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Executive Summary

This studv analvzes transactions costs in markets for maize and cotton 1n Zambia and
Tanzania and identifies institutional impediments to reducing those transactions costs The
privatization of agricultural markets in Sub-Saharan Africa during recent years provides an
excellent opportunity for learning more about how the private sector responds to the withdrawal
of government from marketing operations and about how institutional arrangements can
facilitate or impede the private sector response  This paper analyzes changes 1n transactions
costs for evidence of the private sector s ability to fill the vacancy left by retreating government
programs Further the paper assesses the institutional environment and the degree to which
institutional arrangements affect transaction costs It provides answers to the following
questions What are the structural and institutional imperfections in the marketing of the two
commodities” How have these factors lead to inefficient marketing” What reforms would be
necessary to improve marketing efficiencv?

The paper explains the importance of marketing efficiencv 1n an era of privatization
Lowering transactions costs will encourage continued participation 1n formal markets bv farmers
in remote areas Before privatization these tarmers were brought into the marketing system bv
the pan-territorial pricing system established bv a state-owned marketing chain  The pricing
svstem subsidized the market participation of farmers in remote areas permitting their
participation but at great cost to the government In the absence of this subsidy (that 1s after
privatization) these remote farmers will continue to participate in formal markets onlv 1f
marketing costs can be reduced

The assessment of the maize and cotton markets in Zambia and Tanzania shows that
although there has been significant success n the private sector s response to liberalization there
are still many conditions which lead to inflated transactions costs The factors contributing to
these costs are the quality of roads availability of transport qualitv of communications and
availability of credit The studv traces these contributing factors back to their roots in
institutional arrangements -- inefficiency or corruption in government bureaucracv inefficiency
or corruption in courts and other legal proceedings cultural traditions and habits neffective
1solation of policy decisions from excessive and inappropriate interest group pressure
inappropriate legal environment Improvement in anv of these areas would decrease transaction
costs

The Zambian maize market 1s characterized bv a wide variety of marketing arrangements
Since the break up of the government monopolv 1n maize marketing there have been thousands
of private sector entrants into various parts of the maize marketing chain These entrants include
multi-national companies active 1n the international grain trade large-scale multi-plant miiling
companies small scale individuallv owned hammermulls large national trucking firms small
traders with a single small truck chains ot retail stores and small retailers buving and selling at
public markets  Virtually all of the transactions 1n this market are "spot" or cash transactions
Maize 1s tvpicallv sold bv the bag (mostly 90 kg bags) rather than bv weight and there 1s no
"grading” or adjustment of price for qualits except for occasional cases where a shipment of



maize 1s rejected at a mull for having too high a moisture content Especiallv at the tarm-first
buver level there 1s a lack ot competition that 1f addressed could reduce transactions costs The
lack ot competition has a number of causes poor roads make 1t costly for traders to visit tarms
poor communications make 1t difficult tor tarmers to compare the price being otfered by one
trader to other prices madequate credit keeps potential traders out of the market 1nadequate
credit and on-farm storage capacity torces tarmers to sell at harvest rather than waiting for
higher prices

Each of these causes has roots in more basic institutional arrangements For example 1f
we attempt to 1dentify the institutional causes of poor roads we discover several answers Some
funds allocated for road construction and repair are not spent because the bureaucratic process for
authorizing those expenditures 1s complex and cumbersome Funds that are spent are spent
ineffectivelv due to corruption or incompetence on the part of the funding authorities or because
political pressure causes money to be spent in lower prioritv areas Alternative arrangements that
one might expect -- private roads for example or highwav authorities self-financed through
highway tolls -- are infeasible 1n the current institutional environment because of difficulties in
establishing and enforcing propertv rights or because of the high cost of monitoring emplovees
In a similar fashion we can identity fundamental institutional causes for the other apparent
sources of high transactions costs

The Tanzanian maize market has manv similarities to the Zambian maize market There
1s a wide variety of tvpes and sizes of private sector firms involved 1n the maize trade The
government continues to own and operate maize mills although a serious attempt 1s made to
operate without government subsidy As in Zambia the Tanzanian market demonstrates a need
for more competition and better communication of price information at the farm level Within
the caprtal city the central role plaved bv maize brokers (dahlalis) appears to be diminishing
because they face increased competition from millers who seek out direct supplies of maize
Transactions are almost entirely spot (cash) transactions Maize 1s sold by the kilogram and
there are no price adjustments for qualits  Efficiency in maize milling has been limited bv
inadequate and unreliable supplies of water and electricity provided through the publicly owned
and operated utilities Although privatization has substantially reduced the government's role 1n
maize markets the government-run Strategic Grain Reserve continues to enforce movement
restrictions on maize which discourage entry and competition in the maize markets by limiting
potentiallv profitable trades

Of the four markets studied here the Zambian cotton market 1s the one that has seen the
least adjustment 1n the face of privatization The large ginneries were transferred from
government to private ownership, but the basic arrangements of marheting remained the same to
a considerable degree Ginneries continue to act as monopsonists within mutually agreed to
geographical areas Ginneries continue to contract with farmers during the planting season
providing inputs on credit and extension information during the growing season and requiring
delivery of the crop to the ginnerv or 1ts agent Increasingly the contracting has been undertaken
bv smaller scale independent "outgrower managers” This combined with the opening of a new
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privately owned ginerv in the coming year promuises to erode further the ability ot ginneries to
act as monopsonists In the market for Zambian cotton the high cost of extension to the
ginneries and the integration of extension and credit provision to tarmers with the ginning
function stands out as a major problem and important target for reform The apparent cause of
the integration of farm extension farm credit and ginming functions 1s that 1t 1s difficult to
identifv and pumsh borrowers who tail to repay the lender for production credit One promising
alternative to the existing system 1s the use of farmer groups as the means of distributing
extension information and credit The early experiences of two USAID-funded projects 1llustrate
some approaches to facilitating group formation for this purpose

The Tanzanian cotton market has alreadv seen significant entrv by privately owned
gmneries who compete with the cooperative ginneries Compared to Zambia there 1s less
contractual tying of farmers to ginneries In the market for Tanzaman cotton improved
management practices 1n the cooperative ginneries and/or replacement of out-moded ginnerv
equipment hold out the promise of reduced transactions costs In addition (not unlike mn the
Tanzaman maize market) the government plavs a substantial regulatorv role through processes
that require (for example) government approval on location of new ginneries or difficult-to-
obtain licenses for export of cotton lint  As in Zambia costly farm credit and extension
contribute to high transactions costs in the cotton market 1n Tanzania

