
IrLS 

The Center for Institutional Reform and the Informal Sector (IRIS) provIdes research, pohcy analysIs and 
adVIsory assIstance to governments, pnvate sector organizations, and donors to Improve governance m 
support of rapId, sustamed economIC growth m developmg and transItion economIes IRIS 

.. Conducts research on the relationshIp between governance and economIC growth, and on 
mstItutIonal and pohcy reform m developmg and transItion economIes, 

.. DesIgns and helps Implement mstItutlOnal and polIcy reforms to enhance economIC, socIal and 
pohtlcal development 

" DIssemmates Its research and reform results and expenences to donor government busmess 
academIC and other mterested audIences -

IRIS 
2105 Mornll Hall 

College Park, MD 20742 
Tel (301) 405-3110 
Fax (301) 405-3020 

e-maIl INFO@IRISECONUMDEDU 

world WIde web http / /wwwmform umd edu/IRIS/ 

jmenustik
Rectangle



CENTER FOR INSTITUTIONAL REFORM AND THE INFORMAL SECTOR 

Umverslty of Maryland at College Park 

Center OffIce IRIS Center, 2105 Mornll Hall, College Park, MD 20742 

Telephone (301) 405 3110 • Fax (301) 405-3020 

E-matl mfo@ms econ umd edu 
World WIde Web http / /www mform umd edu/IRIS/ 

Is There Life after LiberalIzatIOn ';l 
TransanctlOn Costs AnalysIs of Maize and 
Cotton Marketmg m Zambia and T anzama 

Howard Leathers 
Satu Kahkonen 

Workmg Paper No 211 
January 1998 

Thls publIcatIon was made posslble through support provlded by the U S Agency for InternatIonal 
Development, under CooperatIve Agreement No DHR-001S-A-OO-0031-00 to the Center on 

InstitutIonal Reform and the Informal Sector (IRIS) and admmistered by the OffIce of EconomIc and 
InstItutIonal Reform, Center for EconomIc Growth, Bureau for Global Programs, FIeld Support and 

Research 
The" lews and analyses m the paper do not necessanly reflect the offICIal pOSltlOn of the IRIS Center 

or the USA I D 
Authors Howard Leathers, AssoClate Professor, Department of Agncultural and Resource Economlcs, 

Umverslty of Maryland, Satu Kahkonen, IRIS Center, Umverslty of Maryland, College Park 



I 

J 

Is There Life Mter Liberalization?: 
Transaction Costs Analysis of Maize 
and Cotton Marketing in Zambia and 
Tanzania 

December 1997 

Prepared for 
U S Agencv for InternatIOnal Development 

by 
Satu Kahkonen and Howard Leathers IRIS Center UruverSIty ofMarvland 



ExecutIve Summary 

ThIS study analvzes transactIOns costs m markets tor matze and cotton m ZambIa and 
Tanzama and IdentIfies mstitutlOnallmpedlments to reducmg those transactlOns costs The 
pnvatlzatlOn of agncultural markets m Sub-Saharan Afnca dunng recent years provides an 
e'(cellent opportumty for learmng more about how the pnvate sector responds to the wlthdra\Val 
of government from marketmg operatIOns and about how mstltutlOnal arrangements can 
faCIlitate or Impede the pnvate sector response This paper analyzes changes m transactions 
costs for eVIdence of the pnvate sector s abIlItv to fill the vacancy left by retreatmg government 
programs Further the paper assesses the mstitutional environment and the degree to which 
mstltutIOnal arrangements affect transactlon costs It provides answers to the followmg 
questions What are the structural and mstItutIOnal ImperfectlOns m the marketmg of the two 
commoditIes') How have these factors lead to mefficlent marketmg? What reforms would be 
necessarv to Improve marketmg efficlencv 7 

The paper e'(plams the Importance of marketmg efficlencv m an era of pnv atIzatIon 
Lo\Venng transactlOns costs \Vlll encourage contmued partICipatIOn m formal markets bv farmers 
m remote areas Before pnyatlzatIOn these farmers \\ere brought mto the marketmg svstem bv 
the pan-teITltonal pncmg Sy stem establIshed bv a state-owned marketmg cham The pncmg 
sv stem subSidized the market participatIOn of farmers m remote areas permIttmg theIr 
partlcipatlOn but at great cost to the government In the absence of thIS subsldv (that IS after 
pnvatlzatIOn) these remote farmers \\ III contmue to partICipate m formal markets onlv If 
marketmg costs can be reduced 

The assessment of the matze and cotton markets m Zambia and Tanzama shows that 
although there has been slgmficant success m the pnvate sector s response to lIberahzatlOn there 
are still manv condltlOns \Vhlch lead to mflated transactlOns costs The factors contnbutmg to 
these costs are the quahtv of roads ayatlablhtv of transport qualItv of commumcatlons and 
avaIlabIhtv of credit The study traces these contnbutmg factors back to their roots m 
mstltutlOnal arrangements -- mefficlenc\ or corruptlOn m government bureaucracy mefficlencv 
or corruptIOn m courts and other legal proceedmgs cultural traditIons and habits meffectIve 
IsolatlOn of pohcv declSlons from e'(ceSSl\ e and mappropnate mterest group pressure 
mappropnate legal enVIronment Impro\ ement m any of these areas \Vould decrease transactlOn 
costs 

The Zambian maize market IS charactenzed by a \VIde \ anet" of marketmg arrangements 
Smce the break up of the government monopolY m maize marketmg there have been thousands 
of pny ate sector entrants mto \anous parts of the maize marketmg cham These entrants mclude 
multl-natlOnal compames actIve m the mternatlOnal gram trade large-scale multI-plant mIllmg 
compames small scale mdIY Iduallv o\Vned hammermIlls large natIOnal truckmg firms small 
traders With a smgle small truck chams of retaIl stores and small retailers buvmg and sellmg at 
publIc markets VirtuallY all of the transactlOns m thiS market are "spot" or cash transactlOns 
Maize IS typlcallv sold bv the bag (mosth 90 kg bags) rather than by \VeIght and there IS no 
"gradmg" or adjustment ofpnce for qualm e'(cept for occasIOnal cases v"here a shipment of 
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maize IS rejected at a mill for havmg too hIgh a mOIsture content Especially at the farm-first 
buver level there IS a lack ot competitlOn that If addressed could reduce transactions costs The 
lack of competItIon has a number of causes poor roads make It costlv for traders to VISIt farms 
poor commumcatlOns make It dIfficult tor tarmers to compare the pnce bemg offered b'\ one 
trader to other pnces madequate credIt k.eeps potentIal traders out ot the market madequate 
credIt and on-farm storage capacItv torces farmers to sell at harvest rather than VvaItmg tor 

hIgher pnces 

Each of these causes has roots In more basIc mstitutlOnal arrangements For example If 
we attempt to IdentIfy the mstltutlOnal causes of poor roads Vve dISCover several answers Some 
funds allocated for road constructlOn and repair are not spent because the bureaucratIc process for 
authonzmg those e"Xpendltures IS comple"X and cumbersome Funds that are spent are spent 
meffectivelv due to corruptlOn or mcompetence on the part of the fundmg authonties or because 
polItIcal pressure causes money to be spent m lower pnontv areas -\ltemative arrangements that 
one mIght e"Xpect -- pnvate roads for e"Xample or hIghVvav authontIes self-financed through 
hIghway tolls -- are mfeasible m the current mstitutlOnal envIronment because of dIfficultIes m 
estabhshmg and enforcmg property nghts or because of the hIgh cost of momtonng employees 
In a SImIlar fashIon \\e can IdentIty fundamental mstitutIOnal causes tor the other apparent 
sources of hIgh transactlOns costs 

The Tanzaman maize market has many simIlarltles to the ZambIan maize market There 
IS a WIde variety of types and SIzes of prn ate sector firms mvolved m the maize trade The 
government contmues to own and operate maize mIlls although a senous attempt IS made to 
operate wIthout government SUbSIdy As m ZambIa the TanzanIan market demonstrates a need 
for more competitlOn and better commumcatlOn ofpnce mformatIOn at the farm level Withm 
the capItal CIty the central role played by maize brokers (dahlahs) appears to be dimimshmg 
because they face mcreased competitlOn from millers \\ho seek out dIrect supplIes of maize 
TransactlOns are almost entIrely spot (cash) transactIons Maize IS sold by the kilogram and 
there are no pnce adjustments for quaht\ EfficIenc\ m maize millmg has been lImIted by 
madequate and unrelIable supplIes of water and electncity prOVIded through the pubhch owned 
and operated utIlItIes Although pnvatIzatlOn has substantIalh reduced the government's role m 
maize markets the government-run StrategIC Gram Reserve contmues to enforce mOvement 
restnctIons on maize whIch dIscourage entn and competltlon m the maize markets by IImItmg 
potentIally profitable trades 

Of the four markets studIed here the ZambIan cotton market IS the one that has seen the 
least adjustment m the face of pnvatizatlOn The large gmnenes \\ ere transferred from 
government to pnvate ownershIp, but the baSIC arrangements of mark.etmg remamed the same to 
a conSIderable degree Gmnenes contmue to act as monopsomsts \\ Ithm mutually agreed to 
geographIcal areas Gmnenes contmue to contract \\ nh farmers dunng the plantmg season 
provldmg mputs on credIt and extenslOn mformatIon dunng the gro\\mg season and requmng 
de In ery of the crop to the gmnef\ or Its agent Increasmgl) the contractmg has been undertaken 
bv smaller scale mdependent "outgrower managers" ThIS combmed \\ nh the opemng of a new 
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pnvatelv owned gmnerv m the commg year promIses to erode further the abilIty ot gmnenes to 
act as monopsomsts In the market tor ZambIan cotton the hIgh cost of extensIOn to the 
gmnenes and the mtegratIOn of extensIon and credIt prov ISIOn to tarmers \\ Ith the gmnmg 
tunctIOn stands out as a major problem and Important target for reform The apparent cause of 
the mtegratIOn ot farm extensIOn farm credIt and gmnmg functIOns IS that It IS dIfficult to 
IdentIfv and pumsh borro'Wers \\ho tall to repay the lender for productIOn credIt One promIsmg 
alternatIve to the eXIstmg system IS the use of farmer groups as the means of dIstnbutmg 
extenSIon mformatIOn and credIt The early expenences of two USAID-funded projects Illustrate 
some approaches to facilltatmg group formatIOn for thIS purpose 

The TanzanIan cotton market has already seen SIgnIficant entrY bv pnvately owned 
gmnenes who compete 'WIth the cooperatIve gmnenes Compared to Zambia there IS less 
contractual tymg of farmers to gmnenes In the market for TanzanIan cotton Improved 
management practIces m the cooperatIve gmnenes and/or replacement of out-moded gmnerv 
eqUIpment hold out the promIse of reduced transactIOns costs In addItIOn (not unlIke m the 
Tanzaman matze market) the government plays a substantial regulatory role through processes 
that reqUIre (for e\.ample) government approval on locatIon of ne\', gmnenes or difficult-to­
obtam lIcenses for export of cotton lInt As m ZambIa costly farm credIt and extenSIOn 
contnbute to hIgh transactIOns costs m the cotton market m Tanzama 

Sustamable reform \\-ould reqUIre changes m the mstitutIOnal framework SuggestIons 
offered m thIS paper target three areas One area IS ImprO\ ed gOvemance for mstance pUnIshmg 
admimstrative corruptIOn rewardmg admimstrative competence and Isolatmg polIcy decIsIOns 
from exceSSIve and mappropnate mterest group pressure Another area IS legal reform that IS 
reductIOn of transactIOn costs through better enforcement of antI-trust and anti-monopoly laws 
Fmallv the paper IdentIfies the need for the development of a socIal frame\\ork conducIve to 
new forms of economIC orgamzatIOn 

The abilIty ot ZambIan and Tanzaman matze and cotton markets to reach theIr potential 
IS contmgent upon a reductIOn m the mflated transactIOn costs The e\ Idence m thI5 paper 
suggests that successful ImplementatIOn of these reforms \vould contnbute to well-functIOmng 
effiCIent markets 
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Is There Life After Llberallzallon? TransaclIons CoslS AnaJvslS a/MaIZe ami COllon Markelmg In Zamhza and Tanzama 

Introduction 

Throughout Eastern and Southern Afbca, the 1990's have seen radtcal changes m 
agncultural marketmg pohCles leading to a reduced role for government and an mcreased role for 
the pnvate sector Zambia and Tanzama are among the countries that have hDerahzed thetr 
agncultural sectors State-led and controlled marketIng of crops m these countnes have lately 
gIven way to the pnvate sector partiCIpatIon 

ThIs study exammes the expenences m the marketIng of maaze and cotton m Zambia and 
T anzarua The report addresses the degree to which the pnvate sector has been successful In 
filhng the vacancy left by retreatIng government programs. and IdentIfies some of the mstitutional 
ImpedIments that contmue to hmIt the effiCIency of pnvate sector marketmg arrangements bv 
raJ.SIng transactIOn costs An attempt 15 made to orgaruze m a systematIC way, mstltutIOnal 
ImperfectIons that may lead to IneffiCient marketIng 

ThIs paper IS orgaruzed as follows The sectIon follOWIng thIs IntroductIOn defines the 
terms--transaction costs, marketmg margms marketmg effiCIency, and mstltutIons--used m the 
paper 1\ bnef conceptual model m SectIOn 3 Illustrates the Importance of reduced transactIon 
costs (or Improved marketmg effiCIency) m achIeVIng Widespread market partICIpatIon The 
model shows that polICIes auned at removrng mstitutional ImpedIments to further reductIOns m 
these costs can be seen as a potentIally more cost effectIve way of achIeVIng some of the same 
ObjectIves that were bemg pursued by the preVIously eXIstIng government marketmg schemes 
The rest of the paper analyzes the Impact oflIberahzatlon ofmaJ.Ze and cotton marketmg m 
ZambIa and Tanzarua and assesses the efficIencv ofprevaIlmg marketIng arrangements SectIon 4 
bnefly descnbes the data that was used m dllS exerCIse SectIons 5 and 6 descnbe the evolution of 
and major charactenstics of the marketIng chams for maJ.Ze and cotton. respectIvely, m ZambIa 
These sectIOns also analyze the effiCIencY of the marketmg structure, descnbe some of the most 
tmponant of the eXIsting marketIng IneffiCIenCIes m each of the markets, and trace each 
mefficIencv back to ItS fundamental mstitutIOnal cause SectIons 7 and 8 assess In tum the 
marketmg ofmaJ.Ze and cotton m Tanzarua Fmally, a few concludmg remarks are made m 
SectIon 9 
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Is There Life After LlberallZatlon l TransactIOns Costs AnaivslS o/MalZe and Colton Marketmg In Zamb/Q and Tanzan/Q 

2. Definition of Terms 

Before proceedmg, It wtll be useful to understand the way 10 whIch certam terms Wlll be 
used 10 thIs paper Tlus sectIOn proVIdes defirutlOns and explanatIons of the tenns "transactIons 
costs" and "mstitutlOnallmpedunents " 

2.1 TransactIons Costs, Marketing Margms, and Marketing Efficiency 

2.1.1 Transachons Costs 

The term ''transactIons costs" seems to mean drlferent thIngs to chfferent people Our task 
here IS to define the tenn 10 such a way that we are dea1mg Wlth a concept that gives practIcal 
1nslghtS mto the operation of maIZe and cotton markets 10 Sub-Saharan Athca 
Not everY defirutlon accomplIshes thIs For example the MIT dictlOnarv of econOmICS defines 
transactIons costs as "costs other than the pnce wruch are mcurred 10 tradmg goods and servIces " 
But what IS the pracncal use of a defirutlOn that mcludes transportatton costs If pru.d by the buyer 
(and therefore such costs are not mcluded m the pnce) but not Ifpru.d by the seller (so they are 
mcluded 10 the pnce)? or of a defirutlon that mcludes costs of actiVIties done by the buyer, but 
not of those same acttVItles If the buyer hIres an outSide firm (10 whIch case they are mcluded 10 

the pnce of serVIces) 

Much of the lIterature about transactions costs and "transactions cost economIcs" IS 

theoretical, rather than empmcal In addltlon. the applIcatIons the theory are frequently for 
finanCIal mstruments contracts, and other Items of exchange that reqUIre no phYSICal handbng, 
storage, or transport In partIcular the recent theoretIcal lIterature has focussed on costs 
aSSOCIated WIth Imperfect mfonnatIOn TIns ltterature creates preconceptIons about how the term 
"transactions costs" should be defined in an appbed settIng But the questIon remams can we 
draw useful conclUSIons about real world situatlons by definmg transactIons costs In a narrow 
way, as a category dIstmct from other marketmg costs? 

As a startmg pomt for our dISCUSSIOn. conSIder the descnptlOn of transactIOns by Milgrom 
and Roberts 

The total costs of an economic actlVltv can be expressed as the sum of productIOn costs 
and transactIOn costs where the former depend only on the technology and the Inputs 
used and the latter depend onlv on the way transaCtlOns are organzzed 

Ifwe look at the first half of tIns defimtlOn.. transactIons costs would appear to mclude all 
marketmg costs A..pplymg the defirutlon to maIZe markets, we could spilt the total costs of 
dehvenng matZe to the consumer as the sum of the costs of producmg the maize on the farm and 
the all costs assocIated WIth dehvenng the maIZe to the consumer 
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Is There Life After Liberalization" Transactions Costs AnalvslS of MaIZe and Cot/on Marketrng rn Zambra and TanZl:JnIll 

However the second half of the MIlgrom and Roberts defirutIon clearly Imphes that 
transactions costs are associated with uncertamty or unperfect mfonnatIOn In many mstances, 
the Imperfect mfonnatIon eXists because a good IS produced by one finn and transacted -- sold to 
a second -- rather than bemg produced and consumed by the same firm In tlus sense, the 
transaction and the costs assoCIated with the transactIon are mfluenced by the orgaruzatIon of the 
econonuc actIVIty -- the fact that the productIon and consumptIon are done by separate econOmIC 
uruts Smce Coase explored "The Nature of the FlI1Il1I m 1937, econoDllSts have been commg to 
gnps WIth the reiatlOnsinp between the need to process mformauon and the orgamzanon of 
productton And mdeed, the tymg of "transacttons costs" to "orgaruzauonll sets up the 
fundamental hypotheSIs that an opttmal InStItutIOnal framework will be that winch IJUDlmlZes 

transactIOns costs 

To pursue tins notion that IItransacttons costs are the costs of deahng WIth unperfect 
mfonnatIon," we next conSIder a protOtypICal example of transactions costs that arise m the 
optunal contracts lIterature Suppose a lender lends money to a farmer to finance a crop, and the 
farmer prOmIses to repay the loan (lfhe IS able) at harvest tune The lender knows everythIng 
about the borrower, except the lender cannot observe whether the farmers crop IS a good crop (m 
winch case she can fully repay the loan), or a bad crop (m winch case she IS unable to repay m 
full) The problem to be overcome IS how to get the farmer to honestly report to the lender 
whether she has a good crop or a bad crop One orgaruzatIonal response to thIs mfonnatIon 
ImperfectIOn IS a collateral proVISion If the farmer reports a poor crop, the farmer must give up 
collateral to the lender The costs assocIated wIth the collateral proVISIon are an example of a 
"pure" transactIon cost the cost arises from the lendmg transactIon alone, they are affected by the 
orgaruzation of econOmIC actIVIty (If the lender and borrower merged mto a smgle the firm, the 
Imperfect Infonnation would disappear) 

Every econOmIst would agree that the collateral costs m tins example are "transactIons 
costs fI But the Issue of costs related to mformanon IS more complex than thIs In the real world 
there are substannal costs associated With the phYSICal collectIOn and analYSIS of InformatIon. thus 
the extent of mformatIOnallmperfectIOn IS not a glven exogenous state, but IS the endogenous 
result of econonuc decIsions To illustrate thIs. we can reVIsIt the above lendmg problem As an 
alternative to collateral, the lender could undertake the costly morutonng of the farmer's crop, for 
example bv htnng a person to VISIt the farm and report on the crop's progress We can call tms 
actIVIty an "mformatIOn serVIce" 

If someone outSide the lendmg finn undertakes to proVIde thIs serVIce, there wul be a new 
transactIOn, between the "mformatIOn serVIces" firm and the lender The econOmIC actIVIty 
culmInanng m that transactIOn Will also reqUIre "productIon costs" -- the costs of collectmg the 
mformatIon -- and "transactIOns costs" -- the costs assoc1ated With the contractIng between the 
lender and proVIder ofmformatIOn services ObVIOUsly, the "productIon costs" are mcurred 
whether the mformatIOn serVIces are proVIded by the lender Itself or bv some outSIde firm The 
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Is There Lifo After LlberailZatwn l Transactwns Losts AnalYsIS of MaIZe and COllon Marketing In ZamblQ and TanzanlQ 

productIon costs of the mformation seIVlce are clearly affected by technology -- for example, the 
abIlItv to morutor by satellite mIght reduce the costs of collectmg mformatlon 

Now consIder the alternative wavs and the total costs (productIon costs plus transactIons 
costs) oflearrung about the state of the farmers crops Ifwe were to define "transactIons costs II 
as excludmg the phYSIcal costs of producmg the mformatlon seIVlce, we nught well conclude that 
IItransactions costs are 1l1lD1IIllZedll by the phYSIcal collectIon ofmformat1on (sendmg an mspector 
to morutor the farmers crop) - smce that method substrtutes technology-based mformatlon for 
orgaruzatlon-based mformatlon If we define transactIons costs to mclude All costs asSOCIated 
WIth the unperfect mfOrmatlon, we nught well conclude that IItransactIons costs are mJDJrnJzed" by 
the use of collateral 

As thts example makes clear, m the real world there IS potential for substitution between 
costs of creatmg better mformatIon and costs assocIated WIth transactmg m the face of tmperfect 
mformatIOn One cannot learn anythIng about the relatIve effiCIency of a transactIon by lookIng at 
onlv one element of the costs .\g a practIcal matter we should be concerned WIth total costs, to 
define transactIOns costs m a luntted way (excludmg phYSIcal costs) IS to mVIte mIsleadmg 
conclUSions about winch response to Imperfect mformatlon IS the best response 

Milgrom and Roberts recogruze the dIfficultIes of makIng a dlstmctlon between productIon 
costs and transactIon costs m practIce 

"[pjroductIon and transactions costs generally depend both on the organizatIon and on 
the technology, which makes the conceptual separatIon between productIon and 
transactIon costs troublesome" 

But perhaps It IS pOSSIble to define transactIOns costs as the total costs assocIated WIth 
InformatIon 1 For example, see Jurg Nlehans definItIOn, "In one way or another transactIon costs 
are Incurred m an effort to reduce uncertamtv ", or George StIgler transactIOns costs are "the 
costs of transportatIOn from Ignorance to omrusclence" DefinIng "transactIOns costs" lIke thIs 
would allow us to mclude both the hInng of a crop Inspector and the costs associated WIth 
collateral In our definItIOn of transactIons costs, but to exclude Items such as transport, storage, 
and handlIng of the commodIty Clearly, tms focus on costs associated WIth mformatIOn IS 
JustIfiable when we are discussmg a transactIon such as a loan transactIOn, In wmch there IS no 
phYSIcal commodIty to be handled In fact, the emphasIS of the theoretIcal lIterature on tms type 
of transactIon may explam why many people mtght be tempted to define transactIons as mcludmg 
only InformatIOn related costs F or the purposes of trus paper, where we are concerned WIth 

1 For e"Xample see Jurg Nlehans defirutlon In one nav or another transactIon costs are mc1UT'ed ill an effort to reduce 
uncenamtv r or George StIgler transactIons costs are the costs of transport aU on from Ignorance to ommsclence 
George Stlgler (1967) Imperfections ill the Capital Market. Journal orPo/meal Eeonomv (75)3 287-92 Jurg 
Nlehans TransactIons Costs' ill The New PaIgrave Dlct10narv of EconoIDlcs edtted bv John Eatwell Murrav Mdgate 
and Peter Newman. Macmillan Press LlIDlted. London pp 676-679 
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markets for maJ.Ze and cotton, the questIon remams Can we draw practIcal conclUSIons about the 
efficIency ofmarketmg arrangements by lookmg at transactIons costs defined m thIs way (to 
mclude only those costs assocIated WIth mformatIon. and to Ignore costs of phYSICal handlIng of 
the commodIty)? 

Here too, the drlliculty WIth a lmuted defimtlOn IS that there 15 potentIal for substitution 
between costs assoClated WIth mformatIon and costs assoClated WIth physIcal handhng of the 
commochty For example, a firm nnght undertake extenstve search costs m order to chscover a 
buyer who IS nearby; tins would reduce transport costs Ifwe told the manager of a firm, "You 
will compensated based on the extent to winch you m1D1m1Ze 'transacttons costsl~ n and then went 
on to define transacttons costs as only those costs asSOCIated WIth mf0rmat10~ the manager 
would aVOId search costs~ even tfthat meant sluppmg to a far away customer and mcumng Ingh 
transportatton costs 

To make thIs same pomt WIth a drlferent example, consIder two firms who both want to 
have a gIven quantIty of maJ.Ze avatlable to them SlX months m the future The first firm 
guarantees the aVaIlability of maJ.Ze by storage The second firm guarantees the avaIlability of 
maJ.Ze by forward contractmg (slgnmg a contract that COmmIts a seller to supply a fixed quantIty 
of maJ.Ze at a fixed pnce SlX months m the future) If we define transactIons costs as those 
assocIated WIth InformatIOn. the costs assocIated WIth contractmg by the second firm would be 
transactIons costs, whIle the storage costs mcurred by the first firm would not be transactIons 
costs Can we say that the deCISIons of the first firm are "supenor" because transactIOns costs 
(defined m thIs way) are lower? Of course not To draw anv reasonable conclUSIon about whIch 
finn IS more effiCIent, we need to compare the total costs of the two firms 

The dIfficulty oflearnmg anythmg useful about the efficIencv oftransactlOns m real world 
markets from an mvestlgatlon ofmformatlon costs only IS recogruzed by Jaffee In paper showmg 
how the transactIons cost concept can be applIed to agnculture, he lIsts the follOWIng categones 

Search costs are the costs assocIated WIth IdentIfVmg and contactmg potentIal buYers and 
sellers 

Screenmg costs are the costs assocIated WIth gathenng 1OformatIon about the rehability of 
a partIcular buyer or seller, and the qualttv of the goods bemg transacted 

Bargammg costs are the costs of gathenng InformatIon on pnces 10 other transactIons, on 
factors that rmght mfluence the wtllmgness to bargam by the other party to the transactIon, on 
ImplIcatIons of contract terms, etc 

MODltonng costs 10clude the costs assocIated WIth morutonng contract performance 
Enforcement costs are the costs mcurred 10 10sunng that contract prOVISIons are met 

They mclude the costs assocIated WIth default prOVISIons m contracts 
Transfer costs mclude transport storage, process1Og, retatlIng, and wholesalmg costs 

Thev also mclude the costs assocIated WIth commodltv losses 10 storage and transport 
Jaffee's "transfer costs" category clearly 10cludes costs ofmarket1Og servtces performed 10 

phvslcally handltng the commodity transport storage, retathng, wholesalmg The other 
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categones are costs assocIated WIth vanous types of mformatIOnalimperfectIOns, certamly 
transactIOns such as loans that have no need for phYSICal handlmg would still mvolve enforcement, 
morutonng, screenmg, search, and bargammg 

There are many examples of substItutability between mformatton related costs and the 
costs of phYSICal handlmg A buyer nught mcrease lus wholesalmg costs m the form of 
expendItures on "market development" by sendmg agents Into producmg areas more frequently; m 
domg so the buyer would reduce the seller's (farmer's) costs of acqumng mformauon on pnce 
and searchmg for a buyer Or, a processor could reduce costs of enforcmg a contract proViSIon 
on quahty of a commodity by ehmmatmg that prOVISIOn, and m Its place sortmg the commodrty by 
quahty at the plant 

The pomt here IS Ifwe want to draw Inferences about marketmg effiClency, we need to 
consIder marketmg costs m therr totaltty In the real world, mformatton related costs do not eXIst 
In IsolatIOn from other econonuc deCISIons ..\s the above examples IndIcate, there IS a lot of 
potennal for reducmg mformatton costs by mcreasmg costs of phYSICal handlmg, or Vlce versa If 
we focus too narrowly on mformatton related costs, and exclude the costs or phYSICal handhng, 
we could well draw erroneous conclusIOns about whether marketmg practIces are effiCIent 

The above dIScussIon leads to the follOWIng conclusIons 
• We cannot define transactIOns costs based on whether the firm Incurs these costs Internally, or 

hIres a servIce done by another firm 
• We cannot define transactIons costs based on whether the cost IS mfluenced only by 

orgaruzatlon (as opposed to technology) 
• \Ve cannot define transactIons costs based on whether the cost IS Incurred as a result of 

unperfect Informatton 
To VIOlate any of these stnctures wdllead to a defirutIOn of transactIOns costs that does proVlde 
any practIcal gwdance about market effiCIenCY If we adopted such a ltnuted defirution. we could 
(potentlallv) say "transactIons costs are lower In SItuatIOn Z than In sItuatIon)(," however we 
could not conclude that situatton Z IS preferable 

TIns leads us to define transactIOns costs very broadly, as "all costs assocIated With 
marketmg of the commodIty" ''Transactton costs" will mclude 

(a) the drrect costs ofmarketmg aCtlVltIes, mcludmg costs ansmg from tmperfect 
mformatIon, 

(b) econonuc profits earned by firms In the marketmg cham, and 
(c) mdtrect costs Incurred bv a firm m the marketmg cham for certam acttvltles 

whtch are related to the firm's mvolvement In marketmg, but whIch are not 
stnctly speakmg dIrect costs of marketmg the commodIty 

These latter two pomts reqUIre some explanatlon 
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Econonuc profits occur whel"l a firm has the ability to mfIuence the pnce of a commodity 
(through monopoly, monopsony, or collusIOn) and does not face the threat of entry by other 
firms We 10clude econonuc profits 10 our measure of transactlons costs because these profits 
mfluence the SIZe of the dIfference between what consumers pay and what farmers receive 

