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EXECUTIVE SUMMARY

The conclusIons of tills gUldehne are

• Agncultural markets have partIcular charactenstlcs, including the dlstnbutlOn of essentIal
food, that both result In therr functIOning dIfferently than other markets and often make them
targets for government interventIOn

• When a government conSIders either pohey interventIOn or faclhtatlOn ofmarket development,
It IS WIse to first make a careful assessment of the performance of the market

• InterventIOns to correct "market fadures" abound, they often result In pobcy failures
FacIlItatIOn of market development wdl generally produce better results than interventIOns
that dIstort pnces and/or other mcentIVes The key IS whether government actIOns promote
or hamper competItion Government can promote competItion by, e g , proVldmg market
mformatIon, developing necessary mfrastructure, and passmg and enforcmg anti-monopoly
laws

• Expenence shows that 1) reforms that enhance competitIOn are effective at Improvmg market
performance, 2) the pubbc and pnvate sector both have Important, complementary roles to
play m promotmg market performance, and 3) eqUIty can be enhanced at the same tIme as
effiCIency Whde mstItutlOnal and regulatory reforms take longer than, e g , pnce pollcy
reforms, they are no less essential The role ofthe state In market performance IS a strong
one the manager, promoter and enforcer ofcompetitIOn, not a competitor In the market
Itself

ThIS gUldelme proVIdes assIstance to USAID's Agncultural Development Officers (ADOs)
and EconOmIC Growth Officers (EGOs) and other practItIOners ofagncultural polIcy reform and the
InstitutIOnal restruetunng that often accompames It The central Issue IS the appropnate roles of the
pubhc and pnvate sectors m definmg the structure and operation of agncultural markets The
ultImate goal IS Improved market performance, which IS a key theme ofthe APAP III project We
examme types and degrees of publIc mvolvement m mstltutlOns whose baSIC functIOnal umts are
pnvate The pubhc sector should always playa role In creatmg and mamtammg markets and the legal
and mstltutlOnal rules by whIch they operate It also prOVIdes much of the transportation and
commumcatIons mfrastructure whIch are theIr lIfe blood Should the state go beyond thIS level of
support?

ThIS Issue IS addressed from both the theoretIcal and empmcal pomts of vIew m the five
chapters that follow the mtroductlon In chapter 2 we offer a broad, pragmatIc approach on how the
performance ofmarkets should be assessed To be useful, our approach has to reflect the practIcal
POlttlCal and econOmIC development objectIves that occupy natIOnal polIcy makers In chapter 3 we
diSCUSS the reasons why agncultural markets sometImes function differently than markets for

VI



mdustnal products These dIfferences have led governments the world over to mtervene In their func
tlOmng, we also descnbe the most common types of Interventions

In chapter 4 we address the questions, What IS a market supposed to do (or how IS It
supposed to perform), and who IS In the best position to ensure that a market Will do these thIngs?
What are "market faIlures"? We dIstIll recommendatIOns from neoclaSSIcal economIcs and related
modern analyses, particularly about government Intervention or facilItatIOn Chapter 5 examInes
methods that have been used by development practItioners to assess the performance of markets We
present a set ofrelatively Simple analytical methods that are accessible to non-economists Careful
dIagnoses are an Important prereqUisIte to deSignIng successful mterventlon or reform programs

Fmally, In chapter 6, the recent expenence of pohcy reforms In LDCs IS selectively reVIewed
for ItS effects on the performance of agncultural markets and the changes In publIc and pnvate roles
that have occurred or are Judged to be necessary
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1 INTRODUCTION

Tlus guldehne IS mtended to proVlde gwdance to USAIDts Agncultural Development Officers
(ADOs) and EconomIc Growth Officers (EGOs) and other practltlOners of agncultural pohcy reform
and the mstltutlOnal restructunng that often comes m ItS wake The central Issue IS the appropnate
roles ofthe publIc and pnvate sectors m defimng the structure and operation of agncultural markets
Tlus IS not a question of totally free or totally controlled markets Rather we examme levels or
degrees of government 1Ovolvement 10 1OstltutIOns whose baSIC functIOnal umts are pnvate The
publIc sector IS always mvolved m creat10g and ma10taImng markets, the legal and 1Ostttutional rules
by whIch they operate, and proVld1Og much of the transportatIOn and commumcatIOns mfrastructure
whIch are theIr lIfe blood The questIOn IS, When should the state go beyond thiS level of support or
mdlrect 1Ovolvement 10 nurtunng and promot1Og markets as 10struments of development?

Market performance IS a key theme ofthe APAP III project It IS especially tImely because
of the many reforms of agncultural and macroeconomic pohcles under way 10 LDCs As
governments and donors pursue these reforms, It often becomes apparent that a reahgnment ofpubhc
and pnvate sector roles would lead to more effiCIent operatIOn ofmarkets and thereby higher 1Ocome
for farmers and others 10 developmg countnes The emphasIs on dismanthng systems for government
1Ovolvement m agncultural markets IS a recent one, With reforms com1Og largely smce 1980 Whde
thIS strategy advanced more rapidly 10 the 1980s partly for IdeologIcal reasons, It IS very clear that
many schemes 1Ovolv1Og state market10g Simply were not work1Og and that reforms were often
desperately needed In the 20 years that preceded 1980, USAID and other donors were stdl actIvely
promot1Og 1OterventIOn 10 agncultural markets, often 10 areas such as the creatIOn of new urban
wholesale markets mLat10 Amenca Some of the useful aSSIstance that has been contmued by other
donors 10 recent years

Markets are at the core of the structural transformatIOn from subSistence to commerCIal
productIOn Most development speCialIsts underhne the essentIal relatIOnshIps between markets and
development For one, markets are needed to allow the poorest farmers to commercIahze and raise
their productIVIty Increases 10 on-farm productiVity often follow Improvements In marketIng
systems The cost of marketIng an agncultural product, moreover, may be more than half the
consumer cost, so the consumer may benefit more from a reductIOn In marketIng cost than from an
equal reductIOn In productIOn cost Markets are also needed to achieve a broad-based dlstnbutlOn
ofbenefits ofecononuc development Markets and the InstItutIOns that support them are at the heart
of economic development

There IS another reason why effiCient markets must sometimes be promoted, namely, they wdl
not necessanly anse by themselves As well as bemg the sum of a set ofbuy/seU transactiOns, a well
functIOnmg market IS a complex of laws, pohcles, and InstitutIOns, and IS a publIc good In Itself As
such ]t needs to be nurtured, and sometImes ItS rules need to be enforced, by the pubhc sector In
agnculture, however, governments have often taken up thiS charge and pursued It, some would say,
to excess



These central Issues are addressed In the five chapters that follow, each of which has a
different perspectIve

• In chapter 2 we define agncultural mput and output markets and how they fit Into commodity
systems, then offer a broad, pragmatic approach on how the perfonnance of markets should
be assessed To be useful our approach has to reflect the practical polItical and economic
development objectives that occupy natIOnal polIcy makers

• In chapter 3 we diSCUSS the reasons why agncultural markets sometimes functIOn differently
than markets for mdustnal products These dIfferences have led governments the world over
to Intervene In their functiOning, so we descnbe the most common types of InterventIons

• In chapter 4 thiS leads to the questions, What IS a market supposed to do (or how IS It
supposed to perfonn), and who IS In the best position to ensure that a market wIll do these
thIngs? In examIning these questions, we distIll from neoclaSSical economics and related
modem analyses Simple and powerful conceptual suggestIons SInce we generally do not deal
With perfect markets, these suggestions must be qualIfied We try to distInguish between
Intervention and facIlitatIOn

• Chapter 5 examInes methods that have been used by development practitioners to assess the
perfonnance of markets We present a set of relatIvely SImple analytical methods that are
acceSSible to non-economists Careful diagnoses are an Important prerequIsite to deslgnmg
successful InterventIOn or reform programs

• FInally, In chapter 6, the recent expenence of pohcy reforms In LDCs IS bnefly reViewed for
Its effects on market performance and the changes In pubhc and pnvate roles that have
occurred or are Judged to be necessary 1

I We do not deal With the major tranSitIOn from central planmng (commumsm) to capltaltsm which IS a move m the same
directIOn as these poltcy reforms but more profound For inSights mto thIs transltlon see World Bank (1996)

2

•
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I



I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

2 THE PERFORMANCE OF AGRICULTURAL MARKETS WHAT IS IT AND HOW
SHOULD IT BE ASSESSED?

Definmg clearly what IS meant by the term "market performance'! and denvmg practical
methods for assessmg ITspecIfic markets are IIworkmg better"?as the result of structural adjustment
or other policy reform efforts"are two ofthe most Important, mterrelated questIons 10 contemporary,
apphed agncultural pohcy analysIs In answenng these questIons we touch on most governmental
programs dealmg WIth agnculture and rural development These questIOns are at the heart of many
econOmlC development Issues 10 the thIrd world as well as 10 more mdustnallzed countnes

2 1 Detimng Agricultural Markets

To begm thIs exanunatIon, we define, illustrate, and put mto context some of the words 10 our
questIon, startmg WIth agncultural markets A useful document wntten for the USAIDIAthca Bureau
defines "agncultural market1Og" as

a process by whIch 10puts are dehvered to farmers, output IS collected from farmers
and commodIties are transformed before bemg delivered to consumers

Thus there are agncultural markets that are "upstream" from the farm that are covered by
"1Oput marketmg," and those that 1Ovolve farm products "downstream" from the farm referred to as
"output markets" More preCIse defimtions are offered by USAID

Agncultural mput marketmi 1Ovolves the buY10g and selling, transportatIOn and
storage of Items such as seeds, fertIlIzers, agncultural 10struments and eqUIpment,
pestIcIdes and herbIcIdes, draft ammals and appropnate technology

Agncultural output marketmi mvolves the bUYIng and sellIng, and transportatIon,
storage, gradmg and sortmg, transformatIon, packagmg and promotIon and dIstnbu
tlon ofwhat IS produced on farms (USAID, 1991, Annex A, p 2)

In the practIcal world these markets are often consIdered together as part of commodIty
systems For example, those markets upstream and downstream from nce farmers 10 Senegal may
be referred to as the "Senegal nee productIon and marketIng system" or the "Senegal nce subsector ,,2

Agncultural economIsts who study the structure, operatmg procedures, and performance of the
dIfferent agncultural markets that make up commodIty systems tend to look at these component
markets as "honzonal," each performmg a speCIfic functIOn, as raw matenals flow "vertIcally" to

2 See WIlcock (1991) for more detaJ! on usmg the "commodIty subsector approach" to the study and promotIon of
agnbusmess development

3



fanns, off-fann transfonnatlOn, and to consumer markets that are all part of the commodIty system
Figure 1 illustrates tlus conceptual framework, It dIagrams two marketIng subsectors for wheat flour
10 Morocco, one 10dustnal and the other small-scale or "artIsanal" Wheat, produced In Morocco or
Imported flows through at least three honzontallayers of marketIng and processmg on Its way (as
flour) to the consumer FIgure 1 also Illustrates one of the practIcal reasons that analysts find the
"vertIcal commodIty system" a useful conceptual approach It IS SImply that thIS IS the way the
agncultural world IS organIzed, partIcularly as a country evolves and develops econorrucallyl

As development practItlOners, lookmg at pohcy or econOmIC development questlOns, we must
ask, Are we most Interested 10 the operatlOnal effiCIency of the component market or the larger
commodIty system? For example, are we more 10terested m the market that prOVIdes vegetable seed
to pen-urban vegetable producers around a capItal CIty, or the overall performance of the entIre set
of supply, productIon and dlstnbutlOn systems that result 10 abundant, hIgh-quahty vegetables bemg
aVaIlable at a reasonable pnce? Generally we are 10terested 10 the effiCIency and performance of the
entIre commodIty system or subsector If overall system performance IS be10g negatIvely affected
most dIrectly by the performance of a partIcular honzontal component market (compet1Og sellers of
vegetable seed m our example), then that market may be the target for speCIfic mterventIon

2 2 ObjectIVes Agamst Which the Performance of Agricultural Markets Can Be Assessed

In order to assess the performance of agncultural markets, we must first be clear about the
ObjectIves that speCific groups (fanners, natIonal deCISIon-makers, a bIlateral donor) would lIke those
markets to meet In thIs sectIOn we set out some of the ways m whIch polIcy makers (and polIcy
reformers) m practIce may look at agncultural markets and the commodIty systems they are a part
of Here we attempt to put some reasonable and practical "conceptual boundanes 'l around the term
market performance

In pragmatic terms development practItIoners and pohtlcal deCISIon-makers must evaluate the
performance of markets WIth respect to a set of obJectIves, Ideally a set of POhtiCally relevant and
economIcally ratlOnal objectIves Which ObjectIves are to be maXImIzed IS always subjectIve and
polItIcal Poor developIng countnes have less chOIce 10 what natIOnal objectIves to pursue, but the
chOIce of objectIves IS always there and IS always pohtlcal

NeoclaSSIcal economIcs, m the lOgIC of ItS competItIve market model, has what seem to be
Intnnsically egalltanan ObjectIves In ItS SImplIfied VIew of the world, undIfferentIated goods for sale
In competItIve markets (many buyers and sellers, no bamers to entry, good mformatIOn)4, call to mmd

J A few other notes on tins "vertical" terrnmology Goods flow through the 'vertIcal marketmg channels of these commodIty
systems As the effiCIency of these exchanges Improves thIS mcreases the "vertIcal coordmatton of a commodIty system
In more advanced marketing systems companIes attempt to bypass markets or other market partIcIpants (or internalize the
functIons preVIously performed by other partIcIpants) through "vertIcal mtegratton '

4 See chapter 4 for more detaIls on these assumpttons
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small rural markets for agncultural products where rows of sellers are sIttmg and displaymg IdentIcal
plies ofpeanuts or beans that are for sale at a Widely known pnce and measured out by some standard
measure The Image IS ofa faIrly level SOCIO-eCOnOmIC structure, no bamers to entry, free-flowmg
mformatlOn, mdiVIduals rewarded equally for theIr labor

Unfortunately most agncultural markets do not share many of the structural and functional
assumptIons ofthe IdealIzed market mneoclassical econoffi1cs~, nor Its Imphclt objectives There are
often other objectives that are set by natlOnal governments or key groups of market partICIpants for
transactions magncultural products Ifone were to filter out the more undemocratIc or self-defeatmg
types ofmarketmg arrangements6

, we can IdentIfy five broad categones ofnational polIcy ObjectIves
that can be used to gauge the performance of agncultural productlOn/marketmg systems

2 2 1 "Pro-consumer" Policies

Pro-consumer polIcies may attempt to msure low food costs (for baSIC food Items) for the
largest portion ofthe population, regardless ofwhether the food IS produced domestically or abroad
ThiS could be measured fairly easIly by a weighted average of the most commonly consumed food
products, denommated m the local or a foreIgn currency

Smce the cost of food may make up the biggest component m the overall cost of lIVIng m
many LDCs, dampmg staple food pnce mcreases can be a senSible objective on eqUIty grounds and
mterms ofmternatIOnallabor cost competItIOn For example, m an economy that has a substantial
non-agncultural portIon of ItS populatIOn With good mcome-earnmg opportUnities, polICies to keep
food pnces relatIVely low may be qUIte appropnate as pubhc pohcy However, m recent agncultural
development expenence, the ffilsuse ofsuch pobcles m some countnes has been noted For example,
numerous LDCs have been cntlclZed for employmg "cheap food" polICies When the polICies mvolve
a natIOnal cereals board proVIdmg cheap gram (at a hIgh cost) to portIOns of the urban populatIOn
(particularly to already-pnvIleged CivIl servants), thiS certamly can be a legitImate cntlcism

2 2 2 "Pro-producer" ObjectIves

Pro-producer objectives often mvolve proVIdmg farmers With hIgh and stable pnces m order
to encourage maximum natIOnal agncultural productIOn and employment Success of such pohcles
for a given productIOn/marketmg subsector are sometimes narrowly measured by the percentage of
natIOnal consumption bemg produced wlthm the country WhIle such an approach may Ignore the

~ See chapter 3

6 These might mclude cases such as a dlctatonal ruler systematically syphomng off the profits from state-controlled
export crop marketmg broads Into hIS own bank accounts In SWitzerland or a particular ethmc group or economIC group
beIng able to profit unduly through dommant control over a marketing channel These SItuatIons could be seen as
political or structural problems or be conSIdered rather extreme "market faIlures" See chapter 4 for more detail on what
constItutes market faIlure
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fundamental econonuc notIons ofopportumty cost and comparative advantage, such objectIves have
certamly been pursued by wealthIer countnes An Interest10g example of government market
1OterventIOn pohcles that are clearly pro-producer 10 nature IS Shaffer's proposal for a new "statement
of purpose" for agncultural market10g orders m the Umted States under the umbrella of the 1937
Agncultural Marketing Act (underlImng IS added)

The purpose of thIs legIslatIOn authonz1Og marketing orders IS to enhance market
performance by proVId1Og the means for growers to promote actIVItIes leadmg to
orderly markets and to otherwIse deal With problems 10 market fallure In agncultural
commodity subsectors WIthIn a set ofobhgatIOns deSIgned to protect agaInst potential
abuse of power by growers act10g collectIvely under the nghts speCIfied In the
legIslatlOn

With orderly markets, .s.up.p4.:.and demand .of commodItIes are consIstently matched
.at IllJW reflectlD~ .the .Q.Q.S1s .of prodl1clD~ .and marketm~ .them ~ typIcal~
mana~ed.fiD:ns Matchmg supply and demand refers to both quantItIes and attnbutes
and applIes at every transactlOn pomt m the vertIcal system of productlOn and
dIstnbutIOn Costs mclude a normal return to Investment and management Matching
supply and demand allows for actlOns to modIfy demand to match supply as well as
adJustmg supply to an eXisting demand The defimtIon reflects two pragmatIc goals
based on commonly accepted belIefs

(I) Resources should not be used to produce something that Isn't worth what It
costs to produce It, and conversely resources should be used to produce
something whIch IS worth more than It costs to produce It

(2) Rewards for economIc contnbutlon should be faIr Returns to Investment,
management and comparable labor Inputs m well-managed firms should not
vary greatly across mdustnes (Shaffer, p 76 m Padberg, edItor, 1994)

In countnes where marketmg polICIes proVIde for stable commodIty pnce levels above the
world pnce for domestIcally produced food crops (defiCIts ofwhIch are also Imported), these polICIes
can be seen as bemg pro-producer m onentatlOn, although they are often defended In the country on
food secunty grounds

Pro-producer and pro-consumer pnce polICIes generally are m COnflIct Lower or hIgher pnces
for farmers generally mean the same thmg for consumers ThIS IS the heart of the claSSIC food polIcy
dIlemma Consumers may be qUIte wl1hng to pay more for theIr food If theIr purchasmg power,
generally from non-agncultural sources, IS nsmg even faster (often not the case) As we shall see, m
some countnes governments have attempted to pursue both producer and consumer obJectlves at
once, usually through greater partICIpatIon In the market and through the use ofvanous transfers or
SubSIdIes For example, the Government of Morocco m recent years has mamtamed substantIal
support for domestIc wheat productIon by placmg a very hIgh tarIff on Imported wheat ThIS caused
the general level ofwheat pnces to be two to three tImes the world pnce In order that the poorest
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consumers not be overly penahzed that government then also SUbsIdized the production and sale of
a partIcular grade ofwheat flour, targeted for sale to the poor

2.2 3 Marketmg EffiCiency Objectives

Marketmg effiCIency (sometImes referred to as "technIcal marketIng effiCIency") refers to the
total cost of performJng the functIons needed to move agncultural products through the vertIcal
marketmg channels, between producers and consumers (or export outlets) MarketIng system or
project objectives would Involve mImmIZIng these aggregate costs or those of speCIfic components
In most pobtlcal economic envrronments these are ObjectIves that can be adopted, regardless ofhow
the system IS constraIned to pursue producer- or consumer-onented or other objectIVes

TechnIcal marketing efficIency IS at the heart ofmost market Improvement programs funded
by natIOnal governments and theIr donor partners GaIns In effiCiency (or reductIOn In costs) can
come through mvestment m transport or commumcatlons Infrastructure resultIng In lower transport
costs per tonlktlometer or lower marketmg costs due to operators haVIng better InformatIOn on whIch
to base theIr marketmg deCISIons SImilar cost redueuons can come through the promotIon ofgreater
competItIon mmarketing channels, often through the elImmatIon ofmore costly government-proVIded
marketIng servIces

GaIns In technIcal marketIng effiCIency are ofgreat mterest to market reformers and other
applIed practItIOners for a number of reasons

• Magmtude A reductIOn of only one or two percent 10 the cost of product marketmg can
have very sIgmficant economic Impacts when applIed to a large volume ofproduct marketed
year after year ThIS would apply partIcularly to the cost of marketmg staple food products
10 low-mcome countnes One ofthe reasons for the very hIgh matenal quahty of lIfe 10 the
Umted States IS the effiCIency of marketmg and dIstnbutIOn systems whIch result 10 U S
consumers haVIng access to more and better-qualIty products at cheaper pnces than
consumers 10 other countnes at SImIlar mcome levels,

• Ease of measurement GaIns 10 techmcal marketmg effiCIency can be measured very easIly
For SImple (less transformed) agncultural products, technIcal marketmg effiCIency IS measured
by the aggregate marketIng margm between the farm gate and final consumer pnces, a gam
In effiCIency results 10 a reductIon of the marketmg margm, and

• Potential to assess distrIbutional Impacts The momtonng of the change 10 sIze and
composItion of marketIng margInS proVides an opportumty to take a first look at the
dlstnbutlonallmpaets ofmarketIng reform programs Are reductIons In margms gomg more
to farmers 10 terms ofhtgher pnces, or to consumers through lower pnces, or IS more of the
margm now gomg to marketmg agents 10 between? The margm analySIS would have to be
supplemented WIth addItIOnal mformatIOn, however, to be able to answer mtra-group
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dlstnbutIOnal questions such as an analysIs of changes In market share by SIze category of
farm 7

2 2 4 Revenue GeneratIOn Objectives

GeneratIng revenue has been and contInues to be a major motIvatIOn for government
sponsorshIp or control over export marketIng channels (partIcularly for cash crops) In those
developIng countnes WIthout substantial alternative sources of foreign exchange Etther as total
government enterpnses or In some mIxture between pnvate sector lIcensees and state control,
dOmInatIOn over export marketIng channels has been almost umversal The World Bank (l994a)
POInts out that for Afhca for example, that even In the 15 years SInce 1980, the decade and a halfof
IIberahzatton and pnvattzatIOn, very few countnes have substanttally reduced thetr Involvement In
cash crop marketing, as they have In food crops

One of the most tmportant functions prOVIded by thIs type of government Involvement In
export crop marketIng has been pnce stabtlIzatIOn Different approaches have been used, but they
almost all Involve paYIng farmers well below the world market pnce (plus transport and handlIng
changes) so that farm gate pnces can be mamtamed dunng those penods when world pnces are
cychcally low When pnmary commodity export marketmg has been one of the few rehable sources
offorelgn exchange, governments have often mcreased the portton ofthe "surplus" retained for thetr
own use Thts has often resulted m farmer discouragement, Inadequate mvestment In new
technology, and dechnes In overall productIOn Two of the most stnkIng examples of thiS
phenomenon are the declmes In Afnca's dominant pOSitIOn In the world markets for palm 011 and
cocoa Another IS Pakistan's loss of tts VIrtual monopoly of the world aromatic nce market

2 2 5 Economic Development Objectives

Governments have used their Involvement In agncultural marketing systems as a means of
promotIng econOmlC development The techmques used have vaned substantially, usually by the level
ofdevelopment ofthe economy In questIOn For example, at the most elementary level of economIC
development, colomal governments often used the creatIOn and operatIOn of marketing boards as a
means of aChIeVing a vanety of ObjectIves furthenng the economIC Interests of colomal settlers,
"monetizIng the economy" (creatmg markets for goods as well as mobIllzmg the populatIOn to
produce agncultural commodities for the market), extractIng revenue for paYing for other
adminIstratIve functIOns such the proVISIon of SOCial and economic mfrastructure, and so forth

In Afnca many of these mstltutIOns focused on export cash crops, which sometImes were
made up offood commodities, peanuts m Nigena and Senegal, maIze m Kenya, wheat m Morocco,
and nee In Madagascar all had well-developed export systems Many of these marketmg mstltutIOns
performed extremely well In meetmg colOnIal state objectives Most of these instItutions survived

7 See chapter 5 for further dISCUSSIOn of practical technIques for measurement analYSIS and presentation of InformatIon
on marketing margtns
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after mdependence but generally have performed less well mmeetmg the more complex or demandIng
ObjectIves ofnewly mdependent states

Government mterventlOn to promote economIC development can take place at all levels of
development There IS an emergmg consensus mthe analYSIS ofthe recent development of the "AsIan
tigers" that holds that therr success has been less due to market llberalIzatlOn and laissez-faire pollcy
regtrnes than to actlve state asSIstance to pnvate mdustry groups m the rapId acqUISitIOn of expanded
overseas market shares for key export products (see Bradford, 1994)

2.2 6 PolItIcal Process Chooses MIX of ObjectIves

In actual commodIty systems, some or all of these five groups of ObjectIves may mfluence
performance expectatIOns by government and by other POlItICally relevant groups In the SOCIety The
chOIce ofwhtch ObjectIves wIll be dommant m the deSign ofa marketIng system Will ultImately be a
polItIcal one SImIlarly, POlItICal expectatIOns Will determIne which cntena Will count most heavtly
In the evaluatIon of the performance of a marketIng system The range of optIons open to a gIven
marketIng system WIll be defined by these pohtlcal parameters, which m turn are constramed by
natIOnal economIC realItIes (natIOnal resource endowment, human capItal, finanCIal resources

In the USAID-funded Latm Amencan Market Plannmg (LAMP) project, the authors of the
:JroJectfs summary volume argue that the "performance" of agncultural marketmg systems can be
mproved through a vanety of governmental actIVItIes In thIS multI-country project settmg
'performance't was used

to represent a combmation ofeconOffilC consequences It refers to economIC effiCIency In the
use ofresources mmarketmg actIVities, effectIveness m market coordmatlOn to promote pnce
stabIlIty, fulfillment of consumer quahty preferences, and competItIve fleXIbIlIty and
Wlllmgness ofmarket partICIpants to Innovate and progress (Hamson et al 1974, pp 4-5)

In sum, the key pomt for the polIcy analyst or potentIal polIcy reformer IS to determme the
~XphCIt or ImplICit ObjectIves that are bemg used to Judge or make practIcal deCISIons regardmg the
Jperation of a gIven commodIty system and ItS component market mechamsms It IS Important to
lanfy whether all partIes (donors and natIOnal governments, dIfferent domestIc stakeholders) are
Ismg the same cntena when evaluatmg market performance Are there fundamental mcompatibilIties
lmong stated ObjectIves for the marketmg system? TIme spent on the clanficatlOn of ObjectIves
mderpmnmg the assessment ofmarket performance IS usually tIme well spent

, 3 Constramts on Meetmg Marketmg System ObjectIves

One of the keys to understandmg how apphed econOmIsts look at the performance of
gncultural marketIng systems (or any other productIve system for that matter) IS the notIon of
onstramed optimIZatIOn In evaluatmg the productIon and marketmg performance of a commodIty
ubsector, the practItIOner IS trymg to maxImIze economIC value produced (or mInImIZe the costs of
narketmg) subject to a set ofhffiltatlOns on the system, defined by agronomIC potentIal, technologies
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(m processmg, transportation), the nature and extent ofpubbc Infrastructure (roads, commUnICatIOns,
market places), and a vanety of SOCIo-econOffilC and regulatory bffiltatIons and regulations These
hrruts to efficIency gams wIll vary dependmg on whether the commodIty system operates WIthm the
boundanes of one country or m the realm of mternatlOnal trade where some ofthe vanables m our
systemIc formula for profit maxmllzatlon may be shared (the same technologIes are used by all
competItors) but other cost elements (labor, other mputs) and constraInts (labor and enVlfonmental
standards, for example) may be qUIte dIfferent, as WIll the underlYIng natural resource endowments

To thIS pomt our general approach to how the performance of marketmg systems can be
measured and evaluated has focused on the types ofperformance objectIves that actors m the system
(farmers, consumers, marketers, government decIsIon-makers) may try to maxImIze (techmcal
efficIency, farmer profits) or mmImIze (marketmg margms, costs to consumers, transportatIon
changes) But we must keep m ffilnd that our "soclO-econoffilc optImIzatIOn process" IS not wIthout
hmIts (or "unconstraIned" m the language of economIsts) The lImIts are generally external to the
process of deCISIon makmg open to the analyst dunng a defined tIme penod (Of the lImIts are "fixed"
dunng that time penod) In the short run most costs, resource constraInts, and technological
effiCiencIes are fixed, and we make our chOIces (to produce a mIxture of crops on a farm or routes
to use In shIppmg agncultural products m a truckmg busmess) based on those parameters As the
tIme penod ofthe analySIS lengthens more of those factors are subject to change as a result ofpubhc
or pnvate mvestment and can be conSidered "fair game" m our performance evaluatIon

COl1Slder a perfonnance evaluatIOn ofthe fann productIon and marketmg systems that produce strawbemes mnorth centra
Morocco for export to the European market In the short run (for example two productlon/marketmg seasons) If we take
as our measure ofperfonnance the maxlIIllzatlOn ofaggregate Moroccan profits from strawberry sales m Europe many 0

fue vanabies that define the supply and demand for Moroccan strawbemes m the European market are fixed (technologIes
ofproductIon condltlonmg, and packagmg) and other factors such as supply ofcompetlng strawbernes from other ED or
non ED sources are outSide or exogenous to the control of partiCIpants of the Moroccan export strawberry subsector

erefore mthe shorternm the performance oftlus productJOn/marketmg system Will depend largely on the success ofth
y commercial management and problem solvmg efforts of mput supphers producers packmg house managers, brokers

and sales agents that Will affect the cost quahty and tunely avwlablltty ofMoroccan strawbernes It IS pOSSIble that th
£forts ofsubsector allIes mthe Government ofMorocco who are able to obt8lIl preferential treatment and lower pnces fo

cargo serVIces and settlement ofa troublesome quahty mspectlOn or customs problem may also be cntlCal to the peIfor
ance of tlus subsector over the two-year penod of the short-tenn peIformance reVIew

er amedtum- or longer-term tlme honzon, many other parts of the profitlloss equatIOn may become vanable These mlgh
clude agronomIC changes (success mthe selectIon ofnew strawberry vaneties changes m the deSIgn and cost of the plastl

unnel production teclmology, or discovery of better productlon results from other producmg regIOns), changes m th
egulatory envtrO!lIIlent (modtficatlons m the regulatlon ofMoroccan wr freight so that costs can be slgmficantly reduced)

changes mthe subsector's professional associatIons, penntttmg a successful advert1Zmg campwgn m the European marke
hleh fosters a sigruficant consumer preference for strawbemes tn a dtstmctlve package With the trade-marked "Maroc"

abel All ofthese would be on top of the contmual change m the commerCIal sophIsticatIOn of producers and marketers tha
s so Important m the short run
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Thus mevaluatIng the perfonnance ofcommodtty (produetton and/or marketmg) systems, we
must clearly specify the objectives that will be opt111llZed and the spatial and temporal boundanes that
wtll be placed on the system m questIOn These boundanes help to define what IS fixed and what IS
vanable In the system under reVIew and how much leanung, technolOgical change, complementary
Investment, and evolutIOn ofconsumer tastes and preferences can be accommodated In that reVIew
(or how "dynamIc" our perfonnance analysIs IS) In Text Box 1 we summanze this discussion of
lImits or constramts to commodity system optimIZatIOn by bnefly reVIeWIng the major kInds of
constraInts Involved In practical system analysIs and how these "fixed" constraInts can change over
time
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3 SPECIAL CHARACTERISTICS OF AGRICULTURAL MARKETS WHY DO SO
MANY GOVERNMENTS INTERVENE"

Governments 10 most non-socIalIst countnesB have tended to drrectly 10tervene 10 agncultural
10put and output markets substantially more than they have 10 the markets for other products The
reasons for thts phenomenon are complex and 1Oterwoven However, we can dIstlOgUlsh three broad
groups of Issues/concerns that have motivated government 1OterventlOn and affected the types of
market 1OterventlOn strategIes pursued

• Supply and pnce vanabdity 10 domestIc agncultural markets, partIcularly domestIc food
output markets InterventIon IS often done 10 the name offood secunty,

• Supply and pnce vanablhty 10 the 1OternatlOnal commodIty markets for traditional non-food
cash crops and for Widely traded food crops and the opportumtIes that lOternatlOnal trade
presents for eam10g foreIgn exchange, and

• Charactenstlcs of rural hfe 10 the "natIOnal character'! of most countnes and charactenstics
of farms as busmess umts9

31 Price Variability In Domestic Food Markets

It IS well establIshed that food commodIty markets dIffer from the markets for non-agncultural
commodItIes and certamly for 10dustnal goods A malO dIfference, of course, IS that pnces 10
agncultural markets tend to be more unstable than those for other products ThIS pnce 10stabIhty can
be seasonal or 10terannual and IS due most frequently to fluctuatIOns 10 the supply ofthe commodIty

8 In soclahst or commurust countnes government mterventlOn was even greater smce there was much greater pubhc or
state ownership of production and marketmg assets

9 Tomek and Robmson (1972) wntmg more about agnculture In developed countnes present four general reasons for
government Interventlon In the pncIng and marketmg of farm products

(I) to reduce pnce and mcome mstablhty
(2) to improve the allocatlOn of resources
(3) to mcrease self-suffiCiency In food and fiber and
(4) to raise the average level of pnces and Incomes
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rus situatlon IS one that lured first colomal governments, then their post-Independence successors to mtervene to hel
pmIqx:Il these severe seasonal pnce swmgs Pohcles pursued mcluded the forced storage of large quanttties of gram at th

age level, "cereals bank" loan schemes lenchng to fanners at harvest (to help meet their seasonal credtt needs agamst th
llateral ofthe stored gram later sold at lugber market pnces), and central government food secunty/market stablhzatto

hasmg schemes where the state would buy and store at harvest to raise harvest season pnces and sell dunng the pre
arvest "hungry season" m order to even out large seasonal pnce swmgs WIllIe the theoretIcal pOSSibility of pnc

ilizatJon 18 lOgIcally compellmg mterventlon schemes generally have been very unsuccessful. particularly over a multI
earpenod. and thus have wasted large amounts of the very scarce capital avallable to the governments of these very poe
untnes Pohey refonns m recent years have succeeded m reducmg state market interventIon to the holdmg ofrelatIve!