Sustainable reform would require changes 1n the mstitutional framework Suggestions
offered 1n this paper target three areas One area 1s improved governance for instance pumishing
admmstrative corruption rewarding adminmistrative competence and 1solating policy decisions
from excessive and mappropriate interest group pressure Another area 1s legal reform that 1s
reduction of transaction costs through better enforcement of anti-trust and anti-monopoly laws
Finally the paper 1dentifies the need for the development of a social framework conducive to
new forms of economic orgamzation

The ability of Zambian and Tanzanian maize and cotton markets to reach their potential
1s contingent upon a reduction 1n the inflated transaction costs The evidence 1n this paper
suggests that successful implementation of these reforms would contribute to well-functioning
efficient markets
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Introduction

Throughout Eastern and Southern Africa, the 1990's have seen radical changes n
agricuitural marketing policies leading to a reduced role for government and an increased role for
the private sector Zambia and Tanzama are among the countnies that have liberalized their
agnicultural sectors State-led and controiled marketing of crops in these countries have lately
given way to the private sector participation

This study examines the expentences in the marketing of maize and cotton 1n Zambia and
Tanzania The report addresses the degree to which the private sector has been successful in
filhng the vacancy left by retreating government programs, and 1dentifies some of the mstitutional
impediments that continue to hmrt the efficiency of private sector marketing arrangements by
raising transaction costs An attempt 1s made to organize in a systematic way, institutional
imperfections that may lead to inefficient marketing

This paper 1s organized as follows The section following this introduction defines the
terms--transaction costs, marketing margins marketing efficiency, and mstitutions--used in the
paper A bnef conceptual model in Section 3 illustrates the importance of reduced transaction
costs (or improved marketing efficiency) in achieving widespread market participation The
model shows that policies aimed at removing mstitutional impediments to further reductions n
these costs can be seen as a potentiaily more cost effective way of achieving some of the same
objectives that were being pursued by the previously existing government marketing schemes
The rest of the paper analvzes the impact of liberalization of maize and cotton marketing 1n
Zambia and Tanzama and assesses the efficiencv of prevailing marketing arrangements Section 4
brieflv describes the data that was used in this exercise Sections 5 and 6 describe the evolution of
and major charactenstics of the marketing chains for maize and cotton. respectively, in Zambia
These sections also analyze the efficiency of the marketing structure, describe some of the most
important of the existing marketing inefficiencies 1n each of the markets, and trace each
mefficiency back to 1ts fundamental institutional cause Sections 7 and 8 assess in turn the
marketing of maize and cotton in Tanzama Fimnallv, a few concluding remarks are made in
Section 9
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2.  Definition of Terms

Before proceeding, 1t will be useful to understand the way m which certain terms will be
used in this paper This section provides definitions and explanations of the terms “transactions
costs” and “instituttonal impediments

2.1 Transactions Costs, Marketing Margms, and Marketing Efficiency
2.1.1 Transactions Costs

The term “transactions costs” seems to mean different things to different people Our task
here 1s to define the term m such a way that we are dealing with a concept that gives practical
nsights into the operation of maize and cotton markets mn Sub-Saharan Afinca
Not everv definttion accomphshes this  For example the MIT dictionarv of economics defines
transactions costs as "costs other than the price which are incurred in trading goods and services "
But what 1s the practical use of a definition that includes transportation costs if paid by the buyer
(and therefore such costs are not ncluded in the price) but not if paud by the seller (so they are
included 1 the price)? or of a defimtion that includes costs of activities done by the buyer, but
not of those same activities 1f the buyer hires an outside firm (in which case they are included 1n
the price of services)

Much of the literature about transactions costs and "transactions cost economics’ 15
theoretical, rather than empinical In addition. the apphcations the theory are frequentlv for
financal instruments contracts, and other 1tems of exchange that require no physical handling,
storage, or transport [n particular the recent theoretical hiterature has focussed on costs
associated with imperfect nformation This hiterature creates preconceptions about how the term
"transactions costs" should be defined 1n an applied setting But the question remains  can we
draw useful conclusions about real world situations bv defining transactions costs in a narrow
wav, as a category distinct from other marketing costs”?

As a starting pomt for our discussion. consider the description of transactions bv Milgrom
and Roberts
The total costs of an economic actavity can be expressed as the sum of production costs
and transacnion costs where the former depend only on the technology and the inputs
used and the latter depend only on the way transactions are orgamzed
If we look at the first half of this definition. transactions costs would appear to include all
marketing costs Applying the definition to maize markets, we could split the total costs of
delivering maize to the consumer as the sum of the costs of producing the maize on the farm and
the all costs associated with delivering the maize to the consumer
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However the second half of the Milgrom and Roberts defimtion clearly imphes that
transactions costs are associated with uncertainty or imperfect information In many instances,
the imperfect information exists because a good 1s produced by one firm and transacted -- sold to
a second -- rather than bemng produced and consumed by the same firm In this sense, the
transaction and the costs associated with the transaction are influenced by the orgamzation of the
economuc activity -- the fact that the production and consumption are done by separate economic
umits  Since Coase explored "The Nature of the Firm" 1n 1937, economusts have been comng to
gnips with the relationship between the need to process information and the orgamzation of
production And indeed, the tying of "transactions costs" to "organization" sets up the

fundamental hypothesis that an optimal institutional framework will be that which mmmmzes
transactions costs

To pursue this notion that “transactions costs are the costs of dealing with imperfect
information," we next consider a prototypical example of transactions costs that anse in the
optimal contracts literature Suppose a lender lends money to a farmer to finance a crop, and the
farmer promuses to repay the loan (if he 1s able) at harvest time The lender knows everything
about the borrower, except the lender cannot observe whether the farmer's crop 1s a good crop (in
which case she can fully repay the loan), or a bad crop (1n which case she 1s unable to repay n
full) The problem to be overcome 1s how to get the farmer to honestly report to the lender
whether she has a good crop or a bad crop One orgamzational response to this information
imperfection 1s a collateral proviston 1if 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 anises from the lending transaction alone, they are affected by the
orgamzation of economic activity (if the lender and borrower merged nto a single the firm, the
imperfect information would disappear)

Every economust wouid agree that the collateral costs 1n this example are "transactions
costs " But the 1ssue of costs related to information 1s more compiex than this In the real world
there are substanual costs associated with the physical collection and analvsis of informauon. thus
the extent of informauonal imperfection 1s not a given exogenous state, but 1s the endogenous
resuit of economic decisions To ulustrate this, we can revisit the above lending problem As an
alternative to collateral, the lender could undertake the costly momtonng of the farmer's crop, for

exampie bv hiring a person to visit the farm and report on the crop's progress We can call this
activity an "information service”