The "Indtrect costs" are the costs that a marketmg firm 10curs for "non-marketIng" 
actiVItIes winch 10dIrectly tnfluence the finn's marketing costs The mam examples of these 
mdIrect costs m tlus paper will be the costs of proVlding farm crecht and exteDSlon by marketmg 
finns These actMt1es are not, stnctly speakmg, marketmg actMttes In the Unrted States, for 
example, It IS very common for fann credit to be dehvered by firms (such as banks or 10put 
supphers) that are completely divorced from the commodrty marketIng cham However, 10 both 
Zambia and Tanzama, marketIng firms are the pnmary commerClal supphers offann credit and 
extension servIces In large part, as we shall see later m the paper, tins IS because marketIng firms 
have a great advantage over other firms 10 credit contract morutormg and enforcement - the 
market10g firm can extract loan repayment from the farmer at the tIme the commodltv 15 

marketed In addition. the proVISion of farm credit and extension can 10dIrectly mfluence the 
market10g firm's costs Credtt and extensIon make farm production more profitable, thereby 
mcreas10g aggregate farm output of the commodltv An mcrease m quantity handled by the 
market10g firm results 10 a decrease 10 average costs of the firm, when the marketmg technology 
exlublts 10creasmg returns (as IS the case for cotton gmnenes and other large processors) 

Transactions costs are born by a varIety of 10dlvlduals and groups both 10Slde and outSIde 
the market10g cham 

Firms and mdlVlduals 10 the marketmg cham bear the obVIOUS costs oflabor, capital. 
and other 10puts used to produce serVIces such as transportatIon or storage In addItIOn, 
these firms bear costs of certam contmgencles that nught occur - for example, the finns 
face a threat ofloss of the commodltv through fire or theft TIurdly, 10 cases where 
sectors of the market10g cham are unperfectly competItIve the costs ofproVld1Og 
market10g servIces should 10clude the econonuc profits earned bv monopolv firms 
Fmally, there are CIrcumstances 10 wluch marketmg firms bears costs of produc1Og serVIces 
that are not (stnctly speak1Og) dIrectly assocIated WIth the marketmg of the commodtty 
For example, cotton market10g firms may have an advantage m proVldmg productIon 
credit to farmers because market10g firms can enforce repayment at the time when the 
crop IS marketed The costs assocIated WIth tlus prOVISion of credit by market10g firms 
falls WIthIn our defirutlon of transactIons costs 
At eIther end of the market10g chaIn. farmers and consumers bear some of the 
transactIOns costs These may 10clude monetary costs, such as the cost of travelIng to the 
market, and may also Include the value of tune and effort expended by the farmers and 
consumers In the market10g transactIOns 
Government AgenCIes mav also bear some of the costs Involved With market10g 
transactIOns In some cases the government dIrectlv takes over some or all of the serVIces 
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performed m the marketmg cham In other cases, the government IS an alternative 
proVlder of these servtces 
Some transactions costs may be borne by mdlvlduals external to the market 
transactions F or example, If transportation or storage of the commodtty creates 
enVironmental damage, thIs damage IS a cost associated WIth the marketIng transactlons 
borne by the pubhc at large 

2.1.2 Marketing Margms 

Marketmg margms are the drlference In pnces at two drlferent pOInts In the marketmg 
cham A commonly reported marketmg margm 15 the farm-to-retat1 spread, whIch measures the 
drlference between the retat1 pnce and the farm level pnce for a commodIty Marketmg margms 
are a typiCal way of measunng marketmg costs There are two dIfficulttes WIth tlns measure 
FIrst m penods when firms m the marketIng cham earn negative econOffilC profits, the marketIng 
margm WIll not fullv reflect actual costs Second marketIng margms do not reflect all 
transactIOns costs The marketmg margm reflects transactlons costs paid by firms m the 
marketmg cham, but costs mcurred by consumers, farmers, government agencies or those external 
to the marketmg cham TIns can create analytical dtfficultles, because It IS pOSSible to sluft costs 
from one category to another For example, If an externahty becomes mternalIzed through a tax, 
that cost moves from the "external cost" category (not measured by marketmg margms) to 
"marketmg cost" category (mcluded m marketmg margms) TIns relatIOnshIp of transactIOns 
costs to marketmg margms IS slmtlar to that suggested m the New Palgrave 

"Transactlons costs face the mdlVldual trader In two forms, namely (1) as mputs ofms 
own resources, mcludmg time and (2) as margms between the buymg and the selhng pnce 
he finds for the same commodltv m the market It 

2 1 3 Marketmg Efficlencv 

''Market efficIency' as we wIll use the term here refers to the extent to whIch transactIons 
costs are at the muumum, or the degree to whIch transactIOns costs can be reduced Two 
addItIOnal strams of econOmICS lIterature are relevant here The "effiCIent markets" lIterature of 
finance defines markets as effiCIent when there IS an absence of arbitrage opportunIties - when 
there IS no pOSSibility of eammg a profit by buymg the commodtty In one market and selhng the 
commodlty m a second market In thIs context, market effiCIency requIres that pnvate 
transactIOns costs be mImmIzed - faIlure to mmmnze total pnvate transactIOns costs would create 
the opporturuty to make profits by a firm or collectIOn of firms that dId lllllllIIllZe costs Of 
course, the 1l1Ul1llllZatlOn of pnvate transactIons costs does not necessanly Imply that total (or 
SOCIal) transactlOns costs are mIDlm1Zed The second stram of lIterature that IS relevant IS the 
productlOn econOmICS hterature on effiCIenCY ThIs lIterature explICItly recogruzes the pOSSIbility 
that firms do not always perform at optImal levels The concepts oftms lIterature also apply to 
marketmg firms mcludmg those processmg firms and those proVldmg marketIng servtces such as 
storage transportatIon., and mformatIOn The relevant mSIghts from thts hterature are that the real 
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world may be charactenzed bv the eXIstence of persIstent arbItrage opportunmes (the frulure to 
mmmuze pnvate transactIOns costs) and that the SIZe of these IneffiCIencIes IS related to degree 
and mtensity of competItIon and expenence 

2.2 InstItutIOnal Impediments to EffiCient Marketing 

HaVIng chscussed transactions costs (and thetr relatIon to marketIng effiCIency), we now 
tum to the factors that mfluence these costs Those mclude the technology and the costs of mputs 
used by marketmg firms, but our focus will be on the ways m whIch mstrtutIonal arrangements 
mfluence transactlons and marketIng costs The "mstrtutIons" or ''mstltutIonal arrangments" of an 
economy are formal and mfonnal rules that govern or mfluence econoIDlc decISIOns 

The meanmg of the tenn IS perhaps best explamed by means of some examples Laws and 
government pohcles are mstitutIOns The orgamzatlon of governance and rules govemmg the 
behaVIOr of government OffiCIalS are mstitutIOnS RehglOus behefs and other SOCIal stnctures are 
mstItutIons The orgaruzatlOn of ownershIp and aSSIgnment of property nghts are mstItutIons 

What may not be clear at first glance IS how InStItutIOnS can affect transactlOns and 
marketmg costs It should be ObVIOUS that some mstItutIons (for example, government tax. 
pohcIes) drrectly mfluence costs ofmarketmg firms But frequently, InStItutIOns affect 
transactIons costs m more subtle ways For example, orthodox Juwsm fOrbIds travel and 
commerCIal actIVIty on the Sabbath If thIs proscnptlOn were WIdely practIced, marketmg firms 
rmght respond to thIs by bUIldmg extra storage capacIty for penshable commodItIes m order to 
store those commodItIes over the Sabbath 

Changes m mstItutions can have major Impacts on the structure of the marketmg cham.. as 
eXIstmg marketmg arrangements become supplanted by more effiCIent but dramatIcally dIfferent 
arrangements For example, repeal of the ZambIan law that forbade pnvate marketmg ot maIZe 
has led to huge growth m the number of small scale hanunenmlls 

As we examme the ways m whIch mstitutlons and mstltutlonal changes affect marketmg 
effiCIency and transactions costs, we WIll follow the model illustrated m the figure below 

Agam.. an example helps explrun these categones Costs of transport are an 
element oftransactlOns costs To trace the mStItutlOnal causes of hIgh transport costs, we mIght 
proceed as follows Why are transport costs hIgh? One reason rmght be poor roads TIns IS an 
ImmedIate, or "apparent" cause of the rugh transport costs (Other apparent causes mtght be an 
madequate truck fleet, poor rwoads, rugh energy costs) But why are roads poor? One reason 
rmght be that money allocated for road repatr IS wasted on roads WIth lIttle traffic TIus IS an 
"underIYmg" cause of the hIgh transport costs (Other reasons rmght be that Incompetent firms 
are contracted to undertake reprurs or that road funds are stolen) Why are road reprur funds 
mIs-spent? The fundamental mstitutIOnal causes are the admnustratlve rules and procedures that 
penrut or encourage corruptIon or mIsmanagement bv government employees 
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It should be clear from dllS example that the pathwavs of causatIon can be exceedIngly 
complIcated A smgle cost IS mav have a number of apparent causes Each apparent cause may 
have multIple underlvmg causes Each underlvmg cause mav have several mstitutional causes 
LikeWise a smgle mStItutlOn may affect many dIfferent aspects of transactIons costs 
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3. A Framework for Understanding the Importance of MarketIng 
EffiCiency: Impact ofPnvatIzatIon on Markets and Market 
PartIcipation 

One of the biggest concerns rmsed by government pohcymakers m our mtemews WIth 
them IS the Impact of pnvatlZatlon on fanners m remote areas As the government marketing 
system IS dIsmantled, It appears that fanners m remote areas have been the most severely affected 
these fanners may no longer be able to find a market outlet for theIr crops, or the fanners may 
choose not to partIClpate m markets because of the low pnces m these markets In tins sectIon, 
we develop a sunple conceptual model that exphCltly considers the extent of market pamClpanon 
by farmers The model demonstrates several mterestmg pomts first, It IS pOSSible to see, wrthm 
the context of the model, why pohcvmakers were attracted m the first place to programs that 
would mcrease the extent of market partICIpatIon second, the model demonstrates how the 
elunmatIon of pncmg polICIes would cause a contraCtIon m market partICIpatIOn m the short term, 
thIrd the model demonstrates how polICIes dIrected at unprovmg marketmg effiCIency can regaIn 
the lost market partICIpants and suggests some ways m whIch theses polICIes may be more cost 
effectIve than the pncmg polICIes 

3.1 Supply and Demand of Marketing Services 

In thIs stmphfied StylIstIC model ofmarketmg from the farmers perspective, we have spht 
up transactIons mto two categones The first category mcludes costs that are drlferent for each 
farmer such as transportatIon costs In the SImplIfied model presented here, we assume that there 
are two groups of farmers farmers m the penphery (far from the central market) pay hIgh costs 
to get theIr crops to market farmers near the center pay lower costs The second category of 
costs mcludes the costs that must be paId bv anyone who partICIpates m the market such as the 
costs of searchmg for a buYer or the costs of gradmg and mspectIon 

It IS on thIs second category -- the costs paId In the central market for each transaCtIon -­
that we WIll concentrate, by dlscussmg the lIkely shapes of aggregate supply and demand curves 
for marketmg servIces m the central market 

The demand curve answers the questIon how much are people wtlhng to pay In the 
central market to find a buyer, or to have theIr goods graded and Inspected? One group of 
farmers -- those near the center -- that are willmg to pay a relatIvely hIgh pnce to find a buyer, a 
second group offarmers -- those In the penpherv -- cannot afford to pay as much because It costs 
them more to transport the goods from the farm TIns creates a "demand for marketIng servIces" 
curve that has two steps The WIdth of each step In the demand curve IS determIned by how many 
farmers there are m each group 
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The supply curve answers the questIon If there are N transactIons -- Ifthere are N 
farmers partIclpanng m the central market -- what WIll the average costs per transactIon be? Here 
we conjecture that average costs per transactIon declme as the number oftransactlOns mcreases 
It IS easier to find a buyer or the cost of gradmg and mspectlon per urnt c .;clmes as the number of 
sellers mcreases (Formally, the supply curve IS represented by the average cost curve rather than 
the usual margmal cost curve because we assume there are no bamers to entry, wmch unphes that 
the natural monopohst prOVider of marketmg ServIces must earn zero profits) 

q 
D 

s 

N 

To reVIew the supply curve IS the (decItrung) average cost curve The demand curve has 
two steps at the cntIcallevels of q for the low transport cost and Ingh transport cost farmers 
The equilibnum pomt IS one at whIch there IS no lower pnce (q) at wInch quantIty demanded 
equals quantity supphed The producer of marketmg serVIces, at tIns pomt, IS eammg zero profit 
and thus not attractIng any entry -\s the picture IS drawn here, only the low transportatIon cost 
farmers partICipate m the market, there IS a substantIal group of farmers who are self-sufficIent 
and who choose not to partiCipate m the market 

3.2 Why Pan-TerritorIal PriCIng May Appear Attracttve lD Theory 

TIus conceptual model may prOVIde some mSIght mto the ratIonale for past government 
pncmg poitcles Sunply descnbed the programs In effect for marketmg of many agncultural 
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commodItIes In both ZambIa and Tanzarua pnor to 1990 were programs of government ownersiup 
of almost all aspects of the marketIng cham .\s such these programs could and dId establtsh farm 
level pnces Wlthout regard to underlYIng supply and demand condltlons A common aspect of the 
pncIng polICies was to establIsh "pan-terntonal" and "pan-seasonal" pnces a pnce that was the 
same for all areas of the country at all tImes dunng the year 

The figure below illustrates why a pan-terntonal pncmg scheme may have appeared ltke a 
reasonable optlon to poltcy makers After presentIng tins IdealIzed View of pan-temtonal pncmg, 
we will see some of the ways m whIch the real faIled to hve up to the Ideal 

q 

B 

c 

,/ D w/out gov't program 

D wIth gov't program 

urn 

New EqUlhbnum 

--- s 

M 

Without the government program. onlv farmers near the center partICipate m markets 
But pnces are such that the center farmers actuallv earn econOmIC profits thev are WIlling to pay 
more (the hIgh plateau on the old demand curve) than they are reqUIred to pay (q.) (Those 
econorruc profits are the sum of rectangles A plus B m the above figure) A pan-terntonal pncmg 
program illustrated here s11l1ultaneously reduces the pnce receIved by farmers m the center 
(movmg theIr WlllmgneSS to pay for marketIng servIces to a lower plateau) and Increases the pnce 
receIved by farmers In the penpherv (sluftIng theIr willmgness to pay for marketIng servIces to a 
hIgher plateau) In effect, the pncmg system illustrated here subSIdIzes the transportatIon of the 
farmers m the penpherv by taxmg the farmers m the center With that sluft m the demand for 
marketmg servIces curve, the equilibnum slnfts to a pomt where all farmer partICIpate m the 
market Because there are more partICIpants the volume of trades Increases, and the average cost 
and pnce per trade dechnes (because ofmcreasmg returns) In the new equilibnum, the center 
farmers lose rectangle A because of the lower commodIty pnces, but gam rectangle C because of 
the lower marketmg costs (As drawn rectangles A and C are apprmamatelv the same SIze, to 
Illustrate the case where farmers m the center are equallv well off '''Ith or WIthout the program ) 
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Farmers m the penphery have now changed from bemg non-particIpants to partIcipants They 
prefer the program (earnmg profits equal to rectangle D) In addttIo~ smce the government 15 m 
effect taxmg the commodIty pnce m the center and subsl(hzmg It m the penphery, It IS possIble 
that the government can run thIs program at no net cost (or perhaps even earn a profit) The 
zero cost optIon IS illustrated m the above by makmg the area of rectangle A (the sIZe ofthe tax 
on farmers m the center) equal to the area of rectangle D (the SlZe of the subSidy to farmers m the 
penphery) 

3.3 Why Pan-TerntonaI Pncing Failed in Practice 

Thts scenano illustrates why pan-temtonal pncmg programs rmght appear to be an 
attractIve program If the program could be operated as descnbed above, It would be a program 
WIth no losers, and a program whIch benefits the farmers m the penphery whIle mducmg those 
farmers to participate m the market As put mto practIce, however, the pan-terntonal pncmg 
programs dId not work lIke the Ideal descnbed m the above figure There appear to be two 
dIfficulties - one polItIcal and one econOIDlC -- mherent m puttIng the theory mto practIce 

The polItical dIfficulty lIes m convmcmg farmers m the center that they will not be 
slgruficandy harmed by a pan-temtonal pncmg polIcv that reduces the pnce those farmers 
receIved In order to get these farmers to support the pan-terntonal pncmg polIcv, the temptatIon 
for polIcv makers IS to set the pnce level at the pnce received prevIously (before the polIcv) That 
IS illustrated here 

q \ 

c 

D w/out gOY t program 

E 

D WIth gOY t program 

New Eqwhbnum ..--
s 

M 

Here the costs to the government are area D + E -- there are no offsettmg revenues from 
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farmers In the center TIns IS consIstent WIth the observed expenence programs tended to be 
qUIte costly, reqwnng slgruficant government subsidIes Of course, the costs to the government 
are (at least partIally) offset by gams to farmers Fanners In the penpherv gam area D (the 
difference between the fanners' wtlhngness to pay and the pnce they are reqwred to pay tunes the 
number oftransactlons) In addttton, farmers m the center gam (area C) because the of the 
reduced pnce for marketIng sernces If the government could recover some or all of the area C -
- for example by estabhshmg a pan-terntonal pnce ~ the prevIOusly eXlStmg pnce level - It 
could aciueve the exp8DS1on of the market mto the penphery at a lower net cost to the 
government - - perhaps (tfC > D+E) at no net cost to the government However, m practIce, for 
pohttcal reasons, governments have been reluctant to set pan-temtonal pnce at lower than 
currently prevailing pnce It IS t1ns "pohncal dtfficulty" that explams m part why the pan­
temtonal pncmg programs have been such a dram on the budget of the national government 

The econOII1lC difficulty In aciuevmg the Ideal presented earher IS that the lack of 
competitiveness m the marketmg cham mav Increase marketmg costs and shtft the supply curve 
for marketmg sernces up and to the nght Tlus IS Illustrated In the next figure 

D W/out gov't program 

q 

A+B 

c 

M 

As drawn, the IneffiCienCies In the government proVISIon of marketmg serVIces (S. rather 
than S,) elIrrunate the potentIal gam from reahzmg greater econonues ofslZe In tills figure the 
average cost and pnce of marketmg serVIces remams the same WIth the program or WIthout the 
program (Of course It IS pOSSIble that the outward shIft m the supply curve IS so great that the 
average cost IS actuallv greater under the government program than WIthOut) In the pIcture 
above farmers In the center are not affected bv the program commodIty pnces and wtllmgness to 
pay are the same WIth and Without the program and the costs of marketmg serVIces are the same 
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WIth and WIthout the program Although the program does Improve the econOIDlC well-bemg of 
farmers In the penphery, the cost to the government (D+E) exceed the gams to fanners In the 
penphery (D) TIns illustrates how the pan-temtonal pncmg program as actually Implemented 
not only may fatl to achIeve the Ideal enVIsIOned In the above analYSIS, but also may result In a 
program that IS expensIve to the government and relatIvely IneffectIve In aSSIstIng fanners 

3.4 The Impact of Eliminating Pan-Territonal Pricmg 

The above analYSIS also predIcts the kInds of responses we IDlght expect to ehnunatton of 
the pan-temtonal pncmg programs InrtIally, ei1JrnnatJon will ehmmate market partlClpatlon by 
farmers m the penpbery This, m and of Itself: rmes marketmg costs to remammg market 
partICIpants, as we move up the average cost curve Over ttme, pnvate sector partlC1patton wtll 
lead to mcreased levels of competition that shIfts the average cost curve down to ItS competttIve 
rmrumum pOSItIOn After the adjustment the "old eqwhbnumll conditIOn m the above pIcture 
WIll be the final restmg pomt 

3.5 Marketmg EffiCienCies as an AlternatIve to Pncmg Pohcles 

The conceptual model also illustrates why we should be concerned WIth market effiCIency, 
and why programs that Improve market effiCIenCY may accomphsh some of the same objectives as 
the preVIous pncmg polICIes An Improvement m marketmg efficIencv IS an alternative way of 
persuadmg penpherv farmers to partICIpate In the market -- WIth the resultIng drop In average 
marketIng costs Improvements In marketmg effiCIency enter Into the above model In two ways 
reductIons In the fixed costs of marketIng, or reductIOns In the farmer specIfic marketIng costs, 
espeCIally for non-partIcipatmg farmers 

Improvements In marketmg efficIencv In the central market - for example through a more 
cost effective InSpectIon and gradmg systeffi- or through reductIons In the processmg costs - wtll 
sluft the supply ofmarketmg servIces down and to the left (from S, to S) In the figure below 
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q 
D 

A 

EquIlibrIum 2 S 2 

N 
In thts IllustratlOIl, a very small shtft In the supply curve, from S. to S, has a dramatIc 

lmpact In market pamcipatlon The slIght change causes all former non-partICIpants to 
partIcIpate In the market TIns bnngs down average costs of proVldmg marketmg servtces and 
thus prOVIdes an e'Cternal benefit to the fanners who were already partICIpatmg 'lotlce the 
dIfference between reductIons In q attrIbutable to tmprovements m marketmg efficIency 
(lllustrated by the small downward shtft In the supply curve and the movement from eqw.hbnum 1 
to pomt A) and the reducttons m q attnbutable to greater realIzatIon of econorrues of SIze m 
marketmg (illustrated by the much larger movement along the new supply curve from pomt A to 
equilibnum 2) 

Improvements m marketmg efficIency that reduce the farmer specIfic marketmg costs - for 
example, tmprovements In roads, greater competltlOn m transportatloIl, better telephone or racho 
commurucatIons - are illustrated m the figure below TIns figure illustrates the case where the 
marketmg efficIencv gamed reduces only the '1ransportatIon ' costs born by farmers m the 
penpherv 
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q 

s 

N 
T 

rus reductIOn In costs of transportIng the product from the penpherv to the market Increases the 
amount that farmers In the penpherv are wtllmg to pay for marketIng servtces In the center 
market Here agam. a small sluft In wtllmgness to pay for marketIng servtces from D, to D causes 
a large sluft In eqwlibnum from E, to E The dIrect Impact of a pohcv to encourage non­
partIcIpants to partICIpate IS of course to Increase the utility of the program reCIpIents But the 
indIrect Impact ofredQced transactIons costs for preVIOUS partICIpants may actually dwarf the 
drrect Impact 

3.6 Types of Pohcles that Encourage Market ParticipatIOn 

A fundamental tenet of current dunkIng on appropnate government polICIes In developmg 
economIes IS "Increasmg dependence on competItIve markets" In applYIng tlns tenet to 
agncultural households markets, and pohcles two polIcy lessons are commonly drawn (I) 
pohcles should encourage partICIpatIOn In markets (11) pohcles should not Interfere WIth the pnce 
settIng mecharusm of markets The recent expenence In agncultural commodIty market 
lIberalIzatIOn In Sub-Saharan Afuca mIght lead one to belIeve that these two tenets are 
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fundamentally at odds WIth each other - elurunatlOn of the government mterference m the markets 
may frequently have the unmedlate Impact of discouragmg market partIC1pation The model 
above suggests that there are pohcv mterventions that can encourage market partICIpatIon WIthout 
mterfenng wIth the pnce settIng mechamsm of the market Those pohcv mterventlOns are ones 
that reduce marketmg costs by tmprovmg the mstItutIonal framework WithIn winch marketIng 
occurs TIns illustrates why we should be concerned With marketmg effiClency Improvements m 
marketmg effiClency may be able to accomphsh some of the same thIngs that were prevlOusly 
done by the pan-temtonal pncmg system, and accomphsh them at much lower cost to the 
government and the SOClety as a whole 
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PART II 

Marketing of Cotton and MaIZe In Zambia and Tanzania 

The next chapters will analyze the unpact of1iberahzat1on on maIZe and cotton marketmg aud 
market partlCIpatlon m Zambta and Tanzama The chapters will address the questtons~ to what extent 
the pnvate sector has filled the vacuum left by retreatIng government programs, and what kiDd of 
lDStrtutlonal unpedunents may constraIn further parttClpatlon of the pnvate sector? Spectfically, the 
effiCIency of prevailing marketIng structures will be assessed by estimatIng transactIons costs and 
Identtfymg the mstrtutlonal factors behInd these costs 

4. Data Collection 

Both pnrnary and secondaIy sources of data were used to assess the marketmg of cotton and 
II131Ze m Zambia and Tanzarua SecondaIy data was obtamed from government numstnes, statIstical 
records, and other reports Pnmary data was collected by surveymg the marketmg chaIns for maJ.Ze 
and cotton from the farmgate to the consumer TIns data was collected m two ways first, structured 
Intervtews were conducted m June 1997 In each country to ehcIt Informatlon from processors (large­
scale matze rmlls, hammer mills, gmnenes), manufacturers (textIle and spmnmg mills), large-scale 
traders and brokers, and cooperatlves Second. a sample offarmers was surveyed m July 1997 The 
sample offarmers was constructed In each country as follows 

41 Zambia 

In Zambia 88 matze farmers and 68 cotton farmers were surveved m July 1997 

The survey WCl$ conducted m Mumbwa dIstnct of Central provmce and Petauke illstnct of 
Eastern proVInce Both dIstncts are major cotton and matze producers m theIr respectIve provmces 
Central proVInce IS a Ime-of-ratl proVInce close to Copperbelt markets With faIrly good transportation 
mfrastructure By contrast, Eastern proVInce IS remote from major markets and Its transportatlon 
mfrastructure IS poor relative to Central proVInce 

Villages for the sample were selected. takmg mto account the dtstance from town market and 
the state of road Infrastructure The vtllages covered m each dlstnct were as follows 
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Dlstnct VIlla2es 

Mumbwa Moono 
MumbwaBoma 
Haamaundu 
Chibtla Nu"lculturaJ Camp 

Petauke Cbtokanda 
Mwaulula1a 
North Nyamphande (settlement scheme) 
Mpande 
Petauke Boma (market place) 
Mumbt 
Mwantawanthu 

42 Tanzama 

In Tanzarua, the cIustenng technIque was used to amve at the appropnate sample deSIgn 
Cluster samples ofa mmnnurn of three vtllages were chosen from three major crop growmg dIstrIcts 
m a major crop grOWIng area From each cluster village an average of 15 households were 
mtervtewed In addttIo~ In the case of cotton. fanners and traders were mtervtewed at marketIng 
centers and statIons 

139 maIZe farmers and 23 maIZe traders were surveyed In Tanzama In July 1997 The survey 
was earned out In Innga, one of the major maJZe growmg areas The maJZe survey covered the 
follOWIng dlstncts and VIllages 

Dlstnct Vdla2es 

InngaRural llula 
Tagamenda 
Ifunda 

Mufindl Ifwagt 
Luganga 
NYalolo 

NJombe Nyombo 
Ramadharu 
MtwanlZo 
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Further, 120 cotton farmers and 16 cotton traders were Intervtewed In the Mwanza region 
The cotton survey was earned out In the followmg dIstncts and villages 

Dutnct Vdla2es 

Magu Yitwumla 
Masanza-One 
ltumbili 

Kwunba Kllyaboya 
NgI.!du 

Mtsungm MiSasi 
Manawa 

Mwanza MuruclOahtv Nvakato 

Semzerema Tabaruka 

The purpose of these small surveys of farmers and traders was to proVIde any an mwcatton 
of marketmg arrangements and problems farmers and traders face -- specIfically In the areas where 
they were conducted By no means do they proVIde a comprehenstve assessment of maIZe and cotton 
marketmg m ZambIa and Tanzarua the sample sIZes are too small 

The results of these surveys will not be presented systematIcally In thIs report--to save the 
reader from the boredom Instead some key results WIll be lughhghted where appropnate 
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5. Marketing of MaIZe 10 Zambia 

TIns chapter analyzes the tmpact of hberaitzatIOn on m31Ze marketmg m Zambia changes 
m the structure and efficlencv of m31Ze marketmg and the magmtude and causes of transact10ns 
costs It will be shown that the pnvate sector has responded VIgorously to hberahzatIon the 
marketIng of llUllZe IS today prunanly earned out by pnvate traders m Zambia The results also 
mdIcate that the efficiency of rrull-to-retaJler marketmg of II13lZe--that takes place pnmanly wrthm 
cIties-has mcreased smce hberahzatIon However, the effiCIency offarm-to-wholesaler 
marketmg-that mvolves mOVIng II13lZe between CItIes-seems to have decreased Some of the 
maIn causes for tlus meffiClency--and hIgh transactIons costs-are found to be madequate 
transportation mfrastructure, madequate access to mformatIon, weak contract enforcement, and 
lack of access to on-farm storage, credit, and mputs 

5.1 InstItutIOnal Structures and MarketIng Arrangements 

M31Ze IS the staple food as well as a major cash crop m Zambia It IS used as an mput m 
the beer brewmg mdustry and m the production of stockfeeds for poultry, beef and daIry cattle, 
and pigs In 1996, about 62 percent of the cultivated area m Zambia was planted m II13lZe 
(Mtmstry of Agnculture, Food, and Flshenes 1997) TIns donunance ofm31Ze IS to a large extent 
the result of preVIous government polICIes whIch encouraged production of matze throughout 
Zambia at the expense of other crops, as Will be dIscussed below 

About half of the matze produced m Zambia IS grown by small-scale farmers who cultIvate 
on average two hectares ofmatze each (Mtrustry of Agnculture Food, and Flshenes 1997) The 
rest IS grown by large-scale farmers Accordmg to the Mtrustrv of Agnculture, Food, and 
Flshenes matze accounted for about 95 percent of agncultural crop sales of small-scale farmers 
and 38 percent of the large-scale farmers m the 1980s 

M3.1Ze IS grown throughout the country, except m some exceptIOnally wet, dry, or InfertIle 
regIons The pnnciple m31Ze growmg areas are Central, Southern, and Eastern proVInces M31Ze 
In ZambIa IS ramfed F erttltzers are commonly applIed, m particular by large-scale matze farmers 

5 1 1 Background to LiberalizatIOn 

UntIl 1995 the marketmg of maIZe m ZambIa was controlled by the government through 
marketmg boards Government controls on maIZe marketmg were Irutlated m 1936 by the M31Ze 
Control Ordmance No 20 of 1935 (Musona 1997) ThIs Ordmance proVIded the MaIZe Control 
Board WIth the responslbIhty of managmg maIZe marketmg The MaIZe Control Board was 
coordmatmg the maIZe marketmg untt! 1957, when It was replaced by the Gram Marketmg Board 
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TIns board was however, soon dIssolved 

In the nud 1960s the NatIOnal Agncultural Marketmg Board (NAMB) was estabhshed to 
handle agncultural marketmg, mcludmg the marketmg of maIZe It was charged WIth the tasks of 
handlmg and procurement of agrIcultural crops, buymg and selling of fruIts and vegetables, buymg 
and selhng of fertthzers, seeds, pesticIdes, and ox-drawn unplements, and managmg strategic 
reserves of nwze 

