Cadre” in mid-1990, specifying the principles .+~
and management procedures of the security stock. It was originally planned that all of Chad’s major '~
donors would sign this agreement and work together to supervise the security stock; however, atthe time =
of this writing, only ore donor — USAID — has been willing to sign. The other major donors, notably | - &
the EEC, the Dutch, and the French, are unwilling to commit themselves to this document because of
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. the bad expenenc&s that they’ve had with the ONC in the past, and because of the ambiguity; that
- surrounds some aspects of the security stock’s management procedures. o :

The most controvetsiai of the management questions is who is fésponsible for replenishing the

- security stock after an emergency grain withdrawal. According to the "Accord Cadre,” the donors are
* to "declare themselves ’in solidarity” to accomplish this replenishing.” Several donors, particularly the
‘French, interpret this clause as an open-ended commitment to furnish food aid, and thus are unwilling

to sign the agreement. '

~ Who will pay the recurrent costs of managing the security stock is an equally controversial .
question. These costs include warehousing, handling, insecticide treatments, and other expenses.
According to calculations done by an FAQ consultant, these costs may range from $500,000 to
$1,000,000 per year.* The “accord cadre” states that these costs will be covered by withdrawals from
a special "security stock fund” consisting of donor contributions (mainly counterpart funds). Again, -

donors are hesitant to commit themselves to cover these recurrent costs, and ooly the French have e

deposited mouey in the "security stock fund.”

" A third of the security stock is to be renewed each year to maintain the quality of the cereals

This will involve selling about 7,000 tons of three year old cereals each lean seazon and purchasing 7.000

tons of new cereals each barvest season. FAO representatives have suggested that by buying low and
selling high the ONC will be able to make a profit on these rotations which will cover a portion of the
stock’s maintenance costs. This appears to be wishful thinking. The ONC has never made a profit by
anmuaily buying and selling cereals in the past; it is unlikely that it will be able to do so in the future,
when it will hav" to hold cereals for three years before selling them. o SR

‘According to the "accord cadre” all decisions regarding the rotatio_n and the emergency use of .
the security stock are to be taken by consensus by a joint government-donor committee which will meet

‘on an as-needed basis. USAID’s food officer considers this an acceptable arrangement that will allow

donors to have varo power over management decisions. He notes the recent history of positive, open '
cooperation on food security matters between the government and the donor community. Other donors,
however, are more skeptical about the committee’s ability to assure proper management of a 20,000 ton

A FOOD SECURITY STOCK NECESSARY?

_ All of the major donors, 2xcept perhaps the World Bank, agree that a security stock is necessary
in Chad. Droughts and civil conflicts have resulted in serious food shortages several times during the
past 20 years which have necessitated the delivery of sizable quantities of food aid. Because it can take
several months for food to arrive from abroad, the government wants to maintain a food stock tn Chad

- which can be used for emergency purposes until other stocks can be delivered. Donors like to have g

stock in-coumtry because it gives them more lead time to assess the situation before rushing to order food
aid shipments. _

* Jaques Guillamaud, "Consultation: Definition des Mechanismes d’Etablissement et de Gestion dun

Stock de Securite Alimentaire," GCPS/CED/018/NET, N'Djamena, Tehad, June 1989, R
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Thus, the presence of a food security stock is desirable. There are, howe\er, assocxated costs:

(1) the physical and financial maintenance costs, and (2) the cost of possxbiy dlsmptmg normal__' :

comumeicial cereals circuits by maintaining regular government mterventzon in the market.

The govemment of Chad does not have the resources to cover the stock mmntenance costs, and

donors are reluctant to commit themselves to bearing these recurrent expenses., Faced with this d;lemma _' i

it is worthwhile to consider alternatives to maintaining a physical secunty stock.

One alternatwe is to rely more heavily oa private truders to stock and dehver gram to severely' L

deficit areas. In the drought year of 1984/85, for exampie, private Chadian traders imported 1arge B
quantities of Cameroonian mais and Nigerian sorgho. A freer trade regime would facilitate pnvate
traders’ deliveries of cereals to areas of food shortage. Of course, pnvate traders will not deliver to; ] :
zones where purchasing powex has coliapsed These zones must receive free or subsidized food or. the _
income to buy it. : : :

Another alternative to a physical secxmty stock is to mamtam a speclal ﬁnanc:al account to be
used to purchase food in emergency situations and deliver it to those in need. The great advantage of -

a money stock is that it does not involve recurrent maintenance costs; in fact, it can earn interest. Quick|

grain purchases either can be made in domestic areas of surplus, or in surplus areas in- neighboring
countries (Camaroon). As well as actual food purchases, a money stock ‘can be used to ﬁnance
emergency logistics, eg. hu'mg trucks to deliver supplies. :

Two problems assoc:ated with the idea of an emergency money stock are that (I) it may bei_'- N

difficult to purchase grain quickly in years of severe regional drought, and (2) donors are reluctantto; .
contribute funds to an emergency money stock. The first concern is perhaps exaggerated. Even in severe| - -

drought years, some regions of Chad and Camaroon produce surplus cereals which could be purchased
and distributed with emergency funds (albeit at a higher price). Donor reluctance to-put money in an|
emergency fund is a more serious problem. fn Chad, only the French have been willing to put some.
counterpart funds into the government’s food security fund. USAID has decided to keep- its emergency5

counterpart money in its own blocked account. Concerned about the management of a government:

emesgency fund and aware of the fungibility of money, most donors are unwilling to conmbute to such F-o

a2 fund.