If someone outside the lending firm undertakes to provide this service, there will be a new
transaction, between the "information services” firm and the lender The economuc activity
culmnating 1 that transaction will also require "production costs" -- the costs of collecting the
information -- and "transactions costs” -- the costs associated with the contracting between the
lender and provider of information services Obviously, the "production costs" are mcurred
whether the information services are provided by the lender 1tself or bv some outside firm The
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production costs of the information service are clearly affected by technology -- for example, the
abihitv to momitor by satellite mught reduce the costs of collecting information

Now consider the alternative wavs and the total costs (production costs plus transactions
costs) of learning about the state of the farmer's crops  If we were to define "transactions costs”
as exciuding the physical costs of producing the mformation service, we might weil conclude that
"transactions costs are mummized" by the physical collection of mformation (sending an mspector
to montor the farmer's crop) -- since that method substitutes technology-based nformation for
organization-based information If we define transactions costs to include all costs associated
with the imperfect information, we might weil conclude that "transactions costs are mmimized” by
the use of collateral

As this example makes clear, in the real world there 1s potential for substitution between
costs of creating better information and costs associated with transacting m the face of imperfect
information One cannot learn anvthing about the reiative efficiency of a transaction by looking at
oniv one element of the costs As a practical matter we should be concerned with total costs, to
define transactions costs m a imited way (excluding physical costs) is to invite misleading
conclusions about which response to imperfect information 1s the best response

Milgrom and Roberts recogmze the difficulties of making a distinction between production
costs and transaction costs 1n practice

"[P]roduction and transactions costs generally depend both on the orgamization and on

the technology, which makes the conceptual separation between production and

transaction costs troublesome "

But perhaps 1t 1s possible to define transactions costs as the total costs associated with
mformation ! For example, see Jurg Niehans definition, "In one way or another transaction costs
are incurred 1 an effort to reduce uncertamntv ", or George Stigler transactions costs are "the
costs of transportation from 1gnorance to ommscience " Defimng "transactions costs" like this
would allow us to mnclude both the hinng of a crop mnspector 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, this focus on costs associated with information 18
justifiable when we are discussing a transaction such as a loan transaction, 1n which there is no
physical commodity to be handled In fact, the emphasis of the theoretical literature on this type
of transaction mav explamn why manv people might be tempted to define transactions as including
onlv information related costs For the purposes of this paper, where we are concerned with

! For example see Jurg Niechans defimtion In one wav or another tramsaction costs are mcurred 1n an effort to reduce
uncertamtv ' or George Stigler transactions costs are the costs of transportation from ignorance to omniscience
George Stigler (1967) Imperfections m the Capital Market. Journaf of Political Economv (75)3 287-92 Jurg
Niehans Transactions Costs’ 1 The New Palgrave Dictionarv of Economics edited bv John Eatwell Murrav Milgate

and Peter Newman. Macmuilan Press Limited. London pp 676-679
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markets for maize and cotton, the question remamns Can we draw practical conclusions about the
efficiency of marketing arrangements by looking at transactions costs defined 1n this way (to

include only those costs associated with information. and to 1gnore costs of physical handling of
the commodity)?

Here too, the difficuity with a imited definution 1s that there 1s potential for substitution
between costs associated with information and costs associated with physical handling of the
commodity For example, a firm nught undertake extensive search costs in order to discover a
buyer who 1s nearby; this would reduce transport costs If we told the manager of a firm, "You
will compensated based on the extent to which you minimize ‘transactions costs',” and then went
on to define transactions costs as only those costs associated with information, the manager

would avoid search costs, even 1f that meant shipping to a far away customer and incurring high
transportation costs

To make this same point with a different example, consider two firms who both want to
have a given quantity of maize available to them six months 1n the future The first firm
guarantees the availability of maize by storage The second firm guarantees the availability of
maize by forward contracting (signing a contract that commuts a seller to supply a fixed quantity
of maize at a fixed price six months in the future) If we define transactions costs as those
associated with information, the costs associated with contracting by the second firm would be
transactions costs, while the storage costs incurred by the first firm would not be transactions
costs Can we say that the decistons of the first firm are "supenor” because transactions costs
(defined 1n this way) are lower? Of course not To draw anv reasonable conclusion about which
firm 1s more efficient, we need to compare the total costs of the two firms

The difficuity of learming anything useful about the efficiency of transactions in real world
markets from an mvestigation of mformation costs onlyv 1s recogmzed by Jaffee In paper showing
how the transactions cost concept can be applied to agriculture, he hists the following categories

Search costs are the costs associated with identifving and contacting potential buvers and
sellers

Screening costs are the costs associated with gathering information about the rehiability of
a particular buyer or seller, and the qualitv of the goods being transacted

Bargainng costs are the costs of gathering information on prices 1n other transactions, on
factors that rught influence the willingness to bargain by the other partv to the transaction, on
implications of contract terms, etc

Monirtoring costs include the costs associated with monitoring contract performance

Enforcement costs are the costs incurred n msuring that contract provisions are met
They nclude the costs associated with defauit provisions 1n contracts

Transfer costs include transport storage, processing, retailing, and wholesaiing costs
Thev also include the costs associated with commoditv losses 1n storage and transport

Jaffee's "transfer costs" category clearly includes costs of marketing services performed in
phvsically handling the commoditv transport storage, retailing, wholesaling The other

5
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categories are costs associated with various types of informational imperfections, certainly
transactions such as loans that have no need for physical handling would still invoive enforcement,
monitoring, screening, search, and bargaining

There are many examples of substitutability between information related costs and the
costs of physical handling A buyer mught increase his wholesaling costs in the form of
expenditures on “market development” by sending agents into producing areas more frequently; in
doing so the buyer would reduce the seller’s (farmer’s) costs of acquiring information on price
and searching for a buyer Or, a processor could reduce costs of enforcing a contract provision
on quahty of a commodity by elimmating that provision, and 1n its place sorting the commodity by
quality at the plant

The pomnt here 1s If we want to draw inferences about marketing efficiency, we need to
consider marketing costs in their totality In the real world, information related costs do not exst
in 1solation from other economuc decistons s the above examples indicate, there 1s a lot of
potenual for reducing mformation costs by increasing costs of physical handling, or vice versa If
we focus too narrowly on information related costs, and exciude the costs or physical handling,
we could well draw erroneous conclusions about whether marketing practices are efficient