Ufood secunty stocks under stnctly regulated condttlons

In that particular market However, dramatIC ShIftS In the demand for agncultural commodIties can
also contnbute to pnce mstabIhty Governments have had dIfficulty m reslstmg the opportumtles to
mtervene m such markets We will look bnefly at some of the dIfferences among three groupmgs of
domestic food markets less penshable food crop products, highly penshable food crops, and ammal
products

3 1 1 Less Perishable Food Crops

The first group offood crops we Will dISCUSS are baSIC agncultural foodstuffs cereals, beans
and pulses, Ollseeds, and sugar They are less penshable than other agncultural products (such as
hortIcultural products), they are generally "bulkable" and capable ofbemg stored, and subject to
substantial pnce swmgs Because these commodItIes are storable, governments can mtervene more
than m the case ofpenshable crops Two examples from different cereals markets (m Text Box 2
and Text Box 3) help to Illustrate how pnce vanatton can be caused pnmanly by supply vanatlOn but
also by supply and demand fluctuatIOns They also address the feaslbIhty of the government
mterventlOns that were attempted 10

10 For additional mformatlon on Moroccan cereals marketing polley see David Wilcock. and Lynn Salmger 1994
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3 1 2 Perishable Food Crops

arley IS the largest of the three major cereals grown m Morocco (the other two are hard and soft wheat) It also has th
greatest vanablhty ofboth aggregate productIon and pnces ThIs IS due to both supply and demand factors On the suppl

de, It IS the mostdrought-reSIstant of the three major cereals, so IS planted on the most margmalland WIth the lowest an
ost vanable ramfall conchtIOns ThIs means that when ramfall IS poor, barley producuon suffers the most dramatl
ecreases m supply Conversely when ramfall conchtIOns are good, barley supphes mcrease more than the other cereals
he demand for barley IS also hIghly vanable smce part of natlonal productIon IS for human consumptIon (WIth clo
bstltutes mthe more stable wheat supply) The other part ofproductlon goes mto anImal feechng (partlcularly goats an
eep), where farmers can substItute other avaIlable feedstuffs (such as sugar beet pulp, spOIled wheat) or natural pasturage

or example, somet.unes late rams (whtch first drastIcally reduced the barley supply) WIll then produce spnng pasture tha
III sharply reduce the demand for barley Thts combmatlon ofvanable supply and demand, coupled WIth WIdesprea

armer speculatIve marketmg, produces htghly vanable and almost unpredIctable market pnces for thIS crop

GIven thIS unusually unstable pattern ill market pnces, It IS not surpnsmg that the few attempts made by the govenunen
ofMorocco to stabIhze pnces through govenunent purchase/storage/resale have been dIsmal faIlures due partIally to an
nablhty to predICt pnces The only real mterventIOn that had an Impact on market stablhzatlOn was the government's

restnctlon or expansIon ofunports through non-tanffbamers (unport quotas and hcensmg and hIgh tanff protectIon) Under
GATT trade reforms the government IS presumed to have much less ablbty to restnct Imports through non-tanffmeans
Prester trade 10 barley would presumably proVIde for market stablhzatlon smce world markets, however thm and volatlle
n barley are more stable than Moroccan pnce levels

More penshable food crops (such as fiults and vegetables) have been subject to much less
government mterventlOn, pnmanly due to the fact that these products, particularly m theIr fresh state,
reqUIre labor-mtenslve handhng, packagmg, and dlstnbutlOn If there IS gomg to be any market at all
Tlus has eIther been done on a very local baSIS or has mvolved very speclahzed marketmg channels,
much more bkely to be Implemented correctly by pnvate firms than by state marketmg firms Even
msoclabst econonues, horticultural products were often the only ones left to prIvate firms ThiS may
be somewhat less true for certam types of less penshable fruits (for example, untIl 1985 Morocco's
CItruS exports were packed by pnvate compames but aU exported by a state export marketmg

Sorghum and millet. mthe Saheban COtmtnes ofWest Afnca are pnmanly produced m ram-fed agnculture leachng to grea
m supply from season to season and from year to year ProductIon m a good year can easlly be tWIce or three tIme

S great as In a bad year when ramfall1s msuffic1ent or poorly chstnbuted dunng the year Smce these are staple foods
dfor them remams fmly constant dunng the year and from one year to the next Market pnces WIll often vary by

actor ofone to three over the space ofa year TrachtIonally, these pnce SWIngs would be accentuated by the actIons 0

ket participants For example, Just before or dunngthe begmmng of a good sorghum harvest, farmers may also pI
elf "old sorghum" on the market, knowmg that they WIll be able to replace old stocks WIth new gram Tlus furth
tnbutes to a supply glut at harvest and contnbutes to lowenng overall pnce levels The net result ofthese supply-sid

actors 1S a vanauon mpnce that 15 greater than the vanatlon m the phYSICal quanutles produced from year to year an
greater than the costofstorage from season to season
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monopoly), or those where the basIc outlet for the crop IS a processed product (often canned or
frozen), which effectIvely reduces the underlymg penshability ofthe crop Itself These crops are often
very seasonal mtherr avatlability from local production, which has created opportunIties for supplIes
to come from distant sources m the off-season (examples South Amencan fruit avaIlable m North
Amenca mthe wmter) or for advances m storage technology (e g , the use ofcontrolled-atmosphere
storage for apples and pears m temperate clImates)

3 1 3 Ammal Products

The supply ofmany arumal products IS seasonal m nature but generally less so than for crops
For example, mthe northeastern UnIted States, lambs are generally avaIlable m the spnng There IS
also a pronounced seasonalIty m the aggregate supply of cow's mllk due to seasonal changes m
feedmg and to the cow's reproductive and lactation cycle In the U S mIdwest, seasonal and yearly
slufts msupply and demand for hogs have produced the famous cyclIcal "cobweb" m fluctuatmg hog
pnces In areas ofrange productIon ofhvestock, a key determmant ofsupply IS often ramfall When
abundant, herds can expand, when droughts occur, herders may be oblIged to liqUIdate theIr herds
at low pnces

In rural West AfrIcan markets, the pnces for cereals and small rummants often move m
opposite directIOns m the months dunng and after harvest, dependmg on the quality of the gram
harvest Sheep and goats serve as a "bush bank ll for stonng agncultural wealth When cereals
harvests are very good (and gram pnces declIne), rummant pnces often nse sharply as farmers who
have sold slgmficant quantIties ofgram add to their lIvmg "bank accounts," thus pushmg up lIvestock
pnces The reverse occurs after bad gram harvests, as farmers sell off their lIvestock (WIth failIng
pnces) to buy gram (at hIgh pnces) to feed theIr famIlIes

Markets for arumal products, mboth developed and developmg countnes, tend to be freer of
government mterventlOn (WIth a few notable exceptIons) than the markets for staple crops The
reasons are SImIlar to those for hIghly penshable crops the Inherent mstabilIty of the markets, the
need for hIghly speCIalized management and, m addItIon, the reluctance of lIvestock producers to
submIt to supply controls that are often the pnce demanded by some governments m order to Impose
pnce stabIlIzatIOn schemes

3 1 4 Types of Market Intervention

As a response to Wide seasonal and mterannual pnce swmgs, state mterventlOn m LDC food
crop marketmg has generally mvolved some combmatlOn (usually all) of (a) pnce controls, (b) dIrect
partICipatIon m the domestIC market, and (c) dIrect control over food Imports (If there are penodlc
or recurrent shortages m supplIes of that commodIty) A major factor m the operatIon of these
systems IS the dIfficulty most LDC governments have m controllIng enough of the food commodIty
to make a dIfference to supply or pnce vanabIlIty In addItIOn, when government programs only
cover a portIOn of supply, the "rents" that accrue to mdIVlduals and groups m the marketmg system
to eIther have theIr products mthe offiCIal marketmg system or marketed outSIde the offiCIal system,
dependmg on CIrcumstances
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Pnce controls/official pnces There are a WIde vanety of official crop pncmg schemes that
have been tned m countnes around the world Usually, a natIonal government WIll have some abdIty
to operate m the market to help enforce those OffiCIal pnces through purchases from producers or
sales to consumers Otherwtse OffiCIal pnces become a questIOn of forced reqUIsItIOns and pnce
controls enforced by "econormc polIce," the surest reCIpe for fallure through corruptIon and
repreSSIOn OccasIonally governments WIll attempt to Influence market behavIOr through settmg
"mdicative producer pnces" that they may reqUire or suggest that state mstItutIOns or others use m
theIr purchas10g ofa portIOn ofthat commodIty

There are three general types ofmarket pnce mterventlOn strategIes that LDCs have used to
mtervene 10 food markets

• Pantemtonal and Panseasonal Pncmg AuthontIes have attempted to control either all or
a portion of the marketmg ofa crop by fiXing the purchase pnce for farmers, the marketmg
margm(s), and/or the consumer pnce Most often these pnces are set once a year and are to
be applIed equally across the country Smce real transport and storage costs WIll vary,
pantemtonal and panseasonal pncmg schemes have often reqUired the state to cover the cost
ofboth transport and storage subSIdies (usually done on a fixed ton/kIlometer or ton/month
baSIS) The constant pnces are often JustIfied on eqUity grounds for both producers and
consumers, although thIS IS mherently mefficient

When a country IS not self-sufficIent m the production ofa Widely traded cereal and mamtams
domestIc pnces at above world pnce levels (such as North AfrIcan wheat producmg and
Importmg countnes, or West Afhcan nce Importmg countnes pnor to the 1994 devaluatlOn),
the SubSIdIes to transportation and storage can generally be covered from the dIfference
between the CIF landed pnce and the fixed domestIc pnce levels

There are two major problems m these types offixed pnce schemes (a) arbItrage and corrupt
behaVior when pnce gaps between the controlled pnces and pnces 10 parallel markets are SIg
mficant (as they almost mevltably wdl be at dIfferent pomts m the marketmg year) and (b)
managenal and lOgIstical problems m haVing suffiCIent quantItIes avaIlable around the country
whlle aVOIdmg wastage when pnces are not used as the mdicator of relatIve scarCIty

• Intervention for Market Stablhzatlon The prospect of stabilIzmg pnces through selectIve
market mterventlOn IS theoretically attractIve! but has proven to be very dIfficult to
accomplIsh on a sustamable baSIS m LDC enVIronments The baSIC Idea IS for a government
company to buy and store excess supply at harvest tIme m order to keep pnces from
collapsmg and to sell mcreasmg quantities over the marketmg year to prevent pnces from
nsmg too far above the normal average pnce plus the cost of storage

In practice pnce stablhzatlon mterventlon IS less common than generahzed pnce fixmg and
has had almost no reported success m very poor enVironments such as much of sub-Saharan
Afnca Funds are generally not suffiCient m a bumper harvest to keep pnces from
dramatIcally fallIng for more than a few weeks m selected markets The case of the Gov-
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ernment ofMah exhaustmg ItS donor-supplIed bUYIng fund over the course of one bumper
harvest and then not bemg able to resell the resultmg stocks m the followmg year (nor
purchase any additIOnal stocks) due to a second bumper harvest has been well documented
(Staatz et al 1989) In addItIOn, runrung local-level pnce stabIlIzatIOn schemes through VIl
lage-level cereals banks has also proved very dIfficult to sustam for more than a year or two
before Imtlal capItal stocks dIsappear (Berg and Kent, 1991)

• Holdmg Food Security Stocks The final level of lImIted pnce settmg (m the context of
cereals market mterventlon) which has proved to be generally more workable has been the
careful holdmg offood secunty stocks or reserves These efforts have often been funded by
Germany, which has specialIzed m techmcal and financIal assistance to food secunty stocks
mareas such as sub-Saharan Afhca The procedures that are followed m those projects IS buy
and sell (when stocks are bemg turned over m a "techrucal rotatIOn") at offiCial or mdlcatlve
pnce levels If the stocks are substantIal m companson With normal market supply of the
cereal, these rotations must be done m mcrements and under carefully controlled procedures
10 order not to destabilIze normal commercial markets There are usually dlstnbutlon rules
for food secunty stocks that are dependent on market pnces or other mdlcators to tngger free
or reduced pnce dlstnbutIOn ofthe stocked commodltyll

State Marketmg Monopolies and Licensed Traders Another very common form of
market mterventIOn 10 food subsectors IS the direct partiCIpatIOn by a state corporatIOn or parastatal
marketmg board Sometimes these orgaruzatIOns have theoretical monopoly powers over the
marketmg of staple food commodIties but, as we have stressed above, thiS IS seldom exercised 10

actual practice These orgaruzatIOns usually buy the product dIrectly from farmers, or sometImes
from offiCially hcensed traders or cooperatives They undertake clearung, storage, transport, and
wholesale functions (10 some commoditIes such as nce, mIllmg IS also mcluded) as the product moves
to consumers Food marketmg boards, while theoretically benefittmg from substantial economies of
scale and market power, have usually not been able to effectively compete With pnvate marketmg
channels from a system-efficIency pomt of VIew In additIOn, m Afnca, they have often have been
operated to benefit certam pnvileged groups ofurban consumers as part ofwldely-cntlclzed "cheap
food" polICIes whIch often did not target the most needy 10 the SOCietIes m questIOn l2

Commodity Import MonopolIes Systems to control Imports vary, but generally the state
has had monopoly power over key food commodity Imports Sometimes thiS can mvolve the state's
negotIatmg all foreign cereal purchasmg but then allocatmg actual Imports to pnvate traders (e g ,
the Moroccan cereallmportmg system) A more common system IS state ownership of the Imported
food, whtch It resells at wholesale or retail at fixed pnces Agam, while the hypothetIcal advantages

II Tlus IS another reason that market mformatlon systems (MIS) are cntlcal to both correct functlOnmg of agncultural
markets and to reform efforts One of the best practical treatments of the procedures Involved In starting or Improvmg
MIS operatlons IS Bernd Schubert et al Agricultural MarketlnfonnatlOn Services BMZJGTZ BOM Germany 1988

12 See sectIOn 6 3 for more detail
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of these systems are substantial at times, the practical dlsadvantages"m terms of mefficiency and
corruptlOn"have generally proven to be larger

In more developed countnes, there have been efforts to stabdlze fluctuatmg commodIty
supphes through the use of marketmg orders In general marketmg orders have attempted to
restnct and stabdlze supply through a vanety of compulsory restnctlOns on aggregate supply or the
supply of speCIfic grades or other qUalIty dImenSIOns Some of the supply stabdizatlOn techmques
have been quotas"eIther on output marketed or the amount ofland m productIOn, such as tobacco
land quotas m the Umted States or MalaWI"and pnce dIfferentials that restnct supplIes At tImes
marketmg orders have attempted to deal dIrectly WIth the major sources of supply mstabilIty For
example, m Michtgan researchers observed that tart chemes were on the market m vast excess m
some years (Ifthere were no frost kIll), or m short supply m years of early frost They also observed
that farms on appropnate hdisides WIth good "aIr dramage" tended to have productIon levels much
more stable from year to year The state ofMIchigan then passed legIslation creatmg a tart cherry
marketmg program that restncted productiOn to those fanns WIth the appropnate aIr dramage m order
to prevent the boom and bust supply that had harmed the entire mdustry It should be clear from thIS
example that marketmg orders often reqUire a degree of data analySIS, SOCIal organizatIOn, and
supportmg legIslatIOn that IS often not present m thIrd world countnes However, the pnncipies
identIfymg and deahng WIth the sources of supply fluctuatIOn are useful, and may occasIonally find
applIcatIOn m the thIrd world Thts example also Illustrates that effiCient agncultural markets often
reqUire very close coordmatlOn between state and pnvate actIOns

3 2 Revenue GeneratIOn, Rural Development, and Price Instability ID Export Crops

The compleXity ofestablIshtng mLDCs systems for the productIOn and marketmg of export
crops, and the need mpoor countnes for the hard currency revenues that export crops can produce,
coupled WIth substantIal volatIlIty In world pnces for those products, combme to produce a second
set of reasons for government InterventIOn and control ofagncultural markets

3 2 1 TradItions of InterventIOn m Cash Crop Marketmg

The tradItIons of state InterventIOn m cash crop marketIng, for many countnes and
COmmodItIes, have theIr ongIns mthe colomal era Then the state was often able to moblhze publIc
resources (from the home country or locally-collected taxes) to proVIde transport or marketIng
Infrastructure and other means of aSSistIng pnvate or parastatal colomal compames establIsh highly
profitable export enterpnses These were, In tum, one of the mam motIvatIOns and JustIficatIOns for
undertakmg colomal conquest These patterns were partIcularly pronounced In AfrIcan and ASIan
colomal development

Regardless of theIr ongms, cash crop productIon and marketmg systems (whether staple
foods, beverage or fiber crops) have played, and contInue to play, a major role In the transformatIOn
ofrural areas ofLDCs Whde methods employed by colomal governments and theIr chosen pnvate
sector partners have been nghtly cntlclZed as explOltatlve, these commodIty systems have contnbuted
to matenal development through the creatIOn or deepemng of pnmary and secondary commercial
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econonuc actIVIty and the further development of publIc Infrastructure Many analysts have drawn
attention to the relatIve ease of surplus extraction from export crops (as distInct from Wldely
consumed food crops) due to the natural, dendntIc, geographIcal configuration of marketIng channels
that funnel phySical output toward a IInuted number of proceSSIng plants or ports

The patterns ofstate and pnvate sector collaboratIon m these commodity subsectors IS highly
vanable, they depend on the nature of the production enVIronment and the compleXIty of the
productlOn and proceSSIng reqUIred to prepare the product for export Thus, tea IS almost always
produced In a plantation pattern and, due to the penshablhty ofthe fresh tea leaves, usually m very
close proXlffilty to the processmg plant Coffee, In contrast, IS much less fragtle and has usually been
produced on IndiVIdual small farms, WIth pnvate traders plaYIng a much greater role In baSIC
marketIng and 10put delIvery semces In Central AfrIca, the WIdespread mtroductlon of coffee
washIng necessitated a substantial 10crease 10 extension semces, but not necessanly proVided by the
state SimIlarly, 10 West AfrIca the relatIve slmphclty of peanut productIon and market10g
technologIes generally permitted most tasks to be performed by the pnvate sector m contrast WIth
cotton, where the greater techmcal SOphlstlcatlOn of some parts of the production process and the
Importance of careful grad10g of the marketed product has generally reqUired a much heaVIer
partlclpatlOn oflarger state or parastatal compames!3

For most of the countnes where revenue from cash crops IS slgmficant to government
budgets, polItIcal mdependence did not decrease the level of state mterventlOn 10 market10g channels
In fact, 10 some cases state partICipatIOn 10creased slgmficantly when some private productIOn and
market10g functions were natIonalized and put under the control ofgovernment-owned compames
Compared to domestic food crop marketing, export marketing has rarely been the subject of bilateral
or multIlateral pohcy reform or hberahzatlOn efforts, either due to greater operatmg effiCiency of the
state comparues, or the greater Importance to the state of the dIrect control over the revenue streams
from cash crop marketing The operational effiCIency ofthese state compames may now be a tempt
Ing target for development practItIOners who seek reltable ways of stimulating additIOnal economiC
growth

3 2 2 Types of Market InterventIOn

There are three mam groups of non-market mterventlOn techmques that have been used to
deal With price 10stabllIty In agricultural cash crop markets (a) 1OternatlOnal price stabIlIzation
schemes, including InternatIOnal contingent or compensatory finanCing, and (b) domesttc pnce and
supply stablhzatIon and, to a more lImited degree, cash crop diverSificatIOn schemes The latter
attempt to Isolate the domestic market from volatIle internatIOnal suppltes and pnces or to mmlmlze
nsk by produc1Og a Wider vanety of crops

UThe very poSItIve West AfrIcan expenence With cotton productIon and market development under pubhc control IS been
pomted to (World Bank evaluatIOn report on CrnT) as an exceptIon to the generally negative expenence of parastatal
InterventIon In cash crop marketIng In the West AfrIcan savannah belt
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International Pnce Stabilization and Contmgent Fmancmg Schemes These are complex
areas that we only bnefly mtroduce InternatIOnal pnce stabilIzatIOn has been attempted through
negotiated pnce stabilIzatIOn agreements between producmg and consummg nations and umlateral
supply management engaged m by producmg countnes (such as the OPEC cartel for petroleum or
the mformal attempts to control the pnces of bananas) Examples of the former are negotiated
commodity agreements for coffee, cocoa and tm that have used a vanety of mstruments, mcludmg
buffer stocks, buffer funds, export and Import quotas, and quotas on production to attempt to
stabdtze supply and pnce These have generally not achteved sustamed success In additIOn, under
the UNCTAD Integrated Programme for Commodities (IPC), new mternatlOnal commodity
agreements could be negotiated However, the record has been poor due to the process becommg
pohtlclzed and deraIled by SUspiCions between commodity buyers and sellers Only one new
agreement (on natural rubber) has come out of this special program

SImIlarly, compensatory financmg schemes, such as the IMF's Compensatory and Contmgency
Fmancmg FacIlIty, and the European Umon1s StabIlIzatIon ofExport Earmngs (STABEX) fund, have
been establIshed to stabIlIze natIOnal revenues denved from export commoditIes, both with lIttle
apparent success ThIs has generally meant that LDC producmg pnmary products have had to rely
pnmanly on domestIC programs m theIr attempts to stabIlIze pnces or export earnmgs 14

DomestIc Pnce and Supply StabilIZatIOn Most export crop stabilIzation schemes have had
two ObjectIves pnce stabilIzatIon for producers and revenue generatIon for the state Three
approaches have been used to meet these objectives They mvolve the use ofbuffer or stabilIzatIon
funds (WIth vanable taxation or SUbSIdIzatIOn of exports), marketmg boards, or productIon quotas

The export stabilIzatIon fund, where the state IS often not mvolved m the pnmary collectIon
and marketmg ofthe crop nor 10 Its exportmg, relIes on Its abIlIty to effectIvely tax or subSIdize the
crop as It moves through marketmg channels toward export Where governments have found It
dIfficult to operate a tax/subSIdy scheme With the pnvate sector, It has often been easier to take
phySIcal control of the commodity to be exported ThIs IS the more common LDC pattern and
1Ovolves the use of a market10g board The pnces paid to producers IS often qUIte stable from year
to year With the dIfferences between board expenses and the world pnce be10g added to or taken from
reserve funds The record of most boards was to set the producer pnce at very low levels and to
generate substantIal surpluses In numerous cases 10 AfrIca, thIS caused production to stagnate as
relatIve terms oftrade worsened for farmers Thus, the baSIC mechanIsm m the stabIlIzatIOn fund and
marketmg board IS the same, whIle the operat1Og procedures or 1OstltutlOnal framework vanes

Fmally, 10 a few speCIal crops (such as tobacco 10 MalaWi), supply has been carefully regulated
through the use ofproductIon or acreage quotas For most crops these are not successful due to an
10abilIty to control the cheat10g that a quota system almost meVitably entaIls

J. For more mformatlOn on thIs tOpiC see Stl]n Claessens and Ronald DWlcan Managmg CommodIty Price RISk m
Developmg Countnes World Bank Johns Hopkms UmverSIty Press 1993
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Crop dIverSIficatIOn mvolves long term efforts to reduce the very hIgh degree of natIOnal
dependence on a narrow range offood and cash crops that eXIsts 10 some countnes Government can
play a constructIve role 10 thIs area by fundmg research mto the agronomIc potentIal of producmg
addItIonal crops whIch are more prommant 10 sIml1ar agro-ecoiogical areas 10 other countnes Where
these efforts often become mIsguIded IS when agro-ecologIcal potential IS translated mto state
Investment programs Without careful considereatIOn of the econOmICS ofproducmg the crop and the
potential to market It eIther domestically or abroad The real Job of developIng new subsectors has
to be With the pnvate sector WIth the role of government restncted to longer term research on
agronomIc and comparatIve advantage and on constructIVely USIng the power and resources of the
state to remove legal, regulatory and customary barners that hInder the devlopment of pnvate
markets

33 Geography, Demography and NatIOnal Cultural Roots m Farmmg

There IS a third cluster of reasons why governments mtervene 10 agnculture, partIcularly In
pncmg and marketmg ThIs cluster IS defined by some of the umque geographic and SOCIO-economlc
charactenstlcs ofagnculture and by the role that agnculture plays In the more mtangible elements of
national IdentIty ThIS cluster of reasons for mterventlon, whIle sometImes also used to Justify
government control m output marketmg, has been used more frequently to JUStIfy mterventlOn In the
pncmg and marketmg ofagncultural Inputs, from land and labor to other baSIC mputs such as seeds,
fertIhzer, ImgatIOn water, macbmery sefVlces, and agncultural credIt The need for such mterventIon
may vary greatly by the level of general economIC development of the country and the degree to
whIch alternative pnvate sector mput delivery systems are avaIlable m target agncultural regIOns

3 3 1 Dispersed Farms

The first definmg charactenstic of agnculture IS Its geography Good crop or grazmg land
IS often not convemently located m relatIOn to urban consumers or established commumcatIOns or
transportatIon mfrastructure2 DIstance and bad roads are cntlcal vanables Agnculture IS a highly
dispersed and decentralIzed economic actIVIty when compared to many other mdustnes which tend
to clump together m urban areas and may be much less locatIOn-specific Gettmg Improved mputs
to farmers at a reasonable cost can be a challenge The economICS of mput dehvery changes as
agncultural systems mature and evolve Pnvate marketmg systems Will generally be m place to
proVIde Inputs consistent With the level of technology and demand from that farmmg system At
earlIer stages m the evolutIOn of agncultural systems, penodic markets (that meet every three days
or every week) offer an economIcally ratIOnal way for traders to get supplIes as close as pOSSible to
farmers, partIcularly when demand for purchased mputs IS weak

Weaknesses m eXIstmg marketmg channels are often revealed when a government or donor
project seeks to Introduce new technologIes mto eXIstmg farmmg systems While farmers may be
well-supphed With tradItIonal hand-tools, open-pollInated seed vanetles, and other mputs that are the
mamstays of their eXIstmg croppmg systems, there may not be a ready market to supply Improved
seed vanetles, chemIcal fertilIzers, and specmhzed agncultural chemIcals to support more optimal
production practices Dunng the pdot or mtroductory phase ofbroad-based crop Improvement, there
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will be a natural tendency for the donor project or the government extensIon servIce to proVIde the
correct "mput package," often at SUbsIdIzed pnces, through project or government marketing
channels

If the new, state-supported agncultural practtces prove successful there IS also a tendency
for the government to contmue to proVIde these servIces, eIther through force ofhabIt, or through
reasonable fear that progress WIll be curtatled If anythIng happens to the mput supply system (even
though the pnvate sector may be perfectly capable of taking over the supply task on a more cost
effectIve and managenally fleXible basIS) In addiOOn, mless developed SOCIo-ecOnOmtc enVIronments,
where the Impersonal rule oflaw IS not the norm, government OffiCIalS may look m a very predatory
manner at pnvate traders, and pnvate sector bUSInesses In general, as a source ofpayoffs and kIck
backs Thts ofcourse further weakens or adds to the cost ofpnvate Input delIvery systems for WIdely
dIspersed farmers

3 3 2 Farm SIZe and Help to the Poorest Farmers

In a very general way, developIng countnes can be dIVIded between those where farms are
more homogeneous mslZe"almost always small, SubSIstence farms"and those countnes WIth a range
offarm SlZes and levels oftechnological SOphIstIcatIOn Government Intervention In Input marketIng
takes place m both and IS usually ratIOnalIzed as a necessary means of helpIng farmers to help
themselves out ofpoverty

In those countnes WIth a more homogeneous pattern of small-scale, lImtted resource farmIng
and rural poverty (the poorest parts of the world Sahehan Afhca, parts of South ASIa), the need for
asSIstance to agnculture and interventIOn m Input marketmg IS often explaIned through a descnptIOn
ofthe small farms, the lImIted resources (except for human labor), the lack of educatIOn, the lImIted
access to technology, and the markets that "fad" to bnng Inputs and technology to farmers
InterventIon (usually the SUbSIdIzed proVISIon of Inputs or servIces), whtle often well-intentIOned, IS
often not able to aSSIst the rural populatIOn to break out of the low-productIVIty, poverty trap they
are m When non-market mechamsms are used to dIstnbute these goods and servIces In condItIOns
ofabsolute matenal poverty, a SItuatIon for econOmIC rent-takmg IS almost automattcally created that
frustrates and swamps even the most well-mtentIOned of these "boot-strap" development campaIgns
Thts IS because they are ultImately not able to address the fundamental, structural poverty problem
of too many people tryIng to use an madequate natural resource base

In wealthter developmg countnes (usually WIth a better ratIO between the populatIOn and the
natural productIve capaCIty ofthe land, a larger productIve potentIal from the natural resource base,
and larger non-agncultural sectors), patterns ofagncultural Input market InterventIOn are much more
complex, With success (measured by the real ObjectIves being sought by these efforts) more frequent
In these countnes, natIonal elItes wIll often have substantIal Interests In agncultural productIOn and
marketing enterpnses and often some access to government Input SubSIdIes (or the more effiCIent
Inverse, tax shelters) Among typIcal patterns that may be observed are
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• InterventIOns dIrected to fwrly homogeneous pockets ofresource poor farmers 10 countnes
With ncher and poorer fanmng regIOns These efforts face the same pItfalls ofmput market
subsIdIzatIOn mthe poorest group of countnes Ifthe fundamental problems of Imbalance 10
resource use are not addressed, SubsIdIes will almost always be dIverted mto rent-takmg and
contnbute httle to poverty alleVIatIOn through agncuitural development,

• InterventIons dtrected to regtons where farm SIZe IS heterogeneous and farmers are produc1Og
the same mncture of crops here access to subsIdIzed mputs and servtces WIll tend to be
monopolIzed by the larger-scale, wealtmer farmers through a vanety of mechamsms For
example state cereals marketmg servIces (such as for wheat m Morocco, mwze m Kenya, and
nce m Senegal) have been used to a proportIOnally much greater extent by larger-scale
farmers With larger marketed surpluses, smce smaller scale ones may consume much of theIr
own productIon on-farm or be net purchasers of that cereal, and

• InterventIons that only go to larger scale or planatIon crop producers For example, a vanety
of1Oput market10g SubSIdIes go to one large company 10 Senegal that produces and processes
a large portIon of the sugar consumed m the country Thts IS ratlonahzed m terms of agro
mdustnal development, lack of alternatIve uses for the land, employment generatIon, and
greater natIonal self-suffiCIency mthe subseetor The SubSIdIes, from these perspectlves, may
be seen as meet10g theIr obJectives, whde fadmg the standard measures of opportuOlty cost
and comparatlve advantage for that natlOnal economy

3 3.3 AgrIculture and NatIOnal Identity

The final set ofratlOnales for government 1Oterventlon 10 agncultural market1Og, partIcularly
on the mput SIde, has to do With the role of agnculture m natlOnalldentlty, or at least m the myths
ofnatlOnaiidentity VIrtually every country that mtervenes heavdy m agnculture appeals to the roots
ofItS natIonal IdentIty that are mtertwmed With a Simpler agranan past SubSidIes to agnculture help
to keep more of the populatlOn 10 rural areas, work1Og on smaller farms, and mamta1010g a rural
lIfestyle that IS supposedly mghIy valued by the total natlOnal populatlOn In some countnes, such as
France and England, vanous government farm SubSIdIes have been partIally JustIfied m terms of mam
tammg a pleasant, pastoral landscape Farmers are ma1Ota1Oed on the land as the grounds keepers 10
a hv10g land use museum that often has further econOmIC value through tounst and recreatlOn use
In the UOlted States, many government programs have been Justified 10 terms of preserv10g the
smaller, famIly farm for more than economIC reasons

334 Types of State Intervention In Input Markets

In the paragraphs above we have exammed some of the dIverse reasons why national
governments 10tervene magncultural markets, both product markets (emphasIzed m sectlOns 3 I and
3 2) and mput markets Here we reVIew very bnefly the types of state 1OterventlOn 10 the markets for
the major mputs to agnculture land, labor, capItal, and purchased mputs (seeds, fertIlIzer, agncultural
chemIcals, machmery and machmery servIces) We will not address the provlslOn ofwater, farmer
water management or other speCIalIzed aspects of lITIgated agnculture
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Land The most extreme state mterventIon m land markets was that m the soclal
Ist/commumst portIons ofthe world where pnvate agnculturalland holdmgs were abohshed or greatly
restncted and replaced WIth vanous forms of group ownershIp such as state, collective, and
communal farms These land allocatIOn models served as a total substitute for the market and
generally have beenJudged econOmIcally meffiClent m terms ofagncultural productIon and marketmg
These models were tned to a lnmted extent In some thtrd world countnes, but thiS IS not generally
not a slgmficant agrIcultural pohcy Issue today In Eastern Europe and the countnes of the FSU,
particularly those that had WIdely adopted the state or collectIve ownershIp model, there IS currently
substantial expenmentatlOn m methods of pnvatIzlng these ownershIp structures as a first step to
creatmg real markets m land ThIs IS proVIng to be an extremely slow, long term process m most
countnes

In most of the thIrd world, markets for agnculturalland are not well developed Access to
land IS often governed by tradItIOnal systems of land use nghts, which are often mhented m the
context of relatIvely stable patterns of subSistence or semi-subsistence farmtng The major state
mterventlon m land markets has been programs of land reform, usually m countnes where very large
land holdmgs have eXIsted slde-by-slde WIth very small holdmgs or WIth the eXIstence of substantial
populatIOns of landless rural laborers US-sponsored programs In land reform were Important m
AsIa m the 1940s and early 1950s (partIcularly m Japan, South Korea, and TaIwan) and m numerous
countnes m Latm Amenca m the 1960s as a response to commUnIst success m the Cuban RevolutIOn
These programs essentIally used non-market means to solve a resource access problem where there
was no market m land or essentIally a market faIlure In Latm Amenca the problem of a sub-optimal
dIstnbutlon ofland has persisted, but the solutIOns attempted have been less radIcal In the sense that
they have largely attempted to create and remforce functional land markets As Lambert and SelIgson
(1994, p 3) note

the WIdespread acceptance ofneo-hberal economIC pohcy, coupled WIth dlsappomt
ment WIth the post-Cuban RevolutIon reforms, lead to mcreased mvestment to
encourage access through market mechanIsms and to stabIlIze [preVIOUS land]
dlstnbutlOns through programs to strengthen tenure secunty VIa land tIthng and
regIstratIon

On the AfrIcan contment, land reform efforts have occurred to some extent m some of the
countnes where COlOnIalIsm left a legacy of larger, more technologIcally sophIstIcated farms (eg ,
Morocco, Kenya, ZImbabwe) Most cash crop plantatIOns were natIOnalIzed Platteau (1992)
prOVIdes an extenSIve reVIew of these expenences and an analySIS of customary land tenure
arrangements that are dommant 10 many sub-Saharan AfrIcan countnes

Thus, whIle dysfunctIOnal, unequal dIstnbutIOn of land remams a problem 10 numerous
develop1Og countnes, there IS lIttle IdeologIcal or practical support for the use of non-market
redIstnbutlve polICies 10 attempt10g to dIrectly solve the problem It IS generally felt that the best
pohey approaches are those that strengthen the development of land markets (through measures such
astItlmg, regIstratIon of deeds, and Improvmg courts that deal fatrly WIth land dIsputes) These
gradual, reformIst polICIes, coupled WIth reform of subSIdy, trade protectIOn, or state marketmg
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pohcles that unduely favor larger, more inefficient land holders In competltlOn with smaller-scale
producers, represent more reahstlc, feaslbde methods of achieving SOClo-economlC change In the
longer run

Labor There are three major direct ways and many mInor or indirect waysl~ natlOnal
governments have Intervened In labor markets The major InterventlOns Involve (a) the setting of
mmImum wage standards, and (b) nattonallaws or internatIOnal agreements affecting the moblhty of
labor, and (c) natIonal laws on hmng and finng labor that affect employment In formal sector
compames

Wage rates and labor moblhty are the key vanables m the use of labor as a factor to
agncultural productIOn, proceSSing and marketing Government interventIOn or regulatIOn oflabor
can best be seen In two types of natIOnal SituatIOns poor developing countnes and ncher developed
countnes

In the poorer thIrd world country, labor IS often In surplus, unemployment IS high, and wage
rates are low In that type of enVironment, questions of mternatlOnallabor moblhty are usually only
a concern for the country as an exporter of labor In that SituatIOn, the developmg country may
encourage out-migration oflabor, particularly to developed countnes, as a means of acqumng foreign
exchange through remittances Internally, wage rate Issues and restnctlOns on the abilIty of formal
sector comparues to contract their labor force Ifthe volume of busmess reqUIres, are more Important
WhIle there may be a legal mlrumum wage for agnculturallabor, thiS IS generally Ignored In practice,
as are restnctlOns on chIld labor and prohlbltlOns of mdentured servItude Structural adjustment and
other types of economic reform programs may also have some Impact on the functlOmng of labor
markets In LDC enVIronments Lawrence Smtth (1991) defines a theoretical framework for quantify
Ing these Impacts

In the developed country enVIronment, poltcles affectIng permanent or temporary InternatlOnal
migratIOn for use In labor-intensive agnculture tend to be more Important Cheaper foreign labor can
become cntlcal to the profitabilIty of certaIn types of labor-mtenslve agncultural productIOn and
proceSSIng technolOgIes ThIs has been particularly true In the harvesting ofhigher-value, penshable
horticultural crops (vegetables and fruit), and elaborate programs for USIng Imported seasonal labor
have been operated m many developed countnes

Credit In more advanced, commercial agncultural systems, credit becomes mcreasmgly
Important as an mput Credit can be proVided through the mformal pnvate sector (relatives, traders,

15 Governments particularly In more developed countnes have also engaged In a WIde range of other labor regulatIOn
covenng workmg hours overtune pay employment of children safety and occupatIOnal exposure unemployment
compensatIOn and laws dealmg With the formatlon of unIOns and procedures to be followed m the settlement of labor
management disputes (mcludmg strIkes bmdIng arbltratlon etc) WhIle most of these measures are Widely accepted and
many may not directly affect the functIOnIng of underlymg market mechanisms for the normal employment of adult labor
they do constram the free functIOnIng of labor markets and definItely add to the financ18l and economic cost of labor and
directly affect a country's international competitive POSition
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money-lenders, etc), the formal pnvate sector (banktng instItutIOns), or through pubhc instItutIOns
(state banks, credIt mstituttons, or agncultural development orgamzations that proVIde credIt as one
of their serVIces) Government have often Intervened In the prOVISIon of credIt WIth vanable but
generally negattve results For the latest restatement ofthe these well-establtshed results, see Meyer
and Larson, 1994 Among the bIggest problems In state Involvement In credit have been

• State banktng Itselfwhtch has often crowded out pnvate sector Imtlatlves In the dehvery of
rural financIal serVIces,

• HIgh transactton costs whtch are not properly accounted for In fixed Interest rates The result
has often been an exphcIt or Imphclt subSIdIzatIOn of certaIn kInds of rural credIt, and

• Attempts to target credIt, partIcularly subSIdIzed credIt, to certaIn purposes, such as the
purchase a prescnbed set of Inputs However, SInce finanCIal resources are fungible, these
credIt funds are often dIverted to more pressIng famIly or bUSIness needs

Purchased Inputs Among the types of agncultural Inputs where there has been the most
substantIal state InterventIOn has been In the areas of seed (or other types of plantIng matenal or
Improved vanetles of hvestock), fertlhzer and some speclahzed agncultural chemIcals, and the
prOVISIon ofagncultural machtne serVIces, whether ammal-powered as In many programs In Afnca,
or machInery-powered In much ofthe rest of the world

There are some common generahzatlons about the appropnate role for the state and the
pnvate sector In these three categones of purchased Inputs In all of them there IS a
research/development dImenSIOn and a productton/dtstnbutIOn dImenSIon Expenence has shown that
In the former, where there IS substantIal baSIC research WIth low probablhty of ImmedIate commercIal
payoff. that thts takes on publIc good charactenstlcs and IS most appropnately done by pubhc sector
InstItutIons (partIcularly those that are tightly managed to produce demonstrable results over tIme)
However, once the new lffiproved seed vanety has been developed, or the Improved mIlk cow, or the
better donkey plow, the more routIne tasks such as seed and hvestock muItlphcatlon, day-old chIck
productIOn, donkey plow manufactunng and dlstnbutIOn, are probably best left to competitive firms
In the pnvate sector for ImplementatIon The more sophistIcated a country's pnvate sector, the
smaller can be the SIze ofthe publIc good productIon undertaken by the state
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4 MARKET FUNCTIONS AND MARKET FAILURES. SHOULD GOVERNMENTS
INTERVENE OR FACILITATE?