- World Food Program, May 1990,

127

ANNEX 3¢
CHAD BIBLIOGRAPHY

Abdeiwahid, Mobamed Yacoub and Laoubara Nadjiadijim. .mmwmmm :

_ wmm USAID!Chad, N’Dgamena, Iulv 1989

Arditi, Claude. -
N’Djamena, December 1989

Buremn Interministeriel d’Etudes et de Projets. Eg,;de dela Fc_)rnatngn des Prix dg Qerealg Republxque o
du Tchad, Ministere de I’ Agriculture, June 1990

-Burean Intermxmstenel d’Etudes et de Pro_lets- Propositions pour amehorer le fonctlonnement de !a. .

de Lardemelle, Lucien. March 1990, I_.g anques de Cereales au. ghg Bureau Reglonal de:_-. 2

I’OAAIFAO pour L”Afrique, Accra.

Graetz, H. and R. Maxon. Graig Marketing in Chad, Multinational Agrﬁmsmess Systems Inc. Prepared '

ﬁor USAID/Chad, N’Djamena, 1977.

Kent, I..awrence, 1989, "Grain Storage in the Knn, Ma.rba, and Gabri Areas of the Mayo-Kebbi " CARE o

International, N'Djamena.

Kent, Lawrence. 1989, *Milles Prices, Grain Storage and Cereal Banks in the Cheddea Reglon Care S
International, N'Djamena. : o :

ONDR, Programme Integre d&s Services de Base. "Evaluation des Banques de Cereales de Ke!o

Mmzstry of Agriculture, Republic of Chad, August 1990.

ONDR. "Programme Agnoole en Zene Soudanienne — Operatran Gmupemnts . Ragport Fmai de
- PAssistance Technique aux Groupements Villageois et a la Commercialization, " FED iject ‘no. _'
5.100.33.51.034. Sarh, Brusselles, 1988.

qudanienpe. Ministry of Agricuzmze,'kepabl ic of céad,

World Vision Internanonal. "Projet Stockage de Grams dans les Deux Logones — Rupport Annuel 1989 v

_ N’Djamena, 1989

Yumzseva, H‘ﬂda. Chad: Agg’;cglmtal Marketing Policies. Abt assocmates for USAH)/Chad May 1990




129

ANNEX 4a

'NIGER — NOTES ON CEREAL BANKS
AND PRIVATE GRAIN TRADING

- LITERATURE

Recently, much has been written about CBs in Niger. Four major reports appeared in 1990: -

- "Situation Actuelle des Banques Cerealieres Implantee au Niger” by Seyni Harouna for the FAQ; "Les .

- Banques Cerealieres” by Francisca Beer for the University of Michigan’s Center for Research or = - -
Economic Development; “Evaluation des Banques de Cereales du Projet” by Serge Mihailov for the FAQ; - !
and *Evaiuation des Banques de Cereales au Niger” by Bernard Guillermair for the FAO in Rome aspart .
of a broader study in the Sahel. The University of Michigan team based at the Department of Studies
and Programming in the Minister of Agriculture has frequently touched upon cereal banks in its numerous

- renpors.t _ . . : -

. All of these reports concentrate on describing Niger’s cereal banks and analyzing their modes of -
operation. Most say little about the underlying economic issues surrounding competitive cereal - . .-
marketing. A number of them make the same assumptions that were used to justify the creation of =
national grain offices two decades ago — that cereals marketing cannot be left to the private sector, but -
should be channeled through collective institutions. So few questions are raised about the necessity of
these institutions. . Instead, the papers simply analyze how the institutions operate, .and make
recommendations ou how their management might be improved. These recommendations typically
mnvolve increased training and better coordinatisn and monitoring. e

The notes in this annex do not repeat the description and analysis available in the above-cited
documents. Instead, these notes summarize some basic facts on Niger’s cereal banks, then consider the =
issues raised in the previous annexes — notably, the relationship between cereal banks and the official
cooperative movement, the government grain board, and the private grain trade. _ o

NUMBER AND TYPES OF CBS

Currently, there are 500 to 650 cereal banks in Niger. The 1990 Niamey Roundtable Jists 645
CBs, while Harouna’s census arrives at a figure of 530. Harouna’s mumber appears to be the most
redizble; it is lower than the roundtable’s estimate because it does not count cooperatives . interested.
primarily in inter-regionaf grain transfers. These will be discussed separately later. T

! Full citations in Annex 4b — Niger Bibliography.