The above discussion leads to the following conclusions
* We cannot define transactions costs based on whether the firm incurs these costs internaily, or
hires a service done by another firm
» We cannot define transactions costs based on whether the cost 1s influenced only by
organization (as opposed to technology)
* We cannot define transactions costs based on whether the cost 1s incurred as a result of
imperfect information
To violate any of these strictures will lead to a definition of transactions costs that does provide
anv practical guidance about market efficiency  If we adopted such a limited definition. we could
(potentiallv) say "transactions costs are lower 1n situation Z than 1n situation X," however we
could not conclude that situation Z 1s preferable

Ths leads us to define transactions costs very broadly, as "all costs associated with
marketing of the commodity ” “Transaction costs” will include

(a) the direct costs of marketing activities, including costs ansing from imperfect
information,

(b) economic profits earned by firms in the marketing chamn, and

() indirect costs mcurred by a firm 1n the marketing chain for certain activities

which are related to the firm’s invoivement in marketing, but which are not
strictly speaking direct costs of marketing the commodity
These latter two ponts require some explanation
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Economuc profits occur wher a firm has the ability to influence the pnice of a commodity
(through monopoly, monopsony, or collusion) and does not face the threat of entry by other
firms We include economuc profits in our measure of transactions costs because these profits
influence the size of the difference between what consumers pay and what farmers recetve

The “indirect costs” are the costs that a marketing firm incurs for “non-marketing”
activities which indirectly influence the firm’s marketing costs The mamn exampies of these
indirect costs in this paper will be the costs of providing farm credit and extension by marketing
firms These activities are not, strictly speaking, marketing activities In the United States, for
example, 1t 1s very common for farm credit to be delivered by firms (such as banks or mput
supphiers) that are completely divorced from the commodity marketing chain However, 1n both
Zambia and Tanzama, marketing firms are the primary commercial supphers of farm credit and
extension services In large part, as we shall see later 1n the paper, this 1s because marketing firms
have a great advantage over other firms in credit contract momtoring and enforcement ~ the
marketing firm can extract loan repayment from the farmer at the time the commoditv 1s
marketed In addition. the provision of farm credit and extension can indirectly influence the
marketing firm’s costs Credit and extension make farm production more profitable, thereby
increasing aggregate farm output of the commodity An increase 1n quantity handled by the
marketing firm resuits in a decrease tn average costs of the firm, when the marketing technology
exhubits increasing returns (as 1s the case for cotton ginnenes and other large processors)

Transactions costs are born by a vanety of individuals and groups both inside and outside
the marketing chain

Firms and individuals in the marketing chain bear the obvious costs of labor, capital.
and other mputs used to produce services such as transportation or storage In addition,
these firms bear costs of certan contingencies that might occur — for example, the firms
face a threat of loss of the commoditv through fire or theft Thurdly, in cases where
sectors of the marketing chain are imperfectly compeutive the costs of providing
marketing services should include the economuc profits earned bv monopolv firms

Fnally, there are circumstances 1n which marketing firms bears costs of producing services
that are not (stnctly speaking) directly associated with the marketing of the commodity
For example, cotton marketing firms may have an advantage m providing production
credit to farmers because marketing firms can enforce repayment at the time when the
crop 1s marketed The costs associated with this provision of credit by marketing firms
falls within our definition of transactions costs

At erther end of the marketing chamn. farmers and consumers bear some of the
transactions costs These may include monetarv costs, such as the cost of traveling to the
market, and may also include the value of time and effort expended by the farmers and
consumers in the marketing transactions

Government Agencies mav also bear some of the costs involved with marketing
transactions In some cases the government directly takes over some or all of the services
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performed 1n the marketing chan In other cases, the government 1s an alternative
provider of these services

Some transactions costs may be borne by individuals externai to the market
transactions For example, if transportation or storage of the commodity creates
environmental damage, this damage 1s a cost associated with the marketing transactions
borne by the public at large

2.1.2 Marketing Margins

Marketing margmns are the difference mn prices at two different pomnts in the marketing
cham A commonly reported marketing margn 1s the farm-to-retail spread, which measures the
difference between the retail pnce and the farm level price for a commodity Marketing margms
are a typical way of measuring marketing costs There are two difficuities with this measure
First 1n peniods when firms n the marketing chamn earn negative economic profits, the marketing
margmn wiil not fullv reflect actual costs Second marketing margmns do not reflect all
transactions costs The marketing margin reflects transactions costs paid by firms in the
marketing chain, but costs incurred by consumers, farmers, government agencies or those external
to the marketing chain This can create analytical difficulties, because 1t 1s possible to shift costs
from one category to another For example, if an externality becomes imnternaiized through a tax,
that cost moves from the “external cost” category (not measured by marketing margins) to
“marketing cost” category (included 1n marketing margmns) This relationship of transactions
costs to marketmg margns 1s simular to that suggested in the New Palgrave

"Transactions costs face the individual trader 1n two forms, namely (1) as inputs of his

own resources, including time and (2) as margins between the buying and the selling pnice

he finds for the same commoditv 1n the market "

213 Marketing Efficiencv

“Market efficiency * as we will use the term here refers to the extent to which transactions
costs are at the mummum, or the degree to which transactions costs can be reduced Two
addrtional stramns of economucs literature are relevant here The “efficient markets” literature of
finance defines markets as efficient when there 1s an absence of arbitrage opportunities — when
there 1s no possibihty of earming a profit by buying the commodity 1n one market and selling the
commodity n a second market In this context, market efficiency requires that pnivate
transactions costs be mmmuzed — failure to mmmuze total private transactions costs would create
the opportunity to make profits by a firm or collection of firms that did mummuze costs of
course, the mmimzation of private transactions costs does not necessanly imply that total (or
social) transactions costs are mummzed The second stramn of literature that 1s relevant 1s the
production economucs hterature on efficiency This literature exphcitly recogmzes the possibility
that firms do not alwavs perform at optimal levels The concepts of this literature also apply to
marketing firms ncluding those processing firms and those providing marketing services such as
storage transportation, and mformation The relevant msights from this hiterature are that the real
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world may be charactenzed by the existence of persistent arbitrage opportunities (the failure to
minimize private transactions costs) and that the size of these mnefficiencies 1s related to degree
and intensity of competition and experience

2.2 Institutional Impediments to Efficient Marketing

Having discussed transactions costs (and their relation to marketing efficiency), we now
turn to the factors that influence these costs Those include the technology and the costs of mputs
used by marketing firms, but our focus will be on the ways in which institutional arrangements
mfluence transactions and marketing costs The “mstrtutions” or “institutional arrangments™ of an
economy are formal and informal rules that govern or influence economic decisions