The government set the pnce of DWZe at drl:ferent stages m the marketmg cham. 
government announced producer pnces at winch NAMB procured lD8IZe from farmers, and mto­
mill pnces at winch NAMB sold the procured IJUUZe to mills These pnces were pan-temtonal 
and pan-seasonal 

These post-mdependence (1964) agncultural pohCIes auned to mcrease domesnc tnalZe 
productIOn m order to supply the denselv-populated urban mmmg areas WIth mexpenSlVe maIZe 
meal (Howard and Mungoma 1995) Another aun was to reduce rehance on European 
commerCIal farmers settled m ZambIa by mcreasmg the partiCIpatiOn of Afhcan farmers, as well as 
to tmprove regIonal eqwty by mcreasmg market mvolvement of farmers m remote, less 
agnculturally advanced proVInces As It turned out, these objectIves were pursued at a lugh cost 

In 1977, due to Its heavy operatmg losses, NAMB was reorganIZed and other parastatals 
were formed to take care of the marketmg of cotton, muts and vegetables The large SIZe of 
NAMB had proved very dIfficult to manage -\1so, NAMB was often unable to cover Its costs 
WIth Its revenues--the margm between the fixed procurement and sellmg pnce was not WIde 
enough to cover the cost ofNAMB operations These factors led to mcreasmg governmental 
SubSIdIes To unprove the SItuatiOn, the marketmg of cotton, fhuts, and vegetables was 
transferred to other parastatals 

The role ofNAMB was also reduced m maIZe marketmg PrOVInCIal cooperatIve UnIons 
were formed m Luapula. Lusaka, North Western, Copperbelt, and Western proVInces where no 
cooperatives eXIsted, to handle the marketIng of the crop and the dlstnbutIon of mputs to farmers 
The prOVInCial cooperatIve uruons took over most of the assets and habIhtles ofNAMB m these 
areas The provmCIal storage centers remamed however, under the control ofNAMB NAMB 
also contmued to purchase surplus maIZe from the maIZe surplus provmces (Central, Eastern, 
Northern, and Southern) for sale to maIZe defiCIt areas In additIon, NAMB managed and 
procured maIZe for the NatIonal MaIZe Strategic Reserves and Imported and exported maIZe when 
needed 

In 1989, a new NatIonal Agncultural Marketmg Act was passed whIch dIssolved NAMB 
and made the ZambIa CooperatIve FederatIon (ZCF) responsIble for maIZe marketmg and the 
mamtenance of the NatIonal MaIZe Strategic Reserves The NItrogen Chenucals of ZambIa was m 
tum charged WIth fertIhzer productIOn, ImportatIon. and dlstnhution 
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CooperatIves uruons Instead of beIng vIewed as fanners' assocIatIOns, were generally 
perceIved to be part of the government In Zambia CooperatIves uruons were largely financed and 
used as Instruments of government polIcv (Mnustry of Agnculture, Food, and Flshenes 1995) 
Further, the management of the cooperative movement was weak The government financed the 
operatIon of cooperatIves regardless of theIr performance, whtch did not prOVIde any mcenttve for 
the cooperatIve management to Improve the effiCIency of operatIons Excess staffWlthm 
cooperatIves was common The neghgent adnumstratIon and controlled to the Widespread 
Intsuse ofcooperanve funds and assets (Mimstry of Agnculture, Food, and Flshenes 1995) As a 
consequence, crop and mput marketIng actlVItIes were lughly meffectIve and meffi.C1ent As the 
report prepared by the Government of the Repubhc ofZambta et al (1994) states 

"The bUYing and storage system lent Itself to corruption and mIsmanagement on a grand 
scale UnderweIght bags were the norm In rural mmze bUYing-wIth the average bag 
mIsSIng about 10 percent of ItS nomInal contents Many crop receIpts were fraudulently 
Issued A high percentage of stored marze tended to rot (due to water mgress and lack of 
ventzlatlOn) or to be eaten by weeVIls (due to lack of fumIgation m storage) The problem 
was not pnnclpal/v one of technzcal know-how, but of dzsclplme and accountabzlrty " 

Under tlns system maIZe was hauled over long dIstances to a parastatal nnll, and then the 
processed maJZe meal was hauled back once more over the same dIstance at the expense of the 
government TIns system was m place until the lIberalIzauon of maJZe marketIng m 1995 

5.1 2 LIberalizatIon of MaIZe MarketIng 

In 1995, the government passed the Food Reserves Act whtch removed the monopoly of 
maJZe marketmg from ZCF and lIberalIzed the maJZe trade PartICIpatIOn m maIZe tradmg was 
made open, proVIded partICIpants regtstered WIth the Food Secuntv DIVISIOn of the !-.1m.tstrv of 
Agnculture TIns applIed to foreIgn trade In maJZe as well The controlled producer and mto-mill 
pnces were abolIshed and the mput market was lIberalIzed 

What was the response of the pnvate sector to these changes? How dId the marketmg 
structure change? These questIons WIll be answered m the next sectIon 

5.1 3 Impact of LIberalIzation on MaIZe MarketIng Structure 

Pnvate sector response to the hberahzatlon of mmze marketmg has been overwhelmmg 
Marketmg of mmze In ZambIa today IS conducted pnmanlv by pnvate traders 

MaIZe farmers m ZambIa can be claSSIfied mto two groups large-scale fanners and small­
scale farmers The small-scale farmers donunate the maJZe marketmg m the countrY 

25 



Is There Life After Llberahzatlon? Transactions Costs AnaJvslS a/MaIZe and Cotton Marutmg m ZambUl and TanzanUl 

There are about 400-500 large-scale ID3.1Ze farms m ZambIa (The Government of the 
Repubhc of ZambIa et al 1994) These farms are eIther corporately or mcitVldually owned and 
they are located along the ratlway lme that runs from LIVIngstone through Lusaka to the 
Copperbelt The average SIZe of these farms IS about 200 hectares and they commonly employ 
modem famung technologtes Unhke the small-scale farmers, these farmers are financmg theu­
oPerations through credrt from commerCIal banks They do not necessanly grow tnalZe every 
year they SWItch m and out of lIWZe dependmg on producer pnces of maJZe and other crops 
The nuuze grown on these farms IS either exported or sold dIrectly to large-scale mills or to large­
scale traders (winch then sell It to a mill) 

In addrtlon to large-scale farmers, there are about 400,000 small-scale farmers which 
produce the bulk of lIl31Ze m Zambia These farmers can be further classified mto two categones 
farmers that use oxen for culnvatton and fanners that use hand hoes The average farm SIZe for 
cultIvators that use oxen IS about two hectares whtle for cultIvators that use hand hoes It IS only 
about 05 hectares TYPICallV, all of these farmers lack access to credtt 

Pnvate traders are the prunarv m3.1Ze buyers from farmers At least three types of pnvate 
traders can be Idennfied large-scale, medIum-scale, and small-scale traders 

Large-scale traders are buymg and handlmg large volumes of m3.1Ze These traders are 
eIther multmatlOnal tradmg comparues or large-scale domestIc comparues whIch own transport 
facilitIes These traders commonly collect m3.1Ze dIrectly from farmers--pnmanly from the large­
scale ones-- but some traders have collectIon pomts m rural areas where farmers dehver therr 
crops Payment IS usually made on short-term credit basIS, and some of these traders also 
exchange fertthzer for part or all of the matze purchased The m3.1Ze collected by these traders IS 
typIcally sold to large-scale mills 

MedIum-scale traders operate as ffilddle-men WIth small workmg capital They buv small 
amounts of maJ.Ze from several fanners--pnmanlv small-scale farmers--assemble the purchased 
ma.t.ze, and then transport and sell the collected matze eIther to hammer mills or to large-scale 
mills These traders typIcally own trucks which allow them to operate as collectors/transporters of 
rruuze 

Small-scale traders buy m3.1Ze m small amounts drrectlv from small-scale farmers m rural 
areas and typIcally sell It m the local pubhc market :\1ost of these traders sell the m3.1Ze drrectly 
to consumers, though some of them sell It to retatlers or hammer mills operatmg m the local 
market These traders typiCallV operate only WIthm the local markets Traders eIther pIck the 
maJ.Ze up from the farm gate and transport It by therr own or hIred ox-cart or bIcycle to the local 
market, or farmers dehver theIr maJ.Ze to a fixed delIvery pomt m the village Payment to a fanner 
IS made eIther m cash or m kmd Farmers themselves often operate as small-scale traders and sell 
theIr crop m the local market to consumers 
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Most of the maIZe farmers surveyed In ZambIa sold theIr crop to a trader who eIther came 
to the vIllage or met the farmer at the local market depot As FIgure 1 illustrates, 68 percent of 
the respondents sold therr maIZe to a trader who bought malze at the farm or VIllage level, wtule 
19 percent sold It drrectiy to a consumer Only four percent sold to hammer mills and one percent 
to large commercIal mills Forty-three percent of all these transactlOns were carned out at the 
farm--that IS, the trader came to the farm to buy nuuze--and 30 percent at the local market depot 
The rest of the transacttons took place m a nearby town market (16 percent) or at the buyer's 
place of bus mess such as a storage facility or a mill (11 percent) Figure 2 depicts transactton 
locatIOn percentages The maJonty of surveyed farmers were small-scale farmers 44 percent 
grew less than two hectares of nuuze, 22 percent grew 2- 4 hectares, and only SIX percent 
cultIvated more than ten hectares as IS shown m Figure 3 Further, many of the farmers had farms 
that were qwte dIstant from the markets as Figure 4 mdIcates 27 percent offarmers reported that 
the closest market IS 6-8 km away, 23 percent SaId the dIstance IS over 8 km, and only 22 percent 
stated that the closest market IS less than 2 km away 

FIgure 1 Farmers m Zambia Sold MaIZe To 

ca..m.r (19 00%) 

(6aOO%1 
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Currently there are no officIal qualtty controls on maIZe The cntlcal qualttv attnbute of 
maIZe IS the mOIsture content whIch rrulls requrre to be about 12 percent The mOIsture content IS 
a "hIdden value" It cannot be assessed WIthout a mOIsture meter Farmers, ill partIcular the small­
scale farmers, tYPICally do not own a meter and therefore are forced to rely on the trader's qualttv 
assessment In the event of a dIspute there IS no mdependent gradmg and InSpectlOn agency that 
could assIst eIther party ~metv-seven percent of the surveved farmers reponed that the qualttv 
of maIZe was determmed bv the buyer However, farmers mdlcated that the qUalltv of maIZe often 
dId not affect the pnce 60 percent of mtefVlewed farmers srud that the quahtv of maIZe dId not 
mfluence the pnce they receIved 

Large-scale maIZe nulls buy maIZe from large- and medIUm-scale traders as well as 
drrectly from large-scale farmers Also, the Food Reserve Agency wInch mamtams strategtc food 
reserves for food secuntv purposes sells maIZe that It buys on tender from traders on tender to 
mIllers Traders transpon the maIZe to the null where a representatIve of the mill mspects Its 
qualtty and negotIates the pnce If the mruze does not meet the mill's qualtty standards, the mill 
e1ther offers a lower pnce or rejects the crop 

Large-scale mills sell the produced mruze meal pnmanly to retailers rn CIty and town 
markets who wIll rn tum sell It to consumers SIde products of rrullmg are sold to manufacturers 
of other mruze products such as stockfeeds Most of the large-scale mIlls are m Lusaka and 
Copperbelt proVInce In 1996, mills In Lusaka accounted for 50 percent of all mIll productlOn rn 
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ZambIa (Muustry of Agncuiture, Food, and Flshenes 1996) 

Smce 1991 there has been a substantIal declme m large-scale millmg of maIZe and the 
demand for matze meal has become seasonal Accordmg to the Mnnstry of Agncuiture, thIs 
declme has been caused by a fall In real mcomes and to some extent by the emergence of 
altemattve crops m rural areas, and mcreased demand for wheat products m urban areas (Mimstry 
of Agncu1ture, Food, and Flshenes 1996) The demand for malZe meal nowadays has a clear 
seasonal pattern. demand IS at Its lowest between Apnl and September when malZe IS abundant m 
rural areas, and mcreases from September to January when the avadabdtty ofnwze gram dechnes 
Another contnbutor to the declme m large-scale lIWZe millmg has been the expansion of small 
hammer mills throughout the country 

In recent years hammer mills have profihterated m Zambia In 1990 there were about 
2,200 hammer mills m Zambta In 1995, the number of hammer mills was esttmated to be about 
6,000, and they were estimated to process about 70 percent of maIZe m the country (Mmtstry of 
Agnculture, Food, and Ftshenes 1996) Hammer mills emerged as a response to the unrelIability 
of matze meal supphes through the parastatal marketIng system Also, these nulls process m31Ze 
at a low cost After the hberahzatIon the rehance on hammer mills has contInued. If not mcreased 
Accordmg to the Mnustry of Agnculture (1996), large-scale nulls perceIve hammer nulls as 
senous competItors These hammer nulls sell rrullmg servtces to consumers--that IS, they process 
the matze that consumers bnng m for a fee--or they buy matze from small-and medium-scale 
traders, mill It, and then sell the matze meal to consumers 

Figure 5 summanzes the mam marketIng channels for matze from the farmer to the 
consumer For StmplIClty, foreign trade In matze IS Ignored In the graph 
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Given tlus new marketmg structrure what unpact has lIberailzatIOn had on maIZe 
productIon and pnces? The next sectIOn wIll shed ltght on that questIOn 

5 1.4 Impact of LiberalIzatIOn on MaIZe Production and Pnces 

The production of rruuze m ZambIa has Increased Since the ltberalIzatIon In 1995 Tlus 
Increase In productlOn IS explamed by a Jump In the area planted In rruuze back to 1994 level and 
by an Increase In rruuze Yields MaIZe sales have also mcreased In the past years FIgures 6, 7, 8, 
and 9 depIct the productIo~ the area planted In maIZe, and average maIZe Yield per hectare In 

ZambIa, and maIZe sales In 1981-1996 However, the share of area planted m maIZe, In the total 
area under agnculture In ZambIa has decreased durmg the same tIme penod 

Figure 6 Maize Production In Zambia In 90 kg Bags 1980-
1996 
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Figure 7 Area under Maize Production In Zambia In Hectares 
1980-1996 
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Figure 8 Maize Sales In Zambia In 90 kg Bags 1980-1996 
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Figure 9 Average Maize Yields per Hectare," 90 kg Bags," Zambia, 
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MaIZe producer pnces (expressed m nommal Kwacha per 90 kg bag) rose from Kw 5,000 
m 1993 to Kw 7,000 m 1994, to Kw 9,000 m 1995, and to Kw 12,000 m 1996 An average of 
pnces receIved for sales m June and July of 1997 was Kw 110 per kg or Kw 9,900 per 90 kg bag 

How efficIent IS the current marketmg structure? The next sectIon wtll explore the 
effiCIency of ZambIan maIZe markets bv analvzmg the marketmg margms 

5 2 EffiCiency of MaIZe Marketmg: EVidence About Marketmg Margms 

Tlus sectlon exammes the marketmg margms m ZambIan maIZe markets m order to assess the 
effiCIency of current marketmg arrangements and the magrutude of transactlOns costs It WIll be 
shown that smce hberaltzatlOn mtll-to-retatl marketmg of maIZe WIthm CItIes has become more 
effiCIent transactlOns costs have decreased m tlus segment ofthe marketmg cham However, there 
IS a need to unprove effiCIency offarm-to-wholesaler marketmg of maIZe between CItles transactlOns 
costs between CItIes appear to have mcreased m the past vears 

Two sources of mforrnation are used to assess the magrutude of marketmg costs m mruze 
marketmg First, the mtervtews and surveys carned out gIve an mdlcatlOn of mefficlencles m the 
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marketmg cham Second, government pnce data prOVIde some eVIdence about marketmg margms 
for matze over tune and between cities 

DetaJled mformatlon on matze pnces was obtamed from the Zambian Muustry of Agnculture, 
Food and Flshenes (MAFF) The data obtaIned mclude pnces for nme cltles for the follOWIng pnce 
senes 
• 
• 
• 
• 
• 

meal 

wholesale pnces for malZe m 90 kg bags at pubhc markets 
retaIl pnces for malZe m 15 kg bags at pubhc markets 
mto-mill pnces for malZe m 90 kg bags 
retaIl pnces for breakfast meal m 25 kg bags 
retaIl pnces for roller meal m 25 kg bags 

In analyzmg thts data, breakfast meal pnces are used as mdlcatlve of retml pnces for mealy­
--\s Flgure 10 shows the breakfast meal and roller meal pnces senes are strongly correlated 

FIgure 10 Roller meal and Breakfast meal prtces m Lusaka 
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Fll'St, trends m marketmg margms WIthIn a CIty over tIme are exammed One mtght expect 
to see a downward trend m marketmg margms especIally In the penod unmedlately follOWIng 
pnvatI.ZatIOn, as the free enterpnse system learns about and takes advantage of new profit makmg 
opporturutles Such a trend, If found, would mdIcate that competItIve pressures and learmng-by­
domg were mcreasmg the efficiency of the marketmg cham over tune 

Two measures for Wlthm City marketmg margms are used 

1 The reta1l pnce for nuuze at pubhc markets mmus the wholesale pnce for nwze at pubhc 
markets measures the spread needed to cover marketIng costs at pubhc markets 

2 The breakfast meal pnce mInUS the mto-mill pnce measures the spread needed to cover 
mdlmg and marketIng costs of mealy meal produced at large roller mills 

Monthlv average pnces, adjUsted for mflatIOn (usmg the consumer pnce mdex m 1994 Kwacha), are 
used m the calculatIon These two measures are plotted m FIgures 11 and 12 

36 



Is There Life After LlberaJlZalwn'l Transacllons Costs Ana/vslS of MaIZe and Cotton Marlumng In Zambl 

70 

60 

50 

40 

30 

20 

10 

o 

10 

-20 

Figure 11 Zambia Difference between Retail and Wholesale 
prices for Maize 10 Public Markets (Real prices per kg) 
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As FIgures 11 and 12 show, both measures of WithIn City marketmg margms show a 
downward trend over time (except for the flat trend m 6-Clty average for the drlference between 
breakfast meal and mto-mill pnce) Tlus IS mdIcative of reductIOns m a certaIn category of 
transactIons costs those costs assocIated wIth marketmg WithIn a CIty These costs mclude nulhng 
costs, retaJhng costs, storage costs, and costs assocIated With gathermg mformatlon about prevailing 
pnces m that CIty TIns dechne m real margms, folloWIng as It does the pnvattzatlon of the uwze 
markets, suggests that the pnvate sector has made progress m reducmg marketmg costs as market 
partICIpants become more familiar WIth each other and the particular detalls of the evolvmg pnvate 
trade, and as those partlCIpants are forced by competrtIon to seek out effiCIenCIes 

There 1S addrtlonal evtdence that the mill-to-retaIl margm:s have been lower smce pnvatlZatlon 
Jayne et al (1995) report dechnes m real mealy meal pnces dunng the penod ofpnvatJzatton They 
conclude that for countnes mcludmg ZambIa, "rmll-to-retaIl marketmg margms appear to have fallen 
smce the major aspects of the reforms were mttlated " I 

Nattonal average movements m marketIng margms before and after pnvltlzatlon are also 
compared to assess further the Impact of hberaitzatIOn on marketmg efficIency To construct thts 
companson, data on farm maIZe pnces, retatl mealv-meal pnces (average of June and December 
pnces, weIghted 60% roller meal and 40% breakfast meal), and government data on total quantity 
sold for years 1985-1990, and 1996 are used 2 In addItIOn, the fann pnce and the retatl pnce used 
for 1997 are obtamed through the survev and mtervtews, and data on maIZe SubSIdIes IS from 
Mwanaumo, Preckel and Fams (1994) 3 The results oftrus exerCIse are shown m the Table 1 

I Jayne et al "Trends In Real Food Pnces In SLX sub-Saharan Afncan Countnes FSn Pohc, 
SvntheslS No 2 Mlcblgan State Uruversltv October 1995 Internet address 

2Data on total quantltv of mlUZe sold lS obtamed from Agncultural StatlStlcs Bulletm (AFF Lusaka. 
Februarv 1997) 

~wanaumo A Preckel P and F ams P \-1otlVatlon for Marketmg S, stem Reform for the Zambian 
MlUZe \.1arket ' J International Food and AgrIbusmess Marketmg. 1994 pp 29-49 
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Table 1 Cost of Zambian MaIZe Subsidies and Effect on Farm Pnces 

Year RetadPnce Subsidy FarmPnce Farm Pnce as 
Kw/kg Kw/kg Kw/kg % of Retad 

+ Subsidy 

1985 0592 0210603 0314667 0392058 

1986 0696 0738378 0611111 0426046 

1987 0696 0972483 0866667 0519434 

1988 1348 1 047366 0888889 0371087 

1989 3036 1 300079 12 0276748 

1990 588 658085 3 157778 0253416 

after 
pnvatlZatlOn 

1996 276 0 133 3333 0483092 

Table 1 mdIcates that up to 1990, the marketmg of maJZe was becommg mcreasmgly 
mefficlent m ZambIa The government SubSIdIes were mcreasmg and the producer pnce as a share 
of the consumer pnce and the subsIdy was decreasmg 

By contrast. after pnvatIzatIon, farmers have receIved nearlv twIce as much of the consumer 
dollar pius government subsIdy per urnt Thus the hberailzatIOn has benefitted farmers 

Next the transactIOns costs of mOVIng maJZe between cItIes m ZambIa are assessed These 
costs mclude the costs of movmg commodIty from one CItv to another and the search costs assocIated 
WIth pnce dIscovery m the two CItIes and matchIng of buyers and sellers A perSIstent dIfference m 
pnces between two CItIes would suggest that the costs of exchange--of gatbenng mformatIon about 
pnces findIng a seller and buyer, and transportmg the good from the low pnce CIty to the hIgh pnce 
CIty-eXCeed the dIfference m pnces Figures 13-16 show dIfferences for the weekly breakfast meal 
pnce. the mto-mill pnce the retaIl maJZe pnce m pubhc markets, and the wholesale maJZe pnce m 
pubbc markets, respectIvely The figures show three IDter-cIty dIfferences between Lusaka and 
Kabwe, between Lusaka and Ndol~ and between Ndola and Kabwe FIgures 13-16 show the 
absolute value of pnce dIfferences after pnces have been adjusted for mflatIon usmg the consumer 
pnce mdex The reason for showmg the data as absolute value of dIfference IS that one expects to 
see a rough symmetry m costs betWeen movmg commorutv from Lusaka to Kabwe or movmg It from 
Kabwe to Lusaka 
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Dtfferences In pnces between cItIes at a gIven pomt In tune do not necessanly reflect 
transactIons costs ofmovmg maIZe from one CIty to the other For example, suppose the costs of 
movmg maIZe between Lusaka and Kabwe are K w2, 000 If the pnce dtfference between the CInes 
15 Kwl,OOO (e g, Lusaka pnce 6,000 and Kabwe pnce 5,000), no one can make money by buymg 
maIZe In Kabwe and selling It In Lusaka If the pnce dtfference were to grow to over 2,000 (e g , 
Lusaka pnce 6,500 and Kabwe pnce 4,400), then traders would buy m the low pnce CIty and sell m 
the htgh pnce CIty unttl the pnce dtfference dechnes to 2, 000 (the cost of movmg the maJZe) TIns 
illustrates how the pnce dtfference can move WithIn a band (m the example a band between -2,000 
and +2,000), where the SIze of the band reflects transacttons costs Therefore, m lookmg for 
evidence of changes over tIme m transactIons costs between Clues, we should examme whether the 
hand of pnce drlferences seems to be shnnkmg or expandIng 

FtrSt, Figures 13 - 16 mchcate that the pnce chfferences between ClUes are qwte large and very 
volatIle As an extreme example, In Apnl of 1996, the mto-mill pnce of 90 kg bags of maJZe m 
Lusaka was Kw 20,000 at the same tIme that pnce In Kabwe was Kw 32,760 In May of 1996 the 
Lusaka pnce staved reiativeiv stable at Kw 19,750, but the Kabwe pnce dropped to Kw 12,000 In 
J anuarv 1997, fetatl pnces for roiler meal m Lusaka were K w 10,000 per 25 kg bag, the pnce In 

Kabwe was Kw 8,300 By Apnl the pnces had fup-flopped Kw 8,600 m Lusaka, Kw 10,000 m 
Kabwe 

Second there does not appear to be eVIdence that transacnons costs between CItIes are 
declmmg over tIme If they were, that should be reflected m a shnnkmg of the band WithIn winch 
pnce drfferences fluctuate Figures 13 - 16 fml to show a systemanc reductIon m the pnce band For 
pnce drfferences for retaIl mruze m pubhc markets, there does appear to be a reductIon over tune but 
for dIfferences m mto-mtll pnces the largest dIfferences appear m Apnl-May of 1996 
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Zambian Clbes (absolute value of differences an anflabon 
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These Interpretatlons of the government pnce data are conSIstent With the eVIdence collected 
through IntervIews and surveys As comments about "problems' In the maIZe marketmg cham were 
sobClted. many respondents focused on that pan of the marketmg cham between the farmer and the 
CIty These comments and other observations mchcated a lack of effectIve competItIOn among traders 
who dealt dIrectly With farmers TIns lack of competItIon was exacerbated by the fact that farmers 
had very poor access to COIIUllW11catlOns, transponatlo~ and market mfonnatlon Some of the more 
aggressIve nullers, apparently aware of these meffiClenCles, had plans or programs to mtegrate thell" 
operations mto tins part of the marketIng cham to take advantage of profit makmg oppOrtunrtles 

On the other hand, wrtbm Lusaka (and generally wrthm the part of the marketmg cham 
between mdIers and consumers), there was ample evIdence ofV1gorous competIt1on and unproved 
marketIng effiCiency Perhaps the most notable examples of tlus were the dramattc growth m the 
hammemn1l sector, and the large number of small scale retaIlers and wholesalers at the Lusaka public 
market Also, the hannnemnll operator IntervIewed was aware of pnces charged by lus competItors, 
and the managers of larger millers were well mformed about the behaVIOr and plans of therr 
competitors 

TIns unpressIOn of transactlons costs m the mark:etmg of nuuze m ZambIa IS further buttressed 
by the data collected through the survey For example, the pnce paId by rmlls for maIZe m Lusaka 
was vrrtually same m the mills mtervtewed, suggestmg that maIZe sellers effectIvely competed m th}.s 
market A reta1l pnce for mealy meal observed at a farm outSIde Lusaka was qUIte close to the pnce 
observed m a large store m Lusaka For each type of maIZe product, a common pnce prevmled m 
the Lusaka pubhc market At the same tune, farm level pnces collected m our survey show a huge 
vanatlon Tbtrty-four farmers reponed pnces receIved for sales durmg June-Julv 1997 Those 
pnces ranged from Kw l3lkg (a sale of 150 kgs ofunbagged maLZe for Kw 200) to Kw 200lkg (a sale 
ofS 50kg bags for a total amount ofKw 10,000) 

Why are transactIOns costs mcreasmg m marketmg of maIZe between CItIes? What explams 
the pnce dIfferences between cltles? The next sectlon exam.mes m a greater detml some of the factors 
and underlymg mstitutIOnal ImpedIments that raIse transactIons costs and constram effectIve 
competItIOn m ZambIan maIZe markets 

5.3 Factors Influencmg Transactions Costs 

TIns sectIon exammes some of the key charactenstics of the marketmg cham that mfluence 
transactIons costs for maIZe m ZambIa The attempt here IS not to prOVIde a comprehensIve hst of 
underlvmg causes for transactIons costs Instead only those Issues that the survey respondents and 
people mtervtewed conSIdered to be the mam constramts Will be dISCUSSed 

MaIze markets outSIde the major CItIes In ZambIa are not well mtegrated and competItIon m 
these markets IS often hIghly lffiperfect findmg a buver In these markets IS often a problem Farmers 
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outSIde major cItIes often have lImlted, If any, options for buyers as FIgure 17 mdIcates SIXty-five 
percent of the maIZe fanners surveyed reported that the trader who bought theIr mmze was the only 
one they could find Only about 21 percent of the farmers talked to two or more traders and then 
sold the maIZe to the trader that offered the hlghest pnce When mqurrmg about the pnce 
detefmlnatIon, 52 percent of the farmers responded that the trader set the pnce, they could only 
accept or reject It Twenty-three percent stated that the pnce was determmed through negotlatlon, 
wlule, somewhat surpnsmgly, 19 percent of the farmers clanned that they set the pnce and the trader 
could eIther accept or reject It Why IS findIng a trader often cbfficult? Infrastructurallirmtatlons, 
Imperfect Information, or other tmpedtments to effec1lve competrtlon may prOVIde at least a parttal 
explanation 

Flgure 17 '\1aize Farmers m Zambi. DeCUloD to Sell to 
Boyer 

1'-t ......... C.u .. f1nd(5 ..... ) 

A Transportation Infrastructure 

Infrastructural obstacles such as madequate road network obVIously hInder marketmg 
effiCIency Remote locatIon of farms coupled WIth poor road mfrastructure results m hlgh transport 
costs, further reducmg the pnce that traders are prepared to pay farmers In addItIon to mcreasmg 
transport costs, madequate transportatIon mfrastructure raxses search and morutorIng costs 

The madequate and sometImes dIlapIdated state of ZambIan rural road network IS lffipedmg 
the phYSICal movement of goods and, thereby, the mtegratlon of maIZe markets The mam roads are 
covered WIth potholes and many rural roads are Impassable, except perhaps bv tractor dUrIng the 
ramv seasons In 1990 onlv about 20 percent of ZambIan roads were Judged to be In a good 
condItIOn (Gananadha 1997) The poor qualIty of the roads results m delays m crop marketmg and 
mcreased marketmg costs 
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The constructIon of rural roads IS commonly VIewed as the responsibility of the government 
because rural roads are pubhc goods-many people can use the roads at the same tune and It IS costly 
to llIIllt the use of the roads to people who paId for the construction For the same reaso~ pnvate 
traders and £inns engaged m maIZe marketmg generally lack the capacity and mcentlve to mvest m 
rural roads Pnvate traders and £inns prefer to Watt for someone else to construct the road, and then 
free-nde on someone else's efforts Yet the absence or poor quahty of rural roads reduces producer 
mcennves, ralSes marketIng costs, and restraIns trade Unhke pnvate traders, the government can 
coerce people to act collecttvely and curb free-mung by collectmg taxes and uSIng the tax revenues 
to finance the construc1lon ofrural roads (Olson 1965) Therefore, the construc1lon ofrural roads 
IS often left for the government However, as the expenence m Zambia shows, leavmg the 
responsibility solely m the hands of the government does not necessanly produce the desired 
outcome 