The precedIng chapters have descnbed agncultural markets and the lands of InterventiOns
governments make Into theIr functiOnIng In thIs chapter we take a somewhat more theoretical
approach to what a market IS and what functions It performs When can It be SaId that there IS a
"market faIlure"? What should governments do In these and related cases?

4 1 What IS a Market?

Although we have already dISCUSSed several lands ofagncultural markets, at thIs POInt we wIll
examme more precIsely what IS meant by a market The concept of a market stretches from the very
concrete"a phySIcal marketplace"to the most general and abstract An example ofthe latter IS found
In CUI (1991, P 62, CItIng Nelson and WInter, 1982, p 277)

the market system IS (m part) a devIce for conductmg and evaluatIng expenments
In economIC behaVior and organIZatIon

Between these extremes are found defimtions lIke those ofMoran and Wnght (1991, p 2), who gIve
four meanIngs for "the market"

• A metaphor for competItiOn
• A dIstInctIve mechanIsm of SOCIal chOIce and expression
• A synonym for capItalIsm
• A synonym for mInImally regulated economIC exchanges

All ofthese defirntions proVIde useful mformation PhySIcal marketplaces are often essential
for conductmg bUSIness In many agncultural commodItIes, espeCIally at early stages of market
development Even In remote Villages that can sustaIn only a penodIc market, the local admInIstratiOn
often allocates space and tIme for these Important exchanges The notiOn ofmarkets as systems IS
also very Important The markets that we wdl be dISCUSSIng here are subsystems of an economic
system In whIch Inputs are exchanged and Utl1lZed to produce outputs, and outputs are exchanged and
utIhzed In thIS sense, markets are mteractIng webs of economic agents (mdiVIduals and pnvate
enterpnses) operating In relatiOn to a set ofmstItutiOns (property nghts, the state that formulates and
enforces these nghts, and IdeologyI6) We wlll see that to gaIn the full benefit from thIs system, there
needs to be a web of related markets, complementmg the mdividual commodity market are factor,
msurance, and capItal markets The notIOn ofa market system evaluatmg orgamzatIonal forms allows
for the evolutIon ofagncultural markets from Simple phySical exchanges to SophIstIcated commodity
markets that most of the tIme conSIst of finanCIal and InformatIOn flows

16 Snnavasan 1985 p 40
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The full econOmIC benefits ofa market system are denved when there is VIgOroUS competition,
but (as we wtl1 see) hke markets, competitIon does not anse or persist spontaneously Markets permIt
IndiViduals and SOCIetIes to make chOIces about the goods and servIces they prefer, and they permit
one to Invest ones caPital In accordance With the InfOrmatIon avaIlable about nsks and returns to that
caPital The regulatIOn of the exchanges In a market IS one of the essential features ofan advanced
market

Gathenng these threads together, then, one can descnbe a market as

an evolVing system, m whIch agents (producers, marketers, consumers, and/or
speculators) who depend on supportmg mfrastructure, factor markets, capItal
markets, msurance markets, mformatlOn, property nghts, standards, and enforcement
(and thereby on mstItutlOns supplymg or regulatmg these) and are mfluenced by
culture and Ideology enter mto contracts and/or exchange goods and servIces at
regulated or at least known places and times, and m whIch the publIc Interest IS to
promote effiCIency of productIOn and dlstnbutlOn through competition

The length of thiS defirutlOn IS clearly a clue as to why there are so few truly competitIve
agncultural markets, whether they are In developIng countnes or not It takes conSIderable tIme and
effort to develop many ofthe reqUIred sUPPOrtmg functIOns and mstItutlons that make markets work

4 2 What FunctIOns Does a Competitive Market Perform"

AchIevmg effiCIency through competItion sounds lIke It could only be good What kmd of
effiCiency are we talkmg about? There are several functIOns that a competitive market can perform
effiCiently It can

• Determme the best mix ofmputs (factors) to produce a given output (over time),
• Determme optimal factor pnces (over time and space),
• Allocate resources to productIOn effiCiently (over outputs, time, firms, and space),
• Determme the most deSired output mix (over time and space),
• Determme optimal output pnces (over time and space), and
• Allocate and dlstnbute outputs optimally (over consumers, time, and space)3

When we say that a competitive market can perform these functions effiCiently, we mean that
econOmIC theory proves that a truly competitive market would achieve these results Results In real
markets Wlli approach the theoretical Ideal only when all the reqUIred conditIOns are met What are
those conditIOns?

The theoretical model of a competitive market IS based on the followmg conditIOns

• Many buyers and sellers and no bamers to entry or eXit of firms, and
• Perfect mformatlOn about the past, present, and future
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Some further charactenstlcs that are Imphclt In thIS simplIfied, theoretical model are

• No transactions costs,
• No externaltttes,
• No public goods,
• No government, and
• Property nghts

As Streeten (1993, p 1283) puts It, however, "There IS nothing In the nature offree markets that
eIther establtshes or maintaIns competItIOn yet the VIrtue ofmarkets depends on the eXIstence of
competItIon" Thus even at this level ofSImplIficatIOn, one can see the begInrung of the need for some
help from the publIc sector We return to the appropnate roles ofthe publIc sector below (sectIOn
4 10), for now we look very bnefly at why thIS mIght be Important

A model can be useful for theoretIcal work WIth these kinds of SImplIfications, but real
markets do not functIOn m such a rarefied atmosphere WhIle infOrmatIOn WIll never be perfect, pnce
and quantIty data are cruCIal for pnce formatIon and the balanCing of supply and demand, and some
pubhc or pnvate entIty has to collect and dISSeminate them LocatIon (or geography) IS one ofthe
most Important conSIderatIons In the operatIOn ofmarkets ThIs leads to one kmd oftransactIOn costs
and the need for the mfrastructure to move people, goods, and infOrmatIon In a well-developed
market system, there are a sIgruficant number of supporting elements that are largely pubhc goods,
10cludIng 1Ofrastructure, infOrmatIOn, and nghts Rights lIke property nghts cannot be assumed, but
must be agreed upon by a SOCIety and admirustered by some instItutIon

The potentIal outcomes of a competItIve market are sometImes overlooked Governments
are often more mterested 10 other outcomes, some ofwmch do not necessanly result from a competI
tIve market Let us now examine bnefly some of these

43 What Functions Does a Market Not (Necessarily) Perform"

While a truly competItIve market can work the wonders mentioned above, there are some
th10gs that one would often lIke It to do that It generally cannot These Include

• DIstnbute Income "eqUItably" and
• StabIhze pnces or quantItIes available In all markets at all tImes

The first problem WIth a competItIve market dIstnbutIng Income eqUItably IS that "equItable"
IS a subjectIve term Even If everyone could agree on an appropnate standard, however, markets
would not necessanly redIstnbute Income to that standard Markets dIstnbute Income to labor and
management (and shareholders) In enterpnses that effiCIently produce goods and servIces that theIr
customers deSIre IndIVIduals and enterpnses need productIve assets (land, machinery) to produce
those goods and sefVIces Markets, however, have no mecharusm or process for determining whether
the dIstnbutIon ofthose assets IS "faIr" Thus the dlstnbutlon of Income, which IS partly determmed
by the dlstnbutIOn ofproductIve assets, even In a competItIve market, may not be eqUItable
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A competItIve set ofmarkets (product, factor, finanCIal, and msurance) does proVIde a slgmfi
cant amount ofstabuJ.Zatlon over tIme and space, however There WIll be arbItrage"mcludmg storage
and transport"of products from one geographIcal market to another, as long as mvestment and
transactIons costs are not prohIbItIVe The larger and the better developed a market IS, the more
stablhzatIOn It IS hkely to proVIde The degree of stablhzatIOn proVIded by an actual LDC
market,however, may not be POlItICally acceptable to a government WIth a weak mandate and/or a
fear of the urban masses On the other hand, the same government may Ignore the possIbIhty of
promotmg a greater degree of competItIOn (and stabilIty m the longer run) when It chooses to
mtervene and "stabthze" the market mthe short run The tradeoffbetween stablllzatIOn and efficIency
(and the government's mcltnatIon to mtervene to promote them) IS one of the recumng themes of thIs
chapter

Other functIons that competItIve markets generally do not perform mclude

• LImttmg negatIve and promotmg posItIve externahtles and
• Supplymg adequate pubhe goods

These aspects ofmarket performance wIll be dIscussed m the follOWIng sectIOn

4 4 Market Failure

Markets do not always produce the results we have mentioned above (section 42) It JS
customary to refer to thIS outcome as market faIlure Within the set of outcomes known as market
fallures, however, there are at least two major categones that should be dlstmgUIshed They are

• Inherent market faIlures (public goods, externahtIes) and
• Incomplete markets

Inherent market faIlure IS the result of a market structure that eIther dIscourages entry mto
the market or results ma dlstnbutIOn of (dIs)benefits that IS not consistent WIth the efforts of market
actors In the termtnology ofeconomIsts, these two most Important cases ofmherent market fallure
anse from pubhc goods and externalitIes, respectIvely There may also be cases of monopolies, m
partIcular natural monopolies

Pubhc goods (and servIces) are those for whIch use by one agent does not (substantIally)
reduce theIr potentIal use by other agents AIr and an open-access hIghway are two examples It IS
hard or JmpossIble for a proVIder of such a good to appropnate a charge for the good to hImself'
Thus there IS no mcentIve, or less than full mcentIve, for a pnvate entity to enter such a market and
proVIde such a good It falls to the publIc sector, actmg on the common behalf, to furnIsh the good,
hence the name, publIc good Most countnes would have few or no roads unless governments bUIlt
them Pubhc goods are a clear example of market faIlure m the sense that a free market consIstmg
of only pnvate agents WIll fall to proVIde these goods
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ExternalIties are effects that one expenences that are unrelated to ones actIons In a market
Water pollutIon from ferttltzer runoff IS an example A farm may pollute the water I dnnk as part of
ItS operatIons, not because the operator wants to, but because It Incurs no separable cost In dOIng so
and It profits from ItS other productIve actIVItIes Thus externalItIes are generally umntentlOnal or
unexpected, and out of ones control (unless one Incurs some expendIture) These effects on ones
welfare are conveyed dIrectly, not through pnces17 It IS precIsely because these effects are not
conveyed by pnces that market fatlure occurs pnces are the mechamsm that markets use to pass
mformatlOn and convey effects optimally If the publIc sector entered and, usmg Its powers of
compulsIOn, put a pnce (tax, fee) on pollutIon, then the externalIty could be "InternalIzed" to the
pollutIng company and the pollutIOn, reduced to an acceptable level

It IS Important to remember that externahtIes can also be pOSItIve A good example IS the
knowledge that may accrue to a neIghbonng farmer when a progressIve farmer expenments WIth
Improved vaneties or practIces It IS not usually saId that there IS market faIlure when a market does
not maxImIZe thIs kmd ofexternalIty, but It IS the case that a market system WIll generally not do so

Monopohes are examples ofmarket faIlure, too Some monopohes are called "natural," In
the sense that there IS an Inherent property In the proVISIon ofthe good or serVIce that bnngs about
a monopoly The prOVISIon of telephone serVIce IS an example The cost of runnIng telephone hnes
to each user IS substantIal, and It does not make sense for two compames to each run hnes to the same
users18 If there IS only one telephone company, however, there IS no competItIOn to ensure that
optImal serVIces and pnces obtaIn DelIberate monopohsts, e g, those tryIng to "cornerll a market,
stnve for the same effect, namely In order to extract hIgher profits19

Inherent market fallures occur because of Intnnslc propertIes of the good or servIce offered
mthe market By contrast, other market faIlures may be due to 1Ocomplete markets That IS, there
may not be a full set offunctlOrung product, factor, capItal, and futures (1Osurance) markets There
may also be a lack ofInfrastructure or 1Oformatlon When thIs occurs, competItIOn IS lImIted, and the
result IS suboptImal allocatIOn of resources For example, If the rural credIt market functIOns
madequately because It IS costly to gather credIt InformatIOn about small farmers, then productIOn on
small farms wtll be less than It could be Even 10 developed countnes, whtle Industnal commodIty
users and speculators may do so, farmers do not take full advantage of futures (Insurance) markets
that could help reduce theIr pnce nsk and optImIze theIr productIon levels

17 An extemahty accordmg to Mlshan (1976, p I 17) IS "a direct effect on another's profit or welfare ansmg as an
mCldental byproduct of some other person's or firm's legttImate actIVIty "

18 On the other hand WIth the development of the telecommumcatlOns mdustry It has become clear that the part of the
mdustry that IS a natural monopoly may be qUIte small and may keep changmg With available technology

19 EconOmISts call these "rents
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DeficIencies m pubhc goods hke roads may also result m mcomplete markets When roads
are madequate, hIgher transport costs (1 e , greater nskmess and/or lower returns) may result m fewer
marketmg agents entenng the market and greater market power for those who do It IS a common
complamt m developmg countnes that mIddlemen have great power over poor farmers In such a
case, a government has a chOIce between direct mterventIOn to become a marketmg agent Itself and
the lmprovement ofroads and other facilitatmg actIOns that would promote the entry of more pnvate
sector agents and mcrease the level of competItIOn

We will have more to say on these chOlces of the pubhc sector In the diSCUSSion that follows
In general, however, mherent market fadures are better potential opportumtles for InterventIOn, whlle
mcomplete markets are candtdates for market development, or facIhtatlOn, governments have typical
ly adopted regulatlOn as their approach to monopohes

To thts pomt we have not dIstIngUIshed between mterventIon and facilitatIon In keepIng With
the somewhat more theoretical approach of thiS chapter, let us be clear on what we mean by these
tenns20 IntenrentIon IS entenng the market as an agent or otherwtse directly affectmg pnces Such
actions would mclude the government's undertakIng productIon or marketmg actiVIties, settmg pnces,
or levymg duties FacilItatIOn IS an mdlrect approach to affectmg a market It mcludes such actions
as settmg grades and standards, regulatmg banks, and bUlldmg roads RegulatIOn could quahfy as
either mtervention or faclhtatlOn, dependmg on the actIOns taken by the government In the case of
telephone regulatIOn, governments often set pnces (e g , through pubhc sernce commIssions) In
the regulatIOn ofbanks, prudential reqUIrements mclude both audIts, whtch have an mdirect effect on
the market, and loan loss reserves, whIch affect the supply of money dIrectly Pohcy mstruments,
however, cannot be stnctly claSSIfied as either faclhtatIOn or mterventlon Rather faclhtatIOn and
mterventIOn can be conSIdered the extremes of a spectrum, along which pohcy mstruments can be
arrayed

4 5 Rationales for Government InterventIOn

Governments often claIm they are mterverung m markets because the market did not perform
certam functions to theIr satisfactIOn, or loosely, because of market fallure Now that we have
exammed the functions a market can and cannot perfonn and the nature of market fallures, let us
reVISit m a more conceptual way the ratIOnales for government action In a recent survey of the
reasons governments mtervene m food markets, Timmer (1989, P 17ff) outlInes three schools of
thought

• The free market school, representmg standard neoclaSSical economiCS, for which "all
agncultural pnces should reflect opportumty cost at the border, no matter what the

20"Interventlon" IS used Widely and With varymg meanmgs In the economic hterature It IS often used to mclude the
elements of both intervention and faclhtatlOn as we use these terms here
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mternatIonal market processes are that determine the pnces, and no matter what the
pnce levels happen to be",

• The stablhzatlon "school," who advocate counteracting the domestIc efficIency
losses Incurred by followmg the short-term pnce movements of internatIonal markets
whIle stili follOWIng the long-term trends In these markets and promotmg mostly
pnvate market actIVItIes, and

• The structuralists, who argue that "the entIre border pnce paradIgm for domestIc
pnce determInatIOn IS mIsdIrected, at least for a select lIst of commodItIes, such as
basIc foodstuffs, that have Important roles In the macro economy and welfare of
consumers", they argue for pnces to be set "to favour Income dIstnbutIOn objectIves
In conjunctIon WIth macroeconomIc stabIlItyS "

We will eXamIne the pOSitIOns of the first two schools, we will not dIscuss the structuralIst
argument As we discussed above m sectIOn 4 3, dlstnbutmg mcome (a key Issue for the
structurahsts) IS a function that markets do not necessanly perform optImally, and It IS market
performance WIth whIch we are pnmanly concerned m this gu]dehne2I

As we explore In more depth the pOSItions of the free market and stabIlIzation schools In the
sectlons that follow, let us bear In mInd the types ofmterventIOn that were mentioned above (sectIOn
2 2) and see how they relate to the basIc Issues raised by these schools The two most common sets
ofInterventIons m developIng countnes are those related dIrectly to food secunty, mcludlng consumer
subsIdIes and government marketIng offood ("pro-consumer" polICIes), and those In Inputs, where
government partICIpatIOn In, or monopoly over, marketmg IS also common

There are three aspects of food secunty-onented pohc]es that should be mentiOned here
They are the level offood pnces, the stabllity of food pnces, and the polItIcal economy of food If
governments change the level of pnces, they are clearly gomg to have an Impact on how the market
performs ItS functIOns of mducmg producers to produce, and marketers to handle, the food A
market-determIned domestIc pnce level IS an Important Item m both the free market and stabIhzatIOn
schools' POSitIons The stabIlIty offood pnces IS an Issue that the free market school often does not
address, but]s the centerpIece ofthe stabIlIzatIOn school's pOSitIOn FInally, polttIcians typIcally have
a short time honzon, and the publIc m developmg countnes has an expectatiOn that the government
should do somethmg about food pnces These factors tend to clash WIth the long gestatIOn penod
for many market InstitutIOns and mfrastructure ThiS often leads the government to Intervene In the

21EqUIty Issues are another theme of APAP III perhaps a future pubbcatlOn Will deal WIth the relatlonshlp between
market performance and eqUIty We note however the posltlon of Mahbub ul Haq SpeCial AdVisor to the
AdmImstrator of the U N Development Program Mahbub argues for a careful balance between relIance on markets
and mamtenance of SOCial safety nets (Anderson and de Haan p 8) In the end he too concludes that "people-frIendly
markets reqUIre a very actlvlst role of the government not to overregulate economIC enterpnses but to create condltlons
of more eqUItable access to competltlve markets "
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food market when market development was also an optIOn The tIme scale of development IS also
addressed In the stabIhzatIOn school's approach

The Issues WIth respect to Input marketIng are sundar Governments may take over Input
(e g, fertIlIzer) marketIng functIons because they affect food secunty There IS also often a lack of
apprecIatIon for "mIddlemen," wluch we read as sImply the covenng explanatIOn for the actIons
governments take under the tIme pressure mentIoned Just above
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• On tIus chart, the further to the nght a pollcy mstrument IS located the more direct Its Impact on pnces and/or quantities m agncultural markets The directness of the Impact IS a measure
ofthe degree ofmterference mthe funcbornng ofa competitive market. Thts mformatlon IS useful as general gUidance m selectmg pollcy mstruments to support market development It should
be remembered though that the directness of Impact ofa pollcy mstrument IS not necessanly related to the magnttude of the Impact ofthat mstrument on a parttcular market

@Ifbmdmg, affects the domesttc pnce, and thereby the quantity

# If bmdmg, affects quantity directly, prevents Imports from lowenng domesttc pnce

? Reduces markettng cost, thereby affecttng producer and/or consumer pnce
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4 5 1 A Free Market PosItIOn on Intervention

In lus diScuss10n ofthe role of the state m the economy, St1glItz makes four pomts

• Market faIlures are Widespread, espeCially due to mcomplete markets and Imperfect
mformatlOn,

• Government mterventlOn (I e, at least faClhtatlOn) IS requ1red to ach1eve effic1ent
market allocations,

• The state has certam Unique powers that make government actIOn potent1ally benefi
cial m correctmg market fallures, and

• Direct mterventlOn, e g government production, must be scrutInized very carefully
m lIght of the strong possibilIty of "pohcy faIlure tI

One mIght thmk that accordmg to the free market school, only mherent market faIlures
(pubbc goods, externalIties) would be cause for actIOn by the pubbc sector Stigbtz says, however,
that "m general, effic1ent market allocatlOns cannot be attamed Without government mterventlon"
(1989, pp 37-9, boldmg added) He cautIOns, however, that lithe Issue becomes one not of
1dentlfymg market fa1lures, for these are pervas1ve m the economy, but of Identlfymg large market
fa1lures where there 1S scope for welfare-enhancmg government mterventlOns tI At th1S pomt It 1S
Important to note that when Stightz uses the term t1mterventlOn," what we term "facll1tatlOn" IS
mcluded Slmllarly "market fallure tl covers what we call both Inherent faIlures and mcomplete
markets6 Indeed, some of the mam types of market fa1lures StIglItz d1scusses are t1 problems of
mcomplete markets and Imperfect 1nformatIon," Wh1Ch he finds to be "pervaslvetl m both the pubhc
and pnvate sectors

StIglItz d1scusses mcomplete markets and Imperfect mformatlOn at length but pubhc goods,
very lIttle, apparently because the necessIty for the pubhc sector to proVIde pubbc goods 1S ObVIOUS
Thus StIglItz mentIOns only that publIc finance of these goods and servIces IS necessary, whereas
publIc production IS not (1989, p 40) For further discusslOn of faclbtatlOn and pubhc goods'
proVISIOn, see sectIOn 4 10

One of StIglItz's part1cular contnbutlOns to the hterature on the state and markets 1S the
dehneatlOn of the government's attributes and advantages m relatIon to the performance of
markets

there are two d1stmgUIslung features of the State, from whIch most of the other
dIfferences between the State and other econom1C organizations follow the State IS
the one organizatIOn membershIp of wh1ch IS universal, and the State has powers of
compulSIOn not gIven to other econom1C organIZatlOns (1989, p 21)

Because memberslup mthe state IS uruversal, It 1S lOgIcal for the state to prov1de pubhc goods,
goods that can be shared by all In addItIOn, the state may mcur lower transactIons costs m correctmg
market fallures From an organizatIOnal pomt ofvtew, lilt mIght pay for an ongomg mstltutlOn"the
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government"to dIrect Its attention to the problem, II whereas It nught not pay to form a new voluntary
orgarnzatlOn

From the power of compulsIOn follow certam advantages ofthe state m correctmg market
fmIures, among them lithe power to tax, the power to proscnbe, and the power to pumsh" (StiglItz,
1989, pp 42-3) The power to tax would lOgically be used to correct externalIties, as mentIoned
above regardmg pollutIOn The power to proscnbe would lOgically come mto play m matters lIke
food safety, willch nught also be a questIon ofmcomplete mformatlOn aVailable to consumers The
power to pumsh IS reqUIred, e g , to enforce contracts, a supportmg mstitutlOn ofa market system

In discussmg the relationshIp between market faIlures and government mterventlOn, StiglItz
(pp 34-5) refers to the control mentahty, whIch holds that IImarkets fail because no one IS m charge It

He belIeves that

the control mentalIty IS based on two fallaCies It overestimates the powers of direct
control and It underestimates the powers ofmdlrect control For dIrect control to
be effective, the controller has to have an enormous amount of Information at hIS
dIsposal He must not only have the mformatlon to deCide what should be done, he
has to have the capacity to momtor that It m fact gets done Those m posItIons of
centralIZed control seldom have the reqUISIte InformatIOn

Clearly, StiglItz takes a skeptical posItion regardmg mterventlon Although there are many
opportumtles for mterventlon, bettenng the performance of a free market system IS not easy The
costs and benefits of these opportumties need to be carefully evaluated

One good example of centralIzed control ofan Important market m a developmg country IS
a government parastatal operatmg m a cereal market Let us assume that such an mstltutlon has a
monopoly on the purchase, storage, sale, and ImportatIOn of the staple food It therefore must set
pnces for thIs product everywhere m the country and at all tImes over the marketmg year Because
there are no competmg entIties operatmg SImIlar facIlltles, It wIll be very dIfficult, If not ImpOSSible,
for the parastatal to have complete and accurate mformatlOn on the lowest pOSSible transport, storage,
and other costs at or among all the pOInts In the country to which It has to dIstnbute food That IS,
there IS no opportumty for the government to compare ItS costs to those of a competIng enterpnse,
espeCIally one that has a profit motIVe

In thIs situation, the parastatal very lIkely wIll mlspnce and mlsallocate food at some pOInts
Some mdIVlduals may receIve umntended SubSIdIes, willIe others may be overcharged, relatIve to the
pnces a competItIve market system would have determIned More Importantly, there may be
shortages of food at certaIn locatIOns and surpluses at others If shortages are not excessive at any
gIven locatIOn, there may be conSIderable sIlent hunger caused by thIS dIstnbutlOn system WIthout
a pncmg system that reflects the (Im)balance ofsupply and demand, there might be no other accurate
SIgnals sent back to the central authonty about the adequacy of supplIes at each locatIOn Thus
mterventlOn may proVide no better performance than the "market fadure ll that It set out to correct
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One common "solutIOn" to the government's pnCIng problem IS to Institute pan-temtonal
pncmg (I e, the sale pnce IS the same everywhere) Thts pncIng mterventlOn totally Ignores the true
costs ofmovmg food (and If there were not already a monopoly, makes It Impossible for the pnvate
sector to do busmess mmost ofthe country) Thts IS clearly worse than an honest attempt at settIng
pnces at different locations that reflect transportation costs Many governments also make their
pncmg schemes pan-seasonal (I e, the pnce does not change over the marketmg year) ThiS regime
Ignores storage costs m the same way that pan-temtonal pnCIng Ignores transportation costs

Once the pnvate sector IS dnven out of the market, the performance ofthe parastatal"as an
alternative to the market"ls more difficult to Judge Thts IS because the distortIOns of pnces are not
as ObVIOUS, Indeed under pan-temtonal pncIng, pnces are by fiat the same everywhere, a condItIon
that on the surface seems "fair" In the absence of pnces, there may be some Indicators of
performance, lIke shortages and surpluses One of the compansons one needs to make In order to
Judge the performance of the parastatal IS between the eXistIng allocatIon of the product, based on
distorted pnces, and that based on freely determIned pnces, which would reflect the actual costs of
mOVIng the product and would be different mdifferent locatIOns If one could make thiS companson,
one would find the unplIclt over- and under-charges mentioned above Further, as we wIll see, under
charges are lIkely to be very few

In evaluatmg the centralized marketIng mterventlOn, an Important companson IS the total cost
of marketIng the product The cost of operatIng a centrahzed marketIng system would lIkely be
higher than that of a competitive market a monopoly has no IncentIve to tnm ItS costs A publIc
bureaucracy, moreover, has a tendency to grow, and Its costs can be covered only by what It charges
ItS customers or by direct subSidies from the treasury It IS these latter costs that have eventually
shown up on the books ofmany parastatals as eVidence of IneffiCiency ThiS kInd of "pohcy fallure"
IS dIscussed further below

InformatIon IS essentIal for evaluatIng an InterventIOn It IS also essential to pnvate agents for
day-to-day market operatIons The cost of InformatIOn may be a transactIon cost that results In an
mcomplete market In trus situation the state may conSider Intervemng to lower the transaction cost
In makIng ItS deCISion, It must estimate the cost of gathenng mformatlOn It must also assess the
extent to which thiS InformatIOn has publIc good aspects IneVitably, the state cannot proVide all
informatIOn m the economy The benefits and costs of publIc provIsion of mformatlon should be
assessed before the government steps In

The market fallures we discussed above (section 4 4) and those discussed by StiglItz are static
In nature That IS, a particular market structure leads directly to a non-optnnal result WhIle there
IS cause and effect, there IS no explICit conSideration of the time dimenSIOn Separate "rounds" of
effects are not part of the analysIs
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To amve at hIs posluon on mtervenuon, TlIIUller expands the notiOn ofmarket fallures to one
that IS dynamlc22 That positiOn and ItS JustificatiOn are the focus ofthe next section

4.5 2 Market FaIlures and StabIlIZatIOn

Accordmg to Tunmer,

Optunal efficiency calls for some degree ofmarket mterventiOn to stabilize short
run pnces, but there must be suffiCient fleXlbIbty to allow domestic behaViOr to reflect
mtemauonal pnce trends Rent-seelang behaViOr IS constramed, Ifnot ehmmated, by
usmg competitive market agents to carry out most marketmg actiVities, but Wlthm
government-estabhshed pnce bands Further by encouragmg the development of
a competitive pnce marketmg sector over time, the role of government pnce
mtervenuons can declme as the role of pnce stabIlity for the baSIC foodstuff becomes
progressively less Important to the economy dunng the course of economic
development (1989, p 18)

What IS Timmer saYing here? The nature of a possible market failure IS not the mam pomt
The maIn pomt IS that the pnce ofthe staple food m a developmg country IS too Important to every
mdIVIdual's welfare to be left solely to the market when the market Itself IS not well developed and
therefore not performmg well If the staple pnce IS left alone, sIgmficant pnce vanatiOns Will often
depress mvestment mboth productIOn and markeung faCIlIties Low productiVity m food productiOn
and marketmg Will affect everyone, because everyone IS a consumer of food, and many mdlVlduals
also produce or market

By refemng to mternauonal pnce trends, however, TlIIUller also mdlcates that depressmg farm
pnces substantially IS not what he IS advocatmg In the long run the economy should be onented to
the pnce Signals that the mternational market IS sendmg These pnces help to mdlcate m which
commodities a country has a comparative advantage m productiOn They are also the opportumty
costs for each commodity, namely the pnce at which countnes m need of Imports could purchase the
commodity and the amount that a country would forgo by not exportmg the commodIty

Thus TImmer's concept of government's relatiOn to agncultural markets as they evolve over
tIme mcludes

• StablhzatiOn of short-term pnces23
,

22 HIS supportmg analySIS tends to rely more on general eqUlbbnum analysIs than on par/lOl eqUlbbnum

23 There may be cbfficult problems that anse ill desIgmng such stabIhzatlOn schemes Wlule mvestIgatlOn of these IS beyond
the scope oftlus study two quotations from TImmer hImself wIll suggest the magnItude of the problems In the text of hIS
artIcle (p 19) TlInmer says
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• Adherence to long-term 1OternatlOnal pnce trends, and
• Development of the domestic (pnvate) market

As we WIll see, It also 10cludes

• Stablhty of pohcymak1Og to preserve fragIle, but CruCial, expectations

HaVIng mentIOned the stabilIzatIOn ofstaple food pnces, we should also 10dlcate that the role
and nature ofstabilizatIOn may be qUIte dIfferent 10 the case of cash crops Staples are consumed by
vIrtually all 1OdIVlduals, so the 10CIdence of stabIlIzatIOn IS broad Cash crops are produced almost
solely for sale, so those affected by a pnce stabIlizatIOn scheme are hkely to be a smaller number of
farmers and probably few consumers In additIOn, market10g systems for such crops tend to be
SImpler (lldendntlcll) structures, so Implementation of a scheme may be less complIcated ThiS does
not mean that such schemes may not have slgruficant Impacts on national 1Ocome and development
Whether they do wIll depend on the Importance of the crop, who grows It, and vanous other
considerations

Timmer bases hIs advocacy ofhmlted 1Oterventlon and sigruficant relIance on the market "on
a cruCial lesson from post-war development expenence, polICies that attempted to strengthen the
competitiveness ofmarkets as a way to Improve theIr effiCiency outperformed pohcles that attempted
to correct for market-fatlures by suppreSSIng market actlVltles" These pohcles succeeded "pnmanly
because government fadures 10 market 1OterventlOns were often far more senous 10 terms of wasted
economic resources and foregone growth than were the market fadures they were deSigned to
correct" (1989, p 19)

WIth regard to fadures, then, Stlghtz sees many market fadures, whIle Timer adds that,
histoncally, government fadures were worse Yet Timmer and StiglItz seem to agree that there IS
room for government 1OterventIOns to enhance welfare 10 an economy Refernng to hiS dynamIC
concept of market faIlures, Timmer carnes the analySIS one step further, outhn1Og the type of
calculatIOn that one would do to weigh the benefits agaInst the costs of such 1Oterventlon

The Important analytical questIOn IS that the pervaSIve market faIlures 10 develop1Og
countnes are quantItatively slgruficant relatIve to the costs governments would 10cur
morder to alleVIate them the lIkely mgredlents ofa model that would capture these
effects mclude the follow1Og displaced Investments m phySIcal capital at the farm
level, the marketIng sector and the mdustnal sector, SubstItutIOn of consumptIOn and
leisure for savmgs and work, bIases In Investments In human capItal for the farm agent
and 1OtergeneratIonally In chIldren, the transaction cost consumers face 10 reallocat1Og
budgets when pnces change, the welfare gams from a psychiC sense of food secunty
(and voters mnch countnes and poor ahke place a substantial economIC pnce on thiS
factor), and the feedback from thIS sense of secunty to a stable polItIcal economy,
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which reinforces Investors' wIllIngness to undertake long-term (and hence nsky)
comrmtments (1989, p 21)24

Tunmer uses the example ofnce pohcles In Asia to demonstrate the gap between economic
concepts and reahty mdetermmmg whether governments should Intervene In markets WhIle a pure
neoclassical econOmIst would argue agamst InterventIOn, VIrtually all these countnes have mtervened
In their nce markets Pohcy InterventIOns to stabilIze nce pnces In Asian economies contnbute to
econOmIC growth, stable and/or enhanced Income dlstnbutlon, and polItical stabilIty The costs to
these governments of achIeVIng stable nce pnces are large and often unstable budgetary outlays,
misallocatIOn of resources"e g ,subSidies Instead of productive Investments"and contractIOn or
stagnation ofthe pnvate marketmg sector Regardmg the latter, Timmer pOInts out that "Investments
In phySIcal and human capaCIty In thIs sector are not forthcomIng If margInS are squeezed, polIcy
ImplementatIOn IS erratIC or the mIddleman IS held responsible for pohcy faIlures II (1989, P 24)
DespIte the difficulty of the task, he Judges a few countnes to have succeeded In "IntervenIng In
agrtcultural pnce formatIon WIthout mcurrmg unacceptably large budgetary costs or sacnficIng long
run effiCient resource allocatIOn II (1989, P 23)

Timmer summanzes hiS recommendatIOns In the follOWIng way

POSitive expectatIOns are fragtle, they take a long time to buIld and can be destroyed
overmght WIth one foohsh InterventIOn Perhaps the best that pnce pohcy analysts
can do to encourage an effiCient pnvate sector IS to create a stable polIcy
enVIronment, set pnce margms WIde enough for sigruficant partIcipatIOn by the pnvate
sector, and elImmate legal and bureaucratic bamers to entry by pnvate traders
Simple as these tasks seem, they often COnfliCt directly WIth the short-run or long-run
Interests ofpohey-makers In food pnce stablhzatlon and offood lOgistiCS agencies 10

Implementmg It (1989, P 25)

Addressmg some ofthe same Issues that Timmer takes up, GIlbert prOVIdes some additIOnal
detatl on the JustIficatIOn for speCific InterventIOns RegardIng the use of stabilIzatIOn to smooth
farmers' consumptIOn streams, the questIon he asks IS, Why can the farmers themselves not do thiS
through savIng? He finds that

A pOSSIble argument would be lack of adequate savmgs Instruments rural credIt
InstitutIOns may be conSIdered unrelIable Second, a succeSSIOn of bad years may
exhaust saVIngs, and farmers may lack the collateral to borrow except at pumtlve
rates On that argument the government IS able to use ItS supenor credit status to
offer a greater degree ofconsumpnon smoothmg But to the extent that governments
smooth farmers' revenues by stabIlIZIng pnces, they also redu'ce farmers' InCentIves to
save (1993, p 36)

24For further elaborauon of the costs and benefits of stablhzauon see Dawe and Tllnmer 1991
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Gtlbert refers here to farmers' mcentlves to save for consumptIon purposes TImmer's pomt IS that
pnce smoothmg w1l1 mcrease the mcentlve to mvest for productIon Both wrtters presume a nsk
averse poor farmer With mcome smoothIng, the farmer has less need to save for consumptIon m bad
years and a greater abIlIty to bear the nsk of a new mvestment, e g , trymg a htgh-YIeldmg varIety
Slhe may not have more saVIngS to mvest, however, so the Importance of access to well functIorung
rural financIal mstltutlOns becomes clear

GIlbert takes up stabilizatIOn agam mterms ofstablllzmg consumer pnces Here he discusses
the "nsk benefits" ofstabilizatIOn, whtch "depend on the dIfference between the coeffiCIent of relatIve
nsk aversion and the mcome elastiCity of demand" Gtlbert's "nsk benefits" are what Timmer refers
to as the "welfare gams from a psychtc sense offood secunty" (see quotatIOn, page 45) Because
food commodities are necessIties With low mcome elastICities, "reasonable values for nsk aversIOn
mdlcate a positive nsk benefit from stabdlzatlOn [Thts benefit] wIll be large If the share ofthe
commodity m total consumption IS large For such commodItIes there may be a case for pnce
stablhzatlOn To truly JUStIfy stabl1lzatlOn, Gtlbert claims, one needs to show that "there IS no
alternative seetorally onented polley that could adueve the same objectIves as effiCiently and at lower
cost" He remarks that pnce stabilizatIOn may achieve uruversallmpact [among those who purchase
food], whereas VarIOUS SOCial secunty schemes do not (1993, pp 44-5) In the end GIlbert
recommends that "an adequate poltcy IS Simply to cap these pnces2S

" (1993, P 46)

Gilbert also examtnes the Issue of mterventlOns m stockholdmg On thiS pomt he concludes
that

Iflt IS decided that food secunty IS an Important objective ofthe government and that
stockplhng IS the best method ofdomg thts, there are strong arguments for attemptmg
to enhance the market mecharusms rather than supplant them the best approach IS
the development of effiCient transport ThIS pohcy should be complemented by
encouragmg pnvate storage (1993, p 56)

In addition to developmg transport, the pubhc should ensure that the capItal market functIOns well,
so that potential mvestors m storage can get loans, and that there are no senous restnctlOns on
mvestment

46 The Role of Non-State Entities

IndiViduals (and enterpnses) may act on theIr own m a market system, or they may act
through CivIl orgaruzatlOns Thus, as Streeten says, "states and markets do not exhaust the players
m thiS game" (1993, p 1286) De Janvry, Sadoulet, and Thorbecke summanze the mam Ideas

2SOn thiS pomt Wl1hams and Wnght (1991, P 418) caution that "a regime of pnce cel1mgs can be self-Justlfymg
Because pnce cellmgs reduce the mcentlve to store the frequency and extent of extreme shortages becomes hIgher
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presented at a conference on the ftchangmg balance between state, market, and CIVtl orgamzatIOns m
development strategIes"

State, market and CIvIl orgamzatIOns can be contrasted by the type of mcentIve
scheme and the type ofcomplIance/cooperatIOn mechanIsm that each Imply The state
enforces by regulatIon and threat, the market conveys pnce SIgnalS that gIve InCentIves
to adjust, and CIvIl orgamzatlons rely on agreements based on bargaImng, cooper
atIOn, and persuasIon

Many CIVIl orgamzatIOns have emerged as SubstItutes for the state and market When
the state faIls to delIver publIc goods, Insurance, management of externalItIes,
mmImum baSIC needs, and democratIc nghts, CIvIl orgamzatIOns may fill the vacu
um market faIlures may lead to the emergence ofmStItutIOns, many ofwhIch may
take the form oforganIZatIons transactIons and mutual msurance may be achIeved
withm the household or among members of the commumty through contractual
arrangements SaVIngs assocIatIOns respond to exclusIon from formal financIal
mstItutIOns due, for mstance, to lack of usable collateral or dIscnmmatIOn (1993, P
567)

BesIdes SubstItutmg for the state VIs-a-VIS the market, nongovernmental organIzatIOns (NGOs)
may also find themselves ma complementary pOSItIon As Streeten pomts out, "the most successful
NGOs m the ThIrd World, such as the Self-Employed Women's Orgamzation m IndIa or the
Grameen Bank or BRAe m Bangladesh, depend for theIr contmumg and expandmg operatIons on
access to, and support and rephcatIOn by, governments" (1993, p 1286) Trade aSSOCIatIOns, hke a
flour mtllers' aSSOCIatIOn, may collaborate Wlth the government m developmg standards for wheat and
flour products These Improve market performance If they result m market pnce dIfferentIals for
these products, because these dIfferentIals mduce producers and mIllers to supply those products that
consumers prefer and are WlllIng to pay for The same orgamzatIOn mIght work WIth the government
to prOVIde traImng to producers and ml1lers on the pre- and post-harvest reqUIrements for achIevmg
the standards that were developed SImIlarly, there are roles for water user aSSOCIatIOns, exporter
groups, and many others In general, there IS a WIde range of potentIal roles for both mdivIduals and
both pubhc and pnvate mstitutlOns m facl1Itatmg the effiCIent functIonmg ofmarkets7 WhIle there
IS sIgruficant potentIal for such orgamzatlOns to Improve market performance, It IS also pOSSIble for
mdustry groups to block the effiCIent functlOnmg ofmarkets26

26Bruce Manon personal commumcatlOn
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4 7 Pobcy Failures

4 7 1 Why Do Interventions Fall?