The meaning of the term 1s perhaps best explained by means of some examples Laws and
government policies are mstitutions The orgamzation of governance and rules govermng the
behavior of government officials are mstitutions Religious beliefs and other social strictures are
institutions  The orgamzation of ownership and assignment of property nights are institutions

What may not be clear at first glance 1s how nstitutions can affect transactions and
marketing costs It should be obvious that some nstitutions (for example, government tax
policies) directly influence costs of marketing firms But frequently, mstitutions affect
transactions costs in more subtle ways For example, orthodox Judaism forbids travel and
commercial activity on the Sabbath If this proscription were widely practiced, marketing firms
mught respond to this by building extra storage capacitv for pernishable commodities 1n order to
store those commodities over the Sabbath

Changes 1n institutions can have major impacts on the structure of the marketing chain, as
existing marketing arrangements become supplanted bv more efficient but dramaticallv different
arrangements For example, repeal of the Zambian law that forbade private marketing of maize
has led to huge growth 1n the number of small scale hammermuils

As we examine the ways i which mnstitutions and institutional changes affect marketing

efficiency and transactions costs, we will follow the model illustrated in the figure below
Again, an example helps explain these categones Costs of transport are an

element of transactions costs To trace the institutional causes of high transport costs, we mught
proceed as follows Why are transport costs high? One reason might be poor roads This 1s an
immediate, or “apparent” cause of the lugh transport costs (Other apparent causes mught be an
madequate truck fleet, poor railroads, tugh energy costs ) But why are roads poor? One reason
mught be that money allocated for road repair 1s wasted on roads with little traffic This 1s an
“underlving” cause of the tugh transport costs (Other reasons rmght be that incompetent firms
are contracted to undertake repairs or that road funds are stolen ) Why are road repair funds
mus-spent? The fundamental institutional causes are the admimstrative rules and procedures that
permit or encourage corruption or mismanagement bv government empiovees

9
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[t shouid be clear from this exampie that the pathwavs of causation can be exceedingly
compiicated A single cost 1s mav have a number of apparent causes Each apparent cause may
have muitiple undertying causes Each underiving cause mav have several mstitutional causes
Likewise a single insutution mav affect manv different aspects of transactions costs
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3. A Framework for Understanding the Importance of Marketing
Efficiency: Impact of Privatization on Markets and Market
Participation

One of the biggest concerns raised by government pohicymakers 1n our interviews with
them 1s the impact of privatization on farmers in remote areas As the government marketing
system 1s dismantled, 1t appears that farmers in remote areas have been the most severely affected
these farmers may no longer be able to find a market outlet for their crops, or the farmers may
choose not to participate in markets because of the low prices in these markets In this section,
we develop a simple conceptual model that explicitly considers the extent of market participation
by farmers The model demonstrates several interesting points first, 1t 15 possible to see, within
the context of the model, why policvmakers were attracted 1n the first place to programs that
would increase the extent of market participation second, the model demonstrates how the
eliminauon of pricing policies wouid cause a contracuon n market participation n the short term,
third the model demonstrates how policies directed at improving marketing efficiency can regam
the lost market participants and suggests some ways in which theses policies may be more cost
effective than the pricing policies

3.1 Supply and Demand of Marketing Services

In this simplified stylistic model of marketing from the farmer's perspective, we have spiit
up transactions into two categories The first category mcludes costs that are different for each
farmer such as transportation costs In the simplified model presented here, we assume that there
are two groups of farmers farmers in the penphery (far from the central market) pay hugh costs
to get their crops to market farmers near the center pay lower costs The second category of
costs inciudes the costs that must be paid bv anvone who participates in the market such as the
costs of searching ror a buver or the costs of grading and inspection

It 1s on this second category -- the costs paid in the central market for each transaction --
that we will concentrate, by discussing the likelv shapes of aggregate supply and demand curves
for marketing services in the central market

The demand curve answers the questton how much are people willing to pay in the
central market to find a buyer, or to have thetr goods graded and inspected? One group of
farmers -- those near the center -- that are willing to pay a relatively high price to find a buyer, a
second group of farmers -- those in the penipherv -- cannot afford to pay as much because 1t costs
them more to transport the goods from the farm  This creates a "demand for marketing services”
curve that has two steps The width of each step in the demand curve 1s determined by how many
farmers there are 1n each group
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The supply curve answers the question 1f there are N transactions -- if there are N
farmers participating 1 the central market -- what will the average costs per transaction be? Here
we conjecture that average costs per transaction decline as the number of transactions increases
it 15 easter to find a buyer or the cost of grading and inspection per unut c zclines as the number of
sellers increases  (Formally, the supply curve 1s represented by the average cost curve rather than
the usual marginal cost curve because we assume there are no barriers to entry, which impiies that
the natural monopolist provider of marketing services must earn zero profits )

"L D

g

quulibrrum

N

To review the supply curve 1s the (declining) average cost curve The demand curve has
two steps at the critical levels of q for the low transport cost and hugh transport cost farmers
The equiibrium point 1s one at which there 1s no lower pnice (q) at which quantity demanded
equals quantity supphied The producer of marketing services, at this point, 1s earming zero profit
and thus not attracting anv entry  As the picture 1s drawn here, only the low transportation cost
farmers participate 1n the market, there 1s a substantial group of farmers who are seif-sufficient
and who choose not to participate 1n the market

3.2 Why Pan-Territorial Pricing May Appear Attractive in Theory

This conceptual model mav provide some nsight mnto the rationale for past government
pricing policies  Simpiy described the programs in effect for marketing of manv agncuitural
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commodities in both Zambia and Tanzania prior to 1990 were programs of government ownership
of almost all aspects of the marketing chain  As such these programs could and did establish farm
level prices without regard to underlying supply and demand conditions A common aspect of the
pricing policies was to establish “pan-terntorial” and “pan-seasonal” prices a pnice that was the
same for all areas of the country at all times durning the year