In ZambIa, the underlymg reasons for some of these transportation problems can be traced 
back to constratnts m ZambIan fiscal system In ZambIa. road constructIon and maIntenance have 
been financed bv the government from tax revenues There are, of course, competmg demands on 
the use of these revenues and the government has not VIewed roads as a pnonty As a result. only 
meager funds have been allocated m government budgets to road mamtenance and construcnon By 
1993, the allocatIon of funds to road maIntenance had decreased to only about 15 percent of the 
requIrements preVIously deterrruned as necessary for adequate maIntenance 

The detenoratlon of roads has been caused not only by madequate government fundmg but 
also by the poor mstltutlonal framework WIthm winch roads have been managed FIve numstnes In 

ZambIa are responsIble for roads Lack of clearly defined responsIbilitIes, meffectlve and weak 
management structures and lack of managenal accountability have allied to mefficlent use of the 
funds avaIlable (Gananadha 1997) Road agenCIes lack quahfied and expenenced staff to plan. 
orgaruze and morutor work on the roads 

However SInce 1994 the government has taken steps to unprove the road maIntenance and 
reformed the road management by mvolvmg the users of roads--that IS, the pnvate sector--In the 
management In 1993, the government Imposed a fuel levy (currently K w 40 per ltter of dIesel or 
gasolme), the proceeds of whIch Will be deposIted to an autonomous road fund ThIs fund IS 
managed and adnumstered by the NatIonal Roads Board winch COnsIstS of seven pnvate sector and 
five pubbc sector members (Gananadha 1997) The road fund can be used only for road mamtenance 
and Its dIsbursement to pnvate contractors who are hIred to carry out the work needs to be approved 
by the NatIonal Road Board and the COmmIttee of:Muusters It IS still too early to tell how well tlus 
system WIll work, but results so far are encouragIng It IS, however, Important to note that thIs 
reform concerns only the maIntenance and rehabilitation of eXIStIng roads The management of the 
constructIOn of new roads IS still solely a government responsibility 
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B Access to informatIOn 

EffectIve competItIon and marketIng efficIency IS hmdered not only by mfrastructural but also 
mformatIOnal bottlenecks wluch mcrease transactIons costs by nusmg search, screerung, and 
bargammg costs The small-scale farmers are often unaware of pnces of maIZe and opportunIties m 
other markets 

1. PublIShed and B1'tHlIictlst Pnce Info17lUltWn 

The agncultural market InformatIon center of the Mimstry of Agnculture 15 pubhshtDg a 
Weekly Market Bulletm wluch reports the prevailing wholesale and retatl pnces of selected 
agncultural crops and mputs, mcludmg m8lZe, m maJor ZambIan CIties Some of the proVInCIal 
government offices also pubhsh thetr own agncultural market InformatIOn bulletIns These bulletms 
are dtstnbuted through government regIOnal offices and major market centers to farmers and traders 
TIns InformatIon IS also radto-broadcasted on a weekly basIS and made available to users through the 
mternet 

TIns weekly pnce InformatIon, however, does not reach all the farmers, m partIcular the small­
scale farmers Only a fractton of the surveyed maIZe farmers had access to pnce InformatIon 
pubhshed m newspapers or broadcast on radto, and, unsurpnsmgly, fewer had access VIa the mternet 
Seventy-five percent of the farmers mtefVlewed SaId that before selling theIr maIZe, they dtd obtam 
some Infonnatlon about the prevathng market pnces However, only 4 5 percent of the farmers had 
obtamed that pnce mfonnatIon through pubhshed mformanon bulletms or broadcast on radto Most 
of the farmers, about 63 percent rehed on dIScussIons With other farmers m the Village About 16 

Figure 18 MaIZe Farmers lD Zambia Source ofPnce 
Informanon 

F,..",.,.. (63 00%) 
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percent had negotiated With other buyers before sellmg m order to get InfOrmatIOn about the gomg 
pnces Figure 18 shows the use ofvanous sources ofmformatIOn 

There are several reasons why the weekly pnce mformatlon collected and dtssemmated 
bv the government does not reach farmers Frrst, most of the small-scale Zambtan farmers are 
Illiterate and, therefore, cannot read the bulletm In 1995, the adult hteracy rate for males was 
14 percent and for females 29 percent m Zambta (World Bank 1997) Second, even those who 
can read do not necessanly understand Enghsh. EnglIsh 15 the offiClallanguage of the government 
m Zambta. OtherWIse there are over 80 languages m the country, ofwluch seven are recogmzed 
as "offictal" vemaadars Most of the small-scale farmers speak a vernacular language Yet, the 
Weekly Market BulletIn IS pubhshed m Enghsh and IS not translated mto vernacular languages 
RadIo messages are broadcast, however, m vernacular languages TImd, not all the farmers own 
radios Pnce mformatlon 15 broadcast on radio to reach iIhterate farmers but not all of the farmers 
own a radiO Further, some farmers Said that the mformatIon IS broadcast at a time that IS 
Inconveruent for them Fmallv, even If a farmer were hterate and had access to the Weekly 
Market BulletIn, he/she may not be able to use the mformatlon The bulletm contams only pnces 
at regional centers Farmers who hve far away from regional centers may not be able to obtam 
the quoted pnces traders tvplcally refuse to give the hsted pnce m remote places 

Presumably, government extenSIOn workers could also asSist m the dlssemmatlon of 
weekly pnce mformatlon to VIllages However, the government extenSIOn system IS plagued by 
other mtemal orgaruzatlonal problems, mcludmg shortage of staff Villages are not VISited by 
extension workers on a weekly basiS 

2 RMraJ Transportation Network 

InfOrmatlonal bottlenecks are also caused by the Inadequate rural road network whIch not 
only impedes the phYSical movement of goods but also hmders the flow of mformation by 
reducmg mteractlon among people and competItIon m the market Improved roads would reduce 
transport costs, whIch IS bkely to mcrease the number of traders and the mcreased competttlon 
would presumably also promote the access to mformatlon 

3 Phone Lmes 

Llnuted telephone serVIces and congested rruul serVIces are as well hrmtmg access to 
mformatIOn, unpedmg long-distance trade and ralSmg transactions costs of traders by 
necessltatmg alternative, more expensIve commurucatlon methods such pnvate couners or 
frequent chrect Vlsrts to the buyers or sellers place of bus mess For example, It takes today 116 
years to get a phone hne connection m Zambia (Washmgton Post 1997) These bottlenecks m 
commurucatton, by restnctmg the access to mformatlon, hrmt the abll.tty of the traders to respond 
to new market OppOrtunIties 

Inadequate phone lInes and congested matI serVIces are partlY caused by fiscal and panlv 
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by governance problems Adequate funds are not allocated for the unprovement and mamtenance 
of Zambian telecornnnuucatlon network At the same tune, agenCIes responsible for the operation 
and mamtenance are not functIomng most efficIently 

C. Contract Enforcement 

Most trade m mmze markets IS currently bemg conducted on the spot cash or barter baslS 
to aVOid lugh enforcement costs If farmers do not honor all the contracts, neIther do traders 
On the spot exchange for cash or land IS a way to lmnt enforcement problems 

Credible mstrtutlons for contract enforcement that would hnut opportumstIc behaVIOr of 
traders and, thereby reduce uncertaInty mherent m exchange, are lackmg m Zambian IDalZe 
markets TIns raIses transactlons costs by mcreasmg enforcement costs Farmers m general 
rmstrust traders smce "swmdlmg" oftnalZe by traders IS common For example, about 40 percent 
of the farmers mtervxewed In Mumbwa had been swmdled by traders These traders show up m 
a village and offer to buv mruze at a hIgh pnce Farmers who are often desperate to find a buyer 
and tempted by a hIgh pnce agree to the sale Traders collect the maIZe and prOIDlse to come 
back the next day WIth payment, but they never return Farmers have no recourse In these cases 
Locatmg the trader IS dIfficult smce, although m prmClple traders are obhgated to register WIth 
the government, m practIce not all of them do As a response, farmers, when they can, are 
InSlstmg on a cash payment 

D. On-farm Storage 

Lack of on-farm storage restncts the opporturutles for small-scale farmers to hold maIZe 
untIl pnces nse or to guard maIZe from infestatIOn when a farmer cannot find a trader qwckly 
ThIs dampens producer incentIves as well as effectIve competItIOn m maIZe markets -\fier the 
hberahzatlon. much gram was held on farms In temporary storage, because of farmers' Inabilitv 
to find a buver \faIZe mav need to be stored often for several months and unless It IS properly 
stored. It IS vulnerable to mfestatIon by pests Small-scale farmers however, tYPlcallV do not have 
storage facilitIes Of the farmers surveyed 39 percent had lIttle or no capacIty for on farm 
storage, 28 percent-had some capaCIty but not enough to store the whole crop, and 33 percent 
reported to have enough capaCIty to store the enure crop ThIs IS shown In FIgure 19 Smce 
small-scale farmers lack access to credit, they often are unable to construct storage 

At the same tIme that manv pnvate farmers lack on-farm storage capaCIty, many 
government owned storage facilitIes m rural areas remam empty These storage facilities used 
to belong to parastatals agenCIes pnor to lIberalIzatIOn and are currently managed bv the Food 
Reserve Agencv The Food Reserve Agencv rents the space to the pnvate sector, but the rental 
rates are far beyond the means of small-scale farmers Kw 3 xmlhon per month for a shed With 
storage capaCIty of55,000 bags (Tyler and Sakufiwa 1994) Small-scale farmers cannot afford 
these rates 
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TramtIon and SOCIal nonns prevent a communal storage Proposals for a group of fanners 
to rent a storage shed for Jomt use are consIdered SUSpICIOUS, even If the proposed group 
consIsted of members of an extended farruly There IS no tradItIOn of communal storage m 
ZambIa As Tyler and Sakufiwa (1994) state "It IS a strong traditIOn to secure one's own fanuly's 
food and ensure that cash IS obtamed for the surplus, and this IS a responsIbility unlIkely to be 
delegated to others " 

Figure 19 Maize Farmen in Zambia On-Farm 
Storage Capacity 

Some storage (28 

cr No On-Form storage (39 00 hI 

EnoIq1 storage fer Ert .... Croo (33 00 

In addItIOn, there are other Impedtments to effective competItIon and effiCIenCY m 
ZambIan maIZe markets whIch raIse transactIOns costs These mclude access to credit and mput 
supply 

E. Access to Credit 

The pnvate sector partICIpatIon m maIZe trade IS mfluenced by the access to credIt, or lack 
of It Lack of credIt can severely constram the development of the pnvate sector 

MaIZe farmers' and traders' access to credIt m ZambIa IS luruted and the cost of credIt hIgh 
for several reasons FIrst, there IS a general shortage offunds avaIlable for loan m the country 
Banks have to rely on depOSIts to fund loans InternatIonal mvestment ill the form of portfolto 
and foreIgn direct Investment, has not flocked to the country because of the perceIved 
macroeconorruc uncertaInty Second even the funds avatlable for loan are often not dIrected 
towards maIZe marketIng, as banks have other more profitable Investment opportunItIes than 
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matze market10g TIurd, ZambIa'S legal framework and the modahtles of recovery procedures 
make It dIfficult for the bank to recover ItS loan or collateral m the event of a default The 
Agncultural CredIt Act cnmmaltzes defaultmg on repayments, but smce the legal mfrastructure 
IS not sufficIently extensIve to allow rural prosecutIons, the Act can be meanmgless (Mano 
Consultancy ServIceS 1997) Also, the court system IS perceIved to be highly 10efficient Fourth, 
bank lendmg 10 general IS hlndered by the non-eXistence of credtt check agenCIes 10 ZambIa. 
Banks tYPIcally have to contact other banks to assess the apphcant1s credtt worthIness Thts 
rehance on mformal mformatlon network mcreases the bank's transac1lons costs 

At the 1lme ofhDerahzauon, the government formed a so-called Market Revolvmg Fund 
to proVlde financtal support to emergmg pnvate traders, but the program was recently termuurted 
because of Wldespread abuse The government Percelved that the emergence of pnvate trade 
nught be hmdered by the lack of access to credrt The government created a fund that could be 
used to grant credtt to traders to procure, handle, and store matZe The estabhshed fund was 
managed by the Bank of ZambIa and dtsbursed by commerCIal banks Unfortunately, the fund 
was Widely abused manv people pos1Og as traders obtamed funds that were never paId back 

F. Input Supply 

Pnvate mput markets are still undeveloped 10 ZambIa which negatIvely Impacts matze 
productIon and, thereby, marketmg \1atze farmers lack access to fertthzers, seeds, and 
packagmg matenals Recently, the Tunes of ZambIa featured an artIcle on fanners who were 
unable to sell theIr produce because oflack of gram bags 

Some matze traders and millers have started to trade mputs m addttlOn to matze, to 
farmers Some traders who buv maIZe from farmers also sell the farmers fertthzer eIther on cash, 
or barter (ferttlIzer for matze) basIS Further, some matze mIlls, through therr agents prOVide 
farmers an opponuruty to exchange part or all the matze they dehver to fertIlIzer The typICal rate 
of exchange IS eIther two or three 50 kg or 90 kg bags ofmatze for one 50 kg bag offertthzer 
In 1995 thIs system was very benefiCIal to traders smce the pnce of a 90 kg bag of matze 10 1995 
was Kw 9,000, whtle the pnce of a 50 kg bag of fertthzer was Kw 12, 000 Based on this 
expenence traders, eager to make profits, contmued the system 10 the next market10g season The 
pnce offertthzer (D compound), however, shot up to Kw 36,000 per a 50 kg bag Smce the 
pnce ofa 90 kg bag ofmatze was only Kw 12,000, traders ended up losmg 10 this arrangement 

Of 89 fanners respondIng to the survey, 41 bought Inputs Wlth cash, 15 Wlth credlt (to 
be repaId With bags of matze), and nme bought some Inputs With cash and some With credtt Of 
farmers reportmg a repayment rate, 11 reported repaymg two bags of matze for one bag of 
fertlhzer, five reported three bags of maIZe for one bag of fertthzer and one farmer reported a 
one-for-one exchange 

Government's frequent mtel\. entton m Input marketIng through agncultural credIt 
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programs has, however, hIndered the emergence of pnvate supplIers Even though the mput 
rnarketmg has been lIberahzed the government has been mterverung m ferttlIzer marketmg by 
unportmg fertIhzer from abroad and dIstnbutmg It to farmers on credit through agncultural credIt 
programs wrth local commerCIal banks The pnce of fertlhzer has been fixed by the government 
TIns kInd of government lOterventton has luruted pnvate sector lOterest m the mput busmess as 
long as there IS the pOSSIbility that the government will mtervene, the pnvate sector IS reluctant 
to step In ly of mputs In May 1997, the government announced agam that It IDtends to 
WIthdraw completely from the proVISIOn of mput and marketmg credtt, and the supply of mputs 
Government wtthdraWailS attnbuted to the poor perfonnance of thetr credrt programs the 
recovery rate for loans has been less than SO percent 

The government's agncultural crecirt programs for mputs have performed poorly In terms 
of loan repayment for two reasons poorly deSIgned mstrtutlonai management structure and 
meffect1ve contract enforcement mecharusms One of the major management fallures was that 
banks dtd not request any collateral from credIt coordmators who were cOmmIssIOned to Identrfv 
farmers for credIt enter lOto contracts WIth them, and then dlstnbute the fertIhzer to these 
farmers Therefore, If a farmer fatled to pay back the loan to the credIt coordmator who then was 
unable to pay back to the bank., the bank had no way to recover the funds Second, COmmISSIOns 
to credIt coordmators were not lInked to repayment rates t\s a result, credit coordmators had 
httle lOcenttve to enforce credIt agreements WIth farmers TIurd, when they tned, credIt 
coordtnators had dtfIiculttes enforCIng the credIt agreements Many farmers treated these credIts 
as grants from the government They dtd not honor the loan contracts Instead of delIvenng the 
agreed amount of maIZe to the credIt coordmator at the harvest tune, these farmers sold It to 
pnvate traders When taken to the court, fanners were ordered to pay back the maIZe to the 
credIt coordmators next season These orders were, however, never enforced t\s a 
consequence, banks were never repatd 

To summarIZe, the pnvate sector has responded strongly to the hberaiIzatlon of maIZe 
marketmg lo ZambIa The effiCIenCY of nnll-to-retatler marketmg of maIZe has lOcreased and 
transactIon costs lo that portion of the marketmg cham have decreased However, problems 
remam In the farm-to-wholesaler marketlOg of maIZe TransactIons costs m that segment of the 
marketIng cham appear to have mcreased. not decreased, smce lIberalIzatIon TIns development 
IS partly due to problems 10 transportatIon 1Ofrastructure, access to InformatIOn, contract 
enforcement, on-farm storage, and access to credIt and mputs Manv of these problems can be 
traced back to meffective governance arrangements fiscal system., or legal and regulatorY 
InStItutIons m ZambIa 
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6. Marketing of Cotton 10 Zambia 

TIns chapter explores the Impact of llberaiIzatlon on cotton marketmg m Zambia changes 
In the structure and the efficlencv of marketmg and factors mfluencmg transactIOns costs It will 
shown that cotton marketIng IS presently bemg conducted m Zambia by the pnvate sector~ WIth 
large monopsorustIC gmnery operators as the key players Even though these gmnery operators 
do not necessanly reap gross profits. some charactenstIcs of their mvolvement m the marketIng 
cham lead to unnecessanly hIgh transacttons and decrease the effiCIency of cotton marketIng 

6.1 InstItutIOnal Structures and MarketIng Arrangements 

Cotton IS an Important cash crop m Zambia .\.bout SIX percent of the total agncultural 
area planted was devoted to cotton m 1996 (Mlrustrv of Agnculture Food and Flshenes 1997) 
Ongmallv cotton was grown as a traditIonal crop for home spmrung and weavmg Currentlv, It IS 
pnmanly grown for exports m 1996 cotton llnt accounted for about 13 percent of ZambIa's 
exports m terms of value (Muustry of Agnculture. Food, and Fishenes 1997) 

Over 90 percent of cotton IS grown by small-scale farmers The average farm sIZe m 
cotton IS 1-2 hectares (Institute for Afucan StudIes 1995) Cotton IS grown mamly m the 
Southern, Central and Eastern provmces and It IS commonly grown m rotatIOn WIth a food crop 
such as maIZe 

Cotton IS ramfed and cultIvated usmg SImple tools such as hoes, axes, and ox-drawn 
ploughs Large-scale farmers also use tractors Pesticides but not fertIllzers are commonlv used 
among ZambIan cotton farmers 

6 1 1 Background to LiberalIzation 

Unttl 1995 the marketmg of cotton was controlled by the government through marketmg 
boards, as was the marketmg of other agncultural crops The government marketmg 
arrangements were, however, adjusted several tunes over the years 

The NatIOnal Agncultural Marketmg Board (NMffi) was the first board establlshed to 
handle agncultural marketmg It was charged WIth the tasks of procurement and handllng of 
agncultural crops, bUVlng and selImg offulltS and vegetables bUVlng and sellmg offerttltzers, 
seeds pestIcldes and ox-drawn lmplements and managmg strategIc maIZe reserves 

The producer as well as the consumer pnces of agncultural products mcludmg cotton. 
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were set bv the government These pnces were pan-temtonal and pan-seasonal 

The Lint Company of ZambIa (LINTCO) was establIshed In 1977 to buy and sell seed 
cotton on behalf of the government In addItIOn to bUYIng seed cotton from tanners at the 
government set fixed pnce LINTCO proVIded certIfied seed, pesticides sprayers, bags, and 
extensIon adVIce to farmers Further, all gmmng of cotton was carned out In gmnenes owned by 
LINTCO Cotton seeds were stored at these gmnenes untJl they were dlstnbuted to other depots 
for sale 

In 1986 the government pemutted Lonrho, a multmatlonal company, to open a gmnery In 

ZambIa 1 TIns happened at the tune when there was a shortage of foreign exchange In the 
country Because oftlus shortage, the government encouraged pnvate compames through export 
inCentIve schemes to generate the needed foreign exchange Lonrho recogruzed an opportunIty to 
export cotton, and In 1986 opened a gmnerv In Mumbwa to export cotton Imt (Cargill TechnIcal 
ServIces 1996) 

Lonrho was generatmg export earrung In excess of US $5 rrulhon per year, but It soon 
turned out that LINTCO was unable to proVIde suffiCIent seed cotton for Lonrho 2 The total 
productIOn of cotton m ZambIa had declmed sharply between 1986 and 1993 ThIs declme was 
caused not only by the low ramfall m the precedmg years but also by ineffiCienCIes In LINTCO's 
operatIons, and by dismcentlves to grow cotton created by the fact that producer pnces dId not 
necessardy rotate WIth world pnces (Cargill Techmcal ServIces 1996) 

6 1 2 LlberaiIzatlon of Cotton Marketmg 

The hberaltzation of the ZambIan economy and Its agncultural sector started In 1992 as 
the government of ZambIa embarked on a structural adjustment program PnVatlZation of 
parastatals was part of the program 

In 1994, LINTCO's monopolY In cotton marketmg ended The parastatal company was 
sold to Lonrho Cotton 

6 1 3 Impact of LlberaiIzatIon on Cotton Marketmg Structure 

The sale of LINT CO to Lonrho Cotton replaced a state monopoly WIth a pnvate 
monopoly tn cotton gmrung and marketmg Thus, lIberaltzatIOn dId not result m unrnedtate 

Intervtew ",th Lonrho 

2 Intervtew 'VIth Lonrho 
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changes In the marketmg structure Since then, however, further changes have taken place m 
cotton marketmg 

The pnvattzat10n of LINT CO provIded Lonrho an OppOrtunlty to expand Its operattons m 
ZambIa Lonrho bought two gmnenes m Lusaka and one m Gwembe In the Southern prOVInce 
Table 1 proVldes the hst ofLonrho gmnenes, and theIr mstalled and used capac1ttes In 1994-95 

Table 1. Lonrho Gmnenes: Installed and UtJbzed Capacity m 1994-95 

GINNERY CAPACITY % USED 

Mumbwa 20,000 MT 85% 

Lusaka 14000 MT 50% 

Lusaka A 12000 MT 58% 

Gwembe 20,000 MT 0% 

Source Cargill Techrucal SefVIces (1996) 

Lonrho1s monopoly power over the ZambIan cotton market was d1Vlded as the Clark 
Cotton opened Its gmnery In the Eastern proVlnce However, mstead of competmg, these two 
comparues appear to have struck a IIgentlemanls agreement" Clark IS operatmg In the Eastern 
regton where Lonrho has no gmnenes, whde Lonrho IS handlmg the rest of the country Currently, 
there IS also a SIXth gmnery In the country It IS located In the Southern prOVInce and owned by 
the Swarp Spmrung ThIs gInnerv IS, however, a mmor operator compared to Lonrho and Clark 
It IS pnmanly gmrung cotton for expons The reglOnal monopohes ofLonrho and Clark mav, 
however, be shaken In the near future Since <\maka JOIntlv With Mulungusm Textlles IS planrung to 
open a gmnery In Kabwe 3 

Lonrho regarded the avatlabilitv of cotton as the greatest obstacle to the expansIon of ItS 
bUSIness and thereby, Lonrho set out to mcrease the volume of cotton grown m ZambIa Lonrho 
rumed to proVlde farmers inCentIves not only to Increase the area planted In cotton but also to 
Increase cotton Yields The average Yield of cotton per hectare In ZambIa was about 500 kg In 
the early 1990s, whde cotton growers In other Afucan countnes such as Zunbabwe, Mah, Sudan.. 
and Egypt obtamed 600 kg to over 2, 000 kg per hectare (Mtrustrv of Agnculture, Food, and 
Fishenes 1997) 

InteI'Vlews ~lth Amaka holdmg group and MuiungushI Te'ffiles 
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To mcrease the area planted m cotton and cotton Yields m order to raIse the aVadability of 
cotton to Its gmnenes Lonrho 0) launched an outgrower scheme, (2) added an extenSIOn 
component to tius scheme, and (3) reVIsed the cotton producer pncmg polIcy These measures 
were designed to attract farmers mto cotton farmIng 

Lonrho started ItS outgrower scheme WIth 15,000 small-scale farmers and 25,000 
hectares Hence, each farmer had 1-2 hectares planted m cotton 4 Currently, the scheme covers 
90,000 hectares and 60,000 small-scale farmers are partlclpatmg m rt 5 Lonrho prOVIdes free 
seeds to these farmers ExtensIon servIces and packagIng matenals are also proVIded free of 
charge PestICIdes and sprayers are supphed to fanners on credIt In return, farmers agree to sell 
all therr cotton to Lonrho Lonrho pICks up the cotton from the fanngate and transports rt to Its 
gmnery 

Irutlaily, Lonrho purchased mputs from local markets but after foreIgn trade was 
IIberahzed Lonrho staned unponmg them dIrectly from abroad Imports reduced the mput costs 
by about 300 percent (Cargill Techrucal SeTVlces 1996) 

To ralse cotton Yields Lonrho mcIuded a package of extenSIOn seTVlces to It outgrower 
scheme Lonrho's extenSIon seTVlce IS based on the World Bank's teach and VISIt (T&V) 
extenSIOn system All farmers m tills system are placed m groups of 8-10 farmers Smce each 
farmer has about 1-2 hectares planted In cotton, each group controls 15-20 hectares of cotton 
All groups are scheduled to receIve a bI-weekly VISit from an extenSIon officer who dehvers 
mputs proVIdes trammg and adVIce to outgrowers as well as morutors weedIng and pestICIdes 
apphcatlon Lonrho IDltIaily had 125 extenSIon officers each one of them responsIble for 200 
hectares These 125 extenSIon officers were supeTVlsed by 30 Center CoordInators who were 
each responsible for 830 hectares Center Coordmators were m tum supeTVlsed by three Zone 
Agrtcultural Managers each of whom covered 8,333 hectares Fmailv, the overall management of 
the sYstem was taken care by RegIOnal Agncultural Manager A..ccordmg to Lonrho tills system 
tnpled the number of extenSIon workers m the field from LINTCO's tIme 

Fmaliy, Lonrho also changed ItS pncmg pollcv all sales were struck on a US dollar pnce 
Farmers were patd a pnce based on the exchange rate on the day of sale, In local or hard 
currency 6 

Currently, Clark and Swarp are also runmng theIr own outgrower schemes 

IntervIew WIth Lonrho 

IntervIew \\lth Lomho 

6 
Intervtew \\lth Lomho 
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In addltlOn to Lonrho Clark and Swarp, there are a number of traders or outgrower 
managers that run therr own out grower schemes and buy cotton from farmers Some of these 
traders export the seed cotton. but many of them run the schemes for Lonrho or Clark They 
obtain the tnputs from a gmnerv operator for dlstnbutlOn to farmers and at harvest tIme sell a 
specIfied amount of cotton to the gmnerv operator They also proVIde extenSIon adVIce to 
farmers TransportatIon of cotton IS proVIded by eIther outgrower managers or the gmnery 
operator Gmnery operators pay these outgrower managers a shghtly lugher pnce than they do 
for therr farmers dIrectly Currently, Lomho buys about 90 percent of Its seed cotton from Its 
farmers and outgrower managers and the rest from farmers outside the scheme 

Currently, almost all cotton m ZambIa IS grown under outgrower schemes Nmety percent 
of the cotton farmers surveyed grew cotton on contract under outgrower schemes Seven percent 
of farmers sold therr crops to a marketmg cooperative and three percent sold to pnvate traders on 
the spot market after the harvest Of the farmers that partiCIpate In out grower schemes, 88 
percent agree With the buYer how many hectares of cotton the farmer Will plant and the farmer 
agrees to sell whatever quantity IS grown on those hectares The rest of the farmers agree With 
the buyer eIther about a mmImum or maxunum quantity of cotton that farmer Will dehyer 

Cotton lmt produced IS eIther ex.ported or sold to domestIc textIle and spmnmg mills 
Lomho exports about 70 percent of ItS productIon 

Figure 1 summanzes the structure of cotton marketmg from the farmgate to the consumer 
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Figure 1. Cotton Marketing in Zam bia 
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What has been the unpact of these changes on the productIOn cotton? That wIll be 
exanuned next 

6 1 4 Impact of LlberaiJzatlon on Cotton Production and Pnces 

LiberalIzauon and the resultmg structural changes seem to have had a posItIve unpact on 
cotton produCtlon After the hberalIzauon of cotton marketIng m 1994, the produCtlon of cotton 
rut Its lowest level m ten years m 1995 The area planted m cotton as well as cotton Yields 
decreased However, by the 1996-97 season the produCtlon of cotton began recuperatlng, as the 
average Yield per hectare m ZambIa chmbed to 617 kg, and the area planted m cotton also rose 
FIgures 2-4 show thts development 

Figure 2 Seed Cotton Production (In kg) In Zambia 1980 - 1996 

60 000 000 I ~', -
50,000,000 -j 

I ~?t I 

~s ~ 

VI 40 000 000 ..., _ 

~ 30000000 il .;~:=~ ':- ~ "F~: ~ 
~ -;~~ N-':~ 'or ~ 
J: 20,000 000 ""l, -

t - , 
~ ~ ~ .. 