WIth all of the potentIal for the amelIoratIon ofmarket faIlures, why are so many observers
of the econOmIC scene In developIng countnes skeptical about the publIc sector's role? The short
answer to this questIOn IS "polIcy faIlures," or, the cure has often been worse than the Illness In thIS
sectIon we will examIne some ofthe reasons why mterventlOns faIl

Stlghtz gives us a balanced presentatlOn of the govemment1s assets and lIabIlities when It

comes to mterventIOn mthe market On the one hand, he states that It In general, the assertion that
the government can do no better than the market IS SImply false, as Greenwald and StIghtz (1986)
have recently establIshed m a theorem of conSIderable generahty It (1989, p 37) On the other hand,
he lIsts the sources ofpublIc (pohcy) faIlures

• The fiducIarY7 relatIonship of the government, which Imposes severe constraInts on
employment polIcy, leadIng to not necessanly the best employees and Inadequate
InCentives, •

• The fidUCiary relatIOnshIp also Imposes severe constraInts on expendIture patterns,
espeCIally because of eqUIty concerns,

• Imperfect InfOrmatIon and Incomplete markets are pervasive In the pubhc sector,

• The potentIal for redIstnbutIOn (dIscretIonary property nghts) Inherent In the govern
ment's powers ofcompulSion may gIve nse not only to IneqUItIes but also to wasteful
rent-seekIng actIVity,

• LImItatIOns on current governments to Impose bmdmg constramts on future govern
ments may Impose large economIC costs, and

• The lack ofcompetItion WIthin the publIc sector further attenuates mcentIves (1989,
p 45)

What are some examples of the pohcy faIlures to whIch StIghtz IS referrmg? A number of
such examples can be gleaned from the type ofmterventIOn that many LDC governments have made
mto the staple cereal market Often they have set up a parastatal marketmg agency that buys and sells
gram man attempt to stabuIze the market pnce and supply Timmer has made clear the difficulty of
runmng a successful pnce stabilIzatIOn scheme (section 45 2) With the constramts Stlghtz mentlOns

27 By "fiduclOI)' relatlOnslup " StIglItz means the responSibIlity of the government to the taxpaymg publIc as ItS agent to both
hire m a defenSIble manner and m achlevmg ItS ends to mmlmlze ItS expendItures
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above on the technIcal qualIficatIons of employees who can be attracted to and retaIned In publIc
servIce, It IS not surpnSIng that there have been numerous polIcy faIlures In thIs techmcally dIfficult
undertakmg Parastatal marketmg agencIes also run afoul ofother causes ofpohcy faIlure Imperfect
mfonnatlon (and lmuted budgets) often leave parastatals WIth Inadequate budgets to buy up bumper
crops and may result In their maIntaImng stocks In the wrong locatIons It also puts state trading
agencIes at a dIsadvantage when they buy on the InternatIOnal markees The temptatIOn to
redIstnbute Income through consumer SubSIdIes and other means has often been more than
governments can resist Government interventIOns have often led to slgmficant benefits for mIllers
or traders who Interact WIth the marketIng agency The lack of competItion that parastatals have
faced IS clearly one reason for their substandard performance, introdUCIng competitIOn IS often the
first step taken In a reform program that may eventually lead to pnvatIzatIOn

StIghtz also remInds us that the state may have a mynad of ObjectIves that It would hke to
fulfill on behalf of the electorate Tlus means, however, that IImanagers can always claIm that the
reason they are lOSIng money IS not that they are IneffiCIent or 1Ocompetent, but that they have been
pursu10g other goals And It IS VIrtually ImposSIble for an outsIder to judge the vahdIty of those
claIms II (1989, P 32)

For all ofthese reasons, there are many examples ofpubhc 10efficlency But, StIglItz rem10ds
US, IIthere are also many 10stances ofcorporate 10efficlency The dIfficulties of ascertaIn10g whether
a manager IS a good manager make It dIfficult to judge the magmtude ofthe market's 1Ocompetency II
(1989, P 33)

Snnavasan, hke StIghtz and many others, IS skeptical about 1Oterventlon by the state 10
econOmIC actIVItIes He fears that thIs WIll lead to substantIal IIrent-seekIng II (1985, P 45) That IS,
10stead of "defend1Og the market, II the state may hmit market development and create rents In
partIcular, he finds that 'tan 1Oward-onented development strategy tends to tngger more resource
wastage through DUP (dIrectly unproductIve profit-seek1Og) actIVIties than an outward-onented
strategy through ItS greater relIance on quantItatIve controls, such as Import quotas and capaCIty
hcens1Og, than on tanffs, taxes, and SubSIdIes that 10fluence pnces29 11(1985, P 55)

Snnavasan po1Ots to IndIa as an example of the emergence of a farm lobby 10 the post-Green
RevolutIon penod (1985, p 56) SubSIdIZed credIt and 10puts led to the nse of thIS lobbfo In most
develop1Og countnes, however, farm lobby groups are non-exIstent or weak, they are not hkely to

28An agncultural data collection project m Pakistan was able to generate estimates that were more accurate and
slgmficantly earher than the prevIous system, which would allow the Government to purchase wheat when the pnce was
lower on the mternatlOnal market A government IS still not hkely to have the same mcentlve to mmlmlZe Its cost,
however, that the pnvate sector has

2!lJ.,obbylsts can also press for speCial tardf rates and/or subsldtes buned m legislation

30Imphclt taxation through output pncmg may have also had somethmg to do WIth the eventual nse of the lobby
group
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be the major source of market dlstortlOns Rather In theIr early stages they are hkely to engage m
battles to raIse the pnces of staples"often subSIdIzed to consumers"back toward the border (panty)
pnce Rents are more hkely to go to the nascent agro-mdustnal sector, whIch often consIsts of a
small number ofwell-off Investors With better pohtlcal connectIons

4 7 2 The Informal Sector as an Outcome of Policy Failure

Pohcy faIlure may gIve nse to a large 1Oformal sector 10 the market system The mformal
sector conSIsts of firms that do not comply With the often burdensome reqUIrements of offiCial
regulations and/or taxation As Starr explaIns De Soto's argument

PeruvIans have been oblIged to defy the law because of the hIgh costs that the
Peruvian bureaucracy places on the legItImate acqUIsItIon of property and busmess
opporturutIes 1Oformahty comes at a hIgh pnce those who 10vest theIr capItal
In extralegal busmesses do not enJoy secure property nghts they are dIscouraged
from enlargmg theIr busmesses to what nught be a more efficIent scale (1990, p 33)

The problems of the Informal sector, and the problems that the SIze of the sector reflects, are
Important to the food and fiber market system Services lIke transport are often provIded by small
enterpnses mthe mformal sector More Importantly, several ruches 10 the food and fiber marketmg
system are often populated by 1Oformal firms These Include food, beverage, leather, and textIle
manufactunng, trade 10 food and espeCIally hortIcultural products, and creditg It IS common for
mformal firms to proVide these goods and servIces 10 most developmg countnes

HusseIn et al (1991, p 7) pomt out that, whIle formal firms are larger and may take
advantage ofecononues ofscale, they may also be protected (1 e , subSIdIzed) by government polICIes
Conversely, mformal firms often have many competItors TheIr SIze and extralegal status, however,
often prevent them from enhancmg theIr busmess relatlOnshlps WIth formal firms or secunng credit
to mcrease theIr assets or workmg capItal To the extent that polICies, exceSSIve regulatIons, and theIr
ImplementatlOn ultImately make 1Oformal firms IneffiCient, the cost to the consumer of the products
m question WIll be hIgher than It nught be and the demand for them, lower, farm mcomes wIll also be
lower Thus pohcy faIlures that result 10 large 1Oformal sectors depress market performance

4 8 States as Market Managers

Moran and Wnght proVIde another, complementary VIewpo1Ot on the relatlOnship of markets
and states, and the performance ofmarkets that results They feel that the "state IS a vItal1Ostitutlon
10 manag1Og, legItImIzmg and enforCIng the results of competItIon 10 markets " (1991, P 2) Their
view IS that states and markets are 1Oterdependent, and that "free markets need strong states,"
specifically because of the state's role 10

• PolIc1Og competItion,
• Manag10g the dIscontent of those who lose by competItion,
• Creatmg the legItimacy needed for competItion to happen peacefully, and
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4 9 EconomIc Management FunctIons that Affect Market Performance

There are several roles that the publIc and pnvate sectors can play Vis-a-VIS markets to
enhance their performance Here are four key roles, WIth suggested defimtIons

• Managmg competitive struggles when they transcend national Junsdlctlons [e g ,
GATT] (1991, P 244)

The power to determme pnces, total and/or regional market shares, and/or
productIOn

Systematic declslonmakmg leadmg to consistency of polICies and/or to
effiCiency of operatIOn

AnalySIS done m support or antiCipatIOn of the productIOn of goods or the
proVISion of servIces

Estabhshment and enforcement ofstandards for products and nghts and rules
for busmess practices

CoordmatlOn

Control

RegulatIon

Plannmg

CoordInation IS a key aspect ofpnvate management In marketmg theory, the claSSIC example
ofcoordmatlOn IS m an advanced form of an agncultural market, m which firms grow m Slze partly
by InternalIzmg the coordmatlOn over dlfferent functIOns m the market ThIS IS known as vertIcal
mtegratlOn

EspeCially m a developmg country context, one thmks of planmng as somethmg that
governments do Such planmng can be cntlcal to Implementmg long-term programs ofmfrastructure
development, for example Pnvate enterpnses plan, too, though, planmng for sales IS a key part of
marketmg Plannmg IS Important m both sectors because It helps to ensure that supply Will meet
demand

We have been dlscussmg InterventIOns In markets that were deSigned to Improve their
performance, but did not always do so The question of managenal competence arose A more
general question, however, IS, what kmds ofmanagement do markets reqUIre, either on a daIly baSIS
by the partiCipants, or at the polIcy level?

Because competItIon (and the ensumg supenor econOInlC perfonnance) IS not a spontaneously
produced condition, "markets have to be defended agaInst mtellectuals, agamst the losers m
competItIve struggles, agamst capitalists and agaInst workers" (1991, p 248) The mcentlve for the
state to perform these roles"and not succumb to rent-seekIng entreatles"depends partly on Its
accountabilIty to the publIc, winch m turn depends partly on the level of lIteracy and the degree of
freedom ofthe press Sometunes an econOInlC cnsls will dramatically mcrease the need for economic
performance, and a state will reform Its ways (e g , through structural adJustment) and take on a more
POSitive faCIlItative role

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I



CoordmatlOn ofgovernment pohcles IS also very Important WIthout coordmated pohcyma
kmg, pohcles may have uruntended and/or offsettmg effects Many developmg countnes have
mtervened m the pncmg offarm mputs and outputs Because the pnces of these Items were set by
different parts of the government, theIr pnces were not always decIded m concert or announced to
farmers at the same tIme In such cases coordmatlon would Improve the consIstency or effectIveness
of agncultural pohcles

CoordmatlOn between the publIc and pnvate sectors, to maxmuze the Impact of useful
regulations lIke grades and standards, e g , can also be a cruCIal component of market performance
In coordmated responses to the needs of changmg markets, the pnvate and publIc sectors may
redIstrIbute theIr functIons For example, export qUalIty control may move from the pubhc to the
pnvate sector

RegulatIOn of the pnvate sector's comphance WIth vanous standards (accountmg, safety,
pollutIOn) IS generally carned out by the pubhc sector The pubhc sector IS more hkely to take the
pubhc's mterest mto account m tlus functIOn than the pnvate sector would There are examples,
however, of export commodIty gradmg done by pnvate agents In these cases the domestIc pubhc's
health or welfare IS drrectly not at stake (although the exporters' reputatIons are), and the pnvate and
pubhc sectors agree that thIS IS an effectIve and appropnate allocatIOn of roles

Control IS often assocIated WIth centralIzatIon CentralIzed control of a market IS generally
1Oeffectlve, as Stlghtz mentIOns (sectIon 4 5 1), because the central authonty can rarely If ever obtam
and manage the enormous amount of mformatlon necessary to properly coordmate all the necessary
transactIOns In a competItive market, however, control IS dIffused among the partICipants TheIr
actions collectIvely determ10e the pnces and quantItIes ofexchanges 10 the market Buyers and sellers
then coordmate the detatls of dehvery, specifications, and other qualItatIve factors that are essentIal
to market performance The ObjectIve ofmamtammg such a competItIve market IS to prevent any
smgle party from gammg control ofthe market, smce thIS often leads to that party's collectmg "rents"
and the lowenng of market performance In developed countnes mamtenance of competItIon IS
achieved through the enforcement of antI-monopoly ("antI-trust") laws and regulatIOns Many
developmg countnes have also passed such laws

One way to apprecIate the Impact of these functIons IS to examme theIr dlstnbutIOn between
the pubhc and pnvate sectors 10 dIfferent econorntc systems (Table 1) ThIS type of observatIOn may
be particularly relevant for those developmg countnes that are 10 the throes of a shIft from more
centrally planned or controlled economIes to a more market-based system Recall also Stlghtz's
notIon (sectIOn 4 5 1) of the control mentahty, whIch IS represented here by a centrally planned
economy

In Table 1 we present the polar cases ofa pure free market (one WIth VIrtually no government
and very hrntted proVISIon ofpubhc goods)9 and a centrally planned economy, and two hypothetIcal
vanatIOns 10 between One vanatlOn IS a free market WIth some faclhtatlon by the government, the
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other IS a market-based economy With sIgnificant interventIon In each of these vanatIOns, the
government prOVIdes a more complete range of publIc goods than In the free market case31

We dIstmgwshed above (sectIon 4 4) between mterventlon and facIhtatIOn In thIS section we
have some addItIonal ways ofcharactenzIng that dIstinctIOn InterventIon IS equIvalent to control
That IS, when It mtervenes, the pubhc sector produces goods"other than pubhc goods"or directly sets
pnces FacIlItatIon mcludes planmng, coordmatIOn, and regulatIon (as well as the prOVIsIon ofpubhc
goods)

WhIle any ofthem can be carned to excess, the facIhtative functIOns tend to enhance market
performance, both In the short and long runs It IS In thIS area that the art of government IS most
crucial The pubhc sector's ObjectIve IS to stnke a balance between denYIng the benefits of
competItIon and promotmg and preservmg that competitlOn It IS essentIal to Implement regulatIons
and other polICIes 10 ways that are conSIstent With local tradItIons and values and m ways that
mmimize theIr cost

The pubhc sector's Impact on pnce formatIOn IS another lens through which we can VIew the
relatIOnshIp of state and market, and indIrectly, the Issue of market performance Pnce formation
through the balancmg of supply and demand 10 the market embodIes the VIrtues of the competItIve
system The dIrect control that eXists 10 the planned economy does not eXIst here Rather, control
IS dIffused over all market partICIpants, and pnces prOVIde SIgnals to those partICIpants about the
value of mputs and outputs 10 productlOn and consumptIon In the mixed forms of thIS system,
however, the publIc sector has mdIrect control over the economy through faclhtation and dIrect
control over a hmlted number of commodIty pnces through mterventIon Anti-monopoly laws seek
to ensure that competItIon and the pnce mechanism work to the benefit ofall

In a purely market-based economIC system, freely formed pnces are very Important, there IS
httle or no government mterventIOn to achIeve ObjectIves hke pnce stabI1IzatlOn At the other end
of the spectrum, central plannmg can achIeve complete pnce stabIlIty (at great cost) because It sets
pnces Mixed econOmlC systems vary mtheIr rehance on market pnces and theIr level of mterventlOn
10 pncmg In general"and leaVIng aSIde true market faIlures (externahtles, pubhc goods, and
monopohes)"the less competitlOn IS the pnmary force

31Iromcally m a centrally planned economy, the government may proVide httle or none ofsome pubhc goods hke
mformatlOn because there IS no market that needs thiS mformatlon
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Table 1

System MarketWltb MarketWrtb
FunctIOn Pure Free Market Facilitation Intervention CentraUy Planned

Plannmg Pnvate Pnvate Pnvate Public
publIc public

CoordmatlOn Pnvate publIc Pnvate publIc Pnvate Pubhc
publIc

RegulatIOn None PublIc Pubhc Pubhc
(Enforce appropnate stan- (Tend to be restrIctions) (vanable)

dards)

Control Pnvate Pnvate Pnvate, Pubhc
(dIffused) pubhc

Pubhc Sector's Very Some Substantial Pnees of mtennedtate

Impact on Price httle (mdIrect) (often dIrect) goods may not eXIst, publIc

Formation sector sets
consumer pnces

Limitations Tendency to coneent- Difficult to stnke a bal- Lnruted competition leads to Consumers preferences
ration of assets, anee between defendmg mefficlency, tendency to often Ignored, mefficlency,
hnuted competitIOn markets and mterfermg rent-seekmg coordmatton IS dtfficult to

m them, particularly as achIeve
markets evolve

50

- - - - - - - - - - - -



I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

InfluencIng pnces, the worse the market IS hkely to perform At the extreme, centrally planned
econOmles have shown themselves to he good only at proVldmg mandatory economIC secunty to aU
CItIzens, hut not at all good at promotmg hIgh prodUCtIVlty (and thus hIgh mcome) or proVldmg the
goods that people want

One way to summanze the InformatIon m Table lIS by eXamImng the lImItatIOns ofthese
systems The extreme solutIons to the basIc econOmlC problem of proVldmg goods and servtces"the
centrally planned economy and the pure free market"are m a sense symmetncally hnked The former
has too much government, the latter, too httle to achIeve an optImal level of competItIon and
effiCIency The former has tended m practIce to Ignore consumer preferences, whIle the latter
prospers by carefully catenng to them Dunng ttrnes when the publIc sector was weak and the pnvate
sector, Vlgorous, the tendency of pure free markets has been to establIsh "robber barons,"
entrepreneurs holdmg great concentratIons ofwealth and the mcome denved from It It was histoncal
developments lIke these that led to antI-trust legislatIon and the begInnmgs ofmore regulated busmess
behaVIOr The two less extreme optIons m the table dIffer less, but may stIll be grounded m rather
dIvergent notIons of the state's role One gets the flavor of theIr dIfferences In the row tItled,
"RegulatIon" Here one senses the tendencIes of the pubhc sector to facIhtate or to Interfere, often
to create rents Stnkmg a balance m Its actIVlties so that they are SupportIve rather than obstructIve
IS the dIfficult art practIced by the publIc sector m the scenano With "faCIlItatIOn "

4 10 PrereqUisItes for Well-Performmg Markets

Assumlng the state manages well, what should It try to achIeve Vis-a-VlS market performance?
We saw m sectlOn 4 2 that there were many condItlOns that would have to be met If markets were to
be competItIve and achIeve results near the Ideal of the theoretIcal model

A more complete hst of supportmg instItutIons and elements would mclude

• Market mformatIOn
• Market regulatIOns
• PhYSICal mfrastructure
• InformatlOn mfrastructure
• Human capItal
• Enforceable property nghts
• Enforced busmess and accountmg practIces
• Performmg factor, msurance, and capItal markets
• EnablIng polIcy envIronment and polItIcal stabIlIty

Few would disagree that these aspects ofmarkets are Important for high performance Thus,
what IS Important about thIS lIst IS not the partIcular Items on It, or the ways they are grouped It IS
theIr relatlOnshtp to market performance that we hIghlIght here and the proVISion of these outcomes
by the publIc sector, pnvate firms, and NGOs We also note that, as these markets and the overall
economy evolve, the nature of these supportmg instItutIons and elements becomes more
sophistIcated
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In the agncultural sector, market Information ranges from one commodity's current
pnce"exchanged between farmers as one's bullock cart passes slowly by"to costly crop predictIOns
released by the department ofagnculture at preset urnes to all takers Market 1OformatlOn Includes
basiC pnce and quantity data, as well as 1OformatlOn on upcom1Og domestic and InternatIOnal market
opporturutles Both pnnt and broadcast media are Important earners of market 1Oformatlon
Information and Its Wide dlstnbutlon become particularly Important when go1Og from a planned to
a market-led economy Market partiCIpants need large amounts of Information to make their
production and consumptIOn deCISions, 1OformatlOn that was not lIkely In the pubhc domain under a
planned economy

Khtgaard Judges mformatlOn "the most Important factor for correctmg the defiCienCies of
both markets and govemments32

" Examples he cites Include farmers who do not know the current
market pnce oftheIr crop, Imperfect standards for weights and measures, and would-be borrowers
lack10g credit rustones He suggests creatmg an envrronment "nch 10 informatIOn" Such 1OformatlOn
would Include commercial codes, regulatIOns, standards, advertlzmg, and labehng

There are roles for both the pubhc and pnvate sectors In prOVIding market information The
publIc sector IS lIkely to enJoy economIes of scale 10 dOIng crop surveys The pnvate sector can
generally prOVide much pnce InformatIOn economIcally, although the Importance of grades and
standards for clearly 1Oterpret1Og thIS 1OformatlOn should not be underestimated Because of the
reqUIred timelIness of market informatIOn, indIVIduals may be WillIng to purchase a newspaper to
obtam such InformatIon, even though they could get the same informatIOn at no cash cost at a later
time Thus informatIOn IS not always or not entirely a publIc good, and the publIc sector must
conSider carefully Its programs of InformatIOn prOVISion The proVISion of 1OformatlOn that IS not
tImely and In other ways relevant and useful Will be a waste of publIc resources

Market regulatIOn 10cludes enforced grades and standards, sarutary and phytosamtary
regulatIons, and regulated places and tImes for exchange Grades and standards convey informatIon
about the qualIty and conditIOn ofa product when the buyer IS not phySically present at the sale ThiS
IS particularly useful 10 agncultural markets, where standardizatIOn IS pOSSible for bulk commodities
FunctlOnmg grades thus permit economies In marketing by relIeVIng the purchaser of the need to
personally Inspect each shlpmene3

CollaboratIOn between the publIc sector and those who would use grades and standards IS
clearly 10 the publIc's 10terest That IS, market performance Will be enhanced If the grades reflect the
actually deSired and feaSible products In the market WhIle thiS may seem ObVIOUS, ImplementatIon
ofmarket grades may be delayed In systems where the publIc sector IS a dominant force In handlIng

32Khtgaard (1991) as CIted In ICEG Newsletter July 1992 p 6 QuotatIons are from the Newsletter

33Grades may be less useful for mdustnal producers who often attempt to dIfferentIate theIr products sophIstIcated
agncultural producers now do thIS too but here phytosamtary inspectIOn probably remams Important
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the commodIty The pubhc sector generally lacks the mcentIve to dIfferentIate Its product to Improve
customer satIsfactIOn and mcrease profit

PhySIcal mfrastructure (marketplaces, roads, ports, aIrports, dams, ImgatIOn systems) IS
essentIal for effiCIent market performance The avaIlabIhty and quality of such mfrastructure dIrectly
affects the cost and the qUalIty of agncultural products34 These Items tend to be publIc goods, but
there are also likely to be functIons that the pnvate sector can perform Water user aSSOCIations may
operate ImgatIOn systems, and contractors may operate unloadmg faCIlIties In ports or buIld roads
By contrast, m some developmg countnes, the publIc sector has taken It upon Itself to buIld and
operate facIlIties lIke cold storage to promote trade In penshable products WhIle thIS objectIve IS
laudable, the functIon can usually be handled better by the pnvate sector Often the servIce has not
been avaIlable because of restnctIOns on mvestment or other dISInCentives In these cases It would
be more appropnate for the publIc sector to remove these dismcentives than to dIrectly prOVIde
servIces

The World Bank gIves these pIeces of adVIce to governments In managmg mfrastructure for
market performance I) Manage mfrastructure lIke a busmess, not a bureaucracy, 2) Introduce
competItIOn, dIrectly If possIble, IndIrectly If not, and 3) GIve users and other stakeholders a strong
VOIce and real responSIbIlIty The authors ofthe 1994 World Development report assert that 'IpublIc
pnvate partnershIps m financmg have promIse" They also belIeve that "Governments wIll have a
contInuIng, If changed, role m mfrastructure " (1994b, P 2)

InformatIon Infrastructure (radIO, telephone, teleVISIOn, Internet) IS another set offacIhtles that
are cntical for market performance There are clearly roles that the pubhc sector must play, e g , m
allocatIng the aIrwaves and establIshmg protocols With other countnes Pnvate broadcast medIa are
less common mdevelopIng than developed countnes, but m at least some developmg countnes radIO
IS successfully used to transmIt regular pnce mformation

The hIghest returns on mvestment often come from mvestments mhuman capItal These come
about through baSIC educatIOn, research, extenSIon, and management trammg These mvestments,
combmed WIth an openness to Improved technology, can lead to hIgher productIVIty m productIOn
and marketIng Many of these Items have publIc good aspects On the other hand, pnvate seed,
fertIlIZer, and agro-chemIcal compames have transferred substantIal amounts ofmformation through
their product servIce networks, m both developed and developmg countnes

CommodIty markets depend for theIr performance on performmg factor (land, labor),
Insurance, and capItal markets Failure or weakness In one ofthe latter leads to poor performance
m the pnmary (commodIty) market Small farmers unable to secure credIt may undennvest m new

HData from 13 states In india show that "lower transport costs Increased fanners' access to markets and led to
conSiderable agncultural expansIOn At the same bme because Improved commumcabons (through roads) lowered
banks' costs banks expanded lendmg to fanners, and fanners used the funds to buy fertilIZer further Increasmg
yields U (World Bank 1994 p 14)
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technology In these cases, lffiprovmg the performance ofthe "secondary" markets (m thIS case, the
credIt market) IS the munedlate goal

Those concerned WIth market performance should also search for ways to make the connec
tIOn between the commodIty market and the other markets more flexIble ThIs would reduce the
constrammg Influence ofthe secondary market Conversely, m such cases strengthemng the lInkages
between the commodity market and the supportmg markets may worsen the problem If one of the
latter performs poorly For example, a stncter relIance on land as collateral when titlIng IS poor
would only make borroWIng to adopt new technology more difficult Rather, better titlIng or other
forms of collateral, e g , should be sought

Supportmg markets may each require new laws or regulations to promote hIgher performance
These may mclude labor laws, land tltlmg laws, and prudential and Investment laws In all of these
areas, the publIc sector wIll be mvolved, but collaboratIon WIth the pnvate sector WIll enhance the
outcome

Property nghts are another essential for market performance What people exchange In
markets IS either property or services Property nghts, however,

do not take a smgle form, the package of nghts subsumed under the conceptIOn of
property may be vanously constructed The state must define, first, what counts as
property Property nghts mclude the nght to use property, to denve Income from It,
and to sell It, but these nghts are diVISIble and can be lImIted m countless ways
through laws ofhabl1lty, contracts, emment domam, rent and other pnce controls, and
perhaps the most Important of all, taxatIOn (Starr, 1990, p 31-2)

Property nghts and antI-trust laws that are enforced faIrly create pOSItIve expectatIOns and
lead to pnvate mvestment By contrast, mvestment laws that are really barrIers to entry reduce
competitIOn and degrade market performance Investors, whether they are large or small, must feel
secure mtheir mvestments"both mthe legal and phySIcal senses"or they Will not undertake them An
mchnatIOn to mvest and produce will eXIst, moreover, If there IS an enabhng polIcy enVIronment To
create such an enVironment, the publIc sector needs to take care of slgmficant negative externalIties,
proVide essential publIc goods, and adopt a cooperative approach toward workmg With the pnvate
sector It needs to ensure stabIlIty and an appropnate level for key macroeconomic vanables3s In
the long run, an openness to competitIOn, rather than Import substitution, tends to promote market
performance In the establIshment of an enablIng polIcy enVIronment, there IS ample scope for
cooperatIon between the publIc sector, the pnvate sector, and NGOs

35A World Bank revIew of returns to projects found that' when overall economIc pollcy condItions are poor the
returns to Infrastructure Investment decline" (World Bank 1994 P 16)
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Many ofthe prereqUIsItes for market performance have pubhc good attnbutes Thts Includes
Infrastructure, infOrmatIOn, and the market Itself NotIce that nghts are also a pubhc good, Since In
general my partakIng of my nghts does not prevent you from partaking ofthe same nghts, Indeed It
may encourage If6 The strong publIc good nature of many ofthese prerequ1sItes supports the need
for a strong state to faCIlItate market performance through the proVISIon of these publIc goods and
servIces At the same tIme, the state must always be lookIng for those opportUnItIes where It can
make the largest contnbutIon at the lowest cost It must always check whether the pnvate sector can
make the same contnbutlon, or do so at a lower cost Even tfthe pnvate sector's cost IS higher, there
may be actIOns for the pubhc sector that have a htgher pnonty and exhaust ItS resources

The htstory ofsome technologIes In the developed countnes, e g , telephone sefV1ce, has been
progressIve growth of competItIOn where there was once a (regulated) monopoly, as It became
technolOgIcally feasIble to dIVlde the semce Into parts and proVlde them separately and competItIvely
Tlus paradIgm mlght be adopted by governments eXamlmng theIr optIons for market interventIOn, too
Governments mlght actIvely proVlde those parts of reqUired goods and semces that are, at the t1me,
pubbc goods They should always be reassess1Og, however, when a partIcular semce could be taken
over by the pnvate sector, 10 whole or 10 part

Governments mIght take as guIdelInes for market performance three condItIOns

• There wIll always be a need for the state to proVIde publIc goods,
• The state's resources WIll always be hm1ted, and
• The pnvate sector Wlll almost always be more effiCIent at proVId1Og non-pubbc goods

and semces

Ifa state adopts guIdel10es bke these and tnes to facIbtate enhanced market performance, how
does one measure changes 10 market performance? Th1s 1S the tOPIC of our next chapter

36For a detailed diSCUSSion ofpubhc goods common property club goods and pnvate property as they pertam to
mfrastructure services see World Bank (1994) P 25 DistmctlOns are also made between goods that are excludable
and nval and the extent of externahtles
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5 FIELD METHODS FOR THE DESCRIPTION OF AGRICULTURAL MARKETS
AND MEASUREMENT OF THEm PERFORMANCE

In preVlous sectIons oftlns gwdelInes report we explored dIfferent conceptual approaches to
the tOPIC of agncultural market performance, the theory of market behaVlor, and the lIterature of
marketmg systems, state mterventIOn, and market polIcy reform

In thIs sectIon we proVlde an mtroduct1on to some ofthe applIed methods used In the plannIng
and executIOn of agncultural marketmg projects and the evaluatIOn of market performance 10 the
LDC settIng Our mtent In thIs overView IS to asSIst the professIOnal agncultural development worker
In understandmg why the studIes are conducted as they are, how they are conducted 10 a general
sense, and some of the lImItatIons on interpretatIon of results ThIs introductIon to the analytIcal
technIques, along WIth the dIScussIons 10 the other sectIOns of thIS gUIdelIne, hopefully wIll help eqUIp
the non-speCIalIst to

• Produce a scope of work for a commodIty market assessment, or an agncultural
comparatIve advantage study,

• SupervIse the applIed studIes that mIght be mvolved WIth the execution of a market
or trade Improvement proJect, or

• Cntique the applIed work ofagncultural market10g speciahsts

More detaIled techmcal references wIll be Cited for the reader who would lIke to pursue these
tOPICS further

ApplIed studIes In agncultural marketmg 10 LDCs often mvolve work 10 one of two broad
categones

• StudIes of the orgamzatlon, operatIOn and performance (often referred to as
"structure, conduct, and performance") of specific commodity subsectors at the
natIOnal level The malO objectIve IS to assess the effiCIency of that commodIty
system 10 performmg ItS market10g functIOns An assessment Indlcatmg a clear case
ofsub-optImal performance (measured agamst standards of efficIency, eqUIty, govern
ment revenue generatIon, etc) IS often the baSIS for some type of market interventIOn
In order to Improve performance (or to modIfy or elImInate state 1OterventIon to
Improve performance), and

• StudIes of a country's comparative advantage lD the productIOn and marketmg of
specIfic agracultural commodities These are often commoditIes that the country
trades, either exportmg surplus productIOn or Importmg quantItIes to make up for
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shortfalls m domestIc productIOn As a consequence ofthese trade relatIOns, there are
often poltcy questIons concernmg tanffprotectIon, domestIc Subsidies, or export taxes
that are subject ofapplted analysIs

As a final note ofmtroductIOn, the methods presented were conceived largely to assess market
performance agamst econorruc effiCiency objectIves As dtscussed m sectIOn two, Ifwe were to focus
on other objectives -- such as government revenue generatIOn or dlstnbutIOnal equity -- we would
employ other descnptlve or analytIcal methods

5 1 Methods for Descnbmg the Orgamzatlon, OperatIOn and Performance of Commodity
Subsectors37

As we have seen m preVIOUS sections of these gmdebnes, agncultural market analysts, armed
with their traImng 10 neo-classlcal economICS, have a very clear theoretical VIew of what markets
should be.and how they should functIOn However the "neoclaSSical model" does not proVIde much
assistance 10 the analysIs of market SItuatIons that deVIate substantIally, as most do, from the
assumptIOns of the pure competition model As WIlham 0 Jones has wntten, " the concept of the
condItIOns for the perfectly competItIve market IS useful m determmmg how a market IS mefficlent,
but It IS not very helpful 10 determmmg how mefficlent a market IS" (Jones, p 16)

ThiS methodologlCallmpasse pushed applIed agncultural market analysts workmg 10 both
developed and LDC enVIronments, over the past 30 years or so, to use methods that had been
developed 10 mdustnal organIZatIOn studies These were most often used to assess the relationshIp
between the structural orgaruzatlon ofan mdustry and ItS performance In the Umted States context
many of these studies were motivated by concerns over mcreased concentration of mdustnal
ownershIp or monopoly control over production 10 speCIfic mdustnes and the "anti-trust" laws that
were deSigned to hrrut concentratIon morder that the population benefit from competitIve production
and marketmg