£
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ﬂsepxaepmjectspmmo&CBsmNiger Theﬁvelargestare.

e TahonaRnraIDWdOlePnuect(GlZ) o zoscns-

. Intemmonallabor@rganmm Zindet(ILO)_ SSCBs

' ® Joint Program of Nuwritional Support (WHO, UNICEF) . 60CBs |

e Suwcﬁt?rojeaforOfganizaﬁonsR&spomibléforthe 3
-CcmmrcialiwionlManagunmofCe:ulSmcks(FAﬁ,SNV)u S . 19CBs

 ® ACOPAM (nemational Labor Bureau/World Food Program) 9CBs |

_ | Ez:hpmjecthasashghﬂydtﬁ'uemwneepnonofhowﬂaeuoermibanksshouldme. Itis
useful to classify these operating styles by dividing CB projects into two groups: (1) those that advocate -

that all cereal be purchased and sold on a cash basis, ana (2) those that encourage their CBs to distribute |~ |
mmonaedndmngmeimmandmmverthegwnm—kmdafterthefoﬂomngharvest. About Lo

159CBsopermprunarilyonacashbmswhﬂeS79emphasxzem—bndcredxt

? Source: Harouna, p. 17-18.
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ANNEX TABLE 4.1

Project . #ofCBs | . Smckin1989(90(t0ﬂ5)%..'.

PDR/Tahoua 106 | 218

OIT Zinder | 73 835
PCAN/NIGER/OMS/UNICEF 60 . 438
BIT/ACOPAM 49 | 97
Projet Integre Keita 9 3%
Basse Valee Tarka FED 11 103

 Other - 41 307
Total | 379 3258

hojmwmecmomwpﬁmﬁ!yonamshbasis_

- SNV 49 CBs - 487toms
FAO ' .30 - - 240 -
FIDA 17 161

- PAM . 9 : : -
Caritas ' . 7 151
FSA 7 _—

FED ] 30
Other 26 326
Total - 151 1,395

Source: Harouna p. 17-18, abbreviations are in French.

A second way to classify Niger's CBs is by the organizational level at which they work, Roughly =
330 CBs operate at the village level while about 200 work on the muiti-village or official cooperative
level. Geographically, CBs are distributed over all of Niger’s departments — including cereal deficit,

surplus, and variable regions. Most of the agencies promoting CBs give their cooperatives an initial cash . -

or cereal grant; of the larger organizations only the Regional Productivity project of Tahoua works on
2 loan basis. : ST

" The number of cereal banks in Niger has expanded rapidly from the first CB in 1980, to 77 CBs o

in 1985, and 530 in 1990, Expmianisapeaedmconﬁnueasﬁ:cFAOandK,Oaremgnﬁyplannix;gi'
new programs. Despite this growth, CBs remain a relatively small actor in the grain storage picture,
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NWsmmmrmﬂymmmmequwmwme&ySMmmofw

whxﬁmklessthmZ%oftheoaalsmmﬁyﬂadedonanmmlhammNig&

 Unlike in the other Sahelian countries, most CBs in Niger are based on an in-kind credit system,
which typically operates as follows. The donor grants 5 to 30 tous of cereal to the CB which stores the ==~

grain in its warshouse. During the lean season, the CB committee distributes the grain to members on |

credit. Aﬁu&emmembmmmmmmemm&efvempius |

25 1 50% imterest.
Tmpnmﬂproblmmwﬁmtmthesemmgm |
" After the original food 2id srant, the system probably does pot increase the mt availzbility |

ofgm:nmthcviﬁage,eve:yumeamberrepayshxsdebtwﬂ:ecs gram:ssunply?f;

shifted from his individual storeroom to the CB warehouse.*

L] Dnnngyearsofpmrharvests mhastendnotmrepayﬂxenrdebtstocerwhanks whmh

threatens their sustainability.’
SUSTAINABILITY

Niger's experience witk zereals banks is relatively short — acco:dmgmeuammﬂm the

~ average CB is less than 3 years old. Because almost all CBs still enjoy the active support and supervision =

ofadonoragmcy nmdﬁmkwgmgemwabﬂnywwmeowamusmﬂnsmeem

Mmm,howm to be skeptical. SeymHa:ouna,whommd%Mbanksmi%O B

" before writing his inveatory report for the FAO, coald not cite one case of 2 CB that continues t©

function three years after the end of project supervision. On the other hand, he was able to cite over =~ -
' &uqcasﬂ:&hadmmdopamsomomsxdemmended. According to Harouna, Niger's = 7

aux Organismes Chargwde iaConunerizanon e dela “ Stocks Cerw:ers,
FAOIGC?SINERIOZGINBT Niamey, May 1990, p. 26.

4 Becanse of the risks of embezziement and physical deterioration duetonegiect, gram cannot
- automatically be considered "safer” whenztlsbemgstoredmﬁecnvely.

igel Projet d’Appug"g e

? Recognizing this problem, the Internationai Labor Bureau/ACOPAM program is now emouramng o

- mcumlﬁanhmshxﬁ&omaaednsymmamémedsym
-mmmmmwmy,mﬁ 1990,
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largest cereal bank program (the PDRT) is a "catastrophe,” which failed almost completely because of

WmmmmﬁMmr@ymw&mmmem& Harouna

 believes that close project supervision of CB committees is the main reason that certain programs, such

as International Labor Bureaw/ACOPAM have been partially successful. However, once these projects

mMMMWmHmMMMCBmWMb@wWeM
mmmmﬁe&wmmmﬁm&emmfomwithir_:afewym..