10 000 000 .., 
I 
I 

a +I------------------------------------------------~ 

Year 

61 



l/I 
GI .. 
i 
1: 

<II 
G.I ... 
J!! u 
G.I 
1: -en 
lI:: 

Is There Life After Llberaltzatlon? TransactlOns Costs Analvsls a/MaIZe and Cotton Marketmg m ZambIa and Tanzama 

Figure 3 Area under Seed Cotton Production In Zambia In Hectares 
1980 - 1996 
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Figure 4 Average Cotton Yield per Hectare In Zambia In 

1980 - 1996 

700 ! -~. ?:r-
600 i ,~ 

~ I 

-1 " 500 -- , 
~- -

400 --~ ...... J . , 
300 

" 
-- '\ "'-

200 

- --100 
<- - -;. -a 

,...::::~ "r'! l 

~ -"-1 -. _~ I 

I 
I 

+-~~~--~--~----------------"---~~----------~~--~I 
~~~~~~~~~~~~~~~~~ 
~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ 

Year 

62 



[s There Life After LIberalizatIOn; TransactIOns Lasts AnaivslS oj MaIZe and Calion Marketmg In Zambra and Ta1/ZQnra 

The productlOn of cotton may have mcreased, but how efficient IS the marketmg structure 
for cotton? The next section WIll aim to tllummate a response to tills questlOn 

6.2 EffiCiency of Cotton MarketIng: EVIdence on MarketIng Margms 

TIns sectIOn wtll address the effiCIency of cotton marketIng m Zambia calculatmg market­
mg margms and transactlons costs for a typiCal large gmnery The analySIs wt1l mdlcate that Zam­
bian gmnenes are not necessanly makmg huge profits MarketIng of cotton IS not, however, nee­
essanly effiCIent transactlons costs of gmnenes may be unnecessanly large 

Compared to the vanety of pncmg data avatlable for maIZe m Zambia, there IS relatIvely 
luruted data for cotton On the other hand, the relatIve stmphClty of the marketIng cham means 
that the degree of marketmg effiCiencY IS, to a very large extent, determmed by the actions and 
costs of the gmnenes 

Gmnenes runnmg extensIon programs m ZambIa do not necessarIly make large profits A 
breakdown oftransactlons costs for a tYpiCal large ZambIan gmnery IS shown m Table 2 7 

1 
These costs are based on mformauon obtamed through mtervlews of gumen operators 
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Table 2 TransactIOns costs for a typical large Zambian gmnery 

CosU Revenue Cateeorv $U S per 1.e: of seed cotton 

Revenue from sales of cotton Imt 058 
33 kgs x $1 76lkg ($0 80 per pound) 

Revenue from sales of cotton seed 009 
65 x $0 143lkg ($130 per short ton) 

Total Revenue to the Gmnerv 067 

Transport costs 007 

Gmnm8_ costs 007 

Storage Costs (SO 041kg/month X 2 months) 008 

Extension Costs 009 

Total Costs other than raw matenal 031 

Funds avaIlable to oav fanners 036 

Pnce ~aId to farmers 035 

ProfitlLoss 001 

As Table 2 mdlcates, the profit margm for a gmnerv wIth an e'ctenslon program IS not necessanly 
large 

These numbers are also supported by data about pnces receIved by mdependent 
outgrower managers The mdependent outgrower managers take over the e'Ctenslon and 
transport actlvmes, but are able to sell the cotton to the gmnenes at about $0 50/kg, wtule farmers 
sell cotton at about $0 35/kg From the standpomt of the gmnerv, trus IS a wash--paymg 15 cents 
more for the cotton.. but saVIng 16 cents per kg m costs of e'CtenSIOn and transport 

However some of the figures m Table 2 requIre further explanatlon 

First, the $0 80 per pound cotton imt pnce reflects an mternatlonal pnce (The domestIc 
pnce for hnt IS somewhat rugher Mills reported paYing m excess of $1 80 per kg of hnt) As 
mentIOned earlIer, the contract between the gmnerv and the farmer specIfies that the farm pnce 
will be based on an mternational pnce The dIfferentIal shown here (80 cents per pound 1mt pnce 
bemg eqwvalent to a 35 cents per kg farm pnce) IS one reported as reflectmg recent marketmg 
condItIons TIns 45 cent dIfferential works to the gmnenes advantage If the world pnce IS lower, 
but works to the gmnenes dIsadvantage If the world pnce IS rugher F or example, If the 1mt pnce 
were 90 cents per pound and the farm pnce 45 cents per kg, the gmnerv would have only 29 cents 
per kg to cover ItS gmmng and other costs (compared to 3 1 cents m the table) If on the other 
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hand the Imt pnce were 70 cents per pound and the farm pnce 25 cents per kg, the gmnery would 
have 35 cents to cover costs 

Second the revenue from sales of cottonseed for processmg mto 011 and cake IS an 
estimate based on US farm pnce for cottonseed of$130 per ton (2,000 pounds) Data on pnce 
of cottonseed m ZambIa are not ava1lable 

TIurd, for a gmnery WIth a fixed capactty, average gmnmg costs dechne as the gmnery 
capacIty IS more fully utJhzed The $0 07 number here can be lugher or lower as utIlt.za.t1on rates 
drop ornse 

Fourth and finally, storage costs can be reduced (or mcreased) by reducmg (or mcreasmg) 
the average length of storage 

In short the profit margm for a gmnerv may be hIgher and thus marketmg of cotton less 
effiCIent than Table 2 mdicates AJso some charactenstlcs of the marketmg cham lead to 
unnecessanly hIgh transactIOns costs and decrease effiCIenCY What are these charactenstIcs? The 
next sectIOn addresses thIs questIOn 

6.3 Factors Influencmg TransactIOns Costs 

Three mam charactenstlcs of the marketmg cham that mfluence transactions costs for 
cotton m ZambIa stand out the monopsony posltlon of the large gtnnenes, the role of gmnenes m 
provIdmg productIOn mputs to cotton farmers, and the hIgh costs of extenSIOn Agam.. It IS 
Important to recogruze that thIs IS only a partIal lIst of causes for transactIOns costs 

A ~onopsonv 

Monopolv markets whether controlled by a publIc or a pnvate monopolY are seldom 
effiCIent A pnvate monopoly may be more effiCIent than a pubhc one, though However 
monopolIes, both on the buymg or the selling SIde, are bound to hurt consumers and producers 
because the selhng pnces are typically hIgher and buymg pnces lower m monopoly markets than 
they would be under perfect competltlon TYPICally, a monopolIst IS able to earn profit because It 
can select ItS own pnce It IS a pnce setter not a pnce taker m the market However, when a 
monopohst earns profits, other willing entrants to the market are bound to appear If a monopoly 
perSIsts there must be barners to the entrY of other firms mto the mdustry 
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Lomho and Clark are monopsorusts 10 the ZambIan cotton markets and theIr monopsony 
posItton has persIsted for several years To a great degree these gmnenes are constramed from 
exercIs10g monopoly power on the seil10g SIde most of theIr sales are 10 the competItIve world 
market However, on the bUYIng SIde gmnenes appear to be clasSIcal monopsomsts The above 
Table 2 of transactIOns costs does not IndIcate huge monopoly profits, and 10 fact, one market 
partICIpant SaId that gmnenes lost money m the 1996-97 marketmg year, on whtch the above table 
IS based There are several reasons why the above table may understate actual or usual profits 
First, as already mentIoned, because of the fixed drlferenttal method of detemunmg producer 
pnces~ gmnery profits are hIgher at lower pnce levels Second, profits on domestIc sales oflint 
are hIgher Thud, to the extent that the gmnery can reduce average storage length by more rapId 
turnover of shIpments, profits wIll be 10creased Fourth, the gmnery makes profits on custom 
gmrung (chargmg SO 12 per kg above the SO 07 cost) Ftfth, the gmnery bills farmers at a 50010 
markup above the costs to the gmnerv of seed and chenucals Accordmg to Lomho management, 
thIs markup IS not 10tended to earn profits, however, tfthe repayment exceeds 67%, then the 
gmnerv can make a profit on these transactIOns (Reportedly, Clark gmnerv has a lugher markup 
on farm 10puts and uses the profits from tlus part of the operatIon to subSIdIZe lugher farm pnces 
for cotton) 

TIns raIses a questIon how dId tlus gmnerv monopsony 10 ZambIa develop 10 the first 
place and how has It been preserved so far? 

The eXIstence of a monopsony posItton of Clark 10 the Eastern proVInce and Lomho 10 the 
rest of ZambIa 10dtcates the absence or 10effectIveness of antI-monopoly and antI-trust laws 10 the 
country Replac10g the government monopoly WIth pnvate monopoly 10 1994 was a move toward 
deregulatIon of markets However, despIte the prolubItIOn of competItIon between Lomho and 
Clar~ the fact that they are allowed to co-eXIst on theIr own terms reflects a lack of effectIve antI­
trust laws wluch do not tmp10ge on tlus tYpe of a conduct It also reflects a lack of concerns for 
farmers smce thev 10 addItIOn to consumers are the ones who lose 10 tlus monopsorust 
arrangement 

Lomho's and Clark's outgrower schemes further remforce theIr geograplucal cartel By 
lmktng farmers contractually to gmnenes In theIr respectIve regIons they hmder farmers' ability to 
sell to other gmnenes and thereby break the arrangement between the two gmnerv operators 

What IS constrammg the entry of new operators? There are a couple of factors that 
constram entry 

HIgh cost or lack of access to credIt IS probablY the greatest bamer to the entry mto 
gmrung The loan rates In ZambIa are currently between 40-50 percent I\s dIscussed 10 the 
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sectIon on matze marketing, the ingh cost of credit IS partly a result of the shortage ofloanable 
funds In Zambia Banks have to rely prunartly on deposlts for loanable funds smce theIr access to 
InternatIOnal finance markets IS luruted International mvestors are reluctant to mvest In Zambia 
as long as they perceIve her macroeconoffilC SItuatIOn uncertam Also, secunng loans With a 
collateral can be drllicult because of ineffiCIencIes In the JUdICIal and court system Llqwdatmg the 
collateral In the case of default IS t1Il1e consummg, cumbersome, and costly Under these 
cIrcumstances, banks somet1Il1es s1Il1ply choose to overwnte the loan All tlus raIses the lendIng 
nsk and, as a consequence, the cost of credrt 

Also, the entry of new gmnenes may be hIndered by the fact that the eXIstIng gmnlDg 
capacIty IS underut1hzed and suffiCIent to gIn the current ZambIan productIon of cotton There 
may not SImply be need for another gmnery 

Gtven these obstacles, what factors, If any, rmght then weaken the monopsony posItIon of 
Lonrho and Clark m the future? Will there be anv new entrants? 

The monopsony posItIOn of Lonrho and Clark may be shaken by a planned new gmnery by 
I\maka and Mulungusin Textlles The new gmnery wtll be a Jomt venture between these 
comparues Mulungusin Textiles IS In tum a Jomt venture of the Chmese government textIle 
corporatIon and the ZambIan government These new gmnery operators are planrung to compete, 
rather than merely co-eXist, With Lonrho and Clark Mulungusin Textiles mdicated that It wtll be 
able to produce cotton Imt at 20 percent lower cost than Lonrho has been chargmg 1 Further, It 
wtll have a guaranteed market for ItS 1mt m ChIna 

AddItIOnal competItIon among gmnenes would ltkely change the marketmg of cotton m 
fundamental ways The eXistence of outgrower schemes In winch the gmnerv proVIdes productIon 
credIt and extensIon seIVlces to farmers IS a result of the gmnenest monopsony posItIon As 
mentloned earlIer the gmnenes began the outgrower schemes WIth a partIcular ObjectIve m mmd-­
Increasmg the supply of raw cotton to the gmnerv In order to utilize more fullv the gmrung 
capacIty In a market where there are many pOSSIble buyers for farm output outgrower schemes 
are less lIkely to occur--lf one processor succeeds m mcreasmg aggregate output there IS no 
guarantee that the processor Will obtam that mcreased output for Its own plant 

CompetItIOn among gmnenes for farm output has alreadv mcreased bv the eXistence of 
mdependent out grower managers The emergence of such firms IS ltkely to weaken the agreed 

intervIew ~nth Mulunguslu T extJles 
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geographIcal spht of markets between Lonrho and Clark smce the mdependent operators are not 
bound by any such agreement MOVIng cotton across the Informally erected boundanes by 
Lonrho and Clark IS erodmg theIr arrangement 

B. Input PrOVISion 

ProductIOn credit has become mextncably lmked to marketIng of output In countrIes 
where credIt markets and mstttuttons are fully developed, one set of firms (banks or lenders) 
proVIde productIon credrt to farmers, and a second set of firms purchase the output from the 
farmer In a country where enforcmg repayment IS more dtfficult, the buyer IS m a partIcularly 
advantageous pOSlt1on The buyer can sunply deduct the reqwred repayment from the amount 
patd for the commodity at the tune of sale No other agent m the economy has thIs ablhty It 15 

thIs mextncable hnk. between marketmg and product1on credIt that led to the mciuslOn of 
productton credIt as an element oftransacttons costs m the Zambian cotton market 

However the cost to the gmnerv of runrung Its own outgrower scheme m ZambIa IS 
mcreased by "side-selhng" or "pIracy" whIch IS a common problem m ZambIan cotton markets It 
IS dIfficult to enforce that farmers mdeed sell theIr cotton to only eIther Lonrho or Clark The 
side-selhng has been facthtated by the emergence of mdependent outgrower managers These 
traders often buy cotton from farmers who are part ofLonrho's outgrower scheme and then resell 
It to Lonrho at a lugher pnce Lonrho loses thIs way at least the margm between the trader and 
outgrower pnce and the cost of cheInlcals If the farmer cannot pay back the loan Lonrho 
estunates that It loses 20 percent of ItS contracted cotton to side-sellmg :! 

Of course, the gmnenes could ehmmate the mdependent outgrower managers by refusmg 
to buy from them In fact gmnenes are takmg the OpposIte tack--encouragmg the growth of the 
mdependent outgrower sector The apparent reason for thIs IS that. from the perspectIve of the 
gmnerv, mdependent outgrowers are a more cost effectIve means of deltvenng extensIOn servtces 
and productIOn credIt ..\s noted above gmnenes can mcrease theIr profits from the productIon 
credIt part of theIr busmess Ifthev can mcrease the loan repayment rate. gIven the fixed mark-up 
The advantage of makmg the loan to an mdependent outgrower manager rather than to a number 
of small farmers IS that outgrower manager has capItal assets whIch can be clauned as collateral, 
and has an mcentlve to repay to protect the firm's reputatIon for credIt-worthIness 

2 Intervtew WIth Lonrho 
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The prevalence of "prracy" In ZambIan cotton markets reflects problems wIth contract 
enforcement All gmnenes and outgrower managers enter mto wntten contracts WIth outgrowers 
However, smce outgrowers and traders know that the enforcement of these contracts IS 

cumbersome and costly because of the eXlstmg regulations, and mefficiencies and slowness of the 
Zambian court system, they are often ready to break them If they obtaIn a better offer from 
another trader In fact, under the earher Agncultural CredIt Act the penaltIes for prracy were so 
mSlgruficant that It was not worthwtule to take these cases to the court, accordmg to traders 
Some traders also complamed that when a case was taken to the court, the court tended to favor 
the farmers In other words, the eXisting system dId not always deter illegal actIon However, the 
Act has now been reformed and the penaltIes have been stdfened It wt11 be mterestmg to see 
whether that will have any deterrent effect on "prracy II 

Other mstJ.tutIonal changes may also be effectIve m reducmg transactt.ons costs assoCIated 
WIth the prOVISion ofmput credIt Smce those changes also mfIuence the cost ofproVldmg 
extenSIon servtces, they wtll be dIscussed below 

C ExtenSIOn 

The rationale for a gmnerv proVldmg extensIOn servtces to farmers IS essentially the same 
as the ratIOnale for proVldmg production credIt Both servtces unprove the YIelds of partlcipattng 
farmers, and thereby mcrease profitabIlIty Both the drrect effect (mcreasmg output per hectare) 
and the mdrrect effect (mcreasmg the number offarmers who grow cotton as It becomes more 
profitable) are to mcrease aggregate cotton output 

The extenSIon component of these outgrower schemes IS, however, costly and often 
meffectlve For example the cost ofLonrho's outgrower scheme IS approXImately 8 to 10 cents 
per kg of seed cotton ThIs accounts for nearly one-thrrd of the total transactIons costs assoCIated 
WIth marketmg cotton m ZambIa Further the feedback from the field makes the effectIveness of 
these schemes questionable 59 percent of the farmers surveved reported that the buyer never 
sent an employee to prOVIde mformatlOn about the best way to grow cotton Most of those 
farmers who Said that an employee was sent to prOVIde mformauon were VISIted 1-2 t11l1es durmg 
the last growmg season Agam.. 57 percent of the farmers mtervtewed Said that nobody was sent 
to morutor the progress of the cotton crop, whether weeds were controlled and plants thnvmg 
Further, 34 percent of the farmers dId not attend any meetmg where an extenSIon officer 
representmg the buyer prOVIded mformauon to the group The rest attended such meetmgs 
between one and three tImes 

Under these Circumstances one has to questlon whether the prOVISIon of extenSIon adVIce 
by a company hke Lonrho makes econorruc sense Should Lomho terrrunate ItS programs? Is 
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there a way to unprove the perfonnance of outgrower schemes reduce the cost of extension and 
reduce pIracv? 

There appears to be a natural synergy between the prOVIsIon of productIon credIt and the 
prOVISIon of extensIOn serVIces The avatlabillty of credIt greatly expands the effectIveness of 
extension adVIse, by relaxmg the constramt that the adVise must be affordable WIth eXistIng 
resources The farm VlsrtS of the extensIOn agent proVide an mexpenslve method of momtonng 
the health of the crop and therefore the borrowers ability to repay the loan 

The practIcal dtfficulues of reahzmg these apparent synergIes stem from the mablhty of a 
large finn hke Lonrho to morutor extensIon agents and fanners, and the unpossIbdtty of replacmg 
momtonng WIth performance mcenuves When a fanner fads to repay (by failing to dehver a 
suffiCIent quantrty of cotton to Lonrho to cover the costs of mputs), Lomho IS unable to 
determIne whether the default IS "legttunate"--the fanner has delIvered lus entIre crop, but the 
crop was a verY poor one--or "Illegmmate"--the farmer IS SIde-sellIng to a "pIrate" In addluon. 
Lonrho has no capacIty to purush the borrower for default Typically, the loan agreements do not 
stIpulate phYSiCal collateral to be forfeIted m the case of non-repayment Indeed most ZambIan 
farmers lack tItle to suffiCIent land or capital goods that could be pledged as collateral Lomho 
seems to have relIed mostly on IIreputauon" as an mcentlve to repay--a farmer repays the loan m 
order to mamtam htslher credltworthmess Even thIs method IS problematIC If It IS applIed on a 
large scale level Farmers who default can reapply for credIt the followmg year under a dIfferent 
name, or a WIfe can apply m the place of a defaultmg husband Detectmg such Circumventlon of 
contract prOVIsIons can be very costly, If not unpossIble, when farmers are m remote areas 

The emergence ofmdependent outgrower managers seems to be a marufestatIon of the 
real or perceIved advantages that a small scale firm can have m morutonng and enforcmg 
borrower repayment From the standpomt of the gmnerv, the mdependent outgrower manager 
undertakes the role of extensIon proVIder transporter and credIt manager In fact the outgrower 
manager IS responsIble to the gmnerv for repayment of all farmers managed by that manager The 
outgrower manager must build m an allowance for default on the part of some mdIVldual farmers 
when that manager sets hts/her producer pnce But If the outgrower manager can morutor 
repayment m a more cost-effectIve manner than the gmnerv, the outgrower can afford to pay 
farmers a hIgher pnce than the gmnery The reason to thtnk that an outgrower manager may have 
a cost advantage over the gmnery IS that the managers operate on a smaller scale. and are 
phYSICally and culturally closer to the farmers 

Tlus mSlght can be applIed at the next level Rather than makIng each farmer mdIVIdual 
!table for htslher loan repayment whv not make a group Jomtlv hable for repayment of all loans 
for members of the group Jomt responsIbility tor loans has potentIal for reducmg the morutonng 
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costs assoClated WIth loan repayment and for reducmg costs and mcreasmg effectIveness of 
extensIon Suppose ten neighbormg fanners were Jomtly lIable for each other's loans, and suppose 
one of these fanners was tempted to sell Ius crop to another buyer TIns fanner rmght recetve a 
hIgher pnces, and m any event would be absolved from the necessity to repay any part of the loan. 
lfthe farmer succumbs to thIs temptatIon, the other farmers WIll see a dechne m the net pnce 
received, as some of theIr crops WIll be seIZed for abscondmg farmers share of the loan 
Therefore, each farmer would have an mcentIve to momtor the a.ct1VIttes of the others and to exert 
SOCIal pressure to keep group members from outslde selling and loan default 

The transactIons cost advantages of thIs kInd of peer momtonng stem from three things 
momtonng costs, mutual group msurance, and effectIve ways ofpumshmg default 

The most obVIOUS cost advantage from groups IS that It IS cheaper to morutor netghbors 
than to morutor from a distance In manv cases, the neighbors can observe dIrectly the condItlon 
of crops and the ability to repay the loan.. and thus can easIly dIfferentiate between a legltImate 
claun and a false claun that a certam fanner IS unable to repay Even lf dIrect observatIon IS not 
possIble, neIghbormg fanners are more lIkely to make correct Inferences about the conchttons of a 
neighbors crop If a group says, "my crop faIled because of the drought or pest InfestatIon, II the 
other group members know whether or not theIr was a severe drought or mfestatIon 

The second transactIOns cost advantage IS that In the case where a group suffers a chsaster 
and IS truly unable to repay, other group members may voluntanIy make up the dIfference, In 

effect operatmg the group as a kmd of mutual msurance system The reduction m transaCtIons 
costs anses from the fact that the repayment IS voluntarv--the lender can aVOId the costs 
assocIated WIth pursumg and enforcmg a repayment proVisIon 

Fmallv, the group mav have avaIlable to It means ofpumslung default that are not avaIlable 
to lenders outsIde the group SOCIal pressure especIally Wlthm a remote rural area, can be a verv 
strong motIvatIOn for behaVior In adchtlOn. tradltIonal tnbal governance may prOVide methods of 
purushmg group members who Impose costs on other group members For example, trachttonal 
rules may hold other fannlv members responsIble for the debt of group member, even If those 
famIlv members are not group members Or, a farmer who cheats hIs group may be purushed m 
the allocatIon of tnballands In the future 

The formation of credIt groups also serves as mecharusm for more effectIve delIvery of 
extenSIOn servIces Here too each member of the group has an mcennve to unprove the 
productIon practIces of other group members Other group members WIll have to repay the loan 
of a group fanner whose crop falls because that fanner faIled to spray at the appropnate tune, or 
faIled to weed diligentlv, or Waited too long to harvest Therefore one would expect more 
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conversatIons among group members about appropnate farrnmg practIces Wlth the result that the 
general level of famung practIce Improves 

The formatIon of farmer groups has the potentIal to Improve the cost effectiveness of 
extenSIOn even WIthout Jomt lIability for crewt 

The formatIon of farmer groups has the potentIal to unprove the cost-effectIveness of 
extension even WIthout Jomt hability for credIt CARE and CLUSA have undertaken programs to 
make rural Zambians more fanuhar WIth concepts of group formatlon, governance, and 
cooperatIon These programs encourage the formatIon of rural groups for the purposes of shanng 
mformatlon and expenences about seed vanetIes, crop chOices, and famung practIces These 
efforts illustrate the ways m wluch small groups offarmers can serve as a mecbamsm for 
extension 

These theoretIcal advantages that group schemes have over farmers contractmg 
mdependentlv need to be confirmed empmcailv That effort should also help descnbe the lands 
of charactenStlcs of groups that lead make the group most effiCIent It IS also cntlcaily Important 
to assess the relatIve Importance of these charactenstics The empmcal evaluation could be 
developed as follows The measures of effectIveness are the probability of default (descnbed by a 
zero-one vanable dependmg on whether a farmer repaid the loan), the YIeld per hectare of the 
farmer, or perhaps the profitablhtv per hectare ofthe farmer, and the qualtty of the cotton 
produced The effectIveness of the extenslOnimput-crewt effort depends on a large number of 
factors, whtch can be categonzed m three groups 

• charactenstics of the farmer Includmg, how long has the farmer grown cotton, how 
educated IS the farmer what assets does the farmer own 

• charactenstIcs of the group SIZe of the group, average expenence of the group m 
growmg cotton geograprucallocatIOn of the group members tnbal affihatIOn of group 
members expenence/trammg m group formatIon and governance rules Wlthm the 
group about the morutonng, sanCtlons, and dIspute-resolutIon among group members 

• charactenstics of the extenSIOn effort mciudmg, the number of group meetmgs, 
number of farm VISItS number of farmers asSIgned to the extenSIOn agent age, 
expenence, and educatIon of the extenSIOn agent 

• charactenstlcs of the village Includes SOCIal capnal the eXistence and qualttv of other 
local orgaruzatlOns, \ Illage norms and tradItions and VIllage governance mecharusms 
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In shon, the marketIng of cotton In ZambIa does not appear to be largely IneffiCIent 
However, the monopsomstic structure of cotton markets, the role of gmnenes In provlCimg mputs 
to cotton farmers and the htgh cost of extensIon servlces contnbute to Increased transacnon costs 
and decreased marketmg efficIencv 
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7. MarketIng of MaIZe In Tanzania 

In tlus chapter, It WIll be shown that the pnvate sector has responded strongly to 
liberailzatlOn currently, VirtuallV all surplus maIZe IS procured by pnvate traders m Tanzama 
However smce ilberahzation., efficIencv of maIZe marketmg has decreased farm-to-retall 
marketmg margms have Widened over time High transactions costs m maIZe marketmg are 
mfluenced, among other dungs, by mfrastructuralunpedunents, hmlted access to credIt, lack of 
storage capaCity, and contract enforcement problems 

7.1 InstItutIonal Structures and MarketIng Arrangements 

MaIze 18 the staple food for more than half the populatton ofTanzama Other food crops, 
such nce, cassava, sorghum, millet, potatoes, and beans, are produced m smaller volumes In 
1994-95 maIZe accounted for about 41 percent oftota! planted agncultural area (Bureau of 
StatIstICS 1996b) In terms of volume traded maIZe IS also the most unportant food crop m the 
country 

MaIze IS grown m Tanzarua mamly by smallholder farmers The average farm SIZe for 
maIZe IS less than one hectare reflectmg the fact that maIZe IS a subSistence crop (Bureau of 
StatIstICS 1996a) The major surplus regIOns of maIZe m Tanzarua are Arusha, Dodoma., Innga, 
Mbeya, Rukwa, and Ruvuma These regtons together account for about 50-60 percent of the 
total annual maIZe production m the country (Mdadua 1995) 

MaIZe IS ramfed and produced commonly usmg tradItIonal methods famIly labor and a 
hand hoe F ertlhzers and pestIcides are applIed by some farmers Farmers m the southern 
lughlands are estunated to use the fertIlIZers more mtenslvely than mother regtons In the 1980s 
It was estlIDated that 90 percent of maIZe farmers m Ruvuma and 60-70 percent In Rukwa apply 
tertllIZer ~Rasmussen 1987) 

7 1 1 Background to LIberalizatIon 

The government took control of the maIZe marketmg m the 1960s, after Tanzarua gamed 
mdependence The sub-sector remamed m state hands for the next twenty years unttl the 
ilberalIZatlOn started slowlv m the nud-l 980s 

In 1964 the government aSSigned the responsibility for sales, transport storage, and 
processmg ofmatZe to the NatlOnal Agncultural Products Board (NAPB) Cooperative umons 
were responsible for the procurement of maIZe from farmers Smce ~APB dId not own any mills 
the NatIonal ~1tl1mg Companv rrnlled the maIZe for NAPB 

The government set nurumum pnces for maIZe at dIfferent stages of the marketmg cham 
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each season The mto-store and out-of-store retaJl pnces were the same throughout the country, 
but producer pnces were dl:fferent reflectmg the markups of pnmary socIetIes and cooperatIve 
uruons (Suzu1a and Bernard 1987) The producer pnce was, thus a resIdual after all the 
mtennewary handlmg charges were deducted 

In 1973 the Nattonal Millmg Companv, renamed the Nattonal Millmg Corporatton 
(NMC), took over most of the maIZe markettng actIVIttes that had been handled by NAPB It was 
charged WIth purchasIng, processmg, stonng, and selling of staple grams~ mcludmg 1ll8JZe 
Imports and exports of foodgrams, If any, were also made the responstbthty ofNMC 

In 1976 cooperative UDlOns were dIssolved and NMC was saddled also WIth thetr former 
task the purchasIng of gram, mcludmg maIZe, from vtllages throughout the country In addIbon, 
NMC was asked to selllI1.8lZe flour to consumers m maJor crtles and towns (Putterman 1995) 

NMC had to procure the maIZe at a uru:fied and pan-temtonal producer pnce set by the 
government regardless oftransportatton costs Its selling pnce--that IS, the consumer pnce--was 
also set by the government Smce the operatmg costs ofNMC were escalatmg as ItS 
responsIbilittes mcreased, and smce NMC illcurred losses due to the procurement pncmg pollcy, 
these consumer pnces became heaVIly subsldtzed The ann of these government pollcies was to 
ensure Tanzarua's self-suffiCIency m maIZe 

TIns smgle channel markettng system was, however, plagued WIth problems and as a 
result, parallel markets for maIZe emerged Low offiCIal producer pnces late payments by NMC, 
and unrellabtlity of crop pIck-ups led farmers ill manv parts of the country to stop or reduce the:tr 
sales to NMC and tum to pnvate trade Further, ill the late 1970s, over 46 percent of the gram 
purchased by NMC was sent to Dar es Salaam, leavmg areas such as Mbeya, Morogoro and 
Mwanza WIthout adequate supplles (Puttennan 1995) To cover the shortages people In these 