5 lIThe TraditIOns of "Structure-Conduct-Performance" and "Subsector AnalySIS"

Harnss charactenzes the "structure, conduct, performance methodologIes" as uan attempt to
comprorruse between formal structures ofeconorruc theory and empmcal observatIOns of operatIonal
expenence m Imperfect marketsU (Harnss, p 197) She goes on to repeat the standard defimtIOns
(first offered by Bam, 1959) of these terms

• Market structure consists of the charactenstlcs of the organIZatIOn of a market
whIch seem to mfluence strategically the nature of competItion and pncmg wlthm the

37After thIS chapter was InItIally drafted the author received a copy of an excellent new book whIch covers most of the
same tOPiCS (and more advanced modelIng as well) but In substantially more depth The reader IS encouraged to consult
Gregory J Scott, Pru:es, Products, and People Analyzmg Agru:ultural Markets m Developmg Countries In paperback
by Lynne Rlenner Publishers (Boulder and London) 1995
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market In partIcular, these are the degree of seller and buyer concentratIOn, entry
condItIOns, and the extent ofagent and product dIfferentIatIon,

• Market conduct IS the pattern of behavIOr which enterpnses follow 10 adapt10g or
adJustmg to the markets 10 whIch they sell (or buy), 10 partIcular methods employed
to determme pnce, sales promotIOn, and coordmatlon pohcles and the extent of
predatory or exclusIOnary tactIcs dIrected agamst established nvals or new entrants,

• Market performance represents the econOffilC results of structure and conduct,
partIcularly the relatlonshtp between dlstnbutlve marg10s and the costs of productIOn
or marketmg sernces

When these methodologIcal concepts were applied to studIes of agncultural rather than
10dustnal commodItIes, some changes 10 emphaSIS occurred In agncultural studIes one was often
less concerned about the number of firms and the honzontal relatIOnshIps among them, partly
because many agncultural process1Og and market10g mdustnes (WIth some notable exceptIOns) were
much less concentrated than many manufactunng mdustnes Instead, the agncultural studIes placed
more emphaSIS on the vertlcal relatlOnshtps among the dIfferent categones of10dustnes that undertake
the marketmg, processmg, and dtstnbutlOnal functIOns that make up speCIfic commodIty subsectors,
defined as a vertIcally hoked set offirms or orgamzatlons that produce related products or groups of
products As Holtzman notes,

rather than adoptmg the conventIOnal dIchotomy of 1I0n-farmll bemg IIproductlOnll and beyond
the farm gate bemg IImarketmg", the subsector approach emphaSIzes transformatIon, addmg
value, and transactIOns at every stage 10 a subsector from 10put supply through productIon,
market10g and consumptIOn Consumers are conSIdered as subsector partICIpants, because
theIr demand for agncultural commodItIes 10 the aggregate 10fluences productIOn and
market10g deCISIOns of all other partICIpants 10 the subsector " (Holtzman, page 12)

ThIS added emphaSIS on consumer demand 10 agncultural subsector work IS another
dIfference 10 emphaSIS from mdustnal structure-conduct-performance (SCP) studIes ThiS stems from
the dIfferences between the demand for food (partIcularly 10 thIrd world countnes) and the demand
for mdustnal goods m developed countnes In the latter, demand IS less a refectIOn of baSIC needs
and IS more often strongly 10fluenced or shaped by the advertlsmg practIces of the vertIcally
mtegrated manufactunng compames themselves "The subsector approach IS demand onented
Demand dnves commodIty subsectors or, alternatIvely pulls commodIties through these subsectors "
(Holtzman, p 12) The enhanced emphaSIS on major changes 10 supply and demand and the dramatIc
affects they can have on the nature ofsubsector actIVIty IS also a reflectiOn that dIspersed agncultural
producers and most marketers are generally "pnce takers" (1 e , theIr 10dividual actIOns have httle or
no mfluence on the pnces they face 10 the market place) 10 companson With the SItuatIOn 10 the
markets for mdustnal goods where the actIons of a s10gle firm can greatly 10fluence pnce formatiOn

A third area ofgreater emphaSIS 10 the descnptive and dIagnostIc dImenSIOns of agncultural
subsector studIes IS a strong focus on the nature of vertical coordmatlOn arrangements, such as
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contraetmg, qualIty standards and requIrements, and the roles ofselected firms, cooperatives, mdustry
assocIations, and other bodies playmg coordmatmg roles Because agncultural productIOn,
processmg, and marketmg has tradttIonally been very decentralIzed and atOmIstiC, governments have
often played a central role mworktng WIth pnvate groups to proVIde tlus vertical coordmatlOn ThiS
was certamly true m the econOmIC lustory of the Umted States where both the federal and state
governments both played very extensive roles m asslstmg pnvate farmers and marketers In the
creatIon and contmualimprovement of agncultural markets Governments are stIll very actIve In

market development In many of the least developed countnes today, such as those of sub-Saharan
Afrtca As we wtll see In the next sectIOn of thiS guidelIne, one ofthe great errors In development
strategy In LDCs has been that the state has overplayed Its role In many countnes It attempted to
replace Its role as a factlltatmg partner With a Simple take-over of marketmg functions by state
companies and marketIng boards 38

In many LDCs agncultural and food products are stIll marketed through subsectors that are
largely not vertically Integrated, where fixed, phySical market places stIli play an Important role In the
system, and where products change ownership many times dunng the marketmg/value added process
For these subsectors, many ofthe methods descnbed mthis sectIOn - mvolVlng the analysIs of market
pnces over time and space and the decompOSition of marketmg margInS as products move up the
marketmg channels -- stIll are qUite appropnate However, there are other commodities In some
rntddle Income countnes, particularly horticultural products produced for export, that are mcreasIngly
bemg grown, processed, and marketed, all Wltlun the same vertically structured corporations In such
a SituatIOn, the role of the state VIs-a-VIs the subsector changes With more emphaSIS on samtary
mspectlOn and regulatIOn, and perhaps enforcement of mmlmum wage levels, worker health and
safety regulatIOns, etc Other techmques Will be needed to evaluate the effiCiency of these markets
For subsectors producmg for the domestic market, emphaSIS may also shift to momtonng the number

38 In the modern food and fibre subsectors of developed countnes such as the Umted States today the need for state
partiCipation m vertical market coordmatlOn has greatly dlmlmshed, because markets have grown larger and more
sophisticated, as have many of the processmg and marketmg firms In fact m some subsectors, so much of productIOn and
marketmg IS now undertaken WIthm large vertIcally-mtegrated pnvate comparues that market analysts are havmg to totally
rethmk how they analyze effiCiency m the flow of product to consumers The older marketmg systems - where products
changed ownerslup numerous tImes as they moved up the channel from producer to consumer, often through vanous levels
of phySical wholesale and retaIl markets -- are dlsappeanng as these functions are mcreasmgly performed WithIn large
vertIcally mtegrated corporatIOns or through contracted exchanges between large speCIalIzed producers and the
processor/marketer companIes that perform all the other value addmg functIOns as Increasmgly dIfferentIated highly
packaged products are sold to consumers For example how many US consumers stIli buy undifferentiated bulk grams
beans and vegetables m local market places a form of food marketIng that IS stili domInant In many of the poorer LDCs7

ThiS dramatIc shIft over time In the structure and functlomng of US agncultural markets IS descnbed m Food and
AgnculturalMarkets The QUIet RevolutIOn by Lyle Schertz and Lynn M Daft editors NatIOnal Plannmg ASSOCiatIOn and
USDA 1994 ImphcatIons of these structural shifts for needed changes m government roles In areas such as mformatlOn
systems food safety and mspectlon, marketIng orders commodity grade cntena and SituatIOn and outlook programs IS well
Illustrated In "Re-Engmeermg Marketmg pohcles for Food and Agnculture Food and Agncultural Marketmg Consortium
Daniel Padberg edItor Texas A&M Umverslty 1994
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offirms Wltlun an Industry, under the generally held behefthat a subsector With a larger number of
competIng firms wtll result In lower consumer pnces than one that IS structurally more concentrated

Fmally, due to the relatively greater availabilIty ofLDC market pnce data (more avatlable than
other detaIled Information on subsector orgamzatlon and operation In most cases) and the less
Integrated nature ofmany LDC marketIng chaneels, there has been a tendency for market analysts
to make extensive use ofpnce analysIs as the maIn quantitatIve method for the assessment of market
performance (particularly In terms ofspatIal and temporal effiCIency) A number of these techmques
are Illustrated In the sections that follow Some have cntIclZed what they see as an excessive relIance
on market pnce data analysIs whIch may lude much Important behaVIoral InfOrmatIOn that may help
In more fully understandIng the complex relatIOnslup among market Intermedlanes In LDC agncul
tural markets, also an Important determInant of a broader defimtlon ofmarket performance

5 1 2 Use of Rapid Appraisal Methods to Describe Market OrgamzatlOn, OperatIOn, and
Performance39

If we are workIng In the context of an AID grant-funded market development project or a
World Bank-funded market development loan program, we could hkely face two methodological
tasks as we work With the target commodity subsector(s)

• DescnbIng the structure and operatIOns ofthe commodity system In questIOn (often
dunng the deSign or early months ofproject ImplementatIOn to give baselIne mforma
tIOn), and

• Momtonng change moperations and asseSSIng the Impact ofproject actiVities on the
performance (10 thIS case, the operatIng effiCiency) of the subsector

These data needs can be met With a vanety of formal survey methods, such as a census of all
the firms operatIng In the subsector between producers and consumers If done well there can be
great advantages ofusmg comprehenSive data collection procedures However there are problems
too As Kumar (1993) suggests, the maIn disadvantages of relIance on more elaborate formal data
collectIOn approaches are

• Cost Censuses or elaborate SOCIo-economiC surveys can be very expensive to
undertake Dependmg on the Importance ofhavmg accurate and detaIled InfOrmatIOn
for deCISIOn-makIng, funds may be better used m other project actIVities or 10 dOIng
a larger number of less ngorous studies,

J9Two excellent IntroductIOns to fius tOpiC are Knshna Kumar, Editor, RapidApprazsalMethods, World Bank 1993
(for a general mtroductlon to the tOPiC) and John Holtzman, "Rapid Reconnaissance GUidelInes for Agncultural Marketmg
and Food System-Research mDevelopIng Countnes", Working Paper No 30 MSU International Development Papers
East LanSIng Michigan 1986
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• TlmellOess It may take several years from Inception to completion of larger, more
fonnal data collectIOn efforts Studies often Included In the category of rapid recon
naissance approaches will often be completed Wltlun one to three months,

• Lack ofMethodologIcal Appropriateness. Formal methods tend to focus on those
phenomena that are quantIfiable, often mISSIng InfOrmatIOn that IS Important 10
understandmg the larger soclo-econOmIC sett10g Rapid reconnatssance methods, In
additIOn to be10g cheaper and more tImely, are often better able to address more
"complex soclo-economlc changes or people's underlyIng motIvatIOns, behefs, and
value systems 10 project and program settIngs" (Kumar, p 19) Thus, rather than
try10g to Infer behaVIOr and motIvatIOn 10dlrectly from statIstical data, well-chosen
Informants are Simply asked what they do, how they do It, and why

Thus mmany situatIons faced by applJed marketmg analysts, It IS appropnate to use methods
that are less formal, costly, and tlme-consummg m order to generate the baSIC descnptlve picture of
the orgamzatlon and functtonmg ofa commodity subsector These methods are referred to here as
rapid appraisal (RA) (also known as rapid reconnaissance, rapid assessment, rapid low-cost
methods, etc) RA can be used effectively to answer many of the questIOns m the deSign,
ImplementatIOn, or evaluatIOn of marketmg 1OterventIOns In most condItIons some use of RA
methods IS necessary to understand what IS happemng m a marketmg system The questIOn anses m
a subset ofcases as to whether use ofRA techmques IS suffiCient to answer some questions With the
quantitative precIsion that Will be conVInCIng to deCISion-makers Use of more mtenslve, formal
survey techniques Will generally be necessary when detaIled quantitatIve analySIS of pnmary data IS
reqUIred to make a convmcmg analytical argument or to mcrease confidence when mak10g a dIfficult
pohcy deCISion RA may also mdlcate some areas where data should be collected by a government
agency on a regular baSIS

Most short-term consultmg teams workmg m commodlty-onented marketmg work Will either
exphcltly or Imphcltly use RA methods, or even slIghtly more mformal mvestlgatlve techmques The
central task IS to come to understand (and to commumcate) how a subsector IS orgamzed, how It
operates, and what some of ItS "fixable" problems might be Kumar suggests that the RA methods
can be grouped mto the follow1Og five categones, With some be10g more frequently used 10
agncultural subsector work than others

• Key Informant Interviews ThiS IS the RA techmque most frequently used by
development praetttioners It 1Ovolves 1Otervtew1Og a select group ofIndiViduals who
are m a posItion to proVide needed mformatlon, Ideas, and 10Slght The emphaSIS IS
on an mformal 10tervtew settmg, although It IS often useful for the mtervlewers to use
an 10tervlew gUIde so that the same Itst of subjects IS covered m all mtervlews For
example, early ma commodity marketmg 1Ovestlgatlon, a small group of food traders
ought be asked about theIr farm-level purchasmg practices and theIr relatIOnships With
wholesalers To get a better picture of different pomts of View, SImIlar questions
might be asked of carefully selected farmers, wholesalers, processors, etc Ten to
fifteen mtervlews might be conducted to begm to "tnangulate" on an emergmg
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understandmg ofmarket structure or operations These mtemews would probably
be conducted by the researchers themselves,

Infonnal Surveys Thts IS a closely related technIque which vanes pnmanly through
the use ofa somewhat larger sample SIZe (up to 50 persons mtght be mtemewed) and
an open-ended or loosely structured questIonnaIre rather than Just an mtemew gUIde
The questIOnnaIre IS used to make sure that mtemewees all are asked the same
questions, whether open-ended oplnton questIons, short answers, or questIOns seekmg
vanous levels of quantitative data The use of a larger sample and a questIOnnaire
may allow the researchers to use paId mtemewers to complete the Job, particularly
If the results are regularly reVIewed by the semor researchers for completeness and
coherence For certaIn types of mformatlOn, mformal surveys may be aU that IS
reqwred For other categones, the mformal survey may generate tentative or prelImI
nary mformatlon that leads to more formal, detaIled surveys based on representative
samplIng Informal surveys are good opponumues for researchers to test vanous
approaches for subsequent mformatlon collectIOn efforts Non-random or
convemence samplIng of some type wIll generally be used,

Focus Group Interviews In marketmg studies, thts technique has been used most
frequently when consumer demand IS bemg studied Frequently used by pnvate
compames to generate a baSIC pIcture of consumer attItudes toward retad-level
products, It uses a faCIlItator to conduct dISCUSSions of a specific tOPiC (such prefer
ences 10 food consumption mvolVIng as wheat flour, perceptions of product qualIty,
factors mvolved 10 substitutIOn of one product for another, etc) 10 small group
sessIOns The premise underlymg thts approach IS that the free flow of a "guIded"
diScussIon WIll generate fresh Ideas and mSights smce the participants stimulate each
other By carefully choosmg the groups (urban/rural consumers, farmers/nonfarmers,
high/middle and low mcome levels) thts techmque, If properly Implemented, can
capture slgmficant mformatlOn on consumer behaVIOr (such as a rough Idea of the
mcome elastICity ofdemand for a marketed product) wlthtn a month, whde collection
ofmore ngorous quantitative mformatlon (through a budget and consumption survey
for example) mtght take years In addition, the researchers can often get an Idea of
how consumers thmk about product qualIty, substitution relatIOnshIps, and dietary
practices that would not necessanly be eVident from quantitative data analySIS One
of the keys to effective use of thiS techmque IS to persuade local research
ers/intefVlewers that they do not already know all the answers about local consumer
behaVIor, to lIsten to what the groups are saYIng, and not to bias results through their
own remarks dunng the group meet1Ogs,

Commumty IntervIews ThIS techruque IS used more often when RA IS applIed to
general questIons of rural development, commuruty 10frastructure projects, and less
frequently 10 agncultural marketmg 1OvestlgatlOns In thiS approach, the malO
dIalogue IS between representatIves ofthe commumty and the mterviewer, rather than
among the 10tervlewees themselves, as 10 the focus group sett10g There are often
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problems of ensunng that women or poorer soclo-economtc groups are adequately
represented m such group settmgs or haVing their Views be known If different from
the mamstream It IS suggested that mterVIewers work m paIrs, one to conduct the
meetmg, and the other to record answers, and

• Structured DIrect ObservatIOn TIns method mvolves usmg structured methods of
data coUectIOn (recordmg forms, Vldeo-tapmg, etc ) to record observations on a given
soclo-econOrntc process Thts has been used WIth considerable success In agncultural
subsector InvestigatIOns, particularly the marketmg of penshable food commodities
where delays m deltvery, rough handItng, and so forth can lead to the substantial
degradation ofthe product Market researchers have hterally followed these products
from farmers' fields through transactions WIth market Intermedlanes, mto urban
wholesale markets, and on to pomts of retad consumptIOn Expenenced researchers
are often able to spot sub-optimal behaVior that market particIpants might take for
granted Clearly tills does not work as easily for stored products where the tlmelmess
ofcorrect handhng and market exchanges IS less cntlcal These techniques also apply
to observations of processmg, handlIng, and transportatIOn operatIons, particularly
when technical experts can use their expenence With slmdar systems to spot
IneffiCienCies, and places where Improvement In technology might break cntlcal
bottlenecks

Once an analyst has reVIewed eXlstmg documentation on a subsector (government, donor, and
acadenuc studies), has been to the field to observe the subsector m actIOn (thiS wIll depend greatly
on the subsector and the season), and used some of the techniques descnbed above, the next steps
might Involve domg a more m-depth mformal survey of emergmg problem areas and to begIn to
assemble and analyze eXlstmg productIOn and market pnce data

5 1 3 AnalySIS of Subsector ProductIOn and PrIces Some Fundamentals

InformatIOn ReqUirements When begmnmg to do any of the pnce, market effiCiency,
protectIOn and comparative advantage analyses bnefly descnbed m thiS sectIOn, baSIC mformatlOn,
mcludmg productIOn and pnce data, IS essentIal Exactly what types ofdata depends on the structure
and operatIOn of the subsector SInce much analySIS IS done usmg average or representative
production and marketmg finns, one of the first questIOns has to do With the degree of homogeneity
of the subsector In some subsectors (such as cereals 10 the semi-and savannahs of subsaharan
Athca) the product IS produced by small fanners usmg relatively homogenous hand technologies and
marketed by small traders In other subsectors (maize 10 Kenya for example) low-mput, small holder
technolOgies may eXist Side by Side With large-scale, capital mtenslve technologies Larger scale state
marketmg channels eXist next to smaller scale pnvate ones Ifboth are slgmficant In terms of national
productIOn and marketmg, our data collectIOn effort (whether through RA or more Intensive
collectIOn methods) wdl have to take both subsectors IOta account

The analyst wdl need to have mformatlOn on the follOWing tOpICS, some IS quantitative data
and some IS Simply knowledge of the technologies and procedures that make up the productIOn,
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proceSSIng, and marketIng of the commodIty, and basIc understandIngs of the SOCIo-economlC and
pohcy context WIthIn whIch these thIngs occur
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Inputs to ProductIOn:

Land tenure

Agrochemlcals

BIOlOgIcal
TechnologIes

MechanIcal
TechnologIes

Imgation

Production

Farnung Systems

Output data

Government

Marketmg

Structure and
Conduct

MarketIng costs

BasIC systems, operatIon ofland markets, land access questIOns, rental
pnces If farm land IS commonly avaIlable to rent

Pnces for fertdizer and any other commonly used agrochemlcal
(specIal InsectICIdes, etc)

Vanetles and pnces for seed, plantIng matenals, young ammals

Hand tools, anImal and tractor-drawn machmery types and pnces,
mcludmg fuels, cost and feedmg ofdraft anImals

Systems used, pnce of water

Technologies used, monocroppmg or Intercroppmg, number of
productIOn seasons per year, careful enumeratIon of field-level
processes ("process budgets" Include the amount and tImmg of all
mput use, mcludmg labor) and allowmg construction of crop
enterpnse budgets (costs and returns m nommal terms)

YIelds, total productIOn, marketed surplus, farm gate pnces, quahty
and grades (as appropnate)

Amount of dIrect SubSidIes, taxes, or government assIstance

BasiC mformatlOn on the orgamzatIOn and operatIOn ofthe marketmg
channel from farm gate to consumer

Costs (vanable and fixed) of marketmg servIces eqUIpment and
supphes used (scales, bags, cartons, etc), transportatIon and handlmg
charges, storage costs (for less penshable products), post-harvest
losses, all at the firm level (duphcated If multIple channels Important)
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Market pnces

Government

Processmg

ConsumptIOn

In as much detaIl as possible, by levels In the subsector, whole
sale/retaIl, and by any differentiatIOn of the product, domestic and
relevant foreign pnces (FOB and eLF) If the product IS traded

Pnce controls, active participatIOn In marketIng, Subsidies, and taxes

To the extent that proceSSing IS Important to the commodity, the same
types of Information as above Substitute processIng for marketIng
costs Information should be duplIcated for each processing
technology that IS a slgruficant part of the market

Quantities of subsector product(s) purchased and consumed, data on
product substitutIOn, Information on use of product In food
consumption or final product productIOn, retad pnces

•
Macroeconomic Context Aggregate sectoral and subsectoral data (output, employment) role of

the target subsector m natIOnal economy and polItIcal system, key
pobcles (Input, credit, marketmg, etc), government fiscal (particularly
Vis-a-VIS the target subsector(s» and monetary data (particularly
exchange, Interest, and inflatIOn rates), consumer pnces Indices

Graphmg Market Pnce Data Whether dOIng an mtroductory descnptlOn of a commodity
subsector, or more complex econOmIC analyses, pnce data IS often on center stage In addItion, much
can be learned and commurucated by USIng Simple graphical representatIOns of pnce data If the
analyst IS fortunate m havmg an extensive data set on market pnces, graphmg these data for the
commodity for a number ofrepresentative (or larger, more Important) markets can give us a market
level "summary" of the many factors that determIne supply and demand

One of the difficult reabtles of Simple pnce analySIS IS that whde pnce data may often eXist,
data on the volumes transacted m marketplaces IS much rarer m most field SituatIOns Thus we know
what the pnce of maize was In a rural market, but not how much was sold, whether those transactIOns
are predommantly farmers sellIng at harvest time to traders or to consumers, or are consumers
(mcludIng farmers) buymg maize for consumptIOn m the season before the next harvest when pnces
are often at the height of their cychcal swmg An example of tabular pnce data and the resultIng
graph IS given m Figure 3 (Source Goetz and Webber, 1986, pp 7-8) on the followmg page

There are five functIOns that graphIng of pnce data can serve

(1) GraphIng forces the analyst to look more closely at the pnce data and faCIlitates hiS
understandIng of trends,

(2) Seasonality In agncultural pnces IS one of the key phenomena that analysts deal With SInce It
often provokes government or pnvate sector market Intervention to deal With vanous
dimenSIOns ofpnce nsk Seasonahty IS much easier to see In the graphical presentatIOn than
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mthe numencal table These seasonal patterns are enhanced when data from several markets
and a number ofyears are combmed, mconjunctIon WIth removmg the mflatIOn from the data
and vanous mdexmg technIques (see below),

(3) GraphIng proVIdes, when used mconjunctIon WIth other sources ofmformatIOn on the market
mquestIon, a means ofehmmatmg ofcorrectIng data aberratIOns or "outhers" WhIle ad-hoc
stattstlcal rules (e g ehmmate values that are more than three standard deVIations away from
the mean value of the senes) can be useful m correctmg pnce data senes, ultimately the
analyst has to decide whether the outher IS erroneous data or a real but substantial deVIatIOn
from the central tendenCies m the data senes,

(4) ViSUal presentatIOn of the data also faclhtates makIng deCISions about potentially replacmg
mlssmg data If mlssmg values are seen to be 10 penods when pnces are normally nSIng or
falhng, It IS IntUItively more acceptable to choose an Intermediate value than dunng market
turmng pomts when we know the market has turned but not how high or low the pnce was
at the turn10g pomt, and

(5) In some SItuatIOns market pnce senes WIll graphIcally and dramatically Illustrate pohcy
changes and other shocks to the market m questIOn For example, It IS often pOSSible to
mdlcate on a pnce graph when a state marketmg board begms and ends Its open market
operations and even draw conclUSIOns about the utlhty of such market mterventIOns

CorrectIOn for InflatIOn, ConstructIOn of Price Indices When beg10mng to work WIth
pnce data, It IS Important to correct for 1OflatlOn by "deflatmg" and sometImes mdexmg the pnce
senes (For example, Ifwe have monthly pnce data from 1980 to 1995, WIth our start10g month In

1980 set = 100, a portion ofthe aggregate mflatlon mdex between 1980 and 1995 IS subtracted from
each monthly pnce) Deflatmg the time senes produces a 1995 lOdexed pnce that IS lower than
current actual pnces In domg apphed work, thiS can be confuslOg to some groups of market
partiCIpants The solutIon may be to "anchor" our adjusted pnce senes to current pnce levels and
"mflate" the past pnces to compensate for mflatlOn (so the 1995 average pnce IS equal to actual levels
(or If mdexed, 1995 = 100) and preVIOUS years are lower assumlOg some non-lOflatIOnary natural
trend) 40

ThIs latter "reflation" approach to a producmg a pnce senes corrected for mflatIOn, however,
IS less attractive for use 10 regresslOn analySIS because higher absolute deVIatIOns from the trend hne
Will cause there to be hIgher vanatlOn lo the error term, and bias lo the estImated vanance lo the
regression coeffiCIent Other sources of bIas can enter lOto these procedures dependmg on the data
used to construct the consumer pnce lOdex ("CPI") that IS used to correct the pnce senes In LDC
SituatIOns, these concerns may appear In more complex statistIcal analySIS but for most baSIC

40Goetz and Webber (1986) proVlde many practIcal I1lustratIons ofhow pnce data can be corrected for mflatlon (pp 22-35)
and on mdex constructIon (pp 64-97)
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descnptlVe work, It IS generally better to accept these nsks ofbias and correct for Inflation In pnce
senes, particularly when rates of InflatIOn are very htgh There are, however, some very major
questions that arIse concernIng the compositIOn ofCPls and the relevance of an urban-based Index
to some rural food production and marketIng channels These must be examIned on a case by case
baSIS

Once the major effects of InflatIOn have been removed from the pnce senes, the analyst can
use other statistIcal procedures to separate the seasonal patterns In the data from normal trend (either
mcreasmg or decreasmg) and non-seasonal cychcal patterns, and from random movements In the pnce
senes One of the most commonly used techmques to reduce the random element and more and
clearly see the season pattern IS to calculate movmg averages, whtch essentially smooth out some
of the "nOIse" or small vanatlOns around the trend lIne, but stIll do not remove trend and cychcal
tendenCies from the data

Alternatively, any lInear trend In the deflated (or reflated) pnce senes can be estimated by
USIng simple lInear regressIOn and subtracted from the deflated senes to generate a seasonal pnce
IOdex which Will still contam randomness In the senes FInally, With statIstical removal or
compensation for the final randomness, the analyst can generate a grand seasonal mdex which
mdlcates for example for a multI-year monthly pnce senes how much higher or lower pnces are In
that month when compared to the overall multi-year pnce average (see Goetz and Webber, Chapter
4 for full detaIls)

Other DescriptIve Analyses In addition to an analySIS of pnces senes for the commodity
under study (trends In real pnces and seasonal vanatlOn as descnbed above), there are a number of
other baSIC analyses, that can help come to a better understandmg of the target marketmg system
Among these are

• AnalySIS of RelatIve Output Price RelatIonships The analyst, while dlssectmg
pnces senes for the target commodity, should also look carefully to see how change
In the pnce for the target commodity are related to those for commodities that are
normal substitutes In dietary consumptIOn (such as nce, millet and maIze as substitute
for sorghum In West AfrIcan diets) Knowledge of consumer behaVIor that can be
denved from statIstIcal analysIs ofthe pnce movements of these substItutes over tIme
Will be enhanced by the results of carefully carned out focus group InvestigatIons on
consumer perceptIons of these dIetary substItutIons In practIce,

• Internataonal/Domestac PrIce ComparIsons For agncultural products that are
heavrly traded (exported cash crops or Imported food crops), compansons of the
domestic and internatIOnal pnce structures and levels (and the exchange rates between
the domestIc currency and foreIgn currenCIes), IS part of a larger set of analyses of
many ofthe marketmg poliCies that are at Issue In developmg and developed countnes
today EmbeddIng these pnce relatIOnshIps In a broader policy framework IS the
subject of sectIon 5 2 below on comparatIve advantage analySIS However, suffice It
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to say here that, If Simple exammatiOn shows that the real farm pnce of a key export
crop IS one third ofIts fob pnce leavmg the country and production IS stagnatmg, then
this situation deserves more careful scrutmy Similarly, Ifdomestic farm gate pnces
for a key food crop are two to three times the elf pnce ofthe same commodity as
It amves mthe country, then there are undoubtedly key Issues on trade protectIon and
producer/consumer Impacts that need to be further explored by the analytical team,

• Input/Output Pnce RatiOS' It IS also pOSSible to calculate a number of output/mput
pnce ranos whIch, when compared to those from other regions or countnes, may give
us a measure ofthe relatlVe effiCiency ofthe firms performmg a particular production,
marketmg, or processmg task Within the subsector m our target project area For
example, one can calculate the commodlty/mput pnce ratIo or the processed prod
uct/raw matenal pnce ratio (for any m the value added cham lookmg at the value of
the output ofthat step mrelation to the value ofmputs to the step) If the values are
particularly low on a comparative basIs, thiS mIght mdlcate the value to conductmg
more m-depth mvestlgatlons focused on effiCiency at the firm level, which certamly
can be one dimenSion of performance ofmarketmg functions or performance of the
subsector as a whole ThiS Will be relevant to our diSCUSSIon of marketmg margms
below

5 1 4 AnalySIS of Spatial Integration and EffiCiency

The Theory One of the most frequently used approaches to the exammatlon of market
performance IS the use of correlatiOn analySIS ofcommodIty pnces to examme the degree to which
markets are effiCiently mtegrated and perform functiOns of spatial arbItrage as the theory ofperfectly
competitIve markets antIcipates In that theory a competItIve agncultural marketmg regIon Will have
a number ofgeographically-dispersed local markets where the target commodIty IS bought and sold
by many traders and many farmers, each blessed With access to a good mformatiOn system so they
all know what pnces are for a standard lot of the commodIty mthe other markets m the region, and
where transportation sernces are readily available m their own competItIve market, so that sub
regional differences m supply and demand would be reflected m different pnces among those markets
Ifthe pnce mone market exceeds that the nelghbonng markets by more than the reasonable cost of
takmg advantage of those higher pnces (assumed to Include transport, handlIng, commUniCatiOns
costs, any nsk premIums If there IS some degree of uncertainty about how long the hIgher pnces
mIght last, a standard profit margin), then traders (or farmers) would contmue to transport and sell
the commodity m the higher pnced market until the pnce drops to a pomt that It would no longer
cover the added costs of the arbitrage operations

From the above It IS then assumed that, even though local pnces may differ due to dIffenng
local supply and demand conditiOns, pnce levels Will nse and fall together accordmg to the aggregate
supply and demand conditIOns m the regiOn With excessive local pnce differences elImmated by
competitive arbitrage actiVity The way to test for thIS IS to calculate the correlatiOn coeffiCients for
pnce data over time for all or a set of representative markets where good data eXist ThiS IS a
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techruque that has been used extensively 10 the Umted States (Manon and Handy, 1973) and fairly
frequently 10 nucro-Ievel marketmg studIes 10 AfrIca, Asia, and Latm Amenca

The Method as Used ThIs method works best for good, consistently-collected data for a
number of markets, for a standardIzed product (for example 100 kdo sack of millet at normal
dryness, levels of ImpuntIes, and gram qUalIty acceptable to knowledgeable consumers, etc ), over
an adequate tIme penod (for monthly pnce averages, two or three years of data WIll offer a better
chance to test the strength of the relatIonshIp) The procedures are sImple, but the mterpretatlon
must be done wIth care

As IS Illustrated 10 Figure 4 on the next page, the pnce data IS arranged 10 tabular form by
market and by tIme penod (part A) Correlation coefficients are calculated for all pairs of markets
over time These coeffiCients are normally arrayed 10 a matnx (as shown 10 Part B) The correlatIOn
coefficIent Itself (or "r1l41

) IS the scale-free measure of the covanance between two vanables
Squanng the coeffiCient proVIdes an estunate ofthe vanablhty ofone vanable that IS "associated WIth"
the vanablltty mthe other vanable 10 the paIr Hence, a correlatIOn coeffiCient of r = 75 Imphes that
56 percent ("r squared") of the vanatlOn 10 one pnce senes IS assocIated WIth that of the other

Fmally It IS useful to present the results of the correlatIon analySIS of market pnces 10 a
graphical or slmphfied map format as IS shown 10 Part C ofFigure 4 There we see that of the ten
possIble pamngs among the five MalIan nullet markets, that four were classIfied by the analysts as
"strong connectIOns" (IE, where these markets are strongly mtegrated through spatIal arbItrage or
vel)' SImIlar local supply/demand conditions dunng the two year penod, WIth the cut-offbemg r >
60), three are shown as weak connectIons (r < 20), and three were classified as bemg mter-market
connectIOns of medIUm strength ( 20 < r < 60) However, one of those market pairs -- Sikasso
Keyes -- was on the border lme between "medIUm" and "weak" and probably should have been put
mthe latter category These results are consistent With the economIC geography ofMah the strong
connectIons follow the malO paved roads ltnkIng the four CIties that are m the major cereals producmg
region ofthe country Even though Keyes IS hnked to Bamako by a raIl hne (With high freight rates
and poor serVIce), these are really two WIdely separate regions that mIght logically be expected to be
semi-autonomous econonucally

But what do these correlatIOns really mean? All methodologIsts agree that market pnce
correlations should be mterpreted very carefully, only as rough mdlcators or as additIOnal confirmmg
eVidence of market mtegratIon and effiCiency There are many factors (other than our assumed
theoretical relatIOnshIp between the two markets) that may cause pnces to move together As we
noted above, If there IS substantial mflatlOn 10 the senes of market pnces thiS, 10 and of Itself, Will
cause the "r squared" values to be hIgher (thus encouragmg us to use deflated pnce senes) It should
also be eVIdent that thiS type of statIstical mvestlgatlOn of market performance can be made
substantially more complete than the example presented 10 FIgure 4 The mterpretatlOn of results IS

.1 More formally known as "Pearson's product moment correlatIOn coeffiCient"
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Inghly dependent on a broader and careful mterpretatlOn ofthe soclo-economlc context Wlthm which
the market operates

Higher R1s as a Measure of Improved Market Performance? Fmally, willIe correlation
analySIs may proVIde a VIew ofthe spatial efficiency (or performance) of an agncultural market at one
pomt m time, what about changes m that performance over time? For example, In a country where
government attempts at direct market mterventIon, such as movement controls on pnvate sector
shtpments from one admmIstratlve umt to the next under the pretext offood secunty (such as maize
movement controls In Kenya), one mIght expect to find that local markets would not be well
mtegrated (or have low pnce correlatIOn coefficients) If our market reform program targeted
removIng these movement controls, thIS might result In greater mtegratlOn, or higher correlatIOn
coeffiCients, after the reform program went Into effect Conversely, removal of pnce controls or
government SubSidIes mIght result m lower rs WIth movement to freer markets which, Iromcally,
might also be more effiCient, but an effect that could not be pIcked up by thiS statistical measure

It should be IntUItIvely clear that If the InterpretatIOn of correlatIOn coeffiCIents In the statiC
picture ofmarket performance must be done WIth care, InterpretatIOn ofthese coeffiCIents before and
after a major change In market structure or regulatIOn must be done even more carefully If we see
an Increase In coeffiCients after marketIng restnctlOns have been elImmated, are we sure that we can
attnbute thts change In performance to the reform program? FIrst, we must judge whether the change
In regulatIOn was the only major change that mIght Increase market Integration If there had also been
an Improvement In the road network lInkIng the markets, that too might contnbute sIgmficantly to
a more mtegrated marketIng system WIth higher coeffiCients SometImes, Improvements In data
collectIOn methods may be the maIn reason for better correlatIOn However, If we were also to
observe an Increased number of traders engaged In arbitrage, Increased Investment In new trucks,
lower InCidence of bnbery at roadblocks, and other eVIdence that might corroborate our higher
coeffiCients, we mIght have greater confidence In the "causal lInk" between the reform or Investment
program and the quantitative measure ofgreater market IntegratIon and effiCiency

CorrelatIOn analySIS ofmarket pnce data, even though the data matnx IS over space and time,
IS really more a measure of spatial IntegratIOn of markets over tIme than It IS a measure of market
effiCiency over time ThiS IS particularly true SInce r IS a scale neutral Indicator Thus we know to
what degree pnces are mOVIng up and down together (or how coordInated the pnce movements are),
but we do not know anythIng about the SIZe ofthe marketIng margInS over time To do thiS we need
to look at commodity-specific marketIng margInS, discussed below In sectIOn 5 I 5 In additIOn,
change In marketIng margInS over time gives us another potentIal very useful measure of market
performance