The figure below illustrates why a pan-terntonal pricing scheme may have appeared lke a
reasonable option to policy makers After presenting this idealized view of pan-terntonal pricing,
we will see some of the ways in which the reai failed to hve up to the 1deal

q
\ e D w/out gov’t program
Ax// D with gov’t program
B

q \ - Old Equilibfium
0 c &‘ New Equilibrium
Catli

S

4

Without the government program. onlv farmers near the center participate i markets
But prices are such that the center farmers actuallv earn economuc profits thev are willing to pay
more {the igh plateau on the old demand curve) than they are required to pay (q,) (Those
economuc profits are the sum of rectangles A plus B in the above figure ) A pan-terntonal pricing
program illustrated here simuitaneously reduces the price recerved by farmers 1n the center
(moving their willingness to pay for marketing services to a lower plateau) and increases the price
recetved by farmers 1n the peripherv (shifting their willingness to pay for marketing services to a
higher plateau) In effect, the pricing system illustrated here subsidizes the transportation of the
farmers 1n the penphery by taxing the farmers in the center With that shift in the demand for
marketing services curve, the equiibrium shifts to a point where all farmer participate 1n the
market Because there are more participants the volume of trades increases, and the average cost
and price per trade dechnes (because of increasing returns) In the new equiibrium, the center
farmers lose rectangle A because of the lower commodity prices, but gain rectangle C because of
the lower marketing costs (As drawn rectangles A and C are approximatelv the same size, to
illustrate the case where farmers 1n the center are equallv well off with or without the program )
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Farmers i the peniphery have now changed from being non-participants to participants They
prefer the program (earmng profits equai to rectangle D) In addition, since the government 1s 1n
effect taxing the commodity price 1n the center and subsidizing 1t i the penphery, 1t 1s possible
that the government can run this program at no net cost (or perhaps even earn a profit) The
zero cost option 1s illustrated i the above by making the area of rectangie A (the size of the tax
on farmers m the center) equal to the area of rectangle D (the size of the subsidy to farmers 1n the
peniphery)

3.3 Why Pan-Terntonal Pricing Failed in Practice

This scenano 1llustrates why pan-terntonal pricing programs might appear to be an
attractive program If the program could be operated as descnibed above, 1t would be a program
with no losers, and a program which benefits the farmers in the penphery while inducing those
farmers to participate in the market As put into practice, however, the pan-territonal pricing
programs did not work like the 1deal described 1n the above figure There appear to be two
difficuities — one poirtical and one economic -- inherent m putting the theory into practice

The political difficulty lies 1n convincing farmers 1n the center that they will not be
sigificantly harmed by a pan-ternitonial pricing policv that reduces the price those farmers
recetved In order to get these farmers to support the pan-territonal pricing policv, the temptation

for policv makers 1s to set the price level at the price recerved previously (before the policv) That
1s iflustrated here

D wiath gov t program

7 v

A+B Old Equiibfium
do C & New Equitbrium
-
Qs [

E S

\ D w/out gov t program

Here the costs to the government are area D + E -- there are no offsetting revenues from
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farmers 1n the center Ths 1s consistent with the observed experience programs tended to be
quite costly, requinng significant government subsidies Of course, the costs to the government
are (at least partiaily) offset by gains to farmers Farmers in the penpherv gain area D (the
difference between the farmers' willingness to pay and the price they are required to pay times the
number of transactions) In addition, farmers in the center gam (area C) because the of the
reduced price for marketing services If the government could recover some or all of the area C -
- for exampie by establishing a pan-terntonal price below the previously existing price level -- it
could achieve the expansion of the market into the peniphery at a lower net cost to the
government - - perhaps (if C > D+E) at no net cost to the government However, 1n practice, for
political reasons, governments have been reluctant to set pan-territonal price at lower than
currently prevailing price It 1s this "politicai difficuity” that explamns in part why the pan-
territorial pricing programs have been such a drain on the budget of the national government

The economic difficulty in achieving the 1deal presented earhier 1s that the lack of
competitiveness in the marketing chain mav increase marketing costs and shift the supply curve
for marketing services up and to the nght This 1s iilustrated 1n the next figure

D wrout gov’t program
\ D wath gov t program

Y v
New Equitbnum

A+B _OldEq MM

As drawn, the inefficiencies in the government prowvision of marketing services (S, rather
than S,) ehminate the potential gain from realizing greater economues of size  In thus figure the
average cost and price of marketing services remains the same with the program or without the
program (Of course 1t 1s possible that the outward shift in the supply curve 1s so great that the
average cost 1s actuailv greater under the government program than without ) In the picture
above farmers in the center are not affected bv the program commoditv prices and willingness to
pay are the same with and without the program and the costs of marketing services are the same
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with and without the program  Although the program does improve the economic weli-beng of
farmers 1n the penphery, the cost to the government (D+E) exceed the gains to farmers 1n the
peniphery (D) Thus illustrates how the pan-terntonal pricing program as actually impiemented
not only may fail to achieve the 1deal envisioned in the above analysis, but also may result in a
program that 1s expensive to the government and relatively meffective n assisting farmers

3.4 The Impact of Elimmating Pan-Territoral Pricing

The above analysis also predicts the kinds of responses we might expect to elimmation of
the pan-terntonal pricing programs Inrtiaily, emunation will elimmate market participation by
farmers 1n the peniphery This, 1n and of itself, raises marketing costs to remaming market
partictpants, as we move up the average cost curve Over time, private sector participation will
lead to increased levels of competition that shifts the average cost curve down to its competitive

mimmum posttion  After the adjustment the "old equiltbrium” condition 1n the above picture
will be the final resting pomnt

3.5 Marketing Efficiencies as an Alternative to Pricing Policies

The conceptual model also illustrates why we should be concerned with market efficiency,
and why programs that improve market efficiency may accompiish some of the same objecuves as
the previous pricing policies  An improvement 1n marketing effictency 1s an alternauve way of
persuading penpherv farmers to participate n the market -- with the resulting drop 1n average
marketing costs Improvements in marketing efficiency enter into the above model in two ways
reductions 1n the fixed costs of marketing, or reductions 1n the farmer specific marketing costs,
especially for non-participating farmers

Improvements 1n marketing efficiencv in the central market — for example through a more
cost effective inspection and grading system. or through reductions mn the processing costs — will
shift the supply of marketing services down and to the left (from S, to S) in the figure below
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T )

4

Equilibrium 2 S

N

In this iilustration, a very small shuft in the supply curve, from S, to S, has a dramatic
impact 1n market parucipation The slight change causes all former non-participants to
participate in the market This brings down average costs of providing marketing services and
thus provides an external benefit to the farmers who were already participating  Notice the
difference between reductions i q attributable to improvements in marketing efficiency
(llustrated by the small downward shift 1n the supply curve and the movement from equilibrium 1
to pomnt A) and the reductions 1n q attnbutable to greater realization of economues of size 1n
marketing (lustrated by the much larger movement along the new supply curve from pomnt A to
equiibrium 2)

Improvements 1n marketing efficiency that reduce the farmer specific marketing costs — for
example, improvements 1n roads, greater competition 1n transportation, better telephone or radio
commumications — are dlustrated 1n the figure below Tlus figure illustrates the case where the

marketing efficiencv gamned reduces only the “transportation ’ costs born by farmers 1n the
peripherv
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9