areas had to resort to pnvate tradmg of mau:e 1 ThIs trade was for the most part Illegal, and 
hence m government announcements pnvate traders were repeatedlv attacked as "econOmIC 
saboteurs" Pnvate InterregIOnal maIZe tradmg was dIscouraged by the government there was a 
stnct lumt on the amount of maIZe that could be moved outSIde the offiCIal procurement network 
(Bevan 1993) In 1984, thIs hmIt was onlv 30 kg per person (W orId Bank 1994) 

By the early 1980s, pnvate tradmg of maIZe had become WIdespread and the amount of 
mau:e sold through NMC was drastIcally reduced The volume of OffiCIal matZe purchases had 
fallen from 220,400 tons m 1978-79 to 104,600 tons m 1980-81 and to 71,000 tons In 1983-84 
(SuzukI and Bernard 1987) I\t the same tIme, In 1980-81 to 1982-83, total sales of maIZe 
averaged 263,000 tons, ofwluch 133,000 were sold m Dar es Salaam and Coast region 
(Putterman 1995) 

AccordIng to Putterman (1995) Mbeva. Morogoro and Mwanza depended for 70-80 percent oftheJr food 
needs on pnvate parallel markets 
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In an attempt to unprove the sItuatIOn. the government remstated cooperatIve UnIons m 
1984 The uruons were estabhshed as agents ofNMC to dIstnbute mputs to and procure rruuze 
from farmers Also, the NatIonal?vhlhng CorporatIon Act No 22 was passed m 1984 TIns act 
estabhshed NMC as a sole dealer m gram millmg and procurement These measures dId not., 
however, salvage the SItuatIon 

The pan-seasonal and pan-temtonal pncmg pohcy led to the accumulatIon of massive 
debts by NMC and spuahng government subsiwes The pncmg pohcy encouraged uneconoIDlc 
culuvauon and food productton slufted to regIons far from the roam consumpnon centers, thereby 
mcreasmg transportatlon costs Because Its purchase and selhng pnces were fixed, and because 
the government stood ready to cover any gaps m Its revenues and expenses, NMC lacked 
mcentIves to operate effiCIently NMC's cumulauve debt to the state-owned banks reached TSh. 
23 btlhon m 1981, and It accounted for 88% of the subSIdies allocated to agncultural parastatals 
between 1978-79 and 1983-84 As Putterman (1995) states 

"!he gram monopolv had become a financial black hole, an operanon encouragmg hlgh­
cost producers to produce cilmallcaliv nskv crop for a guaranteed buver whose mternal 
accounts were unaudIted over long pen ods l11vmng masSIve waste and fraud" 

In response to these problems and the flounslung parallel markets, the government began 
to graduallv decontrol maIZe marketmg 

7 1.2 LiberalIzation of MaIZe Marketmg 

As the first step towards hberaiIzatIon, the government loosened the rules about pnvate 
mterreglOnal tradmg The hII11t on pnvate gram movements was first raised from 30 kg to 500 kg 
per person In 1987 mterregIonal movement restnctlons on maIZe wlthm the countrY were 
abo hshed (w orid Bank. 1994) Pnvate traders were also legallY p ermltted to buy gram from 
cooperatIve uruons though not drrecth from farmers However a ban on pnvate Imports and 
expons contmued 

Fmally, m 1989 the smgle channel marketmg system through cooperatIve uruons and NMC 
was officIally dIsmantled and pnvate traders were legally allowed to purchase maIZe dIrectly from 
farmers In other words, pnvate traders were legally allowed to compete Wlth NMC and 
cooperatIve UnIons In maIZe markets Pnvate e"q)orts and Imports of maIZe agamst a government 
lIcense were also permItted m 1989 

In 1991-92 cooperatIve uruons dIsengaged themselves from maIZe marketmg The retreat 
of cooperatIve uruons was prompted by uruons' finanCIal problems::! Partly due to the Wlthdrawal 
of cooperatlVe uruons NMC started to buv maIZe from pnvate traders mstead of fanners The 

See sectIon on cotton marketmg for further detatls 

76 



volume of NMC purchases was however, sWIndlmg 

7 1 3 Impact of LIberalIZatIOn of MaIZe Marketmg Structure 

Pnvate sector has responded vIgorously to hberal.LzatlOn measures currentlv, VlftUally all 

surplus maIZe offarmers IS procured by pnvate traders Elghty~elght percent of the mme fanners 

surveyed sold therr mmze to a trader who came to the farm or VIllage The rest sold therr mmze as 

follows 9 percent sold maIZe dIrectly to consumers, 1 5 percent to large~scale millers, and only 

1 5 percent sold maJZe to cooperatlve uruons as FIgure 1 mdtcates Over 90 percent of these 

transactIOns took place m the farm or Vlllage 

FIgure 1 Farmer~ 10 TanlaDla Sold MaIZe To 

CooperatIVe Union (1 50%) 

Large-Scale Mill (1 500/1 
Consumers (9 00%) 

T 

he maJonty of traders are small~scale operators With lIttle or no assets In fact, fanners 

themselves often act as traders Interestmgly, only about 22 percent of maIZe traders mteTVlewed 

reponed that they earn theIr mcome solely from maIZe tradmg The rest, 78 percent, said that 

they engage 10 other mcome-earrung actlVIties About 56 percent of these traders Said to engage 

themselves mother non-farmmg actlVItIeS, whtIe 44 percent told that they eIther farm maIze or 

other crops to make adequate hvmg 

Traders in general can be dlVIded mto two categones local and mterreglOnal traders The 

charactenstlcs of these traders are as follows 

Local traders buv maIZe dIrectly from farmers (unless they are farmers themselves), 

transport It to the market and then sell the crop eIther on a wholesale baSIS to local retailers, 
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hammer mllls, or on the local market drrectiv to consumers The traders mtervtewed Included 
both local and InterregIOnal traders CombIned, 26 percent sold the maIZe to retatlers and 13 
percent drrectlv to consumers 

A major change that has taken piace In the marketmg of maIZe m the past years IS that, 
Instead of maIZe flour, maIZe gram IS currently bemg traded from the fanner all the way to the 
retatler or consumer The unrehability ofNMC's supply ofmmze flour was the catalyst for this 
change pnvate traders who filled m the food shortage, sold mmze gram. not flour Because all 
the large-scale maIZe nulls m the country belonged to NMC, comnnsslOnmg a mill to process the 
gram was not feastble As a result, smce ID31Ze IS consumed m flour form, small hammer nulls 
sprouted In 1980-91, small hammer nulls were mushroommg all around Tanzama winch allowed 
households to mill the grams they bought from traders (MdadUa 1995b) Some hammer nulls also 
buy maIZe from traders, nulllt and then sell the produced ID31Ze flour to retaders to consumers 
Nme percent of traders Intervtewed sold ID31Ze to hammer mills 

Inter-regIOnal traders buy maIZe from fanners transport and sell It to a wholesaler m a 
major town or drrectiv to a matze mill TInrtv-rune percent of the traders Intervtewed sold maIZe 
to wholesalers 

The wholesalers--so called dalahs--act as COmmlSSIOn agents for mterreglOnal traders they 
sell the maIZe the trader has brought In to large-scale mills agamst a COmmlSSlOn The mam market 
for surplus maIZe IS Dar es Salaam Dar es Salaam has three major wholesale markets Tandale, 
Bugururu and :Mbagala Of these, In tenns of volume of maIZe handled, the Tandale market IS the 
largest In the 1993-94 marketIng season about 70 percent of maIZe dehvered to wholesale 
markets In Dar es Salaam was taken to the Tandale Table 1 documents the volume of maIZe 
dehvered to these three markets In 1990-97 Matze IS dehvered to the Tandale market bv 
mterregtonal traders pnmanlv from Innga, Dodoma. and :Mbeya as Table 2 mdlcates 
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Table 1 

1990- 91 

1991-92 

1992-93 

1993-94 

1994-95 

1995-96 

1996-97 

Total 

Volume ofMa.aze Debvenes (100 kg bags) to Wholesale Markets ID Dar es Salaam ID 

1990 -1997 

MAIZE BAGS 

Tandale Market Mbagaia Market Bugururu Market Total 

190,249 N/A 149,015 339,264 

412,385 N/A 173,135 58S,520 

266,688 98,021 162,933 527,642 

470,894 109,911 90,147 670,952 

503,424 128,165 156,337 787,926 

522823 134,296 91,511 748,630 

214413 106,933 47077 368423 

2,580876 577326 870 155 4,028357 

Source Marketmg Development Bureau (MDB), J\1uuStIy of Agnculture, Tanzarua 
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Table 2. 

Source 

Oodoma 

Songea 

Tanga 

Innga 

Shmvanga 

Mbeva 

Arusha 

KilimanJaro 

Morogoro 

Tabora 

Other 

Source of MalZe Delivenes (100 kg bags) to Tandale Market m 1990-
1997 

MAIZE BAGS 

1990- 1991- 1992- 1993- 1994-95 1995- 1996-
91 92 93 94 96 97 

232% 32% 30010 43% 46% 60% 81% 

10010 9% 8% 2% 1% 1% 0010 

1% 4% 5% 0% 3% 0% 2% 

44% 38% 36% 19% 15% 9% 6% 

1% 0% 0% 0% 0% 0% 0% 

19% 17% 20% 36% 32% 24% 11% 

0% 0% 0% 0% 0% 0% 0% 

0% 0% 0% 0% 0% 0% 0% 

2% 0% 2% 0% 1% 1% 0% 

0% 0% 0% 0% 0% 0% 0% 

1% 0% 0% 0% 2% 0% 0% 

Source Marketmg Development Bureau (MDB), Mtrustry of Agnculture, Tanzarua 

MaIZe mills have recently started to bYpass wholesalers and buy maIZe drrectlv from 
mterreglOnal traders to cut down transacnons costs I\s Table 1 shows, In 1990-91 total maIZe 
delIvenes to Tandale and Bugururu markets were about 339,000 bags (100 kg each) 3 The 
amount of maIZe nearly doubled to 585,000 bags m the folloWIng season The delIvenes deehned 
by about 58,000 bags In 1992-93, but mcreased agam to about 788,000 bags m 1994-95 Smce 
then maIZe supplIes to these wholesale markets have decreased dramatIcally only about 368,000 
bags were delIvered to these markets m 1996-97 Thts mdtcates SInce consumptIon of maIZe In 
Dar es Salaam has not decreased dramatIcally, that maIZe winch enters Dar es Salaam IS bemg 
supphed drrectly to nulls ThIs IS consistent With the reports of millers mtervlewed they buy 
maIZe from both mterreglOnal traders and wholesalers--mcreasmgly from mterreglOnal traders-­
and sell the processed maIZe meal to retatlers III CItv markets 

3 The Muustn of Agnculture collects data on the supply of maIZe from these three wholesale markets m Dar es 
Salaam Of these Mbagala was added to the ltst onlY m 1992-93 
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In Tanzama, pnvate mvestment m large-scale tnalZe nulls started m 1992 With the 
mstallatlon ofa tnalZe mill bv Zamabu Gram Millers Ltd m Dar es Salaam (Mdadtla 1995b) By 
1995 at least five large scale pnvate nulls were operatIonal m Tanzama. bnngmg the total number 
of large-scale mills to ten All but one of these pnvate nulls are m Dar es Salaam Table 3 ltsts 
the names and capacItIes of these pnvate nulls m 1995 

Table 3. Large-Scale Private Maize Mills m Tanzama in 1995 

Name Number of Mills Installed Capacity Location 
(tonnes/day) 

E R Investments 2 120 Dar es Salaam 
LTD 

KlzotaPnme 1 60 Dodoma 
Products 

Zamabu Gram 1 60 Dar es Salaam 
MIllers 

Coast MIller L TO 1 120 Dar es Salaam 

Source 11dadlla(1995b) 

• 
The pnvate mills raised the millmg capacltv of large-scale mills m the country by 360 tons 

per day The total nulling capacIty m Tanzarua IS now at least 780 tons/day or 195,000 tons per 
year wiule the quantIty ofmatze avatlable per year m Tanzarua IS assumed to be about 550,000 
tons (Mdadtla 1995b) TIns mdlcates that hammer nulls play an Important role m matze rrnlhng, 
especIally m the rural areas where the products of the large-scale mills are not avatlable TIns IS 
partIcularly the case because not all large-scale nulls operate at a full capacIty 

Whtle all pnvate large-scale nulls are reported to operate at the full capaCIty, the five mills 
owned by NMC operate at only about 25 -35 percent of the mstalled capaCIty (Mdadtla 1995b) 
Smce mvestment m a millIS calculated to be profitable tfthe null IS run at least at 75 percent of Its 
InStalled capaCIty, mills owned by NMC are ltkely to be loss makIng 

All these pnvate mills were constructed illegally The NatIOnal Mllmg Act No 22 of 
1984, whtch granted to NMC the sole nghts to gram rrnlhng, was still m place m the early 1990s 
The government reVIsed the Act m 1995-96, after the nulls were already m operauon 

Another player m the matze markets IS the Strateglc Gram Reserve (SGR) whtch buys 
matze for food secunty purposes SGR was establtshed m 1977 With the objective ofproVldmg 
food dunng times of shortage lruuallv, SGR was managed by NMC but m 1990 the Nlunstry of 
Agrtculture took SGR under Its dIrect control under the Food Secunty Department SGR was 
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charged WIth the task of managmg the strategtc food gram reserve In addttlOIl, It was assIgned 
the task of crop morutonng and proVldmg early warrung of possIble food shortages 

SGR buvs maIZe for the food gram reserve from fanners and traders, who delIver maIZe to 
SGR godowns The SIZe of the foodgram reserve IS currently about 106,00 tons of grams of 
which 50,000 IS maIZe (Tanzarua Food Secuntv Bulletm 1997) Accordmg to SGR, the deSired 
level of storage would be about 150,000 tons. but due to budgetary constramts the level of stocks 
has been lower The maIZe IS bought early m the season at open market pnces and stored at most 
for 18 months In the case of shortage, SGR sells part of the maIZe m reserves to millers, and part 
to consumers m rural areas through an open market, and the remamder SGR dtstnbutes as food 
atd" Dunng the years of shortage, the government Imposes movement restnCtlons on maJZe trade 
and bans any exports of maIZe from Tanzarua 

Pnvate traders also export maIZe Table 4 reports the offiCIal exports and Imports of 
IllatZe m 1988-93 In order to export or Import maIZe, a trader needs a PermIt from the Food 
Secunty Depanment of the Muustry of AgrIculture The Food Secunty Department mamtams a 
record of foreIgn trade as traders are oblIgated to submIt to the department returns on thetr 
external trade (MdadIia 1995a) However m order to aVOId taxes traders export a substantlal 
amount of maIZe illegallv each year to T anzarua s neighbormg countnes 

Table 4 OffiCial MaIZe Export and Import (Metnc Tonnes) in Tanzama 

Year Export Import 

1988 18711 373 

1989 30,348 N/A 

1990 57039 2208 

1991 7000 1 651 

1992 -+ 141 N/A 

1993 9637 N/A 

Source J MdacWa Marketmg Development Bureau Dar es Salaam 

Inten lew \\lth offiCIals of SGR 
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About 18,686 tons ofIll3lZe were exported illegally from Tanzarua to Its nelghbonng 
countnes (Kenya, Uganda, ZambIa, Congo, MalaWl) m 1995-96 In terms of volume, ZambIa, 
Congo, and Kenya were the most Important destmatlons Interestmgiy, not only mmze gr~ but 
also mmze flour was exported across the border Wlthout a penrut Ma.Jor tradmg partners for 
Illegal mmze flour trade were Kenya and Uganda m 1995-96 The illegal cross border tradmg IS 
not surpnsmg smce most of the major mmze producmg areas are near the countr'Ys borders 
Some of these mmze growmg areas are relatively maccesslble and dIStant from mternal markets 
The neIghbonng countnes are therr natural markets 

Figure 2 summanzes the mam marketmg chams of Il181Ze m TanlJlma It IS tmportant to 
note that m FIgure 2, local and mterreglonal traders can also be fanners 
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Figure 2. Maize Marketing in Tanzania 
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Fmallv, compared to Zambia, the mput markets for m3lZe seem to be further developed m 
Tanzarua Eighty-five percent of the farmers mtervlewed reported to apply fertilizers and 
pesticides or both Nmety-five percent of these farmers bought therr mputs (fert1ilZers and 
pesticIdes) from pnvate mput dealers The remamder bought them from a government agency 
Over 99 percent of these purchases were made m cash Only one farmer had bOUght mputs on 
credit 

How effiCient IS thIs marketmg structure? The next sectIOn wIll attempt to shed lIght on 
tlus questton 

7.2 EffiCiency of MaIZe Marketmg: Evidence on Marketmg Margms 

11us sectIon analyzes the marketmg margms m Tanzaman rruuze markets m order to assess 
the effiCIency of current marketmg arrangements and the magrutude of transactIons costs It will be 
demonstrated that smce hberaiIzatJ.on the marketmg of mmze has become less effiCIent the farm-retaIl 
marketmg margm has been Wlderung over tlffie and pnce dIfferences across regions and farms have 
been large and volatIle 

As With ZambIan m3lZe the empmcal eVldence for transactIons costs m Tanzaruan mau;e 
markets comes from two sources (I) mternews and surveys, and (ll) government pnce data 
However, the pnce data from Tanzarua are not as extensIve Monthlv retaIl and wholesale pnces, as 
well as producer pnces were obtamed for several CItIes 

Malze marketmg m Tanzarua has become less effiCIent -- transactIons costs have mcreaseci'-­
smce hberalIZatIOn Companng retaIl pnces In Dar es Salaam to wholesale pnces In Irmga (whIch 
along WIth Dodoma IS one of the large CItIes supplYIng maLZe to Dar es Salaam) produces a margm 
that 15 COnsIstently posrtlve and mcreasmg over tlffie over the 19-month penod (December 1994-June 
1996) The margm between the wholesale pnce In Jrmga and the farm pnce IS POSitIve but declmmg 
over the same penod As FIgure 3 mdicates the overall margm between the retaIler and the farm 
does show slIght upward trend 

In addItIOn, companson With ZambIa suggests that maIZe marketmg IS relatively IneffiCIent 
In T anzarua The data avaIlable do not penrut computatIon of exactly comparable figures for the 
marketmg margms m mau;e m Tanzarua and ZambIa However the followmg calculatIons can be 
made Nommal monthly retml pnces for tnalZe gram m Dar es Salaam are avaIlable for the penod July 
1995-June 1996 Dunng thIs 12-month penod, these retaIl pnces averaged about 20 cents per kg 
Dunng the same 12-month penod, producer pnces In Innga averaged 10 5 cents per kg The "farm_ 
retaIl" margm calculated from these IS 9 5 cents per kg For ZambIa. the retaIl pnce for maIZe m 
publIc markets m Lusaka IS avaIlable weekly and as monthly average The SImple average of the 12 
monthly averages for 1996 YIeld a retaIl pnce of about 16 5 cents per kg The producer pnce 
reported for ZambIa for all of 1996 IS about 10 5 cents per kg The "farm-retaIl" margm calculated 
from these IS 6 cents per kg Thts supports the VIew that mau;e marketmg In Tanzarua IS somewhat 
less effiCIent than In ZambIa 
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The between CIty pnce dIfferences m T anzama are also qUIte large and volatIle F or example, 
the wholesale pnces for 100 kg bags of maJ.Ze durmg August 1994 were VIrtually the same m Innga 
and Dodoma-TSh 6,800 m Innga and Tsh 6,250 m Dodoma One year later, In August or 1995, the 
Innga pnce was Tsh 4,600 and the Dodoma pnce was TSh 8,500--aimost twIce as rugh as the Innga 
pnce By June and July of 1996, the Dodoma pnce had agam fallen below the Innga pnce 
LIkeWIse, producer pnces show large drlferences from one area to another Reponed pnces for June 
1996 range from Tsh 3,625 per a 90 kg bag m Sengerema (and Tsh 3,750 m Mpwapwa) to Tsh 
10,000 m Njombe and TSh 10,500 m Mafinga Even WItbm the South Highlands reglon, pnces range 
from Ish 5,250 m Momga to Tsh 10,500 m Mafinga Retad pnces are only shghtly less dlSIntegrated 
dunng May 1996, m the Northern Coast reglon, the pnce per debe (18 kg) was Tsh 1,550 m 
Morogoro and Tsh 2,800 m Dar-es-Salaam. Dunng the same month, the retaJl pnce was Tsh 1,300 
In Njombe and Tsh 2,225 m Innga, both CItIes m the centra1lnghlands 

The survey results also support the VIew that there IS substantIal vanablhty of pnces from farm 
to farm Table 5 shows the dlstnbutl0n ofpnces reported bv farmers m Tsh/bag -\1l these pnces 
are reported for recent trades of "more than one month In the past" Therefore, the pnce dIfferences 
reflect drlferences overtJIne as well as drlferences between farms However, It IS hkely that all of the 
trades took place m the year from July 1996 to July 1997 TIns IS consistent With other aspects of the 
survey, whIch show that farmers do not have access to market Information or transportatIOn 
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Table 5 DistnbutIon of Pnces Reported by Farmers m Tshlbag 

Pnce Range Number of farmers reportlDg 
pnce m thIS range 

0-1000 1 

1000-2000 4 

2000-3000 1 

3000-4000 3 

4000-5000 19 

5000-6000 17 

6000-7000 8 

7000-8000 21 

8000-9000 22 

9000-10000 19 

10000-11000 3 

11000-12000 2 

12000-13000 1 

13000-14000 1 

14000-15000 1 

The survey results mdIcate that m Tanzarua competrtlOn at the farmgate level IS stilllffiperfect 
though keener than m ZambIa Forty-seven percent of the farmers mtervtewed saId that the buyer 
they sold theIr maIZe to was the only one they could find Frfty percent of the farmers talked to a 
couple of buyers before they sold theIr maIZe to the one that offered the hIghest pnce Interesnngiy, 
accordmg to the survey results, almost all the rruuze In Tanzarua IS sold on the spot markets only two 
percent of the farmers had agreed some preVIous tIme to sell maIZe to a partIcular buyer as FIgure 4 
IndIcates Further 55 percent of the maIZe farmers reported that the buyer set the pnce, they could 
only accept or reject It As FIgure 5 shows, only 20 percent of the farmers mdlcated that the pnce 
was determmed trough a negotIatIon FInally, most farmers Said that the qualIty of maIZe mfluenced 
the pnce and In 76 percent of the cases the buyer was reported to have detennmed the qualIty 
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Figure 4 MaIZe Farmers m Tanzama DecisIon to Sen to Buver 

buyer could fInd (4100%) 

~ the best pnce (SO 

FIgure 5 "IaIZe Farmers m Tanzarua Price DetermmatlOn 

pnce agreed at some earlier time /5 

negonated WIth faom .. r and buyer \20 00%) 

faomer set the pnce (20 
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What explams thIs lack of effectIve competltlon m Tanzaruan m3lZe marketmg and the 
resulting WIde marketIng margms and large and yolattle pnce dIfferences? An attempt to answer thIs 
questIon IS made m the next sectIOn 

7.3 Factors Intluencmg TransactIOns Costs 

CompetItlon m Tanzaman lIWZe markets IS adversely affected by a number of factors 
movement restnct1ons, mfrastructural unpednnents, lumted access to credrt, lack of storage capacrty, 
and contract enforcement problems are all the ones that survey respondents and mteIV1ewed market 
partIcipants constdered as m3:Jor Impednnents All these factors, while hmdermg eftecttve 
competItIon, ralSe transacttons costs m matze tradmg 

A. Infrastructural Impediments 

Infrastructural unpedtmems mcrease the cost of physIcal movement of the produce, and hInder 
the processmg and marketmg process m vanous ways for example, by raISIng search costs The major 
mfrastructural constramts pomted out by farmers. traders and millers surveyed relate to 
transportatIOn. water, and electnclty supply 

1 Transportation 

The road network m T anzarua. whtle better than m ZambIa, IS still madequate and many roads 
are unpassable dunng the ramy season In 1990, the World Bank estunated that only 24 percent of 
Tanzarua's paved roads were m a good condItIOn and the rest 76 percent m farr or poor state ThIs 
was a result of weak: management of roads and because road management was not gIven a hIgh 
pnomv m budget allocatIons Smce then road mamtenance management has been reformed and some 
of the roads have been rehabuitated A lot of work. however, still needs to be done 

By ralSlIlg transportatIon costs, the poor qualttv ofTanzaruan road network iuntts competltlon 
and entry Into ffi3lZe marketmg Matze productIon areas are often located far from centers, and there 
IS a substanttal dtstance from farms to the nearest town markets For example, only 16 percent of the 
mterviewed m3lZe farmers SaId that the nearest town market IS 0-5 km away, whtle 19 percent 
reported to travel between 41-60 km to the publIc market Eleven percent of the farmers even 
mwcated that they travel 61-80 km before they can get to a market With reasonable pnces for mputs 
and maIZe Figure 6 shows the dlstnbutlon of distance to the nearest pubhc market from the farms 
surveyed Only 22 percent of the farmers surveyed satd that they have the capacltv to transport maIZe 
to the town market ThIs unphes that fanners sell therr matze at the farmgate which may not gtve 
them a competrttve pnce IT competItIOn among traders IS Imperfect I\1so, long dIstance means hIgh 
transportatIOn costs both for mput purchasmg and ferrvmg the maIZe to the market Smce the 
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chstances are large, the quahtv of the transportatIon network IS of major Importance The neglect of 
road mamtenance leads to lugh expenchtures on vehIcle spare pans and repairs whIch translates mto 
even hIgher transportatIon costs ThIs discourages marketmg actIvItIes 

VI 

Figure 6 Maize Fanners In Tanzania Distance to the Nearest 
PubliC Market from the Farm 
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Accordmg to maize rrullers mtervlewed, the lImIted water supply Impedes theIr rrullmg 
operatIons The mdustnal area of Dar es Salaam typIcally has water for only SIX hours per day 
(Rauth. Spence, and Mornll 1996) ThIs shortage IS a major constramt for rrullmg, whIch uses water 
as an mput m the production process 

Water shortages are caused by (I) techrucal, finanCIal, and managenal problems whIch result 
man underutthzanon of eXIStlng capacIty, (ll) mefficient allocatIon of eXIstmg resources, and (Ill) lack 
of funds to explOIt new resources (W orid Bank 1994) Power shortages, faulty pumpmg systems and 
filtratIOn plant mefficiencIes, and mefficient management of these systems have led to low capacIty 
utthzatlon rates Also, the pnce of water has been set too 10W--It does not reflect the scarCIty value 
ofwater--whIch has encouraged mefficient use and wastage of water (World Bank 1994) 

3 Electnclty Supply 

Unrehable supply of electnclty not only Impedes the water supply but also raises the cost of 
runrung a rrull, either by causmg the mIll to run at a less than optImal capaCIty utIlIZatIOn rate or by. 
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forcmg the miller to mvest In a generator Both translate mto mcreased costs m rrullmg 

The reason for the erranc electnClty supply can be traced back to the InStitutional framework 
that governs the electnclty proVIsIOn m Tanzarua The productIOn and dlstnbutlon of electrICIty IS 

governed by a government monopolv, the TanzanIa Electnclty Supply Companv (T ANESCO) 
T ANESCO IS plagued by srrmlar governance problems as the other government agencIes m Tanzarua 
m pamcu1ar lack of accountability of workers F or example, customer arrears are hIgh, because the 
billmg has not been taken care of properly 

B. Movement Restndlons on MaIze 

As mentIoned earlIer, the government unposes movement restnctIons on lIla1Ze, and bans any 
exports oflIla1Ze from Tanzarua when SGR predtcts a shortage ofIrul1Ze The ann oftlus pohcy IS 

to secure the aVallabthty of Irul1Ze m the country dunng the years of shortage At the same t1me, 
however, thIs pohcy dIstorts the maIZe markets and, m general, the allocatIon of resources m the 
agncultural sector 

These movement restnctIOns on mmze--m partIcular the prohIbitIOn of expons-repress 
producer mcennves by pushIng down producer pnces m the country MaIZe pnces are often 
substantIally, even 50-300 percent, higher In the neIghbonng countnes than m Tanzarua Given these 
pnce drlferences, farmers and traders, specIficallY those located close to the country's borders, have 
mcentives to export maIZe Even after talong mto account the transport cost, they would be better 
offby exportIng matze than sellmg It m the domestIc market at repressed pnces Lumtmg mcreases 
In producer pnces by nnposmg movement restnCtlons creates diSIncentIVeS for farmers to grow lIla1Ze 
In partIcular, smce these bans are often Imposed Without a warnmg, long-term planrung by farmers 
and traders IS made dIfficult thereby discouragmg mvestment m the sub-sector 

RemOVIng restrICtIons on e'tternal trade ofmmze would allow Tanzaruan farmers to capture 
potentIal gatns from maIZe trade WIth other countnes In the regIOn that face shonages, and possIblv 
mcrease mmze productIon m Tanzama Ehmmanon of controls would allow an upward adjustment 
m producer pnces m Tanzarua dunng the years of shonages m the regton and allow the resources to 
flow to areas where they are used best .\n mcreased producer pnce would proVIde fanners an 
IncentIve to expand the productIOn of the crop ThIs, m turn, would help to alleVIate potennal 
domestIC shonages A World Bank studv of 1994 mdtcates that good and bad producnon years m 
Tanzama do not typlcallv closely correlate With those m countnes of Southern AfrIca Thus, regIOnal 
trade would not hun domestIC consumers The trade would also lIkelv bnng net foreIgn exchange 
to the country and reduce the illegal trade m mmze 

c. Access to CredIt 

Farmers and traders lack access to credtt Only one of the 139 maIZe farmers mtervtewed had 
obtamed credIt -\1so, traders mterviewed expressed that the lack of credIt m addItIOn to the 
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meffiClent transport system.. was a IrulJor problem and a constramt to the expansIon of therr busmess 
In fact, due to the lack offinance many of the traders have to rely on hIred transport sernces mstead 
ofbuymg therr own vehIcles whIch In the long-run IS not cost-effectIve Seventy-eIght percent of the 
traders IntervIewed depended on hrred transport Lack of access to credIt and the hIgh cost of credIt 
when It IS accessIble also prevent farmers from expandmg therr productIon 

There are several reasons for the shortage of credIt Flf~ the finanCIal sector IS sunply not 
geared to channelmg credit to agncultural actiVItIes Agnculture IS VIewed as a nsky area partly 
because of Its dependence on weather Second, m gener~ there IS a shortage of loanable funds m 
Tanzama. 1ntemattonal finance m the form of portfoho and foreIgn dIrect mvestment has not flown 
m large volumes to Tanzama because of the perCeIVed mstability ofTanzaman mvestment chmate 
Uncertamty about macroeconolDlc pohCles resulting from some sudden pohcy reversals bas kept 
international mvestors at bay Tlurd, the current collateral laws are madequate The eXJStmg laws 
state that banks cannot take control of collaterahzed property m case of a default (Rauth, Spence, and 
Mornll1996) nus completely defeats the purpose of the collateral--to IDlt1gate the nsk m lendmg-­
and obVlouslv raises the cost of credIt Fourth. the mefficIencies In the court system also mcrease 
the cost of loan contract enforcement 

D. Storage Capacltv 

About 30-40 percent of maIZe produced In Tanzarua IS lost due to poor or non-eXIstent on­
farm storage every year (FEWS Bulletin 1996) SIXty-five percent of the maIZe farmers surveyed 
reported that they have enough capaCIty to store therr enure crop, but 35 percent Said that they have 
some, but not enough, storage capacltv Even tfthere were enough storage capacIty, the qualIty of 