'comm_

Cereal Banks mN’:gerarebeﬂ understood in the context of two mpomntbackgronnd
phenomena: the evolution of the government's official cooperative movement; and the restructuring of:
ﬁem—ﬁw;mmm : ST

THE OFFICIAL COOPERATIVE MGVEMENT

Since independence, the Government of Niger (GON) has promoted the development of rural -
credit and marke’'ng cooperatives. In the late 1970s the governmen? announced the formation of a-

-.WMthﬁchwuyvﬂhgeh&emmmmedamm;a: '

“Groupement Muualist™ (GM). These GMs were grouped into organizations of several villages known

a cooperatives, which i turn were grouped into sub-regional and regional unions. The cooperatives =

were assigned the legal monopoly of primary marketing of grain in Niger, and were considered as
muportant vehicles for the implementation of projects in rural areas. _ - : AN

h.mﬁem@«ﬁvﬁﬁﬂﬂ Theynevumab!emsa‘mfacmrﬂyhandtememanatﬁy SR
[percentage of Niger’s marketed cereals, and the cooperative movement is now widely understood 252

political imposition from sbove which is weak administratively, organizationally, and financially. An
anthropologist studying Niger’s cooperatives characterizes the movement a¢ “an inexpensive means for -
pmmwﬁermmnm Niger’s rural economy behind a facade of self management.”>

- ’mm,'mmmme?mmmmmmﬁm,mumi
Cooperatives, Agricultural Development in Southwestern Niger,” in Anthropology and Rural

Pevelonment in West A frica, 1986, 9,234.:
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%M!egﬂsmdb@mm-wopﬁaﬁvesmphyamlemNigwmmls
marketing in the past, this typically invoived serving as poorty paid collection agencies for the OPVN’s
now-abolished, loss-making stabilization interventions * To date, the majority of Niger’s cooperatives
hzvepmvedﬁamdvamhemmhbieimﬁmﬁom;theyexhhmeoﬂymdmgemmmmic
or Soci tvities ® | g

Whﬂ--mhmksmﬁmimoduaedintheeaﬂy 1980s, they were required to work through
the official cooperative network. Manypmjects,suchasthatofﬂzeFAO,conﬁxmetoworkexdusively-
at this official cooperative level. On paper, the GON's National Union of Cooperatives (UNC) is
responsible for overseeing all CB activities. But the UNC is currently only able to do this in those few B
areas where 2 donor is willing to underwrite its operating costs (fuel, etc.). According to Mihailov,
project-sponsored cereal banks are frequently the first and only economic activity for many official | -
cooperatives and thus provide a justification for existence of these structures. :

institutions ~ cereal banks - which are prone to many of the same problems as the old-style
cooperatives. IfNigerism&u!yliberaﬁzeimeconomy,itneedsgenuineiyprivateamrs (traders), not
ofﬁ@idormi-ofﬁcialmm_mdubbed'pﬁm.' C S

THE RESTRUCTURING OF OPYN

mmofOMEdmmbkawmemdmgmesprmdfm“
bank projects in Niger. Since the GON's 1985 decision to restrict the level of OPVN’s intervention in
cereals markets, many officials have suggested that CBs take up the OPVN’s now-abandoned role as
“stabilizers” and “moralizers™ of the marketplace. Thepre.ralenceofthisnoﬁonbecameappatentata
round-tzble discussion on CBs held in Niamey in 1986, where the inability of the OPVN to intervene in
rural areas was lamented, and cereal banks were recommended to fill the void. The final communique

makes no mention of a role for private traders. When a second roundtable was convened in 1990 this -

* Direction des Etudes et de 12 Programmation, "La commercialisation primaire par les cooperatives,”
Niamey, Niger, April 1988, p 6. :

valuation des Bangues de Cereals du Projet, FAO, Niamey, Niger, April 1990, FAO consultant
Se:gemaﬂwexpmesasmmnonNiger’smopsthatappmrstobewidelyshared:

B fant savoir que Ia structure cooperative pyramidale (UNC, URC, USRC, ULC,
Cooperatives, GM) est davantage une construction bureaucratique hierarchisee du pouvoir
central qu'une emanation spontanee de la base. Chaque producteur nigerien nait
Cooperateur, souvent sans le savoir, et rares sont les cooperatives qui excercent une
queicongue activite. (p.30)

* Mihailov 1990, p.31.
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sentiment was repeated by the Secretary of State for Agriculture and the Secretary General of the National
Union of Cooperatives. The roundtable’s commission number one concluded: : S

The meed for cereal banks is based on two factors: (1) the country’s food situation, and

(2) the contraction of OPVN's role. The OPVN which once managed 270,000 tons, now

manages only 80,000 tons — a 150,000 ton reduction. To assist in filling this 150,000 .

ton gap, cereal banks should be the first means of recourse. But the management of their =~ -

m&,ﬁi&mmmmﬁmmbem:dinmdatatevdmpeﬁorﬂmof

the village. ¥ ' _
Agﬁn,mmemionofam!eforpﬁva:etrade:sinmeRWle’sﬁmlmmuniqn& The idea appears
mh.&xmmmmmmermﬂecﬁvdymimﬁmﬁom—“mordinated"CBs—'shm_ld
fill the void. Ihisteﬁeasthereiucmofmanypo!icy-makexsmdsomedonorstorecognize’thecem

-m!ethatpﬁvateintermedimiesmandshouldplayincermlsmkm.