N

T
his reduction 1n costs of transporung the product from the penpherv to the market increases the

amount that farmers 1n the penpherv are willing to pay for marketing services 1n the center

market Here again. a small shift in willingness to pay for marketing services from D, to D causes
a large shuft in equlibrium from E, to E  The direct impact of a policy to encourage non-
participants to participate 1s of course to increase the utiitv of the program recipients But the
indirect impact of reduced transactions costs for previous participants may actually dwarf the
direct impact

3.6 Types of Pohicies that Encourage Market Participation

A fundamental tenet of current thinking on appropnate government policies in developing
economnues 1s “increasing dependence on compeutive markets” In applying this tenet to
agricultural households markets, and policies two policv lessons are commonly drawn (I)
policies should encourage participation 1n markets (u) poheies should not interfere with the price
setting mechamsm of markets The recent expenience in agricultural commodity market
liberaiization 1n Sub-Saharan Africa mught lead one to believe that these two tenets are
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fundamentaily at odds with each other — elimination of the government nterference in the markets
mav frequentlv have the immediate impact of discouraging market participation  The model
above suggests that there are policv mterventions that can encourage market participation without
interfering with the price setting mechamism of the market Those policy interventions are ones
that reduce marketing costs by improving the mstitutional framework within which marketing
occurs Ths illustrates whv we should be concerned with marketing efficiency Improvements in
marketing efficiency may be able to accomphsh some of the same things that were previousiy
done by the pan-terntonal pricing system, and accomplish them at much lower cost to the
government and the society as a whole
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PART II

Marketing of Cotton and Maize 1n Zambia and Tanzania

The next chapters will anaiyze the impact of liberahzation on maize and cotton marketing and
market participation m Zambia and Tanzama. The chapters will address the questions, to what extent
the pnivate sector has filled the vacuum left by retreating government programs, and what kind of
mnstrtutional impediments may constrain further participation of the private sector? Specifically, the
efficiency of prevailing marketing structures will be assessed by estimating transactions costs and
identifying the mstitutional factors behind these costs

4. Data Collection

Both pnmary and secondary sources of data were used to assess the marketing of cotton and
maize in Zambia and Tanzania. Secondary data was obtained from government ministries, statistical
records, and other reports Primary data was collected by surveying the marketing chains for maize
and cotton from the farmgate to the consumer This data was collected 1n two ways first, structured
interviews were conducted 1n June 1997 n each country to elicit information from processors (large-
scale maize muils, hammer mulls, ginneries), manufacturers (textile and spinning mulls), large-scale
traders and brokers, and cooperatives Second, a sample of farmers was surveyed m July 1997 The
sample of farmers was constructed 1n each country as follows

41 Zamba

In Zambia 88 maize farmers and 68 cotton farmers were surveved 1n July 1997

The survey was conducted in Mumbwa district of Central province and Petauke district of
Eastern province Both districts are major cotton and maize producers 1n their respective provinces
Central province 1s a hne-of-rail province close to Copperbelt markets with fairly good transportation
infrastructure By contrast, Eastern province 1s remote from major markets and 1ts transportation
infrastructure 1s poor relative to Central province

Villages for the sample were selected. taking into account the distance from town market and
the state of road infrastructure The wviilages covered 1n each distnict were as follows
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e S

Dastrict

T

Mumbwa Moono
Mumbwa Boma
Haamaundu

Chibila Agricultural Camp

Petauke Chinkanda
Mwauiukila
North Nyamphande (settlement scheme)
Mpande

Petauke Boma (market place)

Mumbt
Mwamawanthu

42 Tanzama

In Tanzama, the clustening techmque was used to arrive at the appropriate sample design
Cluster samples of a muimmum of three villages were chosen from three major crop growing districts
In a major crop growimng area From each cluster village an average of 15 households were

interviewed In addition, in the case of cotton, farmers and traders were interviewed at marketing
centers and stations

139 maze farmers and 23 maize traders were surveved in Tanzama in July 1997 The survey
was carried out in Innga, one of the major maize growing areas The maize survev covered the
following districts and wvillages

District

Innga Rural Ilula

Tagamenda
Ifunda

Mufind: Ifwagi
Luganga
Nyvalolo

Njombe Nyombo
Ramadham
Mtwango
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Further, 120 cotton farmers and 16 cotton traders were interviewed n the Mwanza region
The cotton survey was carried out i the followng districts and villages

District Villages

Magu Yitwimila
Masanza-One
Itumbih

Kwimba Kilyaboya I
Ngudu

Misungwi Misasi r
Manawa

Mwanza Municipahty Nvakato

Sengerema Tabaruka

The purpose of these smail surveys of farmers and traders was to provide ony an mdication
of marketing arrangements and problems farmers and traders face -- specificallv m the areas where
they were conducted By no means do they provide a comprehensive assessment of maize and cotton
marketing 1n Zambia and Tanzama the sample sizes are too small

The resuits of these surveys will not be presented systematically mn this report--to save the
reader from the boredom Instead some key results will be lughighted where appropriate
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S.  Marketing of Maize 1n Zambia

This chapter analyzes the impact of liberalization on maize marketing in Zambia changes
in the structure and efficiencv of maize marketing and the magmitude and causes of transactions
costs It will be shown that the pnivate sector has responded vigorously to liberahzation the
marketing of maize 1s today primarily carried out by private traders in Zambia The resuits also
indicate that the efficiency of muil-to-retailler marketing of maize--that takes place prmaniy within
cities--has increased since iberalization However, the efficiency of farm-to-wholesaler
marketing--that involves moving maize between cities--seems to have decreased Some of the
main causes for this mefficiency--and high transactions costs--are found to be madequate
transportation infrastructure, inadequate access to mformation, weak contract enforcement, and
lack of access to on-farm storage, credit, and inputs

5.1 Institutional Structures and Marketing Arrangements

Mauze 1s the staple food as well as a major cash crop 1n Zambia It 1s used as an mput in
the beer brewing industry and in the production of stockfeeds for poultry, beef and dairy cattle,
and pigs In 1996, about 62 percent of the cultivated area in Zambia was planted in maize
(Ministry of Agniculture, Food, and Fisheries 1997) This dommance of maize 1s to a large extent
the result of previous government polictes which encouraged production of maize throughout
Zambua at the expense of other crops, as will be discussed below

About half of the maize produced 1n Zambza 1s grown by small-scale farmers who cultivate
on average two hectares of maize each (Minstry of Agniculture Food, and Fishenes 1997) The
rest 1s grown by large-scale farmers According to the Mimistrv of Agniculture, Food, and
Fisheries maize accounted for about 95 percent of agricuitural crop sales of small-scale farmers
and 38 percent of the large-scale farmers 1n the 1980s