that storage IS often questIonable For example most of the farmers InteTVlewed In Innga used a type 
of storage that does not mamtam the produce In good qualIty for a long tIme 

Lack of proper on-farm storage facilitIes rustorts the maIZe trade and rruses transactIOns costs 
specificaliv transfer costs ObvlOuslv lOSIng over one thIrd of the crop after the harvest IS a major 
mefficIencv In the marketIng system Fear of tms loss tempts farmers to sell therr maIZe soon after 
harvest thus preventIng them from benefittmg from seasonal changes In maIZe pnces MaIZe pnces 
10 Tanzarua exlublt a pronounced seasonal pattern they are mghest In May and then drop 
dramatically, bottormng out In September The lack of storage hInders the evenIng out of seasonal 
fluctuatIons In maIZe pnces 

Manv maIZe millers also" OlCed therr concern about madequate storage space Due to the lack 
of adequate storage space they as well are unable to take advantage of seasonal fluctuations In 

pnces-wruch IS, accordIng to the rmllers a prereqUISIte to remammg competItIve and make profits 

Inadequate storage capaclty at the t::um and rrullievel reflects the farmers' and nullers' lack 
of access to credIt Construcung appropnate storage reqUIres funds whIch as dIscussed earher are 
m short supply Interestmg!v, whtle traders and farmers are strugglIng tor storage space a large share 
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ofNMC's storage IS srud to be empty throughout the country 

E. Contract Enforcement 

Most transactIons m maIZe markets are spot market exchanges WIth cash payments These 
transactIons mvolve an mstantaneous exchange of goods and money Some rrullers dId report 
however, that they extend a very short term credIt (2-3 days) for therr better-known customers 

TIns spot market nature of deals reflects the meffecttveness of state contract enforcement 
mstltuttons m Tanzama 5 The fact that nnllers are wtlhng to extend very short-term cred.rt oDly to 
thetr better-known customers mmcates that the enforcement ofwntten contracts through the court 
system IS not effecttve Instead, busmesses seem to rely on reputatlon as an enforcement mechamsm 
A survey of manufactunng firms (ESRFIIRIS 1997) earned out m Tanzama m July 1997 also 
truhcates that jUdtClal process and procedmes are constdered by firms to be meffiClent, unprechctable, 
non-dtsClphned, non-transparent, and not cost-effectIve Further, a study ofRmgo, Ndt~ and Mjema 
(1995) also shows that small enterpnses m Tanzarua View the courts as the most unsuttable forum for 
dIspute settlement for two reasons FIrst a court SUIt would tarmsh one's Image and lead to a loss 
of future busmess Second settlmg disputes in the court IS the most expenSIve in terms of tIme, 
monev, and corruptlOn 

RelIance on cash transactIons on spot markets hInders the expansion of markets and also 
rruses transacttons costs It tends to reduce the SIZe of transacttons because of cash constramts and 
nsks mvolved m carrymg cash Traders buvmg I113.lZe from farmers need to Carry substanttal amounts 
of cash With them Stones of robbenes were not uncommon these traders are naturally lucrattve and 
easy targets for cnmmals It also severely llffilts the expanSIon of markets by curbmg mter-temporal 
trade Fmally, cash constr3.lflts llffilt the entrY of new traders 

In sum. the effiCIenCY of maIZe marketmg -- as eVidenced bv wlderung marketmg margms -­
has decreased m the past few years Problems WIth mfrastructure access to credIt storage and 
contract enforcement partly explam this downward trend m effiCiencY IneffectIve governance fiscal 
planrung and legal and regulatorY mstltutlOns are at the root of these problems 

See Kahkonen and Meagher (1997) for a dlScussIOn on the role of state mstItutlOns of contract enforcement m 
facwtatmg busmess transacttons and development 
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8. Marketing of Cotton In TanzanIa 

TIns chapter WIll assess the Impact of hberahzauon on Tanzaruan cotton marketmg 
changes In and effiCIency of marketmg arrangements It will be shown that SInce hberahzanon, 
marketmg of cotton m Tanzarua has somewhat mcreased the gap between the producer and the 
export pnce has narrowed However, gmnery costs m Tanzama are stilllugh compared to 
Zambta Several factors are lumtmg compettnon and raISmg transact10ns costs m cotton 
marketmg These mclude VarIOUS entry bamers to cotton tradmg, lack of access to finan~ and 
mfrastructura1 constramts 

8.1. InstItutIonal Structures and MarketIng Arrangements 

Cotton IS the second most Important cash crop, after coffee, In Tanzarua Along W1th 
coffee It IS also the leadmg export crop tWorld Bank 1996) It IS grown pnmanly In two areas 
the Western cotton groWIng area south of Lake Victona whIch compnses ofMwanza. Shmyanga, 
Mara, Tabora, SmgIda, Kagera. and Ktgoma. and the Eastern cotton growmg area whIch COnsISts 
ofMorogoro Coast RegIOn., Arusha. .Mbeya, Tanga, KilimanJaro and Innga About 90 percent 
ofTanzaruafs total cotton productIOn ongtnates from the Western cotton growmg area (World 
Bank 1994) 

In Tanzarua. cotton IS a small-holder crop It IS grown on farms whose SlZe vanes from 
05 to 10 hectares, the average farm SIze bemg 1-2 hectares Farmers tYPICally grow cotton m 
rotatIon WIth food crops such as maiZe sorghum.. rmllet cassava, and legumes 

Cotton In T anzarua IS ramfed and less than 10 percent of farmers use fertIhzers to grow 
the crop The hand hoe IS sull the pnnciPal tool of most cotton farmers, although In the Western 
grOWIng area oxen are Increasmglv used for land preparatIon and weedmg t Undo lie 1994) 

The Tanzaruan cotton vanetv IS of the medIUm staple Amencan Upland staple whIch can 
be eIther saw or roller gmned (U ndolle 1994) ~ost of the seed cotton m T anzarua IS roller 
gmned The roller gmned hnt has a smaller 1mt wastage factor and therefore obtams a premlUm 
pnce m the world market 

8 1 1 Background to LIberalizatIon 

Up to 1993/94 cotton marketmg m Tanzarua was controlled by cooperatlve urnons and a 
parastatal marketmg board Vnttl 1975 cooperatlve uruons were m charge of gmrung and the 
marketmg of cotton TIns system.. however changed drasticallv m 1975 

In 1975, government dIssolved cooperatIve uruons and turned all aspects of cotton 
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marketmg over to the Tanzaruan Cotton Authontv, a parastatal marketmg board The Tanzaruan 
Cotton Authonty was made responsIble for delIvenng to villages the reqUIred mputs and 
transportmg, stonng, gmnmg, and arrangmg for export the cotton produced bv farmers The 
Impact of thIs new system on cotton productIon was, however, not encouragmg By the early 
1980s, Tanzaruan farmers had reduced the productIon of the crop as the real return of cotton fell 
due to mcreasmg devaluatIon of the Tanzaruan shtlhng and a grOWIng share of recetpts devoted to 
finance the operatIon of the Tanzaruan Cotton Authonty (Puttennan 1994) From the 1976-77 
season to that of 1985-86, cotton productIon fell from 65,930 to 32,846 tons (Bevan et al 1989) 
To reverse the sptraL the government deCIded to reVIse the marketmg system once more and 
revive the cooperatIve uniOns 

In 1984, cooperatIve UIUons were reInStated to handle the marketIng of cotton Jomtly WIth 
a parastatal marketmg board, renamed Tanzarua Cotton MarketIng Board (TCMB) The 
cooperatIve uruons and the village-level pnmarv SOCIetIes were establIshed as agents of TCMB 
(Consultants for Development Programs 1988) TCMB dlstnbuted mputs to the cooperatIve 
uruons whIch m tum dIstnbuted them to the pnmarv SOCIetIes for sale to the farmers The 
quantItIes of mputs to be purchased were establIshed by TCMB m consultatIon With the uruons 
Farmers delIvered cotton they had produced to pnmary SOCIetIes whIch stored and sold cotton to 
speCIfied cooperatIve uruons for a fixed pnce The uruons then gmned the seed cotton m therr 
own gmnenes for a fixed margm for TCrvm Fmallv, TCMB sold the cotton hnt to domestIC and 
mternatIonal buyers 

The purchasmg pnce and the sellmg pnce of cooperatIve uruons were fixed by the 
government The purchasmg pnce--that IS, the producer pnce--was urufonn and pan-temtonal 
The settmg of It, however seemed to be arbItrary In pnnciple the government followed the 
world market pnce m the pnce settmg, but m practIce producer pnces were at tImes set above the 
world market pnces ensunng that cooperatIve uruons ran at a loss (World Bank 1994) The 
selhng pnce however, was SaId to be set bv takIng mto account among other thmgs, the uruons 
costs 

However, by mternatIonal standards neIther the cooperatIve uruons nor the pnmary 
SOCIetIes could be conSIdered as cooperatIves smce membershIp m uruons was automatIc for adult 
villagers and there was no share capItal The cooperatIve uruons were financed by grants and 
loans from the government and donors In fact, smce uruons' purchasmg and sellmg pnces were 
fixed they SImply could not operate as mdependent, commerCIal entItles As Puttennan (1995) 
wntes 

"Although attempts were made to assess the unrons costs and to mcJude approprrate 
margms III the prrces at which they III tum sold to the government marketmg authormes. 
[unron] managers were oblrgated to fulfill their charge uhether a partlcular transaction 
was profitable or not In many cases the government was askmg the unron to engage m 
crop purchasmg ey:erClse without anv posslbllrtv oJ recovermg ItS cost When ullIons 
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Incurred losses through a combmatzon oj mternal mefficIencIes and unreasonable 
government demands the banks (also owned by the government) routinely fled them over 
with credit" 

Further cooperatIve managers were appomted by the government, not by umon members 
CooperatIve umons were thus effectIvely puhllc entItles, agents of TCMB 

Most of the cooperatIves were kept alIve only by mcreasmg governmental subsuiles and 
donor support At the end of 1980s and early 1990s, partly as a result of the pressure from 
donors, tlus marketmg system was reformed as the llberahzatton of the agncultural sector m 
Tanzama commenced 

8 1 2 LiberalIzation of Cotton Marketmg 

The seeds for the ltberailzatlOn of cotton marketmg were sown m 1989/90 as the 
government ofTanzarua launched the Tanzarua Agncultural Adjustment Program Under this 
program.. In 1990/91, the legtsiation that specmed the role ofTCMB In cotton marketmg was 
altered The new legtsiation 'reversed" the roles ofTCMB and cooperatIve umons Instead of 
cooperatlve umons and pnmarv socletles proVldmg serVIces for TCMB agamst a fixed fee, the 
new legtslanon granted cooperatIve umons the ownership of cotton from the pomt of productIon 
up to the final sale TCMB's new role was to proVlde fee-based marketmg serVIces for 
cooperatIve umons for final sales and Input purchases 

The reform of the Tanzaruan cooperatIve movement was mltlated at the same tune A 
new CooperatIve SOCIetIes Act was crafted m 1991 The ann ofthls Act was to make Tanzaruan 
cooperatlve umons conform WIth Internatlonal cooperatIve pnncipies Pnmary SOCIetIes were to 
be formed by fanners who would freelY elect to JOIn the SOCIetY and proVIde share capItal These 
pnmarv SOCIetIes would then control the cooperatIve umons through therr elected representatIves 
(Co-operatIve SocIetIes Act of 1991) The government also ordered natIonal banks to WIthhold 
credIt from any cooperatIve umons that dId not pass the commercla11endmg cntena (Putterman 
1995) 

The pnce controls on cotton \\-ere also gradually relaxed In 1991/92, the government 
announced only IndIcatIve producer pnces In the next season 1992/93, cooperatlve umons were 
given the freedom to determme theIr own producer pnces In pnnclple, tlus marked the end of 
the penod ofumform and pan-temtonal producer pncmg polIcv In practIce, cooperatIve unIons 
throughout the country agreed on a umform producer pnce 

The hberailzatlOn of cotton marketmg was properlv lmtlated only m 1993/94 as the pnvate 
sector was permItted to enter the marketmg and processmg of cotton, that IS to buv cotton 
drrectlv from fanners and then to gIn and selllt The government passed m August 1993 the 
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Crop Boards (MIscellaneous Amendments) Act whIch removed the monopoly of cooperauve 
uruons and marketmg boards m the marketmg of cotto~ coffee, cashewnuts, and tobacco 
(Undolle 1994) TCMB was renamed the Tanzarua Cotton Lmt and Seed Board (TCLSB), and Its 
role was changed to that of an enforcer of marketmg regulatIons to coordmate the productlon and 
marketmg of cotton WIthIn the country The legislatIOn, however, still PermIts TCLSB to 
undertake commercial aCtiVIties (World Bank 1994) All pnce controls were also removed and 
pnvate traders were allowed to set therr own producer pnces 

How did the pnvate sector respond to these changes m marketmg pohcles and how has 
the marketmg system evolved smce 1993/94? The next sectIon attempts to answer these 
questIons 

8 1 3 Impact of LiberalIzation on Cotton Marketmg Structure 

The pnvate sector's response to reforms m cotton marketmg started to surface 
sIgmficantly only m the 1995/96 season Only at that tIme pnvate agents were adequately 
mformed about the change 

The emergence of pnvate gmnenes to process cotton set m motIOn changes m cotton 
marketmg 1 The constructIOn of eIght pnvate gmnenes commenced m November 1994 in 

Tanzarua Up untIl that tIme, practIcally all gmnenes m TanzanIa were owned by cooperatIve 
uruons 2 Smce the ffild-1980s there had been a backlog ofungmned seed cotton m the country 
(UndolIe 1994) The ungmned seed cotton had been stored at the end of the season unul the next 
season causmg It to detenorate The pnmary reason for thIs backlog was madequate gmmng 
capacItv Even though the gmrung capaCIty on paper m 1990/91 was about 674,000 bales oflmt 
per season--enough to process all cotton produced m Tanzarua--the effectIve gmrung capacltv m 
Tanzarua was substantlallv less because of mechanIcal and electncal faIlures of the productIon 
eqUIpment and mefficlent management ofgmnenes (Undolle 1994) Most of the cooperauve 
gmnenes, With gInS mstalled m the 1930s and 1960s, had aged and detenoraung eqUIpment 
Mamtenance of thIs eqUIpment was problematIC because of the avaIlabIlIty of spare parts 
Frequent power faIlures further aggravated the SItuatIon IneffiCient management also contnbuted 

Seed cotton processmg or gmrung IS the prcx.ess of separatmg 1mt from the seeds ThIs lS carned out m 
gmnenes One kllogram of seed cotton produces approXllIlatelv 620-640 grams of cotton seeds 3 .. 0 grams of cotton 
Imt. and 20 grams of wastes and other forelgn matter (UndoUe 1994) 

2 The gmnenes not owned b\ cooperative UnIons," ere regarded as branches of them 
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to the poor perfonnance of gmnenes 3 Pnvate gmnenes emerged to take advantage of tills 
sItuatIOn Their emergence reduced the backlogs ofungmned cotton Table 1 llsts the names, 
locatIons and capacItIes of each pnvate gmnery -\s Table 1 mdIcates all pnvate gmnenes are 
located m the Western cotton growmg area 

Table 1: Private Ginneries m Tanzama 

NAME DISTRICT MACHINERY TECHNICAL CAPACITY 
(Bales per shift) 

Cargill Maswa 5 saw gms 200 

Lalago Maswa 15 roller gms 30 

MWanhUZl Meatu 3 saw gills 120 

Dvnamtc Mwanza 22 roller gms 44 

Farm Mwanza 30 roller gIns 60 

Vman Bunda 7 saw gms 280 

Bulamba Bunda 40 roller gIns 80 

Mara OIl Mills Musoma 30 roller gIns 60 

Aquva Magu 3 saw gms 120 

Ushtrombo Bukombe 40 roller gms 80 

Mhumbu Shmvanga 3 saw gms 120 

Mwalu]a KWlmba 20 roller gills 40 

Igoma Mwanza 20 roller gIns 40 

TOTAL 21 saw gms 
217 roller gms 

Source Tanzarua Cotton Lmt and Seed Board (TCLSB) 

3 Accordmg to the stulh on the quahtv ot Tanzaruan gmnerv staff earned out bv the Netherlands government m 
1990 90 percent ot cooperatIVe gmnen operators are unquahlied for theIr posts most gmnen managers have no 
formal trammg: and above 80 percent do not meet the reqUIred mmunum educanonal qualIficatIons 
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The establtshment of pnvate gmnenes led to the emergence of another marketmg channel 
for cotton and, thereby, the emergence ofpnvate traders and brokers of cotton Instead ofbemg 
oblIgated to sell the crop to a local cooperative uruon, a cotton farmer has today a chOIce of 
optIons (1) take the seed cotton to a local cooperatIve depot of the pnmary cooperatIve SOCIety 

and sell It to a cooperative umon, (u) sell the seed cotton at the farmgate or at a nearby buymg 
statIon to a pnvate trader who assembles cotton from several farmers and then transports It to a 
pnvate gmnery; (w) transport and sell the seed cotton directly to a pnvate gmnery; or (IV) sell the 
seed cotton to TCLSB Figure 1 maps the mam marketmg channels of cotton from the farmgate 
to the consumer The optIons avadable for a farmer, however, depend on the growmg area. 
Smce all pnvate gmnenes are located m the Western cotton growmg area, pnvate traders are also 
operatmg there Farmers mtervtewed m the Morogoro area m the Eastern cotton growmg area 
mdIcated that they still rely on cooperatIve umons for the marketIng of therr crops 
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Figure 1. Cotton Marketing in I anzania 
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Over half of the cotton produced m Tanzarua IS currently marketed through the pnvate 
sector (1 e pnvate traders and pnyate gmnenes) The M.uustrv of Agnculture estImates that m the 
1996/97 season 47 percent of cotton was bought by cooperatIves 51 percent by the pnvate 
sector, and the remammg 2 percent by others, mcludmg TCLSB 4 The share controlled by the 
pnvate sector 1S, however, ltkely to be higher smce pnvate buyers tend to understate therr 
purchases of cotton to aVOld taxes 

The survey results confirm the mcreased role of pnvate gmnenes and traders m cotton 
marketmg and mdIcate that the maJonty of farmers sell therr cotton on spot markets even though 
contract farrrung IS also faIrly common Of the cotton farmers surveyed about 54 percent sought 
out a buyer only after the cotton was harvested These farmers sold therr cotton on so called 
"spot markets," mostly channeled through pnvate markets In contrast, about 32 percent of 
farmers mternewed had agreed to sell the cotton to a specmc buyer at the begmrung of the 
growmg season, before the cotton was planted These contracts were wntten wlth eIther 
cooperatIve uruons or WIth some pnvate gmnenes whIch have lately launched outgrower 
programs About 14 percent of farmers sold cotton both on contract and on the spot markets 
ThIs IS depIcted 10 FIgure 2 Most of the farmers mternewed were small-holders SiXty-eIght 
percent of mternewed farmers cultIvated only between 0 6-1 9 hectares, about 23 percent of 
farmers had a farm SIze less than 0 5 hectare and very few had a farm that was over 2 hectares 

Figure 2 Share of Cotton Farmers m TanzaDia Engaged 
m Contract Farmmg and Sellng on Spot Markets 

Bo1h ContrlIct Fannng ana :,oot Mar1<eGng (1400 4) 

Sool Mar1<eGng (54 00%) 

Cannct F'llTl!ng l32 OO! 1 

InteIVlew WIth offiCials of the Muustrv of Agnculture 
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Most farmers selling cotton on spot markets after the harvest sold cotton drrectiy to 
gmnenes SiXty-rune percent of the mtemewed fanners sold cotton to gmnenes, 20 percent to 
cooperatIve umons, and 11 percent to pnvate traders as FIgure 3 shows In all of these cases, the 
fanner met the buyer at the buyer's place of bus mess The physIcal possessIon of cotton also 
changed hands at these places Fanners transported the cotton to the buyer often on foot Only 
about 30 percent of all the fanners surveyed owned oxen and a cart 

FIgure 3 Buyen of Cotton on Spot Markets in Taozania 

COOIHIRbve Unons (20 

/"--Gn...,es (69 00%) 

Most of those farmers who sold therr cotton on contract sold It to cooperatIve umons 
Some pnvate gmnenes were also mvolved m contract farrmng These buyers proVIded mputs-­
eIther seeds or both seeds and fertilizers--to farmers on the condItIOn that farmers market therr 
cotton to these traders In most cases farmers agreed Wlth the buver how many hectares to plant 
and pronused to sell whatever quantIty was grown on those hectares Some farmers had, though, 
SIgned a contract by wruch they agreed to sell only a speCIfied mmunum quantIty of cotton to the 
buyer TYPICallV, a nnmmum pnce for cotton was estabhshed at plantmg ttme but was adjusted IT 
the market pnce for cotton turned out to be higher at the ttme of harvest 

Pnvate traders and pnvate gmnenes have been able to comer a major share of the market 
by oifenng farmers somewhat higher pnces for the seed cotton than cooperatIve umons and 
above all, cash payment Because of theIr finanCIal dlfficulttes most cooperatIve umons are 
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unable to pay cotton farmers In cash Instead thev tYPICallV buv cotton from fanners on credtt 
However, a common complamt among fanners, ill pantcular 10 the Eastern cotton growmg area. 
was that cooperatIves never compensate them fullv farmers receIve only a partIal payment shortly 
after the deiJvery of cotton With a prOInlse of another mstallment at a later date--a prormse winch 
IS seldom kept Except for a few finanCIally solvent cooperatIve uruons In the Western cotton 
growmg area., cooperatives lack access to bank credtt to finance the purchase of seed cotton. 

Another reason for the dechnmg role of cooperauve unIOns m Tanzaman cotton marketmg 
lS that the Cooperative Act of 1991 does not seem to have been able to transfonn the cooperatIve 
umons Into genwne member-based orgaruzatlOns The staff and management of these umons have 
hardly changed (MinIstry of Agnculture 1997) As a resul~ a major overhaul of the orgarnzatton 
has happened only on paper, not In practice In terms of staff: UDlOns are still bloated Table 2 
lIsts the number of workers 10 each cooperatIve uruon CooperatIve funds are often rmsmanaged 
and book keep10g has been found to be madequate (Mirustrv of Agnculture 1997) These factors 
have led to a reductIon m the cooperatIve memberslup Fanners choose to leave the UIllons. In 

partIcular because the servtces ot the uruons can be obtamed Without paymg the membersiup 
dues CooperatIves are bUYing seed cotton from non-members at the same pnce as from non­
members The perfonnance ofuruons ObVIOuslv vanes Some cooperatIve umons In the Western 
cotton growmg area are perfonrung well Most uruons, however, are on the verge of a collapse 
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Table 2. Number of Workers m Cooperative Umons m Tanzama 

CooperatIVe U DlOD l'ICumber of 
Worken 

Tabora 119 

Lmdl 3 

Mow 403 

Mara 2S 

Smguia 23 

KIgoma N/A 

Coast Regton 51 

Tanga 37 

Innga 79 

Shmvanga 928 

Songea 321 

DSM S4 

Mbeva 122 

Dodoroa N/A 

Kagera 525 

Mtwara 73 

Mwanza 1071 

Rukwa N/A 

Morogoro N/A 

Arusha N/A 

Source ReVIew of the Cooperau'\-e Movement m Tanzarua. ~stry of Agnculture 1997 

After gmrung, cotton hm IS eIther sold domestlcallv or exponed -\1most all of the cotton 
hnt produced IS currentlv exported Table 3 documents the domestlc sales and exports of cotton 
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hnt T anzarua gets a prerruum pnce for Its cotton In the world market because It IS hand pIcked 
However. the ponton that Tanzaruan hnt constItutes In the world market IS as small as 0 35 
percent Lmt m T d.nzarua IS used mamlv by textIle mdustnes whtch do spmnmg and weavmg of 
textIles In addItIon, cotton hnt IS used by makers of samtary and surgtcal products and makers of 
cotton twme and rope The demand by the domestIC textIle Industry has, however, drastIcally 
decreased m the past ten years the consumptIon of cotton hot by domestIc textIle rrulls has fallen 
from 85,000 bales m the early 19805 to 488 bales m 1994/95 The Tanzaman texnIe mdustry has 
not been able to WIthstand the mternatlonal compet1tlon and, as a result, textIle nulls are closmg 
down 

Table 3. Volume of Cotton Lint Exports and Domestic Sales 

Yean Export Domestic Total Sales 
Sales Sales (TODS) 

(TODS, (TODS, 

1981182 44100 16157 60257 
1982/83 27711 14357 42068 
1983/84 33.245 15 134 48379 
1984/85 16.286 16315 32601 
1985/86 32422 11081 43503 
1986/87 27293 10 369 37662 
1987/88 35452 13 153 48605 
1988/89 61598 10964 72 562 
1989/90 36999 11 137 48136 
1990/91 39128 6,611 45740 
1991/92 62837 8577 71414 
1992/93 57579 4475 62054 
1993/94 65619 2142 67761 
1994/95 35379 3589 38968 
1995/96 55931 25 55956 

Source TCLSB 

CooperatIve and pnvate gmnenes eIther export the cotton imt themselves or use a trader 
or a broker to trade the Imt These traders and brokers asSISt gmnenes to locate buyers In the 
world markets and take care of the paperwork mvolved m exportIng -ill these traders and 
brokers are requIred to be hcensed WIth TCLSB 

Fmally, TCLSB IS also particIpatmg In cotton marketmg as both a buyer and seller It 
buys cotton (small amounts though) from farmers, has It processed m a gmnerv, and then exports 
the hnt 
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8 1 4 Impact of Llberahzatlon on Cotton Production 

Cotton productlOn m Tanzama has fluctuated a lot over the years FIgure 4 graphs the 
productlon of seed cotton (m tonnes) from 1976-1997 As the figure shows, the productlOn of 
cotton plummeted m 1994-95, unmedlately after the ltberahzatIon, but has smce then pIcked up, 
accordmg to the StatIstlCS of the Tanzarua Cotton Lmt and Seed Board Unfavorable weather and 
madequate supply of mputs such as chenucals and fertilizers, however, adversely affected 
productIOn m the 1996-97 season 
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8 2 EffiCiency of Cotton MarketIng EVidence on MarketIng Margins 

ThIs sectIon WIll explore the efficIencv of cotton marketmg m Tanzarua The analvsIs Will 
mdlcate that smce hberahzatlOn the effiCIency of cotton marketmg has somewhat mcreased the 
gap between producer and e"<port pnce has shght1v narrowed However compared to ZambIa, 
the gmnerv costs In Tanzama st111 appear htgh 

As m ZambIa, m Tanzama the sources of empmcal eVIdence on transactlOns costs IS more 
hnuted for cotton than for maize But here too the marketmg cham IS to a great degree 
descnbed bv the actlVlties and costs assocIated wtth gmrung 
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Smce hberahzatlon the gap between the producer pnce and the export pnce of cotton hnt 
has somewhat narrowed down ThIs conciUSlOn IS based on data on natIonal producer pnces and 
export pnces by marketmg year Companson of producer pnce to export pnce only up to 
1995/96 would raIse a questIon whether hberalJZatIon has fa11ed smce the gap between the pnces 
was wlderung However, addmg 1996/97 pnce data shows large lmprovement narrOWIng the gap 
The share of the producer pnce m the cotton hnt export pnce was about 53 percent m 1996-97 
season accortbng to the Tanzarua Cotton Lmt and Seed Board Table 4 hsts and Figure 5 maps 
the real export pnces to producer margms from 1981-97 

Intervtews WIth gmnery operators proVIded an InSight mto the breakdown of costs 
contnbutmg to tins marketIng margm The categones of costs asSOCIated WIth gmnmg at a 
cooperatIve gmnery m Tanzama are shown In Table 5 As for Zambia, m Table 5 the revenue for 
sales of cotton seed are lffiputed from a U S farm pnce, smce cottonseed pnces m Tanzama were 
not avaIlable Unfortunatelv comparable InformatIon from pnvate gmnenes was not obtaIned 
however some Inferences about costs of pnvate gmnenes can be made from the mformatIon 
obtaIned about pncmg by a pnvate gmnery 
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Table 5 Transactions Costs for a Tvplcallv Large Zambian Gmnery 

CostIRevenue Category SUS per kg of 
seed cotton 

Revenue from sales of cotton Imt 054 

33 kgs x TS980/kg ($ 74 per lb) 009 

Revenue from sales of cotton seed 063 
65 x $0 143/kg ($130 per short ton) 
Total Revenue to the Gmnery 

Transport and handlmg costs 003 

Gmnmgcosts 011 

Storage costs (0 04lkg/month x 2 months) 008 

ExtensIOn costs 000 

Taxes Duties 011 

CooperatIve fees 005 

Total costs other than raw matenals 038 

Funds available to pav farmers 025 

Pnce paId to farmers 025 

ProfitiLoss 000 

From the above Table 5 several pomts are worthy of notIce 

Frrst the pnce paId to farmers m Tanzarua IS slgru:ficantly lower than the pnce pmd m 
ZambIa However this apparent dIfference IS rrusleadmg In Tanzarua, gmnenes typICally gIve 
away cotton seed to farmers for plantmg, m Zambl~ farmers must pay gmnenes for the seed 
Theretore, comparable figures would show a narrower dIfference but the ZambIan pnce would 
remam lugher The pnces paId by pnvate gmnenes m Tanzarua are slgm:ficantly lugher than the 
pnces paId by cooperative gmnenes One pnvate gmnery mtervtewed reported a farm pnce that 
was $0 05 lugher than the cooperative pnce In addItiOn, tlus gmnery gave farmers not only the 
seed for plantmg, but also pestICIdes for spravmg Usmg the ZambIa figure of about $0 10 as the 
value of these mputs the pnce paId to Tanzaruan cotton farmers by the pnvate gmnerv IS about 
$0 40 per kg--five cents htgher than the ZambIan pnce and 10-15 cents hlgher than the Tanzaman 
cooperatIve pnce 
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Second, the transport costs m Tanzarua are lower than those m ZambIa Tanzaman 
cooperanve UnIons report transport costs of $003 A pnvate gmnery m Tanzarua reported a 
$0 04-0 05 drlference m pnce for cotton delIvered to the plant and cotton receIved at the 
fanngate suggestmg transport costs m dus range (ZambIan transport costs were $0 07) There 
are two explananons for thIs FIrst, the qualIty of roads and the avmlabIltty of trucks IS lugher m 
Tanzarua than m Zambia Second, there are many more gumenes m Tanzama, so the average 
dtstance from farm to gmnery IS shorter 

Tlnr~ while the larger number of smaller gmnenes m Tanzama saves transport costs, It 
falSeS gmnmg costs by reducmg the average scale of operatIon Ginmng costs m Tanzama 
cooperatIVe gmnenes are lugber than those m Zambia by a Slgmficant amount $0 11 per kg m 
Tanzama compared to SO 07 m ZambIa The gmmng costs are lower m the newer pnvate 
gmnenes than m the older cooperative gmnenes The dIfference (as reflected m ability to pay 
farmers) appears to be m the $0 04 cent range, PUttIng gmrung costs at the pnvate Tanzaman 
gmnenes on par With the costs at ZambIan gmnenes 

Fourth, the largest factor explammg the abilitv ofpnvate gmnenes to pay more than 
cooperatIve gmnenes IS the cooperatIve fees (amountmg to about SO 05 per kg) pald by 
cooperative gmnenes for the overhead costs of the cooperatIve apparatus 

FIfth, ill addition to these fees taxes and other duties are a large Item ill the transactions 