A Note on BaSIS RelatIOnships In agncultural market systems that are largely free of direct
government mfluence on pnce formatIOn and that have good pnce statistiCS (such as gram markets
In the Midwestern Umted States), market analysts calculate "baSIS relatIOnships" between the pnce
senes In local cash markets and those In larger markets that can serve as pnce reference markets over
time and space The most common type of "baSIS" IS Simply the difference between the current cash
pnce of a commodIty and the futures market pnce for that same commodity some months hence
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When the cash pnce IS greater than the futures pnce, this basIs IS referred to as a "premium", when
the futures pnce IS greater than the cash pnce, It IS a "discount"

WhIle these pnce differences can be observed dIrectly at any pomt dunng the season, data
have been statistically analyzed over multi-year time penods to denve more predictable patterns m
the pnce relatlOnshIp over the seasons Within the average year The ObjectIve IS to calculate the
relationship between a local spot or cash market and the reference market (often a spot market that
has evolved mto a futures market over time) and to make thiS probabilIstic mformatlon available to
those who can make ofuse of it m their own pnce analyses and busmess decIsions The reason to
do this IS to allow busmessmen operatmg m that market to make buymg or selhng decIsions by Just
refernng to the widely available futures pnces (such as the gram futures pnces from the Chicago
Board ofTrade or the Minneapohs or Kansas City Gram Exchanges), knowmg from the statistically
denved baSIS relationships that, on the average at that pomt m the year, the local spot market pnce
wIll be a certam number of cents per bushel of gram above or below the quoted futures pnce
Alternatively, if the busInessman observes that the actual difference between his local spot pnce and
the futures market pnce is larger or smaller than the normal basis relatlOnshIp, he might antiCIpate that
there Will be a correctIng movement In the market toward the "normal" pnce gap, and thiS may affect
hiS buymg or selhng deCISIons

The development ofthts type ofsophtsticated pnce analysIs is a part of the process of buIldmg
and remforcmg pnvate markets, particularly when the market is emergmg from 30 to 50 years of
varymg degrees of state control ThiS IS representative of high pay-off aspects to market reform
programs that are often neglected m market hberahzatlOn programs As a hypothetical example, m
Morocco after hberahzatlon of the bread wheat market we may find that after a good local wheat
harvest, the Meknes reglOnal pnce Will be 5 dirhams a kIlo less than the Widely quoted Casablanca
wholesale pnce (refleetmg a mtXture ofdomestic wheat supply from other regions and from imports)
Further thts pnce differential is reduced to zero, on average, WIthm SiX months of harvest, after which
the average Meknes pnce Will depend on the SIze of the next year's anticipated harvest, closely
associated WIth the timIng and amount ofthe WInter rams four to SiX months before the next harvest
ThiS baSiS mformatlOn and pnce forecastmg is compiled and made avaIlable for dissemmatlOn to
farmers and local traders through the Mimstry of Agnculture's new market pnce forecastmg service

There are a number of summary imphcatlons of thIS type of statistical pnce analYSiS for
emergmg hberahzed agncultural markets m LDCs

• It is important to have good market mformatlOn systems (MIS) for the mam (or
reference) markets and representative secondary or local markets m major produc
mg/consummg reglOns so that the stabihty of basis relatlOnships between reference
markets and local markets over time can be analyzed In a manner that IS useful to
pnvate operators, and

• IfbasIs relationshtps can be demonstrated and commumcated to relevant actors at the
local level, overall market performance can be Improved m an effiCient manner by (a)
timely dlssemmatlOn (usually by radlO or TV) of the spot and futures pnce (or pnce
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for standarchzed contracts for future delIvery m an "enhanced" reference market), and
(b) some type of localIzed extensIon market education, Imtlated as a pubhc sector
actiVIty, WIth the potentIal ofspmmng off1Oto a pnvate sector fee-for-sefVlce actiVIty
for larger operators 42

5 1.5 AnalySIS of Marketmg Margms

There are three related types of market10g marg10s that can be exammed, based on the
SeIV1ceS that change the "place, form, and time utIlIty" of the product through transport, process1Og,
and storage SubstantIal reductIOns 10 market10g marg10s over tIme may be conSIdered to represent
gaIns mtechmcal effiCIency for that market, or to represent a more competItive market (WIth lower
profits), or some combmatlon ofthe two

Utlhty ofPlace (Transport Margms) FIrst we mIght look at the overall market10g marg10
between farm gate and consumer for a relatIvely penshable agncultural product that does not undergo
any slgmficant phySIcal transformatIon or process1Og These transactIOns WIll take place relatIvely
qUickly, over a couple ofdays to a couple ofweeks dependmg on the degree ofpenshablhty and the
marketmg, handlmg, and packag10g technologIes 10 use 10 The pnmary sefVlce 1Ovolves place utIlIty
mgettmg the product to the consumer The margm can SImply be measured by the dIfference between
the farm gate pnce and the retaIl pnce to the consumer ThIS can also be referred to as the gross
margm

"Gross marg10 analySIS" IS frequently seen smce the data needed are the most frequently
aVaIlable An example ofa SImple marketmg chaIn mvolVlng few transactIOns and httle or no process
mg mIght be fresh tomatoes sold by farmers to wholesale traders, who sell them the next day to retad
sellers 10 a local market, who sell them to consumers The Simple gross marg10 mIght be a useful
measure, If followed over time Does the margm stay the same all year, or 10crease when supphes
are tight? In the latter case, how IS the extra margm dIVIded between farmer, wholesaler, and retailer?
(See below for more detad)

Further we can attempt to evaluate the statIC effiCiency oftms market channel by companng
the costs mcurred by mtermedianes WIth the sIZe ofthe total marg10 or, for 10termedianes performmg
one ofthe several functIons, Just theIr portIon ofthe marg10 Market10g costs can be broken down
mto very tangIble short-term vanable costs (the tomato wholesaler has to buy bags or boxes for the
tomatoes and put gas mto hiS piCkup for transportatIOn), longer term fixed costs that can also be
very tangIble (cost and amortIzation of the pickup truck for example) or less tangible factors (costs
over time of locat1Og farmer supphers, mamtammg hiS reputation as an honest buyer, etc) WIth
some effort we can construct a detailed pIcture of the wholesaler's per kIlo marketmg costs and

~2For other Ideas on the use of futures market-based nsk management for agncultural commodities see the excellent
mtroductory piece by Debausse et aI "Risk Management m Ltberahzmg Economies Issues of Access to Food and
Agncultural Futures and Opuons Markets" World Bank Report No 12220 ECA November 1993
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subtract them from lus gross margIn per laIo, In order to calculate hIs net marketmg margm per kIlo
of tomatoes sold

Depending on the cost accounting conventIOns used, thIs net margin could also be equal to
lus profit How bIg IS the net margm? FIfty percent, ten percent? Is thIs "reasonable"? Is the market
efficIent, 10 a comparatIve statIc sense? The analySIS qUIckly can get very complex as we deCIde what
other markets to use 10 comparIson (do we compare selhng tomatoes 10 the local market 10 Kaya,
BurkIna Faso With Sikasso, Mall and/or selltng locally grown tomatoes 10 the Bethesda Maryland
farmers' market?), or as we attempt to mcorporate the levels of nsk assumed by the entrepreneurs
under our analytIcal magnIfymg glass

Processmg Margms For some agncultural commodItIes, processmg costs (or changmg the
form of the product) can be an Important portIOn of the overall marketmg margm Whether It IS
transformmg apples Into apple sauce, red sorghum mto beer, or fresh tea leaves mto processed tea,
evaluatIOn of thIS part of the marketmg margm reqUIres careful assembly of detaIled mICro or
processmg plant-level data to be used In evaluatmg average processmg costs agamst mternatlOnal cost
standards (presumably usmg the same or very simllar productIon technologIes), as a measure of plant
effiCIency, or agamst revenues receIved as a measure of the competItIveness of that value-added
segment of the marketmg channel In other cases the same processmg function may be performed
by two or more competmg 10dustnes that dIffer pnmanly by firm SIze or type of technology used
For example, 10 Morocco 9,500 small-scale wheat mIlls are 10 competItIOn With 86 large-scale
mdustnal wheat mIlls to produce that country's bread wheat flour In addItIOn there are conversIOn
factors (mIlled nce may be 75% and mIlled wheat 80% by weIght of the ongmal unmIlled product)
and 10dustnal byproducts (nce hulls, wheat bran and germ, etc) that are very Important In the
economICS ofthe process1Og process

Storage Margms Storage IS the value add10g functIOn that IS most frequently analyzed when
the markets for relatIvely less penshable agncuhural commodIties, particularly cereals and legumes,
are analyzed Tills analysIs agam tends to be most appropnate 10 third world staple food markets that
are more atoffilstlC and unconcentrated The basiC "temporal effiCIency" hypotheSIS IS that 10 markets
With substantial seasonal shifts In pnce levels (pnces often Will double or tnple over a typIcal
agncultural marketmg year), one measure ofthe effiCIency of the market IS to compare the total fixed
and vanable cost of storage With the revenues receIved Major emphaSIS should be placed on the
opportumty cost of capItal, partIcularly where both real Interest and mflatIOn rates are high

If revenues are not too much greater than costs, particularly gIven nsk and uncertamty about
future supply/demand conditIons and market pnce, then the market can be thought to be relatIvely
competItIve and effiCIent (for that level of nsk, real costs of capItal, mflatlOn rates, etc) ThiS IS not
to say that If some of these often overlooked or underestImated cost vanables could be slgmficantly
lowered, that average storage costs and margms could not be reduced as well ThIS would be
conSidered Improvmg the "temporal effiCIency" of that partIcular market The analyst should be
espeCially careful mbasmg Judgements about storage margms on data from Just one agncultural year
smce profit margms may vary greatly from year to year and opportumtles for "wmdfall profits" do
occur penodlcally (There IS much eVIdence to support the notIon that successful agncultural traders
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10 much of the thtrd world use a multI-year tIme honzon for realIzmg profits or may frequently
support short-term losses 10 one actIVIty With profits from another)

Unfortunately, there IS no methodologIcal approach that has the elegant simplIcity ofthe use
ofpnce correlatIOn analysIs to assess spatial market IntegratIOn CorrelatIOn analysIs can not be used
smce temporal margms 10 the same markets over tIme are mherently htgWy auto-correlated In
additIOn, smce future pnces 10 agncultural markets are unknown, and to varymg degrees uncertam
(even where there IS a pronounced seasonal pattern), we can not logIcally expect the same maSSIve
entrepreneunal response to opportumtles for temporal arbitrage as we would to opportumtles for
spatIal arbitrage With much lower levels of nsk For these and other reasons, as dIscussed 10

preVIous sectIOns, governments have tended to mtervene 10 these markets They do thiS because the
pronounced seasonality ofcereals pnces IS qUIte VISIble and easy to understand, because ofperceived
differential ablhty ofdIfferent market actors to bear nsk or Walt for htgher pnces (particularly small
farmers), and because ofthe natural hubns ofplanners to trunk that markets can be stablhzed and that
seasonal pnce movements can be lImIted (over a number ofyears) to the long-run average cost of
storage (1 e , that the state can do better than the market 10 mternahzmg the mterannual vanatlon 10

seasonal pnce vanablhty, thus dnVlng down the average costs to storage to more lfreasonablelf levels)

Methodological Notes on Storage AnalySIS The analySIS of the effiCiency of the storage
function 10 a commodity market10g channel has to take place at the firm level, either by collectmg data
on real storage costs and returns mcurred by pnvate farmers or traders, or those mcurred by state
market10g compames (ofdifferent SIzes rang10g from state-sponsored "cereals banks" at the Village
level to country-Wide market10g and pnce stablhzatlon boards) There has been a great deal ofwork
done by agncultural econOmIsts 10 analyzmg the "storage problem" We can not go mto much detaIl
here but wIll offer some summary pomts43

• As 10 other types ofapphed market analysIs, It IS VItal to have a clear defimtlOn of the
type of storage enterpnse to be analyzed and Its SOClo-economlC settmg, complete
mformatlon on the firm1s cost structure, detaIled market pnce senes, and any other
InformatIon aVailable on major nsk factors Assembhng thiS mformatlOn for a number
offirms for each major storage technology 10 Wide use wIll be mstructlve 10 Itself and
Will greatly expand the analyst's 10tultlve understand10g ofthe performance of thIS part
of the marketmg channel,

• Two SImple methods are descnbed by Goetz and Webber (pp 114-129) for assessmg
storage costs (a) calculat10g multi-year "gross hlstoncal storage margmslf and (b) the
average monthly "percentage rate ofreturn to storage" -- Wlth the latter mcorporatmg
the opporturuty cost ofcapItal to give a rough pIcture ofthe potentIal profitablhty of
storage Both measures produce qUIck, yet sohd prehmmary analyses of market

43Two more m-depth treatments of commodtty storage analySIS are Newberry and Stlghtz 1981 and WIlhams and
Wnght 1991
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performance at an acceptable level ofprecIsIOn, or form a solId basIs for further, more
detailed studIes,

• If we could consIder data on decomposed margms (separatmg gross margms mto
mdividual margins for farmer to assembler, assembler to wholesaler, wholesaler to
processor, processor to retaIler, etc ) over tIme -- that when graphed mIght look lIke
the cross-sectIOn of a cake With Irregular layers -- then a number of econometnc
techruques can be used to assess the relative changes m these margms over tIme If
changes In margins are mostly linear In nature (once data has been deflated) then
lmear regreSSIOn methods (descnbed on pp 49-63 of Goetz and Webber) are appro
pnate Ifnot (With margms varymg seasonally for example) then more complex non
Imear techruques would be reqUIred to successfully capture thts vanatlOn over tIme,
and

• Due to a deep understandmg of seasonal pnce movements by farmers and other
market partIcIpants (for example, most wIll have an Idea of the average pnce after
harvest, the htghest pnce when there IS a small harvest, and the lowest pnce when
there IS a bumper harvest -- all the elements needed to define a normal dlstnbution or
the computatIOnally SImple "tnangular" probabIlIty dIstnbutlOn), It IS relatIvely easy
to make use of probabIlIstIc SimulatIon approaches to discussmg and solVIng claSSIC
storage problems such as when to sell gram stocks on average, gIven known attItudes
toward nsk by the stonng party

Summary Advantages to Use of Margm AnalySIS Even though the dIfferent methods of
margin analySIS above do not have the same quantItatIve SImplICIty, the analySIS ofmarketmg margms,
In general, exerts a powerful appeal Gams m techrucal marketmg effiCIency (or reducmg margms)
are of great mterest to market reformers and other applIed practItIoners for a number of reasons

• Large Impacts from Small Changes 10 Margms· A reductIon of only one or two
percent In the cost of product marketmg can have very sigruficant economIC Impacts
when applIed to a large volume of product marketed year after year ThIS would
apply partIcularly to the cost of marketmg staple food products m low mcome
countnes SImIlarly, one ofthe reasons for the very htgh matenal qualIty of lIfe m the
US IS the effiCIency of marketmg and dIstnbutlOn systems whIch result m US
consumers havmg access to more and better qualIty products at cheaper pnces than
those avaIlable to consumers mother countnes at SimIlar mcome levels,

• Their ease of measurement and presentation Gams m techrucal marketmg
effiCIency have a great advantage In ease of measurement through use of relatIvely
more avaIlable farm gate and consumer pnce data Smce observable pnce infOrmatIOn
IS one of the hallmarks of open markets, practItIOners have the opportumty to faIrly
preCisely measure the Impacts ofmarket Improvement programs over tIme In the real
world tins ease ofmeasurement can easIly become more dIfficult through phenomena
such as dIfferentIal pnce mflatIon (domestIc fertIlIzer pnces may mflate more rapIdly
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than commerClal wheat flour pnces for example), or due to dIfficulties m measurement
m complex, htghly dtfferentlated products As an example ofthe latter, It IS eaSIer to
measure the aggregate marketmg margm for fresh apples than It IS for hIghly pro
cessed frozen apple pIe, whtch embodIes complex proceSSIng, packagmg and advertlz
mg costs The market109 margtn, or ItS breakdown mto components, IS also a very
easy concept to present to non-economist audiences, as several examples below
Illustrate,

• Dlstnbutional EqUity AnalYSIS ofthe changes In marketIng margms over tIme offers
an opportumty to observe potential changes In a fonn ofdtstnbutlonal equIty assocIat
ed WIth relatIvely more or less competition 10 different parts of the marketmg cham
If, after a change 10 polIcy, fanners can be shown to systematically receive lower
pnces and marketers a bigger margm (or the opposite Situation), thiS can allow us to
assess the Impacts of thiS polIcy change on eqUIty ThiS sort of analySIS also has the
ObVIOUS potential ofbe109 used 10 the polItical arena ThiS IS 11lustrated 10 the US 10

the frequently observed analySIS of "who get's the dollar you spend on product X ?",

showmg a breakdown ofthe margm between farm gate and consumer

The ease ofmeasurement and presentation of the marketmg margm presents opportunIties
to practtcally measure the econOmIC gaIns that can come from polIcy reform programs For example,
In the USAID Kenya Market Development Program for maIze, the malO reform mvolved elImmatlOn
ofmternal "movement controls" (permits needed to move larger quantities ofmaize across dlstnct
boundanes) Calculatmg the size ofaggregate maIZe marketmg margms before and after the reforms
presented a rather unIque opportumty to quantitatively measure the Impacts of an agncultural pohcy
reform, regardless of seasonal vanatlOns m maize supply (smce, over a reasonable range of pnces,
the margm 10 a sense floats on top of a movmg seasonal pnce level, determmed 10 large measure by
changes 10 maize supply)

5 2 Methods Used m Assessmg ComparatIve Advantage m AgrIculture and Impacts of
AlternatIve PolICies

The second group ofmethods, used very extensively by polIcy analysts workmg on different
aspects ofthe development ofcommodity subsectors 10 recent years, have to do, directly or mdlrectly,
WIth a country's comparatIve advantage 10 the productIOn and marketmg ofthose commodIties The
three closely related methods that WIll be bnefly dIscussed here are
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• Protection coefficients measunng bamers to unport competition to domestIc agncul
tural production The most frequently used are the Nommal and Effective Protection
Coefficients (NPC or EPC) and vanous related measures of subsidIes offered to
domestIc producers,

• Domestic resource cost (DRC) ratios, which Incorporate all the mformation used
In the protectIon coeffiCIents plus a detaIled exammatIOn ofthe levels and costs for all
the resources used In the production process This IS the measure of comparative
advantage most frequently used m the analySIS, and

• Pobcy AnalySIS Matnx (pAM) which IS a broad analytical framework that inCOrpo
rates all of the infOrmatIOn needed for the above two sets of analytical procedures,
and proVIdes a broader "conceptual roadmap" to the analysIs of the subsector In
question, helping to clanfy the advantages and dIsadvantages of USing the dIfferent
indicators

These techruques have generally not been used to inVestIgate the performance of agncultural
marketmg systems per se However, the relative effiCIency of the marketmg component of
commodity subsectors Will have an Important beanng on how competitive the products of that
subsector are when compared to the same products produced by the subsectors of other countnes
There are three major types of pollcy Situations that have been frequently analyzed USing protection
or comparatIve advantage coeffiCIents or where sImliar analyses have been conducted WIthm the
broader PAM framework

• AnalySIS of Border Protection agamst Agricultural Imports that Compete with
NatIOnal Production ThiS IS most often seen where countnes are not completely
self-suffiCIent In a traditional staple food crop (examples cereals, cookmg oils, sugar,
meat) In such CIrcumstances, many countnes have used tanffs and non-tanffbamers
to restnct Imports and keep domestIC pnces high enough to stImulate maximum
domestIC productIon -- often m the name of food self-suffiCIency and mamtaInmg
agnculturallabor "on the farm" Answenng the question of how much to protect
domestIC productIon IS a complex one where agrononuc factors (what other crops can
be grown?), and polltical factors (how much value does the populatIon place on
attamIng food self-suffiCIency? how powerful IS the farm group most dIrectly con
cerned?) are equally or more Important than the calculation of the economIC costs of
high protection However, even m these CIrcumstances, It IS Vital for national
deCISIon-makers to have a good estimate of the economIC pnce they are paymg as
they search for acceptable compromIse levels of protectIOn In addItIOn, It IS VItal to
know to what extent natIOnal commodIty productIOn can realIstIcally be hoped to
become more competItive, though Improved productIon and marketmg, so that the
natIOnal market share can be mamtaIned or Increased, even If tanff protectIOn IS
reduced,
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• Assessmg Policy Measures Affectmg the Levels and Profitability of Commodity
Exports. SInce the 1950s and 60s when many AsIan and AfrIcan countnes gamed
therr pohtIcal mdependence, the performance of cash crop export systems In dIfferent
countnes has ranged from temble to excellent Some countnes have gamed market
share, whIle others have seen theIrs plummet In many cases thIs dIfference 10

performance can be attnbuted, at least In large part, to the quahty ofthe polIcy envI
ronment 10 the competmg countnes The closely related analytIcal frameworks we
discuss mthIs section offer a means to assess the Impacts ofchanges In polIcy on the
profitabIlIty of these productIOn and export systems, and

• Government Policy and the Performance of Domestic Markets By domestIc
markets we refer to the markets for products that are neIther exported nor facmg any
substantIal dIrect Import competItIOn Even 10 these cases, the PAM analytIcal
framework offers a useful approach to assess10g government actIons that may affect
the pncmg and use of1Oputs, the use ofalternatIve productIOn and marketmg technol
ogies, or the pnc10g and market10g of the commodIty products themselves

5 2 1 BaSIC Prmclples44

All of the methods dIscussed here are qUIte applIed and relatIvely easy to use, but data
mtenslve (The preCISIon and usefulness ofthe analyses 10creases 10 faIrly dIrect relatIOnshIp to the
amount and qUalIty ofthe data collected on the commodIty subsectors) Essentially they measure the
aggregate profitability -- for mdlVldual entrepreneurs and for the SOCIety as a whole -- ofproducmg
and market10g the gIven commodIty at one pomt 10 time The key concept IS the pnc10g of the
resources used 10 productIOn, processmg, and marketmg the commodity Compansons are made
between what producers actually pay (nommal pnces) and alternatIve pnces (border and shadow
pnces) that are felt to be truer measures of the opportumty cost to the larger economy of the use of
those resources The difference between the two sets ofpnces represents the result ofnon-market
forces, usually government actIOns such as subSidy programs, taxatIon, or dIrect partiCIpation 10 the
operatIon ofcommodity markets The heart ofthe method IS the analySIS ofthe divergences between
pnvate profitabIlIty and SOCial profitabilIty, With the latter representmg an alternative set of pnce
structures The same analytIcal framework can also be used to assess the Impacts of changes 10

productIon and marketmg technologies, Improved mfrastructure, and so forth

~4 Pohcy analysts are fortlU1ate today to have a number of very good reference works to use m apphed studies of
comparative advantlIge FIrst for an mtroductlon to the PAM framework we encourage the reader to obtam a copy of The
PoluyAnalyslS MatnxforAgrICultural Development by Enc Monke and Scott Pearson Cornell Umverslty Press 1989
Next, for a very useful guide to protection and comparative advantlIge analyses (WIth the calculatIOn of coeffiCients Illustrated
m great detaIl) we reconunend Isabelle Tsakok's AgrICultural PrICe Pobcy A Practltwners GuuJe to Partull Equwlmum
Ana{yslS Cornell Umverslty Press 1990 Fmally Wilham Masters reVIews and cntically compares all the measures of
comparatIve advantage and prOVIdes a very useful reVIew of the evolutIOn of the theory of mternatlOnal agncultural trade
m a companion APAP III gUideline "GUIdelmes on National Comparative Advantage and Agncultural Trade", APAPIII
Methods and GuuJebnes No 400 I, Abt ASSOCiates, Bethesda Maryland January 1995
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As Monke and Pearson pomt out, this analytical approach IS different from traditional
empmcal pohcy analysIs m economics which IS based on the estImatIOn of supply and demand
funetlons for mputs and outputs Wlu1e the traditIOnal approach IS theoretically elegant, It IS difficult
to Implement m practice smce

sufficient hIstoncal data of rehable quality are only rarely aVailable Even when parameters
descnbmg the response to output pnce changes can be estimated, mput demands and the
lffipact ofvanous mterventlons on productIOn costs are usually overlooked, Further, data are
often not sufficIently dlsaggregated among regions or types of farms Hence, analysts are
unable to assess satIsfactonly the Impact of government polICies on the behaVIor of a
particular conunodlty system The resultmg analysIs IS mcomplete and often mcomprehenslble
to pohcy-makers (Monke, p 13)

The methods descnbed here take a Simpler approach They are based on the collection, at the
level of representative enterpnses, of data on the technolOgIes used m the subsector, and on the
construction ofenterpnse budgets for the major subsector actiVItIes field-level productIOn, marketmg
(may mclude storage) and processmg Ifthe subsector IS relatively homogeneous, 1 e , the commodity
IS mostly produced by one type of farm and marketed and processed m one marketmg channel, the
collectIOn ofdata for representative firms Will be less comphcated Ifhowever, as IS more often the
case, the commodIty IS produced by a vanety of farm types, usmg different productIOn technologies,
and processed and marketed m a number of competmg channels, the analyst should be careful to try
and collect Information on all the dIfferent channels that are Important to the economy In sum, the
budget construction techniques used m these analyses are slmdar to what would typically be used In
the careful deSign ofa large agncultural mvestment project ObViously when analyzmg pohcles and
their Impacts, much depends on the correct statistical charactenzatlOn of the subsector

One of the central elements to these analytical methods IS the use of border praces as the
economIcally optimal or effiCient pnces for InternatIOnally tradable mputs (e g , a standard fertlhzer
readily avatlable on world markets) or commodities (soft wheat, arablca coffee, etc) and shadow
pnces for non-tradables (land, labor, obscure commodIties for wmch there IS no world market, etc) 45

The analyst should be ready to engage In diSCUSSions of the appropnateness ofusmg world pnces for
tradables Wlu1e most potentIal cntlcs ofcomparatIve advantage analysIs Will concede that the border
pnce does represent the short-term opportumty cost of ImportIng a commodIty that IS Widely traded
mmternatlonal markets, they Will often balk at acceptmg these pnces as appropnate for longer-term
pohcy analyses They wIll pomt to dIfferences m qualIty between the domestIc and mternatlonal
reference commodity (which can presumably be corrected by usmg a small quahty premIUm or

~~"Shadow pnces" for nontradable resources used In the productIon process are Simply the values for these mputs when put
to some alternative productive use when that pnce IS hIgher than the nommal pnce producers are currently paymg If there
IS no alternatIve use for the Input then the shadow pnce IS zero The computation ofdomestic shadow pnces can mvolve
substantial InvestIgatIOn and data collectIOn In some cases

79

I
I
I
I
I
I

I
I
I
I



I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

discount), seasonabty or other mstablltty m the mternatlOnal reference pnce, marketmg bottlenecks,
or exchange rate distortions 46

A further argument agamst the use of world pnces as efficiency benchmarks IS that those
pnces may be distorted by massive subSidies, dumpmg, or cartel behaVIor (certamly true for many
commodttles mworld markets) The orthodox answer (wmch should settle most arguments) IS clearly
stated by Tsakok (1990, p 53)

The relevance of border pnces as effiCiency benchmarks IS not dependent on the
competitIVeness ofmtematlOnal markets However they are determmed, they represent what
the country would have to payor would receive If tradmg mternatlOnally The Important
conslderatlOn IS not whether mternatlOnal markets are competitive, but whether the pnces a
gIVen country faces are hkely to prevatl dunng the penod ofmterest to pohcy makers

ThIS IS precIsely the SItuatIon that some LDC pohcy makers have raIsed when consldenng
domestIc pohcy changes regardmg commodIties (such as cereals) where much of the supply on world
markets IS subject to export SubSIdies that mIght be removed m world agncultural trade ltberallzatlOn
In additIOn, others mIght argue that acceptmg world nommal pnces IS ltke usmg only nommal pnces
manalYSIS Wltmn the national economy On a world baSIS these nommal pnces may Imply substantial
distortlOns from some defimtIOn of optimal resource use However, gIVen the lack ofmeans to do
anytmng about resource use on a world-Wide baSIS (WIth occaslOnal exceptions), thIS type of cntlque
IS not very useful

Suffice It to say that, With a few very speCific techmcal exceptlOns, use ofborder pnces as
benchmarks of natlOnal economic effiCIency IS senSible and Widely accepted However, we should
also hasten to add that only rarely do pohcy makers rely only on conSIderatIOns of economIC
effiCiency In makmg deCISions about pohcles that have broad SOcl0-polttlcal as well as economic
ImphcatlOns Economists should always keep m mmd that It IS the combmatl0n and mterplay of
market and non-market forces that defines the econOmIC enVIronment For example, when discussmg
why governments mtervene mmarkets, Monke and Pearson dlstmgUlsh between national"efficiency
ObjectIves" and "non-efficIency objectives" Under the latter term (whIch would be probably
conSIdered at least somewhat prejUdicIal by non-economIsts), they dISCUSS Important concepts such
as mcome dIstnbution concerns, pnce stabiltzatIOn, and natlOnal concerns over the appropnate role
for agnculture -- wmch can all be very Important mthe natIonal pohcy makmg process The analyst's
success mmcorporatmg essentIal non-efficIency factors mto pohcy adVIce comes m the explanatIOn

.6Byerlee and Moms (1993) POint out a sIgmficant techmcal dIfficulty In uSing world reference pnces In SItuatIOns
where government intervention may actually change the current trade status (whether the commodIty IS being nnported
or exported, also called a "trade reversal") of the commodIty for the target country Where a country IS at or near self
suffiCIency In that crop the potential for mIsestimating the degree ofprotection In calculating NPCs or EPCs uSing
world pnces IS great, With the error further exaggerated when the country IS large and has hIgh Internal transport costs
and when the commodity In question has a low value to weIght ratIO (hke cereals) WhICh Increases the proportIOn of total
value made up by transport costs
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and Interpretation ofcalculated coefficIents ThIs pOints to one ofthe advantages of uSing the PAM
framework, the broad logIcal approach of the matnx (see Table 5 1 below) encompasses all the
relevant economIC information, proVIdes a way to see the Interrelated nature of the common used
measures ofprotectIon and comparatIve advantage, and proVIdes a broad forum for seeing how the
InteractIve Impacts ofchanges In technologIes, rules and regulatIons, and marketing effiCIenCies -- as
well as pnce changes -- can all be seen In the matnx and Its denved coeffiCients

As Masters notes, the PAM IS, In essence, a formal way to present all of the data needed to
calculate NPCs, EPCs, DRCs, and the newest measure, the SOCIal cost-benefit ratiO, or SCB (see
sectIOn 5 2 4 for more detaIl on the SCB) The PAM IS typIcally presented as follows

Table 2 The Pohcy AnalySIS Matnx

Commonly used IndIcators of border protectIOn and comparatIve advantage (and other
indIcators) can be denved from sImple calculatIOns involVIng data In the matnx

Budgets at
Market Pnces A=~xPxQx B=~IPIQI C=~lJQJ D = A - (B + C)

Budgets at Border
and Shadow Pnces E=~»xoQx F=~IPloQI G=ZlJoQJ H = E - (F + G)

DIvergences I J K L = I - (J + K)

PAM entnes A, B, and C are the sum of products of market pnces (P) and quantIties (Q)
representing all of a subsector's productIOn and marketIng actIVItIes' outputs (With subscnpt x),
tradable Inputs (subscnpt I) and nontradable domestic factor Inputs (subscnpt J) Entnes E, F, and
G use the same quantItIes but are valued USIng border or domestIC shadow pnces (PO, also referred
to as "SOCIal opportumty costs") The bottom row IS the dIfference between the other two rows or
the dIvergences from the effiCiency Ideal, the last column IS benefits mInUS costs

BENEFITS
Gross
Revenue

Source Masters (1995, p 25)

NomInal ProtectIOn CoeffiCIent
Effective ProtectIon CoeffiCient
Domestic Resource Cost RatIO
SOCial Cost-Benefit RatIO

COSTS
Tradable DomestIc
Inputs Factors

NPC=AIE
EPC = (A-B)/(E-F)
DRC = G/(E-F)
SCB =(F+G)/E
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FIgure 6 conveys another sense of the overlappIng nature of these measures and the
nmonahty ofthe data requIrements for computIng the coeffiCients or ratios once one gets beyond
SImple nommal protectIon coeffiCient FInally, the simplIcIty ofthts summary presentatIon IS not
nded to mmumze the substantial effort that IS usually reqUIred to collect the budget and pnce data
ded by the PAM and the understandIng ofmulti-channel subsectors and the real world constraInts
t condItion the use ofImproved productIon and marketIng technologies to Improve overall market
formance

For more detaIl on the Intncacles and InterpretatIOn of these measures of comparatIve
antage, consult the major references Cited mfootnote 9 For the balance of thiS sectIon we present
lmmary descnptton of some ofthe apphed uses of these analytIcal methods

2 Protectaon CoeffiCIents

CoeffiCIents ofprotection have been used extensIvely m studIes of InternatIOnal trade over the
t thtrty years Trade protectIOn analysIs has figured prommently In InternatIonal trade negotIatIons
lertaken mdIfferent "rounds" by the General Agreement on Tanffs and Trade (GATT) secretanat
Ich, SInce the end of the Uruguay Round In 1994, has become the World Trade OrgarnzatlOn
TO) It IS clear that mthe years to come, agncultural trade Issues Will contInue to be an Important
t ofthe overall econOmIC development agenda to be dIscussed between LDC pohcy offiCials and
Ir bIlateral and multIlateral collaborators

Smce agnculture was Included In these talks for the first tIme In the Uruguay round, a large
nber of comparatIve studIes of agncultural trade protectIOn In developed as well as developIng
momies were undertaken by USDA, the DECD, and other organIzations, begInnIng In the late
lOs The mam objective was to examme the degree to which the markets for pnmary agncultural
nmoditIes were beIng protected, by tanffs or non-tanff bamers, and to estImate the potentIal
lacts on bIlateral trade expansion and world pnces ofalternattve levels of trade bamer reductIOn
)ther cases, groups such as the World Bank, have wanted to modIfy (generally reduce) protectIOn
els as part of larger efforts at economic restructunng In these analyses, gross protectIOn
fficlents (e g, mthe case ofthe NPC, the gross coeffiCIent IS the ratIO of domestic pnce over the
tdJusted border pnce) are adjusted for other polIcy-mduced dIstortIOns, such as exchange rate over
uatlOns and domestic subSIdIes, WIth the end result bemg net protectIOn coeffiCIents

Tsakok (1990) IS the best general IntroductIOn to agncultural protectIOn analySIS With very
aIled examples presented to Illustrate the preCIse steps Involved In computatIOn ofboth gross and
coeffiCients, and In the econOffilC Interpretation ofresults Here we Will proVIde several addItIOnal
1mary hmts on the nature and mterpretatIOn of protectIOn coeffiCIents

• The Nommal ProtectIOn CoeffiCient (NPC) IS the ratIO between a commodIty's
domestIc pnce and ItS border pnce It can be calculated at any stage between farm
gate and consumer Once any dIstortions In the exchange rate for the local currency
have been corrected, SIgnIficant deVIatIOns of the NPC away from the value 1,
represent government Intervention (taxes, subSIdIes, etc) either In favor of producers
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benefit analYSIS dIscounts streams ofcosts and benefits, DRC analysIs takes a snapshot
ofcosts and benefits "

5 2 4 PolIcy AnalysIs Matnx·9

In the paragraphs above we have seen a progressIOn from the NPC whtch Just consIders the
ratIo of output pnces, to the EPC whIch mtroduces tradable Inputs to production, to the DRC
analySIS where all 10puts and outputs are taken 1Oto conslderatlOn 10 assess10g comparatIve advantage
and aetlOns ofthe state However, as Masters po1Ots out, "relY1Og on a smgle number can hIde all of
ItS determ10ants so To make the sources of an actlVltyls comparatIve advantage fully exphclt, 10 the
1980s Pearson deVIsed the Pohcy AnalysIs Matnx (PAM) II

There are two practIcal reasons for the emphaSIS on the PAM as broader framework WIth
more capacIty to mstruct both polIcy analysts and decIsion-makers

• In analytIcal work the summary emphaSIS IS on the matnx of costs and returns, rather
than SImply the presentatIon of a hst of coeffiCIents Focus IS on the hne WhICh
summanzes all divergences between nommal and border/shadow pnces rather than
on a s10gle coeffiCIent,

• The PAM has been developed, popularIZed, and trammg across the world orgamzed,SI

all emphaSIZIng the process of data collectlOD and analYSIS, all of which has been
facl1ltated by the growth m WIdespread use of mIcrocomputers and spreadsheets
Most analysts, when they see the PAM, are exposed to the entIre set of production
and marketmg budgets, the two pnce matnces, and the resultIng summary matnx

49The apphed analyst or tramer may benefit greatly from a senes of hands on trammg gUldehnes for hands on PAM
trammg of polIcy makers and pohcy analysIs staff pubhshed dunng the second phase of the APAP project

Carl Gotsch 1993 (a) "Outlme and Lecture Notes' (APAP II PubhcatlOn No 412) (b) Learnmg Spreadsheets and
AnalyzmgAggregateData (No 412 Vol I) (c) "Policy AnalySIS Matrlx (No 412 Vol II). (d) Natural Resource Policy
ma PAM Framework" (No 412 Vol III) (e) "OptImization m Agncultural Pohcy AnalySIS MICro Level Modelmg usmg
GAMS" (No 412 Vol IV)

SODesplle this recogrut:Jon that smgle coeffiCient analySIS ludes as much as It reveals he does make a strong and convIncIng
case that the Social Cost Benefit (SCB) ratio should be used mstead of the DRC (Masters pp 23-25) The SeB (by puttmg
all costs m the numerator and all benefits m the denommator) reduces hidden bIases m the DRC and any dlscnmmatlon
between tradable and nontradable productIOn costs It thus can serve as a more appropnate relatIve benchmark for use m
comparmg among commodtty subsectors mone country and among countrles Thus the use of the SCB measure allows very
dIfferent actIVIties to be compared across sectors and across countrles

51The PAM IS the central focus ofmuch ofthe applied agncultural pohcy analySIS trammg that IS bemg conducted AfrIca
ASia and Latm Amenca by both the USAID APAP Project and the Economic Development InstItute of the World Bank
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ThIs IS not to say that the analyst usmg DRCs can not present to hIs collaborators the same
level ofbudgenng detaIl and the entire spreadsheet approach to calculatmg the Impacts of polIcy on
comparative advantage or hIghlIghtmg the differences between current pnvate net profits and any
alternative set of SOCial profits It IS simply that, m practice, the PAM has been presented m ItS
entIrety, whIch does a betterJob at conveymg the mterrelated nature ofthe overall costs and benefits
to dIfferent commodIty subsectors as they are Impacted by government actIons

The Important pomt about the PAM as an analytIcal framework IS that the results are only as
good as the mIcro-level production and marketmg data, the pnce senes, and the skIll of the analyst
m assemblmg and presentmg the analytIcal results WhIle our presentation has emphaSIzed the
agncultural trade ongInS ofthese methods, It must be emphaSIzed that the framework can be equally
well used In addressmg domestIC polIcy Issues $2 The theoretIcal approach to usmg the PAM
framework for the analySIS of natural resource and envIronmental Issues was spelled out m three
APAP II publIcatIOns Cory and Monke, 1991, PagIOla, 1991, and Gotsch, 1993, Volume 111$3

5 2 5 Concludmg Remarks on Measures of ProtectIOn and Comparative Advantage

We hope that thIs bnef reVIew of state-of-the-art, appbed techmques m the analysIs of
comparatIve advantage and trade protectIOn has Illustrated how these methods can be used to analyze
the performance of agncultural marketing systems, eIther at one pomt In tIme or over tIme usmg
comparatIve statIcs We conclude by emphasIzmg a few summary pomts

• When we are concerned With broader agncultural or economIC development In a
country, the performance of the marketmg actIVItIes are one part of the overall
aggregate natIOnal profitabIlIty of Investmg In that partIcular commodIty The PAM
framework (as well as some of the coeffiCIents that can be denved from It) proVIde
a practical way ofputtmg these questIOns In analytIcal perspectIve,

• The calculated coeffiCIents, such as the NPC or DRC, have lImited meanmg for one
commodIty mIsolatIon They have much more meaning or sIgmficance m a compara
tive context, usually WIth coeffiCients bemg compared across commodIties to Judge

52 TIns IS well Illustrated 10 recent work where the PAM framework has been used very effectIvely 10 the analySIS of natural
resource Issues The heart ofthe analySIs IS a companson of the potentIaltmpacts on pnvate profitablhty of us109 alternatIve
pnces for natural resource mputs mto a productton process (10 order to capture the longer-run scarcIty value of a resource
or capture the true Impacts of the externahttes of a partIcular pattern ofnatural resources use

53 ThiS further 1OnovatIve use ofthe PAM framework IS best dlustrated by Jansen and Gotsch (1993) whIch uses PAM m
the analySIS of sustalOable alternatIves to cattle grazmg and wlldbfe ranchmg m ZImbabwe, a tOPIC that IS very far from a
tradItIonal poltcy study of comparatIve advantage or agncuItural trade The theoretIcal approach to usmg the PAM
framework for the analysIs ofnatural resource and envrronmentallssues was spel1ed out 10 three APAP II pubhcatlOns Cory
and Monke, 1991 Pagtola 1991 and Gotsch 1993 Volume III
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the relatIve ments of dIfferent government polICIes to promote, tax, SUbsidIze or
Improve the production and marketIng effiCIency, and

• The process of pohcy analySIS and the ablhty of pobcy analysts to mfluence the
deCISions made by pohey makers are critical The use ofany ofthese measures of
comparative advantage (and national economIc gaInS and loses) IS a convention that
requITes substantial coordInation among analysts (to ensure that everyone understands
the reasons calculatIons are made In a particular way, the potentIal shortfalls, etc)
More Importantly, the analyst must commurucate results and Imphcatlons effectIvely
to non-econOmIst deciSion-makers and explaIn why partIcular groups of commodlty
related pohcy deCISIons are better for the econOmIC health of the country
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6 POLICY REFORMS AND POLICY REGIMES DO THEY ENHANCE MARKET
PERFORMANCE9

We have InvestIgated agncultural markets to see how they may be different from other
markets, what functIons they perform (and do not perform), and how one mIght measure theIr
performance In the past decade, many countnes have lrutIated agncultural polIcy reforms, often In
the context of structural adjustment These reforms have had a range of objectives and varyIng
degrees of success The maIn question thIs chapter addresses IS, Have polIcy reforms Improved
market performance? Not all developIng countnes have InItIated polIcy reform programs, yet their
purSUIt ofpolIcy ObjectIves may also yIeld Important InsIghts about enhancIng market performance
Overall, what lessons emerge from the expenences of developIng countnes?