' OBRGANIZATIONS PROMOTING INTER-REGIONAL COOPERATIVE CEREAL TRADING |

Two private voluntary agencies m Niger are working to streagthen official cooperaﬁv&sthatﬁuy,--

 transport, and sell cereals. The Cooperative League of the U.S.A. (CLUSA) is funded through USAID

and the "Campagne pour une Afrique Verte® (CAV) receives French financing. These agencies encourage

exchanges between cooperatives in grain deficit zones with cooperatives in grain surplus zones, and their

efforts have geserally been viewed favorably by the donor community and program analysts (Beers,
Guilliermain, Gressard). They also promote village "boutiques* and other commercial endeavors. Other
agencies (FAO,ILO) are also promoting cooperative “boutiques” and are planning to promote inter-

_ Wmmmg'mupwmingpmjm.

The rationale behind these programs deserves closer examination. Why should cooperatives be
enmuragedmmymwaﬁalarbitragewheninalibaalizedeeonomydﬂsisconsider'edthedomairiof
private traders? Most empirical studies have concluded that the private sector carries out this function

quite well in Niger, and that cereal trading margins are not excessive.?

The CLUSA and CAV response to this question is that cooperatives should be allowed to compete
alongside private traders. This is the “more the merrier” argument and in some cases it makes sense, .
Where exchange routes are not competitive, the addition of another actor can increase competition and
provide better service. However most trading routes, as mentioned above, are already competitive.

Mcngﬁl&me;;mnp&aivemoﬂymmpaemcmsﬁﬁlyiﬁtismeefﬁdwmp'rivatetrade:s-' |

or if it is subsidized or granted official privileges. If competitiveness is the product of subsidies or
pﬁvﬂega,mmsﬁﬂopemionwﬂlmommeyaremved. Inthemeanﬁme,privatetraderswm :

" Republique de Niger, "Rapport final de I’ atelier de reflection sur les banques cerealieres au Nigef,"' |
FAQ, Niamey, Niger, p. 38. . - o

“ Prelizainary resuits of caloulations based on recent, relizble data indicate very high degrees of
market integration. These results are available through the University of Michigan team at the DEP.,
Ministry of Agriculture, .
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have been displaced, or they will have been discouraged from entering these markets, as they were earfier
by official cooperative/OPVN trausactions.

- To be fair it must be noted that the CAV and CLSUA are sensitive to these issues and attempt
to minimize their subsidies. Nonetheless, subsidies do exist, and it is doubtful that many of these '
cooperatives could continue to operate without them. CAV provides a flexible, interest-free joan to each
of its cooperatives to cover their purchasing, bagging, and transportation costs. Each cooperative is given
an FAO or Japanese-funded warehouse. Initially, trading was done using government or project trucks

at highly subsidized rates. CLUSA cooperatives receive privileged access t low-interest bank Ioans, only =
made possible by CLUSA’s policy of providing 100% guarantees for these loans. CLUSA supports a -

MGfom-SOﬁddmmmcydsmpmﬁdewagmassistancetebothCLUSA-andCAV
cooperatives at an estimated annual cost of over $260,000. ' C

Another questionable factor is the close relationship between the CAV project and the State
cooperative hierarchy with which it works. The organization plans soon to move its bureau to the
National Cooperative Union office in Niamey. CAV’s latest project extension involves equipping tie

representative of the Regional Cooperative Union with 2 truck and providing fuel to the Sub-Regional = [}
Gaopaaﬁveﬁniom,whichmstaffedbysalaﬁedgovmememployees. Inone case, CAV funds were |~

tent directly 0 2 USRC director to purchase a "buffer stock” of millet from the OPVN whick he quickly
sold at a 1,000 CFA/sac profit "o help finance the USRC’s activities™. L.ast year, whent OPVN received

funding from Luxemberg to purchase cereals, CAV’s representative arranged for CAV cooperatives to |

 provide that grain on 3 non-competitive basis (outside the prevailing tender and bid process). WhileCAV
cooperatives collzborate with the UNC and OPVN systems, they are discouraged from dealing with °

CLUSA and CAY cooperatives have managed profitable trading endeavors as well as operations

that have resulted in losses. As CLUSA’s director puts it “that’s part of trading in a volatile market.” -

Whether or not they can survive in that volatile market without project management assistance, close
monitoring, and privileged access to capital and OPVN markets is open to doubt. Six of the 51
~ cooperatives with which CAV works bave had serious problems with embezzlement of funds. According
-maCA?repmmtaﬁve,thismmbetwmﬂdbelargeriﬁtwm’tformecareﬁﬂmoniwringprovided
by project agents. In the meantime, these cooperatives are probably displacing, or discouraging the entry
of, private traders. ' - o Lo