costs By far the largest of these IS the federal tax of about $0 10 per kg 

In short the overall gmnmg costs ill Tanzarua appear hIgh compared to ZambIa In 
partIcular, taxes and fees are hIgher m TanzanIa than ill Zambia 

The level of the producer pnce IS a concern. Sillce preVIOUS studies mdlcate that farmers m 
Tanzarua are extremelv responsive to changes m the real farrogate pnce of cotton the esumates 
tor the elastICIty ot cotton supply With respect to pnce are hIgh F or example the World Bank 
( 1994) estImates that a 10 percent mcrease m the real producer pnce elICits an mcrease of 13 
percent ill productIon GIven that an mcrease ill the producer pnce could have a benefiCIal effect 
on productIon raIses a question IS the margm between the producer and export pnce m Tanzama 
still too Wide? 

The Wide margm between the producer and export pnce may be due to lack of effective 
competItIon ill gmnmg, whIch would allow e'Ostmg gmnenes to enJoy large profits, or due to lugh 
cost ofgmnery operation, or a combmatIOn of both If the competltlon m gmrung IS not effectlve­
-for example, Ifpnvate gmnenes have colluded or Ifthere are bamers to entry--gmnenes can set 
producer pnces at low levels and enJoy hIgh profit margms However, It IS also pOSSible that the 
gmnery operatmg costs m Tanzaroa are very hIgh and, therefore, to remam competItIve m the 
world market producer pnces need to be kept down Unfortunatelv, there IS only luruted 
tnformanon avmlable about the operatlons ofpnvate gmnenes 0[0 studies have been carned out 
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on tlus area and thus there IS no data about the operatmg costs of pnvate gmnenes Therefore, 
the Issue cannot be resolved 

Several people mtervtewed, however, mdtcated that there may be a reason to beheve that 
cOmpetItIOn m gmmng IS not very effecttve and pnvate gmnenes are mdeed enJoymg large profits 
Pnvate gmnenes were sald to follow cooperatIve gmnenes m therr pnce settmg Cooperative 
uruons, m 1:Urn, still follow a uruform pnce pohcy WIth respect to producer pncmg throughout the 
country The operatIng costs of cooperatIve UnIOns and gmnenes obVIOusly mfluence the setting 
of the producer pnce Because of mtemal management problems, fonner debts, and aged gJDnmg 
machmery of cooperatIve UnIOns, the operatmg costs of cooperatIve gmnenes are on the lugh 
sIde TIns translates mto low producer pnces offered by cooperatIve UnIOns After the 
cooperattve producer pnce has been announced, pnvate gmnenes wt11 set therr producer pnces 
shghtly above them Smce the operatmg costs of pnvate gmnenes are hkely to be lower than those 
of cooperatIves, thts pncmg pohcy could result m large profit margIns for pnvate gmnenes The 
operatmg costs of pnvate gmnenes are hkelv to be lower than those of cooperatIves because they 
m general use new cost-effiCIent gmnmg technology and are presumably not plagued by the same 
mternal mefficienCIes as cooperatIve umons 

The survey results also mdicate that competItIon IS tmperfect also at the farm level 34 
percent of the farmers surveyed sald that the person they sold therr cotton was the only buyer thev 
could find, wlule 40 percent of the farmers reported to have sold to a buyer who offered the best 
pnce \1ost farmers m these two groups also reported that thev had never traded With that buyer 
before In spot market deals the pnce was always set by the buyer The farmer could only eIther 
accept or reject It The qualttv of the cotton was sald to mfluence the pnce and It was detenruned 
eIther by the buver or an mdependent gradmg process 

Even though the eXistence of exceSSIve profits m gmmng IS debatable there are a number 
of factors that lImIt competltlon m cotton markets and among cotton gmnenes and that ralse 
transactIons costs of gmnerv operators traders and farmers What are these factors? The next 
sectIon Will answer tlus questIon 

8.3 Factors Influencmg Transactions Costs 

Factors that ltmtt competItIon m cotton marketmg and ralse transactIons costs m Tanzama 
mclude vanous entry bamers to cotton tradmg and lack of access to finance, mfrastructural 
bamers, and contmued government mterventIOn 

A Permits and Licenses 

There are a number ofmstltutIOnal barners to entrv--specrlicallv, rules about penruts and 
lIcenses requrred--to cotton marketmg and processmg whlch ralse transactIOns costs and hmder 

113 



Is Then Life After LIberalIZatIon? TransactIOns Casts AnalvslS of MaIZe and Catton Marketmg In Zambia and Tanzania 

competItIOn In general startIng a busIness lIke a gmnerv, In Tanzarua can take a long tlme smce 
a number ofhcenses and pemuts need to be obtamed from vanous government agenCIes pnor 
operatlOns can commence These bureaucratIc procedures are estImated to delay the openmg of a 
busmess In Tanzarua on average 18 to 36 months (Rau~ Spence, and Momll1996) In addltlon 
to busmess regtstratton, pemuts for land use and bulldmg, for example, need to be obtamed A lot 
of tIme IS spent findmg out about the proper procedures and talong care of the paper work. As 
Rauth, Spence, and Momll (1996) report "mvestors commonly need to make three to four tnps 
to get the Information and forms that are reqwred of each agency II 

Buyers of cotton reqwre also a separate seed cotton buymg hcense from TCLSB 11Ds 
hcense specrlies m winch regIon or regIons the buyer IS operaung In 1995, the annual hcense fee 
was TSh 20,000 (about $40) per regIon On top of that, there was an apphcat10n fee ofTsh 
20,000 Also, the buyers were reqwred to pay TSh 12 (about 2-3 cents) to the TCLSB for every 
Ialogram of seed cotton purchased (SUbSIdiarv LegIslatIon 1995) Cotton buyers also have to 
repon to TCLSB on a weekly basiS thelf purchases of cotton by grade for each buvmg post and 
the producer pnce fOf each grade 

In addition to a seed cotton bUyIng hcense gmnery operators need to obtam a gmrung 
hcense from TCLSB The annual gmrung hcense fee was $1,000 m 1995 (SubSidIary LegIsiatlon 
1995) Gtnnenes are also obhgated to subffilt weekly reports oftherr cotton purchases and 
gmnmg to TCLSB 

Further, a cotton 1mt exporter needs a separate 1mt export hcense The cost of tIns annual 
hcense was $2 000 and the apphcatlOn fee was $100 m 1995 (SUbSIdiary LegtslatlOn 1995) 
Exporters are also requrred to obtam a LInt Quahtv Certrficate from TCLSB for every sInpment 
Exporters have to pay for the quahtv assessment as follows the fee charged IS about $2 25 per 
cotton sample taken and Inspected and at rrummum 19 samples should be taken and Inspected 
from each export slupment Further an exporter must pay a levv of 1-3 percent of FOB value of 
each slupment to TCLSB 

A common complamt among all the mtervIewed pnvate sector people Involved m cotton 
marketmg was corruptlOn To obtam the requrred hcenses and servIces, bnbmg or "speed monev" 
was Viewed as necessarv These sidepayments further r31se transactions costs Incurred by traders 
and gmnenes GIven the number of admtrustrattve bamers, prevalence of corruptIon IS not 
surpnsmg The dIscretIon CIVIl servants have m the grantmg of these hcenses prOVides a fertIle 
ground for tlhCIt behaVIor ThIs dIscretIon coupled With lack of transparency and accountability 
WIthm government agenCIes IS a guaranteed formula for corruptlon 

B. Access to Credit 

High cost of credit and lack of access to credIt IS as well constrammg the entrv of new 
gmnenes and traders In cotton marketmg The finanCIal sector IS SImply not geared to channelmg 
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credIt to agncultural actIVIties The underlvmg causes for the lugh cost and shortage of credit was 
dIscussed m the seCtion on maIZe marketIng In T anzama 

C Zonal RestrIctIOns Movement Controls on Cotton 

The Cotton Industry Regulations of Tanzarua., by trachtionally asSIgmng to each gmnery a 
demarcated cotton catchment zone, are also Imntmg competItIon among gmnenes These 
regulattons are as wen restnctmg the movement of cotton from one zone to another 

Prevention of ehseases IS the offiCla1 reason for hmttmg the number of gmnenes In any one 
area and the movement of cotton from one zone to another Each zone has a spectfic cotton seed 
Vaflety that IS resIStant to diseases prevailing In the zone However, tlus seed Vaflety IS typically 
not resistant to dtseases in other zones Hence, IIllXlIlg cotton seeds from drlferent zones exposes 
them to other diseases and may lead to a destructIon of a crop MixIng dIsease-free Wlth dtseased 
cotton contammates the cotton seed and thereby, transrruts the dIsease to next year's crop TIns 
has already happened to some extent SInce the enforcement of zonal restnctlOns has faltered SInce 
hberaltzation FIrst, new gmnenes have been budt closer to one another than regulatIons would 
allow Second, traders and farmers have transported cotton between zones In search for lugher 
pnces Also, the fact that new gmnenes are located close to one another has forced them to cross 
zones to guarantee the avatlability of seed cotton for the gmnery The enforcement of zonal rules 
has shpped because of problems With mter-governmental coordmatlOn of actIVIties More than 
one rrurustry has been Involved in the provlSlon of gmnery constructIOn permtts and actIons of 
Merent agenCIes have not been properly coordmated 

However, whtle preventmg the transffilSSIon of dIseases these zonal restnctions also grant 
and preserve local monopoly power to gmnenes These rules ObVIOuslv lumt competItIOn m 
cotton gmrung and therebv, reduce efficIencv 

D. Infrastructure 

1 Phone Lmes 

Poorly funCtionmg phone system also rruses transactIOns costS--In partIcular, search and 
momtonng costs--by neceSSItatIng frequent phYSIcal VISItS to tradmg partners or government 
agenCIes, and Investment to other modes of commurucatIon such as cellular phones GettIng a 
phone connectIon In Tanzama can take up to two or three years (Rauth.. Spence and Momll 
1996) Obtammg a phone connectlon does not however, solve commurucation problems smce 
phones are functlorung erratically ;\s a result, busmesses eIther rely on other commurucatton 
methods or VISIt buyers sellers and clvll servants m person 

The government monopolv In phones and \\eak management oftlus governmental agencv, 
the Tanzaman Telecommumcations Companv (TTLC), are the pnmarv reasons for the Inefficlent 
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functlorung of the phone system Lack of competItIon has made the IneffiCIent operatIOn of TTLC 
pOSSIble SInce there has not been any pressure on the TTLC management to Improve the ServIce 
Shortage of government funds has exacerbated the problem 

1 Elecmczty 

ErratIC supply of electnClty IS as well mcreasmg the cost of gmnery operatIons Due to 
frequent power fallures, gmnenes, m partIcular the pnvate ones, resort to the use of generators 
ObViously, tlus falSes gmnmg costs The causes for unrehable electnClty supply were dlscussed m 
the sect:ton on n:uuze marketmg In Tanzama 

3. Tl'tIIUportatJOn Road Network 

Inadequate or debilitated road network rruses the cost of transportatIon and 
commurucatIOn--that IS search and transfer costs--and, thereby, iImlts competItIon In 1990, onlv 
10 percent of trunk roads and 9 percent of regional roads were Judged to be In a good condItIon 
SInce then.. 39 percent of trunk roads and 18 percent of regIOnal roads have been rehabilitated 
(World Bank 1990) 

Road network plays an Important role In market IntegratIOn The further a household hes 
from the road the less hkely It IS to partICIpate m markets The World Bank (1996) study on 
Tanzarua shows that households closer to crop markets and served by better roads have on 
average htgher Incomes The dIstance from a farm to the nearbv market IS often substantIal m 
Tanzarua The tarmers surveyed for thts study were located between 05-22 km away from the 
closest market The average dIstance from a farm to the crop market IS accordmg to the World 
Bank (1996) 6 39 Ian 

E. Spare Parts 

Avatlabilitv of spare parts was also VIewed as a major problem by pnvate gmnerv 
operators The spare parts are tYPICallV not aVaIlable domestIcallv and. therefore need to be 
unported 

However, corruptIon In customs was reported to hInder the access to purchased spare 
parts Pnvate gmnery operators complatned about the major delays In the clearmg of these 
unponant slupments These delays ObVIOusly affect adversely the capaCIty utilizatIon rates of 
gmnenes 

F TCLSB Intervention In Cotton Markets 

DespIte the lIberaltzatIon of cotton marketmg, TCLSB still mtervenes m cotton markets as 
a buYer and seller not Just as a regulator \s mentIoned earlIer It buys cotton from farmers, has 

116 



Is There Life After LiberalIZatIOn? TransactIOns Costs AnalvslS o/MalZe and Cotton Marketmg m Zambia and Tanzama 

It gInned, and then exports It Gettmg mvolved ill actual tradmg of cotton IS not appropnate for 
an agency that IS supposed to act as an unpartial enforcer of rules and regulatIOns m cotton 
markets 

G Input PrOVISIOn and ExtensIOn Services 

Cotton YIelds 10 Tanzama have been notonously low compared to other AfrIcan countnes 
such as ZImbabwe, Mall, Su~ and Egypt Figure 6 plots the cotton YIelds (kglhectare) m 1985-
1990 m Tanzama As FIgure 6 mdlcates, cotton yIelds m TanzanIa have fluctuated between 300 
and 590 kglhectare, whereas the above mentIoned countnes obtam YIelds between 600 to over 
2,000 kglhectare Tlus IS partly explamed by the untImely dehvery and apphcanon ofpestICldes 
and fertIhzers as well as by IIllXlllg of cotton seeds 

Figure 6 Cotton Yields (kg/hectare) In Tanzania 1985 - 1992 

1985186 1986187 1987/88 1988189 1989190 1990191 1991192 

Year 
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The mput markets m Tanzarua are stIli developmg Currently, cooperatIves as well as 
some traders and some pnvate gmnenes are provIdmg mputs to farmers on credIt Many fanners 
however, complamed about unrelIabllItv of mput deltvery--m partIcular, m the case of cooperauve 
uruons 

Many fanners VOICed also their concern about the access to extension servIces Most of 
the fanners surveyed obtamed extension adVice, If any, either from government extensIOn officers 
or from their relatIves and neighbors 

Fmally, the fact that dIseased and dIseased-free cotton has been IDlZed has adversely 
affected the ytelds The relatIve lffiportance of each of these factors IS. however. unknown 

In sum. cotton marketmg m Tanzarua IS m a penod oftransltlon the pnvate sector IS 
talong over marketmg actIVItIes and the cooperatIve movement IS reorgaruzmg Itself ~ number 
offactors are however Impedmg tius transItlon m Tanzarua mcludmg regulatory entry barners to 
cotton markets, mfrastructural constramts access to credIt and contmued government 
mterventIOn Actton wlthm these areas IS VItal to more effiCIent cotton marketmg 

,. 
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Part ill 

Conclusions 

9 1 The Structure of MarketIng Arrangments: Response to LiberalIzatIon 

The denuse of the pohcy of Widespread government mterventton m agncultural 
commocittles markets has caused enonnous changes m the marketmg of those commodrtles 
throughout Southern and Eastern Afhca In both Zambta and Tanzama, the years smce 
pnvatlZatlon and h"berahzatton of the cotton and 1l13lZe markets have seen dramattc changes In. 

• the land of marketIng channels used to move commodltles from fann to consumer; 
• the land and SIZe of firms undertakIng certaIn market ac1lVrtIes, 
• the types of marketIng servtces proVIded by the marketmg sector 

In manv ways, the pnvate sector has responded vigorous Iv to till the VOId left bv the Withdrawal 
of government from the marketmg cham Government owned facilitIes have been sold to pnvate 
owners, government SubSIdIes to farm lenders and cooperatIves have been reduced or elmunated, 
pnvate mvestment m marketmg servtces has created thousands of new medIUm and small scale 
enterpnses, and entrepreneurs contmue to seek out and explOIt profit makIng opporturunes 

In ZambIan maIZe markets thIs pnvate market aCtlVIty evmces Itself m the growth m the number 
of hammermills m the actIve small scale tradmg of maIZe and mealv-meal m pubhc markets and m 
aggressIve and profitable pnvate millers Furthermore a central market exchange (the ZambIan MaIZe 
Exchange) has developed m recent years as a means of mcreasmg the efficlencv With whIch pnce 
mformation can be exchanged The transactIons costs between the mto-rrull pomt and the consumer 
appear to be dechrung over the last two years Over-all farm to retatl margms appear much lower 
than dunng the mId-1980's WIth farm value nsmg from 25% to 40-50% ofretatl value (mcludIng 
government SubSIdIes) 

In Zambian cotton markets, the pnvate sector response to hberalIzatlOn has mcluded the 
emergence of mdependent outgrower managers and the planned entry of a new gmnerv The large 
eXlstmg gmnenes, the mdependent outgrower managers, and certam non-governmental orgaruzatlons 
(CARE and CLUSA) are expenmentmg WIth new ways to dehver extenslOn and farm-credIt servtces 

In T anzaruan maIZe markets pnvatelv owned millmg compames are aggressiveiv and profitably 
competIng WIth the remaInIng government owned rrulls seektng out alternative sources of maIZe 
Dalahs In the Tandale market In Dar-es-Salaam act as brokers between wholesale buyers and sellers of 
maIZe creatmg, In effect, a central maIZe exchange In the capItal CIty -\rid, as In ZambIa.. 
hammernulls now are a major part of the millmg sector 

In Tanzaman cotton markets new pnvately owned gmnenes prOVIde the mam Impetus 
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to vigorous competition These gmnenes appear to have sigruficant transactIOns cost 
advantages over the old cooperatively owned gmnenes 

9 2 Factors Influencmg TransactIOns Costs 

DespIte thIs eVidence of success of the pnvate sector m respondmg to the 
hberahzatlo~ problems remam m each sector whIch cause transactIOns costs to be hIgher than 
necessary QualIty of roads, ayaU.ability of transport, quahty of commumcatlons, and 
ayaU.ability of credIt mflate transactIons costs m all markets In addrtton, there are factors that 
are specific to each market 

-
In the market for Zambian mmze, the best opportunItles for reducmg transactlons costs 

eXIst m that part of the marketmg cham between the farmer and the mill CompetltIon among 
traders at the farm level appears to be qUIte lmnted, especially m more remote areas Farmers 
are not well mformed about pnces m nearbv markets and find It dIfficult or tmpossible to 
search out alternative markets 

In the market for Zambian cotton.. the costs of extensIOn stand out as a source of 
potential cost saVings for gmnenes Alternative methods of dehvenng extensIOn are bemg 
explored, and adoptIon of one or more of these methods may have a slgmficant tmpact on 
marketmg costs Among these alternative methods IS the dehvery of extensIOn through farm 
level groups AddItional research IS needed to explore the factors that mfluence the relatIve 
cost-effectIveness of the vanous methods 

In the market for Tanzantan mau:e, there IS a need for tmproved commumcatlon of 
pnce mformatlon and mcreased competItion for mau:e at the farm level The mformatIon and 
farm to market transportatIOn problems m Tanzanta appear to be less severe than m ZambIa. 
however, but otherwIse Tanzaruan mau:e markets appear to be less effiCIent than m ZambIa 

In the market for T anzantan cotton.. remammg cooperative gmnenes appear to have 
hIgher costs than the newer pnvately owned gmnenes Therefore, tmproved management 
practIces m these cooperatIve gmnenes andlor replacement of out-moded gmnerv eqUIpment 
hold out the pronuse of reduced transactIOns costs In addttIon, government restnctions on 
gmnerv locatIon.. cofton exports and government e'rtenSIve hcensmg reqUIrements create 
unnecessary costs to the cotton marketmg sector 

9.3 InstItutIOnal Impediments to EffiCient MarketIng 

Many analyses of markets would stop at thIs pomt -- marketmg effiCIency has been 
assessed and factors mfluencmg that effiCIency have been IdentIfied The present studv 
attempts to take the analYSIS one step fanher It asks What causes the factors lIsted above,] 
Why are roads of poor qUalItV? Why IS commUI11CatlOn of pnce informatIon poor? Why 
haven't cheaper (more effiCIent) methods of orgaruzmg markets emerged? 
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For tlus study, the ulumate answers he m the underlymg mstltutlOnal arrangements-­
the formal and mformal rules that govern or Influence econmruc behaVIOr The stages of 
causatIon are illustrated In the figure below, wluch recapItulates In more detaJl the figure m the 
first chapter The "factors Influencmg tranSactlOns costs" summanzed m the subheadmg 
lInmediately above are mcluded m tlus dIagram as lIapparent causes" to drlferentlate them from 
"instItutIonal causes" or ImpedIments 
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TransactIOn 
Costs 

Is There Life After ~ IherahzatlOn'l TransactIOn r Mff 411uh flf aJlfmze alld ratton Marketmg m 7aml"a and Tanza/wl 

Appart'lit Causes 

pOOl roads 
poor telecommullIcatlOns network 

unreltable supply of electnClty 
unrelIable supply of water 
lmuted pnce lIlformation 
houted access to credIt 

shortage of mputs 
shortage of spare part'> 

contract enforcement problems 
lack of StOI age capacity 

monopoly Plovlslon of mput'> 
monop<;ony 

costly and meffectlve agrIcultural 
extensIOn 

movement restnctlOns 
permtts and hceme'> 

COfluptlOn 

~ 
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'lishtuhonalimpediments 

fiscal structure 
weak content and enforcement of contract laws 
weak admmlstratlon of related contract enforcement 
bodIes 
enlOi cement of antI-trust and anti-monopoly laws 
lack of collateral laws 
lack of pledge reglstnes 
governance structure 
fi<;cal structure 
CIvIl servIce rules 
complex government regulatIons 
ul1certamty about government mterventIon 
uncertamty about macroeconomIcs pohcles 
governance offarmers' groups 
tradItIOns 
SOCIal norms 
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In a few cases, the apparent causes have a smgle lInmedlate mstltutIOnai basis For 
example, the movement restnctlOns on commoditIes and the penmt and ltcensmg reqwrements 
are themselves rules goverrung econOmIC behaVIor, and thus are themselves IImStltutIonai 
ImpedIments" The eXIstence and persIstence of monopoly and monopsony depends m part on 
government antI-trust laws and rules goverrung the conduct of pnvate firms However, m most 
cases, the mstItutlonal basIS for the apparent cause IS a complex one Below, we eluCIdate 
some of the most WIdespread or nnportant of the apparent causes 

Poor Roads can result from msufficlent funds allocated to road bwldmg, repm, and 
mamtenance, of course, more nnportantly, they can result from meffecttve or meffiClent 
expenditure of the funds allocated "IneffectIve or mefficlent expenwturell 

IS not m Itself an 
mstttutIonal cause, but the meffecttveness or meffiClency IS a result of formal and mfonnal 
rules If rules governmg the actIons of CIVIl servants penrut or encourage cOrruptiOn., then road 
repaIr contracts mIght be gIven to mcompetent firms or fums that charge hIgh rates If rules 
governmg hmng, firmg, and promotIon of CIVIl servants penmt or encourage mcompetent 
admInIstrators m the CIVIl serVIce, then road reparr funds mIght be mIsspent (allocated to 
mappropnate areas or proJects) by those mcompetent adnurustrators If admmIstratIve rules 
for requestmg and approVIng allocated funds are complex, the funds may not be spent 
(ZambIan newspaper reports mdlcated that road reparr funds were not spent because of 
requrrements that local governments SObClt bIds and subnut the bIds to the natIonal government 
for compensatIon m many cases, reportedly, the local government personnel were unable to 
meet all reqwrements of the program) Inappropnate pOlttlCal pressure mIght cause allocated 
funds to be spent on road repaId projects that favor certatn groups, mdtVlduals, or geograptucal 
regions mstead ofbemg spent where the need IS greatest AlternatIves to natIonal 
government matntenance of roads may haye therr feasIbility ltnuted by other mstitutIonal rules 
For example, pnvate toll roads requrre well-defined property nghts for land 

Poor Public UtilIties (mcludmg telephone serVIce water and electncltv) can also 
result from bureaucratIc COrruptIOn. mcompetence or mappropnate POlttiCal pressures, m a 
manner analogous to that descnbed above under "poor roads" In addItIon to problems WIth 
the drrect admmIstration of the publtc utilitIes, bureaucratIc problems can cause poor publtc 
utIltty performance In an mdrrect way F or example, the ZambIan telephone system suffered 
from vandaltsm m rural areas WIth thIeves stealmg the copper WIres for resale as scrap copper, 
thIs type ofvandaltsm eXIsts as a result offaIlure ofpolIcmg and law enforcement In additIOn., 
publIc utilitIes may have theIr mefficiency protected by laws that restnct competItIon from the 
pnvate sector 

LlIDited Access to Credit 15 a cause oflugh transactIons cost Itself and IS related to a 
number of other "apparent causes" The lack ofentrv m monopoiIzea markets, the lack of 
transportatIon eqUIpment and storage facIlItIes the shortages of spare parts and other mputs 
may all be artnbutable m large part to shonages of commerCIal credIt In addItIOn., as we 
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dIscussed m the sectIon on ZambIan cotton markets, farm mput credIt and proVIsIon of 
extensIon serVIces appear to be mextncablv tIed together The mstltutlonal causes of credIt 
problems are twofold FIrst, there appears to be a shortage ofloanable funds m both countnes 
leadmg to hIgh real mterest rates The mterestmg mstItutIonal questIon In thIs context IS why 
haven't hIgh mterest rates attracted foretgn capital, thus alleVlatmg the shortage In loanable 
funds? The answer seems to be that unpredictable macroeconOInlC pohcles and the threat of 
restnCtlons on foreign exchange movements have cause foreign mvestors to shy away from 
mvestment In commerCIal banks or other other commerCIal projects m both Zambia and 
Tanzama The second potential mstltutIonal cause ofhmtted credit IS cost and dtfficulty of 
morutonng and enforcmg loan contracts Contract enforcement problems m general will be 
dIscussed In the next paragraph Group ltabIhty arrangements prOVIde an altemattve contractual 
response to tradItIonal two-party contracts These arrangements depend on the eXIstence of 
SOCial InStItutIons that promote economtc cooperatIon and collaboratIon To some degree, the 
SOCIal and cultural habIt of dependmg on central government for orgaruzmg and leadmg these 
groups may be an mstitutlonalImpediment to therr formation ModIfvmg these SOCIal and 
cultural habIts through educatIon and leadershIp development will promote group formation 
("from the bottom Up") and will thus faCIlItate alternatIve credIt InStItutIonal arrangements 

Contract Enforcement Problems dIscourage lenders from makIng credIt avaIlable 
and also constram the feasIbIlIty ofmarketmg arrangements that rely on contracts For 
example, contract enforcement problems mtght dIscourage a rru1l operator from entenng mto a 
forward contract for maIZe Contracts can be dIfficult to enforce If the legal svstem IS subject 
to COrruptIOn.. mefficiency, mcompetence or unrelIability In addItIOn, the fallure to eXist of a 
set of well-defined and legally enforceable propertY nghts can add to contract enforcement 
problems In thIs reg~d mstltutlons such as credIt bureaus collateral or pledge regtstnes, and 
collateral laws can contnbute to reductIOn m contract enforcement costs 

9 4 PrIOrl'tIes for InstItutIonal Change 

The above dISCUSSIOn ofmstltutlOnallmpedlffients suggests the followmg lIst of types of 
mstitutlOnal changes and reforms that are lIkely to be most effectIve m reducmg transactIOns 
costs m markets for maIZe and cotton m ZambIa and T anzarua 

• Improved governance by purushIng ad1TIlmstratIve corruption Will lead to better 
expendItures of avatlable funds for roads and publIc works, WIll reduce costs assocIated 
WIth bnbes tor ltcenses and custom OffiCIalS will lower enforcement costs by ImprOVIng 
the functIOnIng of the JUdICIal svstem. and the delIvery of agrIcultural extenSIon 
servIces 

• Improved governance bv rewardmg admtrustrative competence Will also Improve the 
allocatIon of government funds and Improve delIvery of government serVIces such as 
those proVIded bv courts or by the government regulated telephone and electnclty 
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monopolIes 

Improved governance by Isolatmg polIcv declSlons from excessive and mappropnate 
mterest group pressure For example road reparr In an area should not depend on 
whether the residents m that area voted for the party In power 

Changmg the legal enVIronment can unprove marketmg effiCiency m a vanety of ways 

Vigorous enforcement of antI-trust and antI-monopoly laws wdl 
mcrease the level of competrtJ.on and dnve down marketmg costs m 
sectors that are currently monopolIzed LIkewIse, ehmm8tmg 
government protectIon of eXIstIng monopolIes will create 
competition 

Proper collateral laws pledge regtstnes and credit check agencies 
that allow banks to take control of the collateral m case of a default 
wtll reduce the cost of credIt and Improve access to It by InltIgatmg 
the banks' lendIng nsk 

Lurutmg government regulatIOns regardmg movement restnctIOns 
and hcensIng requrrements WIll encourage the entrY by traders and 
producers bv reducmg the cost of domg busmess 

Improved content and enforcement of contract laws and 
adnumstration of related contract enforcement bodIes would 
promote trade and exchange bv reducmg the uncertamtv mherent In 
exchange 

Futher eimunatlOn of government partlcipatlOn m marketIng, for 
example, In storage, Input proVISIOn. and tradmg 

• Developmg the SOCIal framework WIthIn wruch new forms of econOInlC orgaruzatton 
can emerge For example teacrung people about the Importance of estabhshIng rules 
for governance and dIspute resolutIOn WIthIn groups will lead to unproved performance 
of commuruty groups wruch In tum could enhance formatIon offurther commuruty 
groups 

These recommendatIons are InstItUtiOnal changes thev are auned at changmg SOCIety's 
laws rules and habIts The recommendatlOns are perforce recommendatIOns that largelv 
penam to government actlOns SInce government passes laws promulgates regulatlOns and 
enforces laws and other rules But this should not be Interpreted as mearung that the 
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recommended InstItutIonal changes empnasIZe government over the pnvate sector In fact 
manv of the recommended changes are changes to facilitate pnvate sector actIVItIes and to 
encourage vIgorous competitIon 
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