The Intent oftlus chapter IS to 1) exarrune In whIch ways lIberalIzatIOn through pohcy reform
(or lIberal pohcles by deSign) can result In supenor market performance, and 2) extract some specIfic
lessons about market performance from the recent econOmIC hIstory of developIng countnes We do
thIs by reVIeWIng relevant lIterature and extractIng the themes and lessons we find thereIn SectIOn
6 1 summarIZes the themes we find In the lIterature, WIth some bnef examples Fuller explIcatIOn of
the examples follows In sectIOns 6 2ff In the table we have also IndIcated some specIfic projects and
programs that work

The full lIterature reVIew follows, begInrung In sectIOn 6 2 The review IS orgaruzed
geographIcally S4 WIthin regIOns we proceed from general or comparative studIes to more specIfic
studIes where both eXist We end the chapter examinIng some results from multI-regIOnal
compansons The papers CIted here come to a Sigruficant extent from the expenence ofAPAP They
are complemented With SIgnIficant current works not conducted by APAP, partIcularly cross-national
summanes or comparatIve studies

6 1 PoliCies and Performance Major Themes

The examples In our lIterature reVIew reflect many of the Ideas that have been dIscussed In

preVIOUS chapters The first and foremost theme that emerges IS that

• Effective policy reforms promote Improved market performance, heavy
Interference In the market hampers growth and development

54 We cover the major developmg regions Dunng the economic and polItical transItions of cOWltnes m Eastern Europe
and the former Soviet Umon slImlar questIOns of state and market Will have to be addressed but from a qUite different
startIng pomt For thIs reason and because of lImited time diSCUSSion of polICies and performance m these cOWltnes Will
be covered m future APAP III studies but not thiS one
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David Sahn makes a cntIcal conclUSIOn based on AfrIcan countnes" hberahzmg food crop
marketmg "the cost of raiSing pnces paid to farmers has generally not been borne by consumers
Lower marketing margtns OWing to mcreased competition and greater effiCiency have served the
Interests ofthose at both ends of the marketing chain" (1994, p 377) SImIlarly, when governments
have discontinued efforts to mamtam low retaIl pnces, consumers have generally not lost, because
the efforts were meffectlve to begm With

These conclUSIOns are very sIgnIficant PohtIclans were often thought to be respondmg to a
pohtlcal unperatlve m proVIdmg Subsidies to consumers or m holding down pnces to farmers Sahn
says, on t'le contnL.'"'y, that the performance ofIhe hberahzed marKet can be strong enough to proVIde
benefits to both producers and consumers, even In those countnes where mfrastructure and other
performance-enhancmg factors are often madequate or mIssmg

Examples from other sources bolster the general conclUSIOn regardmg hberallzatlOn vs
mterference, nce reforms m Madagascar (sectIOn 6 3 10), fertlhzer reforms m Cameroon (section
637), and wheat polIcy reforms In Pakistan (sectIon 624) are some of these In Madagascar, nce
marketmg reforms Included the ehmmatlOn of the monopoly on nce marketmg and the abohtlOn of
the ceIling pnce Farmers, traders, and millers all benefited from these reforms Higher nce pnces
after hberalIzatlon led to nSlng producer Incomes Increased competItion among collectors provided
chOIces for farmers In remote areas In Cameroon, a pubhc fertlhzer monopoly was replaced by a
pnvatlZed system, and the fertIlIZer subSidy was elurunated These changes cut the order and dehvery
time for fertlhzer m half, reduced the m-country dlstnbutIOn costs by 16 percent, and saved the
Government FCFA 4 bIlhon (or $16 mIllIon pnor to the CFA devaluation m 1994) The reforms
resulted m fertlhzer being aval1able when It was most needed In PakIstan, low parastatal marketmg
margins drove the pnvate sector out of the wheat storage busmess When reforms led to Increases
In the gap between offiCIal procurement and release pnces, the pnvate sector reentered the market,
maktng SIgnIficant post-harvest purchases If the new pnce polIcy IS not reversed, the Government
wIll save a substantIal amount by no longer SUbsIdlzmg storage, and mIllers and consumers w111 have
an equally rehable supply of wheat and flour

These and other examples we could cite are heartemng eVidence of the Impact of pohcy
reforms SImply "getting pnces nght" and gettmg out of the way IS not the whole answer to market
performance, however The second theme to emerge IS

• Both publIc and private roles are Important, and they are complementary

The pubhc and pnvate sectors must have a clear picture of theIr comparatIve advantages, and they
must proceed accordmgly Often thIS mvolves pnvatizatlOn

Examples mclude Papanek's companson of mfrastructure mvestments and their Impact In the
two Bengal and Punjab states m South Asia (section 6 2 1), and a descnptIOn by Barnga et al of the
elaborate mstitutIOnallnfrastructure that developed to support the fruit and vegetable export mdustry
10 ChIle (sectIOn 643) Young (sectIOn 63 5) gives some of the reasons for the slow pace of
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pnvatIZation 10 AfrIca, and an APAP evaluatIOn (sectIon 6 3 11) descnbes the dIvestIture of state
farms 10 MozambIque, the "poorest country 10 the world"

Papanek finds very persuasive "a companson ofthe two Bengals [IndIa and Bangladesh] and
the two PunJabs [IndIa and Pakistan]" There was a difference dunng the dIfferent pohcy penods
(market-onented vs dmgIste") "equal to a growth rate ofGross Value Product of about 8 percent
age po1Ots, a maSSIve dIfference due to pohcy" ThIs dIfference was largely due to "the larger and
more effectIve effort 10 developmg both the 1Ostitutional and phYSICal Infrastructure for agnculture"
made by India ThIs 10cluded general education, agncultural research, extenSIOn, rural electnficatlOn,
and the expansIOn of the road network SImIlarly, Bamga and hIs co-authors summanze the key
factors 10 ChIle's success as 1) A long tradItIon ofpubhc-pnvate cooperatIon and well-estabhshed
InstItutIons flounshIng under an open free-market economy, 2) A dynamIC pnvate sector, 3) A
reservOIr oftramed 1OdlViduals, and 4) BasIc Infrastructure ofroads and port facIlItIes

In some sectors, a proper mIX of pubhc and pnvate roles can only be achIeved after
pnvatIZatlOn Young charactenzes pnvatIZatlon as entenng Afhcan pohtIcal agendas under receSSlon
ary condItIons and fac10g constrmnts that 10cluded small domestIC markets, dIsadvantages of locatIOn
or poorly developed commumcatIons networks, and the th10ness of local pnvate capItal He says the
Impact ofpnvatIzatlOn has been vanable A speCIfic example of pnvatizatlOn as It affects agncultural
markets IS state farm dIvestIture 10 MozambIque Land Issues are cntlcal 10 MozambIque, and state
farm dIvestIture IS now recogmzed as only one part of the land secunty problem Many View state
farm dIvestIture as hav10g been badly handled, yet largely complete and IrreverSIble The attention
ofleaders and analysts IS now turnmg to the land access and eqUIty problems beIng encountered by
rural famIlIes and small farmers as they try to make new begInnIngs In MozambIque's post-war
economy

The World Bank has studIed the reform of state-owned enterpnses (SOEs) through twelve
country case studtes (sectIon 652) In summary the report states that the "eVidence [IS] clear that
reducmg the role ofbureaucrats In bUSIness and ImproVing the performance ofthe remaInIng SOEs
can bnng a country substantIal economIC gams Yet reform has been slow and seldom successful "
(1995, P 14) Its conclUSIOns are that successful reformers (1 e, countnes makmg reforms) dIvested
more, Introduced more competItion (through hberahzed trade, eased restnctlOns on entry, and the
unbundlIng oflarge enterpnses), hardened SOE budgets, and reformed the finanCial sector Both
successful and unsuccessful reformers ahke tned to Improve the InCentIve structure by changIng the
relatIOnshIp between SOE managers and the government (1995, pp 4-5)

Movmg from the statIC to the dynamIC aspects of market InterventIOns, the thIrd theme IS

• Food price stabilIzatIOn IS Important and difficult to achieve

55 DirigIste refers to a top-down control-onented management style by governments
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Asian examples predommate on tlus theme Timmer (sectIon 6 2 3) descnbes a "paradox" In
Indonesia nce markets were substantially more competitive In the early 1990s than when pnce
stabIhzatlOn began In the late 1960s StabilIzatIOn led to substantial Investment by the pnvate sector
In nce marketIng The Government was thus able to operate IncreaSIngly at the margm of local
markets and still maIntaIn a satIsfactory degree of pnce stabilIty Companng Indonesia and the
PhIlIppInes, however, Timmer and Dawe find that there was an excess of objectIves In the latter's
stabilIzatIOn program, so true stabilIzatIOn could not occur In South Asia, Papanek found that
polIcies that reduced the nsk of crop pnce fluctuatIOns enhanced the adoption of modem vanetles
and practIces, and thus led to Increased Yields and productIon (section 6 2 1) Ender (sectIOn 624)
showed the Importance of stabilIzatIon In PakIstan's wheat polIcies

In Afnca"wlth much less pnce stabilIty, lower levels of Input use, and smaller marketed
surplus"the picture IS even more complex Sahn (sectIOn 6 3 4) descnbes the expenence of many
African countrIes that underwent structural adjustment (1994, pp 377-8) Reforms In agricultural
pnCIng and marketIng were very often part of tills process These reforms generally went ahead for
two reasons 1) faith In markets to delIver the correct pnce Signals, and 2) diSillUSIOnment With
prevIous state InterventIOns In the name of equity and stabilIzatIOn Because of the InstabilIty of
world market pnces and other structural weaknesses In agncultural markets In these countnes, Sahn
sees an a pnon argument for government InterventIOn that encompasses more than Infrastructure,
research, and extensIOn However, he IS also hIghly skeptIcal of the capaCities of the respectIVe
governments to stabilIze agncultural pnces In lIght of their lImited analytical capacity and the
substantial corruption that were pervasive In the past

Because the world IS more complIcated than textbook models, the achIevement of economic
objectives IS not always straightforward Some the examples demonstrate the fourth theme, namely
that

• InstitutIOnal refonns, changes m attitudes, and accumulation of human capital
take longer than price reformsS6

In Chile, changes m attitudes and mstItutIOns took place over a long penod and supplemented
polIcy reforms that promoted the development of the frUit and vegetable export Industry (sectIOn
6 4 3) Human capItal was bUilt up by the umverSItIes, WhICh had been turnIng out pomology
graduates for some tIme before the rapId growth of the Industry Some of the publIc InstItutions
changed theIr roles over tIme from active partICIpatIOn to facIhtatIon (cf CORFO) Changes In
bankIng laws allowed pnvate banks to make long-term loans Changes In attItudes were reflected In
the new agncultural entrepreneurs who started to emerge between 1975 and 1980 (As a result, from
1983 to 1988 exports of fresh flult Increased from $220 to $582 mIllIon, exports of fresh flult went
from 17 percent of total exports In 1970 to 40 percent In 1988) The prIvate NatIOnal AgrIcultural
Society lobbIed for a clear defimtIon of pnvate property fights and encouraged farmers to show

S6Here "pnce reforms' Include exchange rate adjustments
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confidence In the Government's polIcIes by investing In agnculture The Impact of all these
developments was enhanced by key polIcy reforms, including those affecting the exchange rate
Exchange rate polIcIes changed often, but were one key to success

PakIstan proVIdes an example of an approach and attitudes that are In tranSItIOn (sectIon
6 2 4) The Government ofPaktstan ended Its wheat ratlomng system because ofthe excessive costs
It mcurred, partIcularly through leakage, WIthout targeting Its benefits The Government could not,
however, dISSOCIate Itselffrom the notIOn that It was responsIble for dIrectly assunng the avaIlabIlIty
ofthe staple, wheat Thus after deratlOmng, It mamtaIned an open-ended system of procurement and
releases ofwheat that was also extremely costly When It then began to decrease Its finanCial losses
by increaSing Its marketing margm, there was apparently stIll no overall plan to change the system,
and the same parastatal was operating WIth the same wheat marketing objectIves

The fifth theme that emerges from the reVIew IS that

• Umque or Imtlal conditions may strongly mfluence outcomes

A SOCIalIst past and massIve food aId In Egypt (sectIon 6 2 2) are two of the speCIal factors
contnbutmg to perhaps the claSSIC case ofa "subSIdy trap" Bread has been SUbSIdIzed so much for
so long that food nots have sometImes resulted when the Government has attempted to wean the
publIc off thIS program

What IS umque In ZImbabwe (sectIOn 6 3 12) IS the structure of ItS agncultural sector At
mdependence In 1980, the prosperous commercIal part of the sector was controlled almost entIrely
by those ofEuropean descent, while the maJonty of the rural population relIed on SubSIstence farming
on poorer "communal" lands Poor Infrastructure served the communal areas These structural
charactenstIcs were largely responsIble for the mIxed results obtained by the Government, despite
efforts to enhance productIVity through publIc research and extensIOn that are of hIgh qualIty
ImproVing eqUIty In the sector was also a major ObjectIve of the Government

In thIS regard, the final examples show that In some cases It was pOSSIble that

• Farm-level eqUity can be enhanced along with Improved marketmg system
effiCiency

DraWIng on the South AsIan examples, Papanek gives several reasons why a market-onented
strategy often helps the poor (sectIon 6 2 1) WIth greater effiCIency resulting In hIgher average rates
of growth, factor pnces reflect scarCIty, so cheap labor gets employed In addItIOn, government
mterventlOns are less polItICized, so Inputs and lIcenses are not allocated to the well-connected
Specific prOjects and reforms also resulted In Improvements m eqUIty Other examples also support
thIS theme In Uganda, the nontradItIOnal agncultural export program benefitted female farmers
(sectIOn 63 6) In Madagascar, farmers, traders, and mIllers all benefited from reforms In nce
marketmg, and WIth nce markets now more dynamIC, they have opened up to many new partICIpants
(sectlOn63 10)
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On the other hand, there were some negative Impacts of the reforms targeted at the cocoa
subseetor m Ghana (section 6 3 8) The costs were dechmng hvmg standards m non-cocoa agncul
ture and among women farmers and petty traders The removal of subsidies on fertIlizer was offset
for cocoa farmers by mcreased output pnces, but others had to Wait longer to see benefits

62 PolIcies and Performance ID ASia and the Near East

AsIa has a reputatIon as a htgh-growth area and for success m agnculture What has been the
relatlonshtp between pohcles and performance m thIS regIon?

62.1 Intervention vis-a-vis Growth and EqUIty m South ASIa

Papanek mqUires dIrectly about the Impact of the polIcy regIme on growth and Income
dlstnbutlon He compares the rate ofgrowth and the reductIon ofpoverty m a group ofmostly South
AsIan countnes dunng penods ofgreater relIance on markets or government mterventlOn dunng the
last 30 to 40 years (1992, p 131) Some of the countnes, lIke PakIstan, Bangladesh, and Sn Lanka,
exhIbIted dlstmct penods charactenzed by heavy government mterventlOn (WIth government
ownershIp offirms and dIrect quantItatIve controls), In other penods, there was consIderably more
relIance on market forces IndIa's pohcles were more conSIstent there was a mixture of SubSIdies,
tIght controls m general, but a VIgOroUS pnvate sector, sIgmficant deregulatIon came only In 1991
(1992, p 132) 57

Papanek's uneqUivocal conclusIOn IS that "the more market-onented penods produced a far
htgher rate ofeconOmIC growth", on average the rate was almost twIce as hIgh Of course there were
some factors other than the strategy followed that mfluenced the growth rate (1992, p 133) Table
1 gIves the growth rates found by Papanek In the dmgrste and market-onented penods In the former
countnes and IndoneSia compared to the rates for the same tIme penods m IndIa, which was
consIdered to be under a dmglste regime untIl 1991 "The reasons for higher growth per umt of
mvestment lay In a senes ofInterconnected polIcy deCISions, most mdeed InvolVIng deregulatIOn and
greater market onentatIOn " (1992, P 137)

A key POInt that Papanek makes IS that a major cause of dIfferences In overall growth were
dIfferences In agrIcultural growth rates (1992, p 140) Table 2 shows these Note that by comparIng
IndIa to Its neighbors, the effects of the Green RevolutIon dunng certam penods are effectively
accounted for Several factors explaIn the higher rate of agncultural growth m market-onented
peflods

• Input-to-output pnce ratIOS were more favorable,
• Compulsory procurement of foodgraIns was abandoned,

'7 For a detailed study of the Impact of the lIberalIzatIOn ofmput markets m Bangladesh see R Ahmed
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• Competitive dlstnbutlOn of mputs was pemutted and was more effective than a
government or cooperative monopoly,

• Cheaper Imported parts for wells and pumps and htgher, more stable pnces for output
made mvestment more profitable,

• The sluft to htgher-value crops was eased by fewer government distortIOns In pnces,
and

• Inputs were avaIlable when needed so therr use was more effiCient (1992, pp 140-41)

Countries Growth Countries Growth rate
rate (%) (%)

Paktstan, Bangladesh, 32 Indla- 38
IndoneSia, Sn Lanka- dmgIste
dmgzste (same time as at left)

Pakistan, Bangladesh, 69 Indla- 38
IndoneSia, Sn Lanka- dmgIste
market-Oriented (same time as at left)

Source Papanek (1992, p 133)

Countries Agrlcul- Countries Growth rate
tural (%)

Growth
rate (%)

Pakistan, Bangladesh- I 6 Indla- 24
dmglste dmglste

(same time as at left)

Pakistan, Bangladesh- 36 Indla- 12
market-Oriented dmglste

(same time as at left)

Source Papanek (1992, p 140)

Papanek then takes up the questlOn ofmcome dlstnbutlOn, or equity "For all countnes and
time penods for which data eXist [1953-88] and unambiguously mdlcate the dlrectlOn of change In
Income dlstnbutlOn," he wntes, "dunng all five penods of rapid growth, mcome dlstnbutlOn
Improved [as a result ofa market-onented strategy] " (1992, P 144) He gives several reasons why
a market-onented strategy helps the poor
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• Greater efficIency results m hIgher average rates ofgrowth,
• Factor pnces reflect scarcIty, so cheap labor gets employed, and
• Government mterventIons are less polItICIZed, so mputs and lIcenses are not allocated

to the well-connected (1992, p 150-1)

GIven these results m terms ofboth effiCiency and eqUIty, IS less government always better?
Papanek answers, "Not qUIte some forms of government mterventlon had Important benefits"
(I992, P 151) Despite some key polIcy faIlures lIke overvalued exchange rates and extended penods
ofmfant-mdustry protectIOn (1992, pISS), there were numerous government actIOns that spurred
growth and development For one, "reducmg the nsk of crop pnce fluctuatIOns by a guaranteed
nurumum pnce scheme speeded the adoption ofmodem seed vanetles and the mvestment m fertIlIzer
and water control that that reqUIred" In addItIon, "SubSidIes for modem mputs for agnculture also
reduced the nsk ofadoptIng these Inputs," although "10 most countnes some SubSidIes were contmued
too long resultmg m [a slgmficant] budget deficIt" (1992, p 157)

Papanek also carnes the analysIs to the state (provmce) level Here he says, "even more
persuasIve IS a companson ofthe two Bengals [IndIa and Bangladesh] and the two PunJabs [India and
PakIstan], where exogenous factors have VIrtually IdentIcal effects" There was a difference between
the market-onented and dmgzste penods eqUIvalent to a growth rate mGross Value Product of about
8 percentage pOInts, a maSSIve dIfference due to pohcy " (1992, P 140) ThIS dIfference was largely
due to "the larger and more effectIve effort In developmg both the InstitutIOnal and phySIcal Infra
structure for agnculture" made by India ThIS Included general education, agncultural research,
extensIOn, rural electnficatlOn, and the expansion of the road network These together resulted In a
hIgher rate ofgrowth In agnculturaI output over the whole 3D-year penod In Indian Punjab (1992,
p 159-60)58

In conclusIOn, some appropnate actIOns and roles for government that Papanek Identifies
mclude

• Withdraw from ownershIp and management of enterpnses selhng m a competItIve
market, thiS Will free resources, especially tramed personnel,

• Build phYSical and InstitutIOnal mfrastructure, espeCially InstitutIOns that proVide
services WIth strong external economies for sectors of the economy dommated by
small firms, these mclude research, extenSIon, and other services for smallholder
agnculture, and

• SUbSIdIze (InItIally) mdustnes lIke nontraditIonal exports, where both the mfant
Industry and externalIty conSIderations are Important (1992, p 162)

~8Whlle the PunJabs were ahke m many major respects they are mhablted by populatIOns that are culturally dlfferent
Papanek does not mention thiS as a pOSSible factor nor are the authors prepared to assert that It IS a causal factor The
difference remams however
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- - - - - - - - - - - - - - - - - - -
Countnes Subsectors, Section Themes

Topics Projects
and
programs
that work

Effective policy Importance of Importance Institutional EqUity Unique or
reforms (llberal- complementary offood pnce reforms and can be mltia'
lZation) promote public and stabilIZation changes 10 enhanced conditions
market pnvate roles, and the attitudes take along with may
performance, mcludmg difficulty of longer than effiCiency determine
heavy mterfer- pnvatization achrevmg It pnce reforms outcomes
ence hampen It.

Afuea

Vanous Agncultural 63 I T T

transfonnanon

Vanous ProductiVIty 633 T T

Vanous Poiley fatlures 634 T T T

Vanous PnvatJzatlon 635 T

Uganda Nontradtnonal 636 T T T T
Agncultural
Exports

Cameroon Credtt urnons 636 T

Ghana Roads 636 T T

Cameroon FerulJzer 637 T T T

Ghana Cocoa 638 T T Neg T

Mail Cereals 639 T T T

Madagascar RIce 6310 T T T

MozambiQue Vanous 63 II T T T
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Countnes Subsecton, SectIOn Themes
Topics Projects

and
programs
tbatwork

Effective polIcy Importance of Importance InstitutIOnal Equrty Unique or
reforms (liberal- complementary offood pnce reforms and can be mltlal
lZatIon) promote publIc and stabilIZation changes m enhanced conditIOns
market pnvate roles, and the attitudes take along 'WIth may
performance, mcludmg dIfficulty of longer than eflkJeDcy determine
heavy mterfer- pnvatlZatlOn achlevmg It pnce reforms outcomes
ence hampers rt.

Kenya, Tanzarua Vanous 63 12 T T T T

Zunbabwe

Kenva Credtt 6312 T T

Asia and the Near East

indoneSia interventIon 621 T T T T

Bangladesh, vls-a VIS growth
Paktstan, and eqUIty
Sn Lanka
indoneSIa

Paktstan Egypt Calone 622 T T

indoneSIa, consumptIOn
ThaIland, indIa

Pluhppmes Foodpnce 623 T T

indoneSia stabtllZatIon

Paktstan Wheatpohcv 624 T T T

indIa Marketplaces 625 T T

Latm Arnenca

Vanous States and 641 T

markets

- - - - - - - - -
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- - - - - - - - - - - - - - - - - - -
Topics ProJects

and
programs
tbatwork

Effective policy Importance of Importance Institutional Equity Umqueor
reforms (laberal- complementary offood pnce reforms and can be mitlal
lZatlon) promote publac and daballZation changes an enhanced conditions
market pnvate roles, and the attitudes take along with may
performance, mcludmg difficulty of longer than eft'"IClency determme
heavy anterfer- pnvatlZation achlevang It pnce reforms outcomes
ence hampers at.

MeXICO, ArgentI- Htgh-value 642 T

na, Braztl exports

Crnle Fnut and vege 643 T T T

table exports

NIcaragua Credtt 644 T T

MultIple-Countrv Compansons

Vanous Vanous 651 T T T

Vanous Reform of 652 T T T T

SOEs

Vanous Vanous 653 T T T
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6.2 2 The Cost of Calories

Let us move now from the production side of the development equation to the consumptlOn
side Goldman (199211) sets out to explam the growth of food consumptlOn m several Asian and
Near East developmg countnes over the past 30 years We can use the summanzed case study
mformatlOn m Goldman's paper to examme the effects of pohcles on market performance That IS,
the mcentlves created by government pohcles affect the pnvate productlOn and marketmg system and
result m a level of calone consumptIOn This level IS an mdlcator of the market's performance, as
tempered by government mterventlOns, m dlstnbutmg food to food purchasers WhIle It IS not
Goldman's objective to treat polIcy reforms, he does compare consumptlOn m countnes WIth
differently deSIgned pollcy enVIronments Thus both the use of calone consumptlOn as an mdlcator
and the partIcular results are ofmterest here

Average per capIta calone consumptlOn Itself would not necessanly be a good measure of
marketmg system performance As we will see m Goldman's examples, there were both mcreases and
stagnatIOn In per capIta consumptIOn under SimIlar pollcy regimes The mISSing element here IS cost
Cost per calone consumed would be a better measure ofperformance than Simply calones consumed
Wlule we Will not calculate these costs per calone, the examples chosen exhIbIt WIde vanatlOn m the
budgetary costs of dlstnbutIng food that permIt drawmg some conclUSIOns

We wlII examme the results of four of Goldman's five summanzed case studies Pakistan,
IndoneSia, Egypt, and Thailand (1992, pp 15-16) In Pakistan and IndoneSia, stable food pnces were
a key element In the polIcy regime Calone consumptIOn grew With mcreases m cereal production
In Pakistan the pnvate marketIng system was often kept on the sldehnes by government pohcles,
whereas In IndoneSia the pnvate sector remained a stronger player In food marketmg throughout
In Pakistan the fiscal cost to the Government of food dlstnbutlOn eventually became very large, In
IndoneSia It generally remaIned moderate

In Egypt, massive foreign aid and budget subSidIes were used to keep calone consumptIOn
IncreaSIng to unexpected levels, unsupported by Increases In productIon ThiS reqUIred very large
food Imports Food SubSIdIes became so large that they became a senous macroeconomIC pohcy
Issue The Government was heaVIly Involved In food dIstnbution The pnce of bread was notonously
stable, cf the food nots that occurred when It was changed mInImally from ItS very low level

By contrast, ThaIland traditionally used an export tax on nce to keep the domestIC pnce of
nce low and consumptIOn up ThIS tax was vanable, addIng to pnce stabIlIty The budgetary cost
of thiS polIcy was "negative," 1 e , the Government collected revenue on nce exports (There may
have been opportumty costs of not groWIng crops other than nce due to lack of knowledge or other
ImpedIments Such other optIons did eventually matenalIze) Subsequently the polItIcal power of
farmers led to higher domestIc pnces and the dampemng ofgrowth m calone consumptIon The lack
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of growth In consumptiOn ill the most recent penod IS unusual m light of the hIgh growth rate ill
agncultural productiOn Food dlstnbutl0n ill ThaIland has generally been In the pnvate sector

What conclusiOns can we draw from the eVidence In these cases?