,mmmwmorm’s“paﬁombcuﬁque”pro'gmmproviduagood_exampléofho&” ‘

a subsidized cooperative can displace private traders. The project organized 16 cooperative retail shops - |
in remote zones of northern Zinder province and provided nine tons of cereal and 500,000 FCFA of start-
up capital to each. In addition to regular visits by the project’s expatriate staff, five project field agents

dedicate 80% of their time to supervising the 16 shops operations. In addition, the cooperatives have

been granted privileged access to five Toyota pick-up trucks posted to the zone by a World Bank project.
With all of this freely-provided assistance, it is not surprising that some of the *boutiques pastorales*
have driven several private (non-subsidized) shops out of business. If the fragile, cooperatively-owned

shops cannot survive once project supports are ended, the region may be left without a reliable source 2

of supplies, and displaced private traders will have lost years of experience in developing a commercial -
route for bringing staple goods into the area. .
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THE BASIC ASSUM’I’ION: PRIVATE GRAIN MARKETING IS "UNFAIR" TO VILLAGERS E

One of the major objectives of cereal banks and CAV-type marketing cooperatives is to replace |
the “middieman” and thereby obtain more favorable prices. The basic assumption behind this reasoning -
is that "midgdlemen” extract excess profits when they perform marketing functions. ' f

The empirical literature tends ® coafirm the thesis that private markets are competitive and
margins are slim.® Although some authors dissent,’ most researchers who have studied the problem
find 0o evidence of excess trader profits (Hays, Kohler, Berg, Proulx, Amould, Waldstein, Cullen).
Armould concludes that while 2 few well-known merchants become very wealthy through trade, most full-
time traders barely make ends meet, and most part-time traders are able to make only slim additions to
their total incomes.™ For traders/transporters serving the Niamey market, Berg estimates the gross
return £ be under 10%.* Cuilen concludes that traders’ profits are "modest on a transaction basis and
their prices seem to be consistent with their costs.*” ' S

To assess traders” profits from storage, Berg (1983) assembles and analyzes monthly millet price.
data from 13 years of Niamey data®. His conclusion is that the widespread assumption that traders gain
large profits from "speculation” is unfounded; the average annual return to interseasonal speculation on
the Niamey millet market was a relatively modest 8 percent over those 13 years. This analysis of
monthly price data is reviewed in the body of the present paper. Conclusions are similar: Once all costs -
are taken into account, interseasonal sterage is not highly profitable, but it is highly risky. S

 For example, Alfred Waldstein emphasizes this point in his 1984 draft on Niger entitled "Where
is All that Food Storage We Hear So Much About, Anyway?" He writes, "In Niger...there still are a
large number of trader/transporters in the field. Numbers of smaller-scale traders simply rent space on
trucks owned by others. Clearly, entry in regional and national trade has relatively high capital
requirements. Yet there are numerous food staple traders at every level. No small group of traders is
able t coordinate its marketing bebavior, gain control of the market and enforce its prices.”" p. 5.

* Notably, Barbara Harriss and Emmanual Gregoire. See for example Gregoire’s "Etat et reseaux
marchands dans le commerce des vivres au Niger,” CILSS, September 1989. :

¥ Eric Arnould "Regional Market System Development and Changes in Relations of Production in
Three Communities in Zinder Province, the Niger Republic,” Ph.D. dissertation, -Department of
Anthropology, University of Arizona, 1982, pp. 26-30. o
* Elliot Berg, “Cereals Policy Reform in the Sahel - Niger,” April 1986, table 3.

" Michael Cullen, “Pricing and Marketing Policy Reform and Current Grain Market Conditions in
Niger,” 1985, USAID, Niamey.

* Elliot Berg, “Joint Program Assessment of Grain Marketing in Niger,” Vol 1, 1983, pp. 66-77.
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ANNEX 5

~ RETURNS TO SPECULATIVE STORAGE
CALCULATIONS FOR RURAL MARKETS

: There are two principal reasons for private traders” reluctance to invest in speculative storage
— the very hizh oppornity cost of capital in the Sahsl, and the riskiness of investments in specuiative -
storage. This is demonstrated by looking st seasonal price data and calculating the potential profits that
couid be earned by a trader investing in speculative storage.  We have carricd out this exercise under the
following assumptions: . - o L

. Grain is purchased at its average price in the posft—harvmt period (October, 'Novembér, DN e
December, unless otherwise aoted); _ _ s : S !

© The grain is stored for six to eight months in a warehouse;
® The grain is resoid at its average price in the soudure period (uze, July, August);

® Physical storage costs include S0 FCFA/sac/month and a 5% physical loss over the entire. |

.ﬁ Three different rates are presented for the opportunity cost of capital: 0%, 15%, and 40;%,-' -

- (We consider 40% to be the most realistic estimate of the opportunity cost of capital to a -~
private trader’) _ ' o - R S

' CRED estimates for the cost of capital in Burkina range from 27% to 60%, while Matar Gaye
estimates an average rate of 39% for Senegal. informal estimates for the other countries fal! ir a similar - -
range. CRED, The Dypamics of Grain Marketine in Burkina | aso, University of Michigan, 1987, Vol. _ i
- L p. 134. Matar Gaye, "Le credit informe! en milieu rural Senegalais: enquete dans les regions de Fatick -~
- 2tde Kaolack,"” ISRA, Dakar, Senegal, 1987. . ' = j
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BURKINA FASO?