Maize 1s grown throughout the country, except in some exceptionaily wet, dry, or infertile
regions The principle maize growing areas are Central, Southern, and Eastern provinces Maize
in Zambua 1s rainfed Fertilizers are commonly applied, 1n particular by large-scale maize farmers

S11 Background to Liberalization

Until 1995 the marketing of maize 1n Zambia was controlled by the government through
marketing boards Government controls on maize marketing were intiated 1n 1936 by the Maize
Control Ordinance No 20 of 1935 (Musona 1997) This Ordinance provided the Maize Control
Board with the responsibility of managing maize marketing The Maize Control Board was
coordinating the maize marketing untif 1957, when 1t was replaced by the Grain Marketing Board
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This board was however, soon dissoived

In the mid 1960s the National Agnicuitural Marketing Board (NAMB) was established to
handle agricultural marketing, including the marketing of maize It was charged with the tasks of
handling and procurement of agncultural crops, buying and seling of fnuts and vegetables, buying
and selling of fertihzers, seeds, pesticides, and ox-drawn implements, and managing strategic
reserves of maize

The government set the price of maize at different stages in the marketing chain.
government announced producer prices at which NAMB procured maize from farmers, and into-
muil prices at which NAMB sold the procured maize to mulls These prices were pan-territonai
and pan-seasonal

These post-independence (1964) agnicultural pohicies aimed to increase domestic maize
production 1n order to supply the denselv-populated urban mining areas with mexpensive maize
meal (Howard and Mungoma 1995) Another aum was to reduce rehance on European
commercial farmers settled in Zambia by increasing the participation of Affican farmers, as well as
to improve regional equity by increasing market imnvolvement of farmers in remote, less
agniculturally advanced provinces As it turned out, these objectives were pursued at a high cost

In 1977, due to its heavy operating losses, NAMB was reorganized and other parastatals
were formed to take care of the marketing of cotton, fruits and vegetables The large size of
NAMB had proved very difficult to manage Also, NAMB was often unable to cover 1ts costs
with 1ts revenues--the margin between the fixed procurement and selling price was not wide
enough to cover the cost of NAMB operations These factors led to increasing governmental
subsidies To improve the situation, the marketing of cotton, fruits, and vegetables was
transferred to other parastatals

The role of NAMB was also reduced in maize marketing Provincial cooperative umons
were formed 1n Luapula, Lusaka, North Western, Copperbelt, and Western provinces where no
cooperatives existed, to handle the marketing of the crop and the distnbution of nputs to farmers
The provincial cooperative unions took over most of the assets and habilities of NAMB 1n these
areas The provincial storage centers remamned however, under the control of NAMB NAMB
also continued to purchase surplus maize from the maize surplus provinces (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 Agnicultural Marketing Act was passed which dissolved NAMB
and made the Zambia Cooperative Federation (ZCF) responstble for maize marketing and the
maintenance of the National Maize Strategic Reserves The Nitrogen Chemucals of Zambia was 1n
turn charged with fertihizer production, importation. and distribution
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Cooperatives umions nstead of being viewed as farmers' associations, were generatly
perceived to be part of the government in Zambia Cooperauves unions were largeiy financed and
used as instruments of government pohcv (Minstry of Agniculture, Food, and Fishenes 1995)
Further, the management of the cooperative movement was weak The government financed the
operation of cooperatives regardless of their performance, which did not provide any incentive for
the cooperative management to improve the efficiency of operations Excess staff within
cooperatives was common The negligent admimstration and control led to the widespread
mususe of cooperative funds and assets (Ministry of Agncuiture, Food, and Fishenies 1995) Asa
consequence, crop and iput marketing activities were highly ineffective and mefficient As the
report prepared by the Government of the Republic of Zambna 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 maize buying—with the average bag
missing about 10 percent of 1ts nommal contents Many crop receipts were fraudulently
issued. A high percemtage of stored maize tended to rot (due to water ingress and lack of
ventilation) or to be eaten by weevils (due 1o lack of funigation in storage) The problem
was not principallv one of techmcal know-how, but of discipline and accountability "

Under this system maize was hauled over long distances to a parastatal mull, and then the
processed maize meal was hauled back once more over the same distance at the expense of the
government This system was in place until the iberalization of maize marketing in 1995

5.12 Laberahzation of Maize Marketing

In 1995, the government passed the Food Reserves Act which removed the monopoly of
maize marketing from ZCF and liberalized the maize trade Participation in maize trading was
made open, provided participants registered with the Food Secunitv Division of the Mimstrv of
Agnicuiture This apphed to foreign trade m maize as well The controlled producer and into-mil
prices were abolished and the mput market was hberaiized

What was the response of the private sector to these changes? How did the marketing

structure change? These questions will be answered in the next section

5.13 Impact of Liberalization on Maize Marketing Structure

Private sector response to the hberahization of maize marketing has been overwhelming
Marketing of maize n Zambia today 1s conducted pnmaniv by private traders

Maize farmers in Zambia can be classified into two groups large-scale farmers and small-
scale farmers The small-scale farmers dominate the maize marketing 1n the countrv
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There are about 400-500 large-scale maize farms in Zambia (The Government of the
Republic of Zambia et al 1994) These farms are either corporately or mdividually owned and
they are located along the railway line that runs from Livingstone through Lusaka to the
Copperbelt The average size of these farms 1s about 200 hectares and they commonly empioy
modern farming technologies Unlike the small-scale farmers, these farmers are financing thewr
operations through credit from commercial banks They do not necessanly grow maize every
year they switch mn and out of maize depending on producer prices of maize and other crops
The maize grown on these farms 1s either exported or sold directly to large-scale muils or to large-
scale traders (which then sell 1t to a null)

In addition to large-scale farmers, there are about 400,000 smail-scale farmers which
produce the bulk of maize ;n Zambia These farmers can be further classified into two categones
farmers that use oxen for cultivation and farmers that use hand hoes The average farm size for
cultivators that use oxen 1s about two hectares while for cultivators that use hand hoes 1t 1s only
about O 5 hectares Typically, all of these farmers lack access to credit

Private traders are the primarv maize buyers from farmers At least three types of private
traders can be identified large-scale, medium-scale, and smail-scale traders

Large-scale traders are buying and handiing large volumes of maize These traders are
either multinational trading companies or large-scale domestic compames which own transport
facilities These traders commonly collect maize directly from farmers--primanly from the large-
scale ones-- but some traders have collection ponts 1n rural areas where farmers deliver their
crops Payment 