• Except for ThaIland's recent penod, per capita calone consumption grew ill all cases,

• Each government kept the consumer pnce offood low,

• Each government stablhzed the pnce ofthe staple food,

• indoneSia used a broad pnce band and Thailand used a vanable export tax to keep the
cost of the pohcy low,

• Heavy illterventions ill Egypt and Pakistan eventually were extremely costly, and

• indonesIa's and Thailand's pohcles made easier tranSItions mto pohcles appropnate for
later stages ofdevelopment, Egypt's and PakIstan's heavy mterventlons were hard to
"escape from "

6 2 3 Price StabilIZatIOn m IndoneSia and the PhlhpplOes

Let us now eXamIne somewhat closer methods ofpnce stablhzatlOn that so many governments
value so lughly Dawe and TImmer focus on the form ofillterventlon that two AsIan countnes used
to stabIhze the pnce ofnce over the last twenty years The NatlOnal Food Authonty (NFA) m the
PhllIppmes and BULOG (the natlOnallogIstlcs agency) m IndoneSIa were founded WIth SImIlar
mandates and organIZatIonal structures The countnes have SImIlar mcomes per capita, and both are
now self-suffiCient m nce m a normal year (1991, p 24)

The authors focus theIr diSCUSSIon around the chOIce of pnce or volume targets m the
stabilIzatlOn process They pomt out that BULOG truly stabIlIzed pnce NFA tned to do that but
was also given mandatory procurement targets Keepmg the pnce the same reqUIres large purchases
from farmers or the market m some years and none m others Because ofthe relatIOnship between
pnces and quantities (the demand curve), settmg volume targets that change httle from year to year
VIrtually prevents the agency from stablhzmg pnces (1991, pp 24-5)

Another SIgmficant difference mthe operatmg procedures of the NFA and BULOG has been
their access to funds for procurement ofnee Pnce stabJ1IzatlOn reqUIres fleXIble procurement, which
mtum reqUIres fleXIble financmg BULOG had thIS, m the form of a hne ofcredIt NFA dId not, It
had to battle the natIonal legIslature every year for Its budget (1991, P 25)

Dawe and TImmer also diSCUSS the two Governments' systems of announcmg floor pnces and
the expectatIOns that these announcements engendered The announcement of floor pnces m
IndoneSIa was done 7 months m advance of the harvest consistently over many years Because of
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the adequate tIme lag for planrung and the mterannual consistency, the benefits of pnce stabIlIzatIOn
accrued mthe fonn ofaddItIonal mvestment magnculture In the PhtlIppmes, the tImmg of the pnce
announcement relatIve to the harvest was dIfferent every year When VIewed on a graph, thIS timing
appears almost random The authors maintain that m such cases, even stabIlIzatIon that IS achIeved
ex post could not have been expected, so Its effect on mvestment IS lmuted (1991, P 26)

Fmally, the authors address the Issue of the costs of the program VIs-a-VIS the pnce band used
NFA was saddled With a negative marketmg margm, whIch resulted m vanous anomalIes m the

market BULOG's margm was Wide enough to recover full costs, With the result that the pnvate
sector remamed an Important player m the market The dIrect and mdlrect costs of stabilizatIOn m
IndoneSIa were conSIderably lower than In the PhIhppmes (1991, p 27)

In a separate artIcle, TImmer gIves a more expansive perspectIve on BULOG's operations
He summanzes as follows

A major paradox has emerged from BULOG's Investments In ItS analytIcal and
lOgIstical capaCIty There can be no doubt that IndoneSIa's nee markets were substan
tIally more competItIve In the early 1990s than when BULOG first faced ItS stabilIza
tIOn tasks In the late 1960s The stabIlity proVIded by BULOG has Induced substantIal
Investment by the pnvate sector In nce marketing BULOG was able to operate
mcreasmgly at the margm oflocal markets and stlll mamtam a satIsfactory degree of
pnce stabliity In addItIOn what was 'satIsfactory' was changmg as consumers, With
hIgher Incomes, were better able to absorb larger pnce changes, both seasonally and
from year to year, and as fanners began to dIverSify cropping patterns to meet
demands from these more affluent consumers In short, BULOG's role as a pnce
stabIhzmg agency was no longer as Important as It once was (1993, p 159)

In Timmer's View, BULOG's Impact on consumers, producers, and marketing agents adds up to a
strong Improvement In market performance

6 2 4 Wheat Policy In Pakistan

Ender discusses staple food pohcy In another country where pnce stabIlIzatIon was a key goal
He deduces the Government ofPaktstan's objectives In wheat polIcy In order ofpnonty to have been
the follOWing

• StabIhze producer and consumer pnces,

• Ensure adequate quantItIes and lower pnces to urban consumers (and indIrectly to
other areas),

• Limit the budgetary cost,
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• Ensure adequate quantities to those at nsk (the poor, women, and chIldren), and

• Promote production and self-sufficiency (1992, p 3)

Ender finds that the Government stablhzed wheat and flour pnces successfully Domestic
procurement was often supplemented by substantial Imports These were necessary because In the
post-rauomng penod (sInce 1987), the polIcy was to release wheat to mtllers In whatever quantities
were demanded at the predetermtned pnce The cost of thIs program, however, eventually became
qUite slgmficant (1992, p 5) Whtle stabIlizatIOn may have had the kInds ofbenefits that Timmer
descnbes, the level at whIch pnces were stabIlIZed was often well below Import panty, so production
suffered (1992, p 8)

The Impact of publIc food dlstnbuuon on the pnvate marketIng system was dramatic Zero
and then very narrow offiCial marketing margins (the procurement-release pnce difference) drove the
pnvate sector out of storage The quahty ofwheat In the market declIned because of rent-seeking
behaVIOr by low-level government offiCials Through pohcy reform the pnce gap was Increased,
which Induced the pnvate sector Into purchaSing wheat at harvest and stonng It for part of the
marketing year Pubhc sector procurement fell conSiderably, but With no ViSible adverse consequenc
es The country lacked usable grades and standards, although the Wllhngness of the pnvate sector
to pay for cleaner wheat was demonstrated In USAID-assisted market expenments (1992, p 13)

The consumption effects of the publIc food dlstnbutton system were supposedly targeted
under ratlomng, but rent-seeking was so excessive that the Government did away With ratlonmg The
new system does not Incorporate targeting The current inSenSitiVity ofwheat consumptIOn to Income
mcreases"except at the very lowest Income levels"leaves no doubt that only targeted subSidies would
be effiCient In helpIng those at nutntlOnal nsk (1992, pp I, 19)

6 2 5 Marketplace ConstructIOn and RegulatIOn m India

In another analysIs ofthe Impact ofgovernment mterventlOn on market performance, a 1990
World Bank review of ItS marketIng projects Included an exammatlOn ofmarketplace construction
and operatIOn m India Accordmg to the reView,

researchers found a strong lInk between market access and the mcreasIng surpluses
produced by small farmers The most Important factor was distance from the
marketplace, farmers appeared wl1hng to haul their own produce to markets that
Involved not more than a day's tnp by bullock cart The orgamzatlOn ofmarkets also
appeared to be a slgmficant factor m farmers' production deCISions, With farmers
prefemng markets With a large number ofbuyers and sellers and hence a large number
of transactIOns (p 44)
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Further analYSIS ofmarket perfonnance and government polIcIes and InterventIOn m ASia can
be found below m sectIOn 6 5

6.3 Policies and Performance ID Africa

Afnca's resource endowment, human capItal, and polIcy regImes are qUIte different from
ASIa's m many ways It IS not surpnsmg, then, that the pIcture of poltcy reform and market
performance that emerges m AfrIca IS also different

6 3 1 The Agricultural Transformation

Goldman and Block (1993, pp 117-8) summanze the mam themes that came out ofa major
conference on the agncultural transformatIOn m AfrIca The partIcIpants were addressmg Issues of
technology and commerCIalIzatIOn Many of the tOpiCS touched upon In thIS sympOSIUm relate
dIrectly to the performance of agncultural markets The edItors begIn theIr summary WIth a general
statement about the pace of change and the current prospects

Agncultural transformatIon IS a long term process In AfrIca It has been takmg place
at a very slow pace GIven current policy dIrectIOns and levels of mvestment m the
sector, It Will take at least a decade to achieve a deSirable level of transformatIOn In
many AfrIcan countnes

Many ofthe Issues the conference covered are centered around the generatIOn and applIcatIOn
ofnew technology The editors note that Ifthese new technolOgIes are to have theIr maximum Impact
at the farm level, there IS a strategic need for more mteractIOn between the mternatIOnal centers and
the natIOnal agncultural research systems

Another Indicator ofthe stage ofprogress of pohcy reform m AfrIca IS that It was stili a mam
theme In 1993 that "parastatal marketIng structures should be de-emphaSIzed and competztzve market
structures promoted II As we wIll see, some Afncan countnes have made progress along these hnes,
but many have not

As an overall summary of performance to date, the editors state that

There has been a general Improvement m agncultural performance m most countnes
under structural adjustment, but thIs tmprovement IS probably not sustamable Without
substantial Improvement In marketIng Infrastructure, promotion of competitive market
structures, and capacity for resource management ofmtenslve agncultural systems
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6 3.2 The Impact of Structural Adjustment

More recently, the World Bank: (1994a) has studIed the Impact of structural adjustment on
the econOInles oftwenty-mne sub-Saharan Afncan countnes It finds the results encouragIng In
general It finds that macroeconOIDlC pohcles (exchange rate valuatIOn, trade bamers, fiscal deficIts)
have been refonned the most, With pOSItive beneftls to GDP per capIta In agnculture, two-thIrds of
the adJustmg countnes are taxing theIr farmers less Of the fifteen countnes that had major
restnctlOns on the pnvate purchase, dIstnbutlOn, and sale of major food crops before adjustment,
thirteen governmentshave Withdrawn from marketmg almost completely (See summary volume, p
3) In general, countnes that luruted their mterventlOn m markets had medIan GDP per capIta growth
ofaImost 2 percent dunng 1987-91, compared With dechnes ofmore than 1 percent for the countnes
that Intervened more extensIvely (Summary volume, p 6)

LookIng at agnculture In more detaIl, the report finds that refonn efforts for export crop
marketing fall Into three categones ehIDlnatIng marketIng boards, hnkIng producer pnces to world
market pnces whde refofInlng marketIng boards to reduce costs, and allOWing the pnvate sector to
compete With marketIng boards mcrop purchasmg and exportIng Among the countnes studIed, few
have abohshed marketIng boards Some are expenmentIng WIth dIfferent ways of hnkmg producer
pnces to world pnces, e g two-payment systems It IS not clear yet If these systems Will work well
In practIce Most reforms are too new to evaluate, though some appear to be succeedmg (World
Bank, 1994a, MaIn report, p 81)

The authors report good progress m hberahzmg the marketmg of staple food crops (MaIn
report, p 83) Countnes In eastern and southern afrIca (especIally Kenya, Tanzaroa, and MalaWI)
have reduced the scope of maIze marketmg boards but have had dIfficulty fully hberahzmg maIze
markets In MalaWi, APAP analyses (Brown, Reutlmger, and Thomson, 1996, Abbott and Poulm,
1996) are helpmg to show that food secunty can be promoted through the market and that
ADMARC"the major parastatal"can safely reduce ItS role to hmlted SOCIal functIOns to support the
very poor and those unable to take part In the market There IS a new consensus emergmg among
pohcymakers The World Bank: descnbes marketmg reforms that started m 1986 SInce then there
has been a sigruficant expanSIOn ofpnvate maIZe trade, mcludmg more traders operatmg outSIde theIr
home area, and the closure of some parastatal buymg centers Yet transport and regulatory barners
remam DespIte these, even by 1992 pnvate traders had a conSIderable share of the market and were
paYing more than ADMARC to producers (World Bank, 1994a, Mam report, p 87)

The World Bank also exammed the reform of fertIlIzer SubSIdIes and hberahzation of ItS
dlstnbutlon About half the adJustmg countnes have elImmated SubSIdIes, IIberahzed dlstnbutIOn
systems, and allowed the pnvate sector to take a greater role m ImportIng and dIstnbutmg fertIlIzer
Tanzania and MalaWi are findmg that removmg large SubSIdIes and hberahzmg dIstnbutIOn can ease
supply constramts and result m greater fertIhzer use (World Bank, Mam report, pp 88-9)
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6 3 3 Productivity Growth

The agncultural transfonnatlOn Involves Increases In agncultural productiVity Block (1994,
p 623) analyzed a group ofAfrIcan countnes' progress In thIs area m the 1980s, dunng or Just pnor
to structural adjustment programs He found that 17 of26 countnes successfully deprecIated the real
exchange rate In the early and ffild-1980s "Jaeger shows that taxatIOn of agncultural exports
declmed dramatically dunng the rntd 1980s the pnce enVironment facmg Afncan agnculture
Improved dunng the late 1970s and early to rntd 1980s" Block finds that In these countnes, total
factor productIVity (TFP, or the effiCIency of agncultural productIOn) grew by a lIttle over 2 percent
per year dunng 1983-88 HIs method removed the potentIally confoundmg effects of pnces and
exchange rates that are often used as weIghts m the analySIS

From Block's research there IS a" suggestIve finding that poltcy reform and lagged research
expendItures explam most ofthe 1983-88 TFP growth if To the author thIs raIses concern about "the
sustamabIhty of the Improvement" ThIs IS because mamtammg the "benefits of a real depreCIatIOn
In the face of Its inflatIOnary effects requires expendIture reductIon Cuts m domestIC absorptIOn 10

Afnca have come largely from publIc Investment, a cntIcal source of fundmg for agncultural
research" Thus countnes have taken the appropnate and dIfficult step of devaluatIOn only to have
to deal With the result that they must also make cuts 10 publIc expendItures With government
Virtually the only source offundmg for agncultural research 10 AfrIca, the long-term performance of
agncultural markets could be threatened

6 3 4 AdJustmg to Pohcy FaIlures Improved Market Performance Can Rescue Committed
Leaders from the Consumer SubSIdy Trap

Sahn elaborates on thIS balance between poltcy reforms (and the capabIbtIes reqUIred to
enhance the performance of the market when there are structural weaknesses m It), and the need to
contmue and strengthen programs WIth strong publtc goods aspects, lIke research and mfrastructure
He descnbes the expenence of many Afncan countnes that underwent structural adjustment (1994,
pp 366-85) Reforms m agncultural pncmg and marketing were very often part of thIS process
There was often SIgruficant dISillUSIOnment WIth preVIOUS state mterventlOns 10 the name of equity and
stabilization Because ofthe mstabIltty ofworld market pnces and other factors, Sahn sees an a pnon
argument for government mterventlon that encompasses more than mfrastructure, research, and
extenSIOn However, he IS also highly skeptIcal of the capaCities of these governments to stablhze
agncultural pnces In hght of their hmlted analytICal capacity and the substantIal corruptIOn that was
pervasive 10 the past Thus, willIe It IS clear to him that the role of the pubhc sector must change and
that It WIll remain a cruCial one, the exact nature of that role IS not clear (1994, pp 377-8,381)

In general Sahn finds that "measured against the faIled polICies that predate the reforms,
conSiderable progress has been made both In pohcy change and performance" (1994, p 374) In
some countnes there was more rhetonc than polIcy change Trade polIcy reform has been notable
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Sahn says that "where trade reforms have proceeded, there are IndIcatIons that the Incomes of
producers of exportabies In general, and of export-onented farmers In partIcular, have benefitted"
(1994, p 376)

The "most Important polIcy changes," however, have been In domestIc agncultural pnces and
marketIng Reforms In food crops have tended to proceed faster than In export crops (1994, p 376
77) A key result that Sahn finds from the marketIng reforms In the food crop sector IS that

the cost ofraIsmg pnces paId to farmers has generally not been borne by consumers
Lower marketmg margIns owmg to mcreased competItIon and greater effiCIency have
served the Interests of those at both ends ofthe marketIng chain (1994, p 377)

SImIlarly, he says, when governments gave up efforts to maIntain low retaIl pnces, consumers have
generally not lost, because the efforts were ineffectIve to begin WIth

These conclUSIons are sigruficant PolItICIans, espeCIally In the poorest countnes, were often
thought to be respondIng to a polItIcal ImperatIve In proVIdmg SubSIdIes to consumers or In holdIng
down pnces to farmers Sahn IS saYing, on the contrary, that the performance of the market, when
gIven a chance, can be strong enough to proVIde benefits to both producers and consumers, even In
those countnes where Infrastructure and other factors reqUIred for market performance are often
Inadequate or mISSing Ifconsumers dId not lose from IIgetting pnces nght" In some countnes, then
polttICIans In other countnes may be able to follow tms example Freedom, even If It IS only partIal,
from the consumer ImperatIve gIves leaders leeway to expend some resources on strengthemng the
factors that enhance market performance By strengthenIng these factors, performance could be
Improved further, continuIng to benefit both producers and consumers

Sahn also dIscusses the Importance of InItIal condItIOns He feels that the most Important
aspect of these condItIOns IS the nature and strength of eXIsting InstItutIOns In the country WIth
polIcy change magnculture comes the need to reform, elIminate, or replace vanous instItutIOns ItA
robust response by eXIsting and newly emerging instItutIons IS a prereqUisIte to restonng inCentIves
and effiCIency In markets It Gettmg parastatals out ofagncultural marketIng may leave a vacuum, and
perfonnance may not Improve In the short run Sahn CItes fadures In GambIa (fertIlIzer) and GUinea
(nce), wmch were caused by the lack ofaccess to credIt, Imperfect infOrmatIon, and uncertainty about
the actIons of the state (1994, p 380)

6 3 5 PrivatIzation

Young also comments on a number ofaspects of polIcy reform and publIc support ofpnvate
markets mAfrIca The focus ofms dISCUSSIon IS pnvatizatIOn, whIch In the agrIcultural sector relates
mostly to marketmg parastatals Young feels that
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pnvatlZatlOn has entered Afhcan polItical agendas under WIdely-generalIzed recesSlOn
ary conditIOns Structural constraints [hke] lImIted size of domestic markets,
disadvantages ofgeograplucallocatlOns or unevenly developed Internal communica
tions networks, and the tlunness of local pnvate capital mIght tend to inhibit an
expanded pnvate sector role displacing that of the state (1991, p 169)

As to the Impact ofpnvatlzatlOn, he says It has been vanable, and that tI though divestiture
of pubhc enterpnse has frequently not figured among the most central of the 'reform' options
assocIated WIth thIS process of pohcy change, pnvatlzatlon may well prove a key marker as to the
extent to whIch It will lead to substantIal alteratIons m the boundanes between states and markets "
(1991, p 171)

636 NontraditIOnal Agricultural Exports In Uganda, Credit Umons In Cameroon, Roads
In Ghana

In contrast to some of the prevIous studIes, USAID gIVes a rather upbeat assessment of
Afncan agnculture In the wake of structural adjustment and the resultmg declmes In pubhc servIces,
saymg the sector has been "vibrant" (1993, p 48) The report gives many examples of the types of
programs the Agency has been Implementmg and theIr Impacts We present some of these, chOOSing
m partIcular those that complement the examples we have chosen from other research below

In Uganda, the Government and USAID are cooperatmg to promote nontradItIonal
agncultural exports The Government seeks to diverSify the country's exports away from coffee
Pohcy reform and regulatory changes m the foreign exchange and marketmg systems and technical
assIstance to export-onented agnbusmesses are key parts of the program "Tlus assistance helped
Increase the real value ofagncultural nontradItIOnal exports from a level ofJust $8 I milhon In 1987
to an estimated $614 nullIon In 1992 Many ofthe beneficlanes of this program are female farmers"
(1993, p 51)

In Cameroon, USAID worked WIth the Government to support a credit union project "that
has had a strong, positive Impact on rural financIal market development" The credit umons wIth
which the project worked managed to bndge the gap between rural and urban financial markets
They "met the demand of rural savers for safe deposltones and the demand ofborrowers for credit
and lIqUIdIty" When the formal finanCIal market was expenencmg a lIqUIdity cnsls m the late 1980s,
the credit umon league was able to contmue to proVide financIal services (1993, p 53)

While USAID has recently tended to leave high-cost Infrastructure constructIOn to other
donors lIke the World Bank, It does work m lower-cost Infrastructure-related areas, lIke Improvmg
road mamtenance and feeder road rehablhtation In Ghana, the rehablhtatlOn program also tramed
pnvate Ghanaian contractors USAID pomts out that "reduced transport costs mcrease farm gate
pnces and allow farmers to sell to traders who have effiCient storage capacity, thus redUCing crop
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losses" In one part ofGhana, USAID reports, rehabl1ltated roads carned traffic of 120 vehicles per
day compared to 4 on unrehablhtated roads Maize losses have fallen from 35 to 15 percent In
another reglOn, rehablhtatlon led to a 61-percent dechne m transport costs (1993, p 54) USAID
reports sundar benefits for Its program m Tanzama Sustained financmg remams a problem for these
programs, smce they require the governments m questlOn to contnbute substantially to them and
government budgets are stretched very thm

6 3 7 FertIlizer Marketmg Reform m Cameroon

In 1992 and 1993, APAP II undertook a major senes ofstudies, "Improvmg the Effectiveness
ofAgncultural Sector Pohcy Reform m AfrIca" Kuhbaba and Rielly (1994) summarIZe the lessons
learned from several research papers m their syntheSIS volume WhIle the focus of these studIes was
the pohtlcal economy of reform, there are examples given of the reforms made and the resultmg
Impacts on market performance that w111 be useful to examme here

Unt111987 Cameroon had a pubhc fertilizer monopoly that financed, Imported, and dlstnbuted
subSidized fertlhzer ThIS was conSIdered mefficlent and open to corruptlOn In 1985 the USAID
MIssion began studies ofthe problem and eventually recommended a new pubhc-pnvate Jomt venture
monopoly A reform program was negotiated and agreed to, With tranches offundmg to be released
as vanous objectives of the reform were achIeved Apparently there were some very rapid
conversIOns among the techrucal bureaucrats mvolved m Implementmg the reforms These mdlvlduals
became commItted "pohcy champIOns" As a result of the program and these converSIOns, the
fertlhzer market was hberahzed m one year The pubhc monopoly was replaced by a pnvatlzed
system, and the fertdlzer subSIdy was ehmmated These changes cut the order and dehvery tIme for
fertlhzer m half, reduced the m-country costs by 16 percent, and saved the Government FCFA 4
bl1hon (1994, pp 32-4) Perhaps most Importantly, the reforms made fertlhzer avaIlable when It was
most needed (USAID, 1993, P 52)

6 3 8 Devaluation and Cocoa Reforms ID Ghana

Ghana Implemented the Economic Reform Programmes I (1983-85) and II (1987-91) m the
wake ofa prolonged economJc cnsls Among other tlungs, an overvalued currency and low producer
pnces had reduced the country's share of the world cocoa market from 29 percent m 1970 to 17
percent m 1980 ERP I was based largely on devaluatIOn of the cedi to promote pnmanly cocoa
exports, WIth some attention to Increasmg non-cocoa pnces to producers as part of agncultural
market hberahzatlon It also Included Increases In the producer pnce of cocoa and reform of the
cocoa marketmg board (COCOBOD) COCOBOD released 16,000 staff In 1985 and removed large
numbers ofactual and ghost employees from the rolls m the follOWIng two years (Kuhbaba, 1993, pp
32,40) The resettmg ofpnces toward world levels was accompamed by a better phySical connection
between Ghana's farmers and the rest of the world roads, ports, and rad lInes were rehablhtated
dunng ERP I
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ERP I largely succeeded 10 acluevmg econotnlc stablhzatlOn The years 1984-88 were five
years ofsteady econonuc growth The share ofthe world pnce accrumg to Ghana's cocoa producers
rose to 30 percent 10 1986 and 42 percent the followmg year, agamst the target of 50 percent
(Kuhbaba, 1993, p 36) The costs of ERP I were dechrung standards of hvmg 10 non-cocoa
agnculture and among women farmers and petty traders, among others The gradual removal of
subSIdIes on fertthzer was offset by mcreased pnces to cocoa farmers, but others had to watt longer
to see benefits

Under ERP ntrade and exchange rate reforms were stIll the centerpIece, but Improvements
10 cocoa yIelds and quahty and the constructIOn of feeder roads were also Important components
Ghana held to Its comrnttment to gIVe cocoa producers 55 percent of the world pnce and by 1992,
60 percent, despite world pnces that were a hlstoncallow (Kuhbaba, 1993, p 52) By 1990 the
Government also ehmmated subSidies on mputs and eqUipment The key cocoa productIon goal was
IncreaSIng natIonal productIOn of the hIghest quahty cocoa to 300,000 tons by 1991 Supported by
Improved InCentIves, thIS goal was met ahead of schedule dunng the 1988-89 season (Kuhbaba and
RIelly pp 40-43) COCOBOD also umlaterally deCIded to Improve Its cocoa processmg faCIlItIes,
and was later successful at sohcltmg donor funds to complement Its own resources 10 thIS regard
The Government also pursued aJomt-venture arrangement WIth a European chemIcals manufacturer
to partIally pnvatlze COCOBOD's msectIcide productIon plant by 1991 Increased effiCIencIes 10

COCOBOD marketmg operatIons resulted In cost saVIngs that were passed on to producers
(Kuhbaba, 1993, pp 52-3)

639 Cereals Market Reforms III MalI

In the same senes of studIes, Ouedraogo and Adoum descnbe the Program for Restructunng
the Cereals Market In Mall (or PRMC 10 Its French acronym), wluch IS WIdely perceIved as a success
The program Included three major thrusts market hberahzatIon (partICIpation of the pnvate sector
In agncultural marketmg), market-determmed pncmg, and reorgaruzatIOn of the parastatals (1993,
P Vu)

Before 1987 traders were free to buy and sell gratn, but pnces were set by admmlstratlve fiat,
not the market As a result of the reform program, many new merchants entered the coarse gram
market, mcludmg former employees of OPAM, the gram marketmg board In addItIon, consumers
got gram avatlable closer to theIr homes Losers from the reforms were pnmanly those who had
gamed from rent-seekmg behaVIOrs LiberahzatIOn of the coarse gram market through PRMC has
been sustaIned smce 1987, but the authors belIeve that credIt problems stIll keep market performance
somewhat suboptImal (1993, pp 12-15)
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6 3 10 Rice Market Reforms In Madagascar

The last study from the APAP II senes that we cIte here detaIls the process of nce market
reform In Madagascar The two most sIgmficant reasons for these reforms were an economIC
cnsIs"the breakdown ofthe state-based nce marketmg system and a balance-of-payments cnsIs"and
the comffiltment of "pohcy champIOns" to these reforms (RJelly, 1993, P 15) ForeIgn techmcal
assIstance was Important In mfofffi1ng pohcymakers about the nature and extent ofthe problems In

the nce subsector As a conwtIOn for receIvmg World Bank 10ans12
, In 1983 the Government agreed

to double the consumer pnce of nce (to a level stIll mghly subSIdIzed) and to submIt a plan for
hberahzmg the nce subsector

Rice marketmg reforms mcluded the ehffilnatlon ofthe pubhc monopoly on nce marketmg m
most parts of the country m 1983, and the abohtIOn of the ceIlmg pnce ofnce by 1985 Farmers,
traders, and tmllers all benefited from these reforms ProductIon mcentives shIfted toward nce, and
mcreases moutput resulted Higher nce pnces after hberallzation were the major factor underlymg
nSIng producer mcomes between 1982 and 1986 (1993, P 22) Rice markets have become more
dynamiC, mcludmg openmg up to many new partICIpants New traders, transporters, and mdlers have
lowered entry and transport costs and broken frequent attempts by parastatals and estabhshed traders
to fix pnces Pnce SIgnals now get through more clearly to farmers Increased competitIOn among
collectors has prOVIded chOIces among purchasers for farmers In remote areas Output now moves
long dIstances to market (1993, p 23)

6 3 11 MacroeconomIc and Agricultural Reforms m Support of the PrIvate Sector m
Mozambique

In a very recent APAP study, Brown et al evaluated the Pnvate Sector Support Program
(PSSP) mMozambIque, "the poorest country m the world "S9 The PSSP Pohcy Agenda was part of
a multi-donor and government effort to ShIft MozambIque from a command economy to one that IS
market-based PSSP supported the development of the agncultural pnvate sector The evaluatIon
team found that PSSP's Impact was larger than could reasonably have been expected, gIven the
resources at ItS command The SIX elements of the pohcy reform program were agncultural pncmg
pohcy, dIvestIture of state farms, pnvate agncultural sales and sefVlce, access to foreIgn exchange,
pnvate marketmg channels, and petroleum ImportatIOn and marketmg

In the agncultural pncmg area, the team found that, "despIte occaSIOnal backshdmg,
liberalIzatIOn of agncultural pnces has progressed to cover nearly all agncultural products and has
had a SIgnIficant Impact on agncultural production and on avadabdity of farm products m the market "

~9QuotatlOn from the Statement of Work by the MISSion other quotatlOns In thiS section are from the Executive Summary
of the report Brown et al 1995
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Divestiture of state farms, once an enormous dram on the budget, has been largely accomplIshed
The Commodity Import Program (CIP) proVided many tractors and other farm eqUipment and small
trucks of appropnate types ThIs helped reestabhsh farm productIon (after the hostilIties) and
Improved the movement of people and products to and from market centers Slgrnficant exchange
rate dJstortlons have been ehmmated, and pnvate sector access to foreIgn exchange Improved, 10 part
because ofUSAID's polley dialogue In the long run, avadabdlty offorelgn exchange wIll depend on
mcreasmg export earnmgs, partIcularly from agnculture The team also found that

a functIOnal free market trade 10 food gram and other foodstuffs has developed to
replace the ratlOmng system, which has become less and less able to prOVide for the
food reqUirements ofthe populatlOns ofMaputo and Belra Pnvate sector wholesale
and retall trade 10 food grams, beans, and other non-penshable agncultural products
has been reestablIshed, largely supersedmg the government purchasmg agent,
AGRICOM Retad trade has also been lIberalIzed and expanded, as small-scale
Itmerant traders supply consumer goods to rural areas and scour the countryside for
farm products to retail 10 an mcreasmg number of open-air markets Domestic
purchases of whIte maize and other products by pnvate voluntary orgamzatlons IS
helpmg to reestabltsh the rural market structure

Fmally, marketmg ofexport crops llke cashews and cotton, which are cruCial to ralsmg small
farmers' mcomes, has shown conSiderable Improvement as marketmg boards have been dismantled
and their assets, pnvatlZed Marketmg channels have now been reestabhshed 10 most of the country

6 3 12 Food StrategIes and Market Performance 10 Kenya, Tanzama, and ZImbabwe

Shapoun et al examme the food strategies of Kenya, Tanzama, and Zimbabwe, mcludmg
polIcy reforms these countnes made and their results Agncultural sector reform 10 K.em!a began
between 1986 and 1988, With the goals of Itstlmulatmg agncultural output and contnbutmg to fiscal
stabIhzatlOn It Some of the key steps taken were to mcrease the supply of key mputs, Improve
procedures for settmg producer pnces, reformmg some ofthe state-owned enterpnses, and enhancmg
extensIOn services (1992, P 11) The authors find that 10 spIte of declInes 10 publIc mvestment 10

agnculture, the research system was relatively successful at producmg hIgh-Yleldmg vanetles
Nevertheless, the yield of maIze remamed at less than half the world average

In mput markets, there was also uneven progress Wlule the Government eltmmated fertilIzer
pnce controls 10 1989 and mcreased the number of fertIlIzer dlstnbutors, unpredIctable government
polICIes and madequate supphes remamed major constramts to mput use Thus while the market was
competitive, the use of fertilIzer stagnated Another reason for this could be that smallholder credit
programs were generally unsuccessful Braverman and Guasch (1986, p 1258) proVIde some detaIl
on one ofthe Government ofKenya's actIVItIes to enhance performance m rural credIt markets The
Cooperative Savmg Scheme mvolved weak forced savmgs The scheme arranged payment to
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growers for coffee sales by crediting It to their accounts These accounts paId pOSItIve real Interest
rates The actiVity resulted In Viable lending orgamzatIOns Overall It created a k10d of ImplIcit
InSurance or collateral scheme that was very successful 10 achieVing htgh partiCipatIOn rates and low
delinquency rates

Unhke many farmers m developing countnes, Kenyan producers were apparently subSIdized
during the 1984-9 penod (PSESi3 were positive), especially producers of food crops The
Government stIll sets producer pnces for food crops WhIle by 1992 cereal reforms had not been
fully Implemented, the Government had encouraged the partICIpatIOn of the pnvate sector In
marketmg SInce 1982, and has reduced the restnctlOns on maIZe movements Nevertheless, per capita
gram productIon declIned In the penod ofanalySIS, whIle per capIta food and agncultural productIOn
stagnated (Shapoun et al , 1992, pp 34-5) 60

Tanzama began a return to lIberalIzed markets In 1986 after a penod of socialism that ended
10 economIC declIne The polIcy measures Implemented at that time 10cluded exchange rate
adjustments, better incentIves for agncultural productIOn, lIberalIzation oftrade, and development of
mfrastructure Thts program achteved what the authors call "modest" success growth 10creased from
1 percent 10 the first half to 4 percent 10 the latter half of the 1980s (1992, p 38) Because ofa
slower pace of devaluation and Inadequate 10creases 10 producer pnces, overall subSidies to
agncultural producers In the ffild-1980s turned back to taxes 10 the late 1980s

Shapoun et al find that a poor credIt system, slgmficant cuts 10 research and extenSIon
expendItures, mput shortages, and weak mfrastructure led to low adoptIon of Improved vanetIes, and
Yields of maIze and nce that were about 40 percent of the world average FertIlIzer subSIdies were
reduced but not elIm10ated DespIte these dIs1Ocentives, agncultural productIOn mcreased by 4-5
percent In the 1985-90 penod (Shapoun et al, 1992, P 66-7) Perhaps lIberalIzatIOn ofthe marketing
system proVided some additIonal mcentIves to farmers The Government gradually shifted the system
from tIghtly government-controlled to market-onented by abolIsh1Og permit reqUIrements and
movement restnctIOns By 1989/90 graIn trading was fully lIberahzed The Government now
operates only a StrategIC Food Reserve (1992, p 46) As a result, 70 percent of all gram IS now
pnvately traded at market pnces (1992, p 51) The pnvate sector operates between all major
produc1Og and consum1Og centers ProtectIOn of urban consumers and hIgh annual productIOn
vanabIhty, however, have resulted m hIgher food pnce vanabillty 10 rural areas (1992, pp 61)

ZmJhabwe presents a case ofa very dIfferent nature The country only became Independent
In 1980, and Its dual econOmlC structure, carned over Into agnculture, IS unlIke that ofmost AfrIcan
countnes, Wlth the notable exceptIOn ofSouth AfrIca Most fertIle land and modern mfrastructure

60The authors report Kenya's annual populatlOn growth rate to stIll be near 4 percent
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was 10 the modem, commercial sector and controlled by the mInonty ofEuropean ancestry Most
of the rest of the rural population relIed on subSistence farmIng on poorer land (1992, P 71)

After mdependence the Government expanded ItS role, With the goal ofhelpmg those 10 the
communal sector to commercialize theIr agncultural operatIons It dId so 10 a stable polIcy
enwonment The Government's resettlement program has led to some Improvements In eqUity and
a reductIon mthe number ofcommercial farms Public research and extension are stlll ofhIgh qualIty
and have been reonented to the communal sector, With some agncultural research conducted by the
pnvate sector The role of the traditIOnal marketmg boards was also retargeted to serve the
communal sectors better Because of the poor mfrastructure servtng these areas, and for other
reasons, thIs reonentatlOn led to mcreasmg defiCits m the marketmg board budgets Now the
Government IS planmng to separate the commercIal and development servIces of these boards Pnce
settmg procedures are complex, but the authors' analysIs finds that pnces tend to follow world pnces,
With net taxation or subSidizatIOn remaInmg small (1992, pp 72-88)

Shapoun et al say ZImbabwe IS considered an agncultural performance success, but their
informatIon show that It really IS a mIxed pIcture While there have been Increases In productIOn 10

the communal sector, communal maIze YIelds are only 16 percent of those 10 the commercial sector
The contnbutlOn ofthe communal sector to productIOn IS stIll not slgmficant With hybnd seed used
WIdely, but fertIlIzer use havmg changed lIttle, commercIal farm YIelds are above world averages m
good years, but overall the country has not been successful at mcreasmg the productIvity of the farm
sector (1992, pp 73-80)

6 4 PoliCies and Performance m Latm America

Latm Amenca presents yet another set of SOCIal and economic resource endowments What
have been the relatIOnshIps between states and markets and between pohcles and performance?

6 4 1 States and Markets m Latm Amenca

Cammack opmes that 10 thIS regIOn polItlcs have generally frustrated a successful
collaboratIOn between the state and the market As he puts It, "m Latm Amenca [since] the Second
World War States generally lacked the degree of autonomy from dommant classes to be able to
overcome thelf resIstance to pohcles that would have brought more effective and eqUitable markets
mto bemg II (1991, P 148) He compares the POSition ofstates In Latm Amenca to those In East ASIa,
where the collaboration IS generally seen to have been very effectIve

The adoptIOn of market-onented capItalIst development strategIes In East ASIa was
preceded by substantIal reforms Imposed either by strongly interventIOnIst states or
external forces, and by successive state mterventlOn to create the condItions for
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internatIonal competItIVeness Thus when the shIft to lIberal polIcIes came, It was
made from a posItIon of strength In LatIn Amenca, In contrast, the shIft IS beIng
made from a posItIon ofweakness Fundamental reforms are still WaIted In the regIon,
and on the current eVIdence there IS httle to suggest that they are beIng advocated and
pursued On the contrary, both land reform and fiscal reform have generally been
aVOIded (1991, p 152)

Cammack also corroborates the assertIons of StIglItz (section 45 1), TImmer (sectIon 452)
and others about the necessIty for state actIon to support the market, saYIng, lilt IS mIsleadIng to
depIct free market and 'InterventIOmst' polICIes as making low and hIgh demands respectIvely upon
the state a capaCIty for effectIve InterventIOn on the part of the state IS as much a reqUIrement for the
pursuIt of lIberal econOmIC poltcles as It IS for InterventIon aImed at reslstmg the pressure of the
market forces (1991, p 152-3)

642 Exportmg High-Value Food Commodities Some Latm American Success Stories

Desoplte Cammack's overall assessment of the polIcy enVIronment as not very favorable,
Jaffee found successful cases of the development and promotIOn of hIgh-value food exports We
extract here some ofhIs general conclUSIOns and mformatIOn on some ofthe cases m LatIn Amenca
Regardmg the relatIOnshIp ofthe state to the market, Jaffee (1993, p 44-46) found that

• Government InterventIons m the case study commodIty systems have generally been
qUIte extenSIve, although their forms and longeVIty vaned conSIderably

• DIrect government mvestments In productIOn and/or marketIng Infrastructure have
occurred In nearly all cases ThIs Included ports, market places, auctIons, and storage
and transport faCIlItIes whIch eIther exhibit 'publIc good' charactenstlcs or have
entatled large up-front mvestments and slgmficant economies ofscale

• Government mvolvement m the collection and dissemmatIOn ofmarket mformatIOn
has been less common and less Important among the focal commodIty systems than
mIght be expected gIVen the publIc goods nature ofmarket mformatIOn Important
exceptIons Include the lIvestock/meat market pnce system developed m Argentma by
the NatIOnal Meat Board

• In VIrtually all the systems, governments have played some role In product qualIty
control, whether through commumcatIng mternatIOnal qualIty standards to
producers/processors, through undertakmg sample qualIty mspectIOns on products,
or through the InSpectIon of factones, cold storage umts, and other proceSSIng and
marketmg mfrastructure
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• In a maJonty ofcases, governments have taken an actIVIst nucroeconomic pOSItIOn,
provIdIng subsidIes m one or more forms to producers, processors, and/or traders,
although these SubSidIes have not fully countered the negatIve mcentive effects of
overvalued exchange rates, mdustnal protectIOn, and dIrect commodity taxatIon m
several Latm Amencan countnes [Argentma and Brazd]

• In the large maJonty ofcases, productIOn and Investment subSidies were not targeted
on the specific commodities covered In thIS study

All ofthe cases studies by Jaffee were successes, so we wIll not dwell on the extent of market
performance Rather m the rest of thIS subsectIOn we wdl give some of the diffenng flavor of the
cases to demonstrate the vanety offorms ofcollaboratIOn by the publIc and pnvate sectors that result
m success

MeXICO Fresh Tomatoes Tms case study showed relatIVely few government InterventIons
Jomt pubhc/pnvate research, water allocatIOns and controlled plantmgs, and subSidies to ImgatlOn
facdltIes, water, fertdIzer, and energy (1993, p 47)

BrazIl Soybeans The Government undertook moderate mterventIOn Into thiS commodity
system ActIOns mcluded publIc research, domestic pnce controls and producer support pnces,
SubSidIes on tractors, productIOn credit, whole bean Importmg, crusher credit, and storage facl1ltles,
and dIrect mvestment m storage faCIlIties (1993, P 47) There was some dIrect (domestic) state
tradmg, and dlfferentla1 tax rates on fresh beans and processed products (1 e , a targeted subSIdy) were
Important to the development of soy processmg (1993, p 45-6)

Argentma Beef InterventIOn In thIS commodity system has been heavy The Government
conducted research In ammal health, nutntlOn, and disease, proVIded domestic and InternatIOnal
market pnce mformatlOn, arranged government-to-government deals and negotIated market access,
proVIded meat gradmg and factory mspectIon, Imposed domestic pnce controls, mmImum export
pnces, export lIcensmg/quotas, and a vanable levy, proVIded SubSIdIes on processIng facIlities and
debt financmg, and made direct mvestments mtransport and market facIlItIes (1993, p 47) There
was some dIrect state tradmg m the past (1993, p 45)
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Commodity Highly Loose Concentrated
System Decentralized OIJ2opolv Oli20polv

ArgentIna Beef ProductIon Processmg
Local sales Exportmg

ArgentIna Soybeans ProductIon Processmg
Local sales Exportmg

Braztl Frozen Con- Productton Processmg
centrated Orange JUIce Exportmg
(for companson)

Brazil Soybeans ProductIon
ProcessIng
Local sales
ExportIng

ChIle FIsh ProductIon Processmg!
Processmg! Exportmg FIsh 011,
Exportmg FIsh Meal

Chile Temperate Frwts Production Paclong
ExportIng

MeXICO Fresh Tomatoes Local sales Production
PackIng
ExportIng

Source Jaffee (1993, p 49)

Jaffee also provIdes mformatiOn about the competItIve structure of the commodIty systems
studIed (Table 2) We show thiS for the three cases mentIoned here as well as the other Latm
Amencan cases m Jaffee's report One notes that the level of competitiOn m these markets IS rather
hIgh Jaffee pomted out that the level of mvolvement was generally hIgh Together these two
observatiOns reIterate Cammack's pomt that a market onentatiOn does not mean a low level of
demand on the state to facIlItate and provIde servIces
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