ANNEXTABLE-S 1

PO, BURKINA FASO — WHITE SORGHUM
© months)

" Het anmual return on
: ' : Physimt invested capital under
. Harvest = Soudure Gross . storage various opportunity

price  price return costs ¢ost assumptions -
: : o ; X - 15% 40!_
1979780 60.0 92.0 3200 B 80X S5% - 40X
1980/81 &5k.0 8.0 20.9 7.7 I8% 3% 25
1981,/82 . 63.0 83.0 20.0 7.7 3% 26% - -1
1982/83 &67.0 119.0 . 52.0 ¢.5 27 112X 87%
1983/84 . 116.0 130.0 14.0 .o 07X --8%  -33% - .
1984/85 81.0 97.0 16.0 8.4 9% 4X  -21%. .. . - :
1985/86 60.0 63.0 3.0 6.7 -12% . 2% - -52%
1985/87 35.0 . 60.0 5.0 6.5 106% 91X 66% :
AVERAGE - 68.3 91.0 2.8 8.1 . 50% 35% 0% :
ANNEX TABLE 5.2
ZINIARE BURKINA FASO — SORGHUM
(6 mos.) o
. Net annuai retu_m o
_ Physical invested capital under
- Harvest  Soudure Gross storage various opportimity
" price price return costs cost assumptichs .
ox 1% ..40%‘
1981782 59.7  76.5 6.8 7.3 32X 7% -8%
1982/83 .5 S2.4 21.8 8.1 9% 24% 1%
- 1983784 76.5 - . 0.6 - =59 7.0 =34% -49% -T4X .
- 1985/86 102.9 108.8 5.9 8.9 -6% 21X -4
AVERAGE 7.4 87.1 9.6 7.9 8% -7% -3; .

-2 Po and Ziniare data are from the CRPA du Centre, Ouagadougou' the Sanma:enga data are from_ =
~ Thiombiano, “Role des prix dans la decision paysanne de produire et de vendre les cereales traditionelles oo
~ au Burkina Faso,” paper presented at the Seminaire sur les atrategm et Politiques Alimentaires au Sahel, |
Ouagdougou, 1989. Because of data imnumons the harv&st price is the January prlce soudure pnce is
the July pnce. _ _ _ s
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ANNEX TARBRLE 5.3

SANMATENGA EURK!NA FA.:-:O SORGHUM
: {6 mos.)
- . S © et ancuat return on
i . ' ‘ Physical invested capital under
' ' © Harvest Soudure  Gross storage varfous opportunity
price " price return coats . cost assusptions

1981/82 - 58.0 56.0 -4.0 6.2  -35% -50% -75%
1982783 69.0 99.0 30.0 - 8.5 £2% &Y 2%
1983/84 92.0 1370 5.0 10.4 7% 60X - 35%
1984/85 111.0 112.6 1.0 9.4  -15X 36X -55%
1985/86 %.0 659 9.0 6.8 -43X -S8X  -83%
! o 1986/87 3.0 56.0 11.0 6.2 - 2% 7% 18X
5 ' ~ AVERAGE 7.5 8.8 1.3 7.8 HMX 4% -29%

; _ Source: Thiosbisno, 19&9 Role des prix dans ia dncisim paysanne de produira et
: . : de vendre les ceresles traditiomelises au Surkics .Fase. Semineire sur les
! © Strategies et Politiques Miuntmm T Sahol. Sungadougou.

SENEGAL’

' ANNEX TABLE 5.4

; S LOUGA, SENEGAL (RURAL MARKETS) — MILLET
- S (8 months) o
) Net anrual return on :
) Phiysicel invested capital under . R B
Harvest . Soudure Gross storage varfous oppurtunhv S e
prics price return costs cost assumptions : h : T

1987/88

65.3 2.0 6.7 7-1 -1 -16%  -41%
j 1988/89 7.7 $7.7 20.0 8.4 22X T -18x
3 1989/90 76.3 93.0 16.7 8.2 % oz -2
AVERAGE 3.1 87.6 Yl 7.9 0 3% - -27%

Senegal data are from the Commisariate a 14 Securite Alimentaire (CSA).
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ANNEX TABLE 5.5

ST. I.OU]S SENEGAL (RURALMARKETS) MILLET
‘ (8 months)

. Nat ml return on
Physical invested capital under

ﬁrim Soudxe Gross - storage verioum wpeti-mity
- ice return costs  cost asmaptions
i ox 5% Lox
1987733 %3 850 10.7 7.8 6X . -9%  -34X S o
1988/89 9.0 150 16.0 8.2 2% -3X -28% S R
1909/90 3.7 102.3 8.7 8.6 G -15% -40% :
MERAGE BT 974 18 B4 6% -ox M

ANNEX TABLE 5.6

TAMBACOUNDA SENEGAL (RURAL MARKETS) — MILLET |
: (8 wonths)
. net ml return on
) Physical invested capital under
Harvest Soudure . Gross storage various opportunity
price price return  costs co:; us?s;iom‘nx

1957/88 s1.0 7.7 2.7 7.2 4x M & TR T A
1588/89 573 3 26,0 7.7 4 [ 8 B .-
1989790 - 593 89.0 - 8.0 . 5% 40% 15%

 AVERAGE 55,9 22.0 26.1 7.6 49X X 9%
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CHAD*

ANNEX TABLE 5.7
MAO, CHAD — MILLET

(8 months)
Net arrmaal return on
. : Physical invested capital under
Barvest Soudare  Gross storage various apportunity .
prics price retun cogts  cost assumptions

1987788 7.3 We? 1013 123 - : I
1988789 50.0 613 113 6.6 14X -1%  -26% . | R
1989790 10,0 1133 B3 92 - LT

AVERAGE B4 ua 2.0 9.4 66X S1X 26X

ANNEX TABLE 5.8

-BOUSSO, CHAD - MILLET ' T
(8 months)
: : Net arrual return on
. - Physical irwvested capital under
Harvest . Soudure Gross storage various opportunity
price . price return Costs cost assumptions

1987/88 40.0 3.3 75.3 9.2 C261% 226%  201%
1988/89 45.7 = 34.7 -12.0 5.2 -55% -70% -95%
1985/90 45.0 52.0 - 16.0 £.6 31X WX -

AVERAGE 4.2 .0 5.8 7.0 & 578 3

* Chad data are from AEDES/SAP (Systeme @’ Alerte Precoce).




146

NIGER®

ANNEX TABLE 39

(8 months) RIS
(Harvest: Nov, Dec, Jan) _
. Net annusl return on

Physical invested capital under
. Rarvest Soudse Gross storage various opportunity: '

ce ce retumn | c¢osts Cost assumptions

et ped ox 15% 40%
987/88 68.0 72.0. 12.0 7.1 1% 33X  -28%
1988/29 56.0 63.3 3.3 . 6.7 20% X -20%
10897506 63.3 116.7 53.3 2.3 04X .  89% 6a%
AVERAGE 57.8 84.0 26.2 7.7 45% 30X 5%

ANNEXTABI-.E 3.10

LOGA, NIGER (RURAL MARKET) — NHLLBT
(8 months)
(Harvest: Nov, Dec, Jan) :
Net snnual return on

Physical invested capital under

Ml;vﬁst Smixu‘ Grosa storage various opportunity - i ) '
price price return costs cost ions e : ;
__ T

1987/88 5.7 £33 6.7 7.7  20% 5% -20%

1988789 52.3 64,0 1.7 6.7 %X 1% -26%

1989/90 70.0 129.0 59.0 10.0 105X 90X  65%

AVERAGE &3.0 21 2.1 8.4 47X 32X =

’N’gerdmm&omOfﬁeeduProdan‘wnersduN‘ger(OPVN) Theharvmtpnce or[ow
price, xscalaﬂatedasﬁxeavmgepmeforhlovember December January,
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'ANNEX TABLE 3.11

MAINE SOROA, NIGER (RURAL) — MILLET
(8 months)
(Harvest: Nov, Dec, Jan)
C Net anual return on
: : © . Pphysical invested capital under
Harvest  Soudure  Gross storage various opporunity
price price  retwn  costs g‘t “?S?ﬁ“"‘a:

1987788 733 &0.0 133 6.5 41X 56X -81%

1988789 52,0 56.0 -2.0 6.0 -JX -38% -63%

969/9%  &5.0 W3 423 8.9 X &X 3%

AVERAGE 83,4 72.4 © 9.0 7.1 5X  ~10% -35%
ANNEX TABLE 5. 12

MATAMAY'E, NIGER (RURAL) — MILLET
_ (8 months)
{Harvest: Nov Dec, Ian) .
et srounl return on
Physicsl inventod capital under .

Harvest Soumu Gross storsge various opportunity
price prics return costs  cost sssumtions

1987788 6.3 0.7 4.3 5.5  -5%  -20%  -45%
1588/89 30.7 51.7 12.0 631 22X 7% -18%
1989790 0.3 7.0 367 8.4 70X 55%  30%
| AVERAGE 5.4 . &.1 17.7 &7  29% 1% -11Z
ANNEX TABLE 5. 13
QUALLAM, NIGER (RURAL) NﬂLLET
(3 months)

(Harv&st:NovDec}an)

et aonusl return on
Physical invested capital under
Harvest Soudure  Gross storage various epportunity -

price - price return . costs . cost assumptions
- . ox  1sx
1987/88 105.3 76.0 2.3 T3 -50%  ~65% -90%
1988/89  60.0 0.0 0.0 6.5 -16% 31X -56x
1989790 78.3 . 122.7 4.3 9.6 &3 51X 2

AVZRASE 8.6 56.2 5.7 7.8 X -15%  -40%
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ANNEX 6

BIBLICGRAPHY FOR MULTIPLE-COUNTRY STUDIES AND MALT
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Gagnon, Gerard. “L'Evolution du Commerce Prive des Cereales au Mali, POPAM, e
i’AppmvsswdesZmDeﬁcimm World Bank, October 1988. .
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- Jammmes. Ofivier. Les Bangues greates gu |

e Koro., Rappondestagéde lere ; |
annee, Clermont-Ferrand, Frame,December 1990 '

Kottering, Andreas. 'WhaLevdofEmagmcyGrams:ocksmMaﬁ.*nmﬁ,wmdBankAmca

Region, September 1988,

Near East Foundation. "Cereal Banks in Douentzz : Some Pmblems and Questions.” NER, Donentza,
Mali, 1988. i

Near East Foundation. Cereal Banks in Doveatza 1986-90 : A Review." NEF, Douentza, Mali, 1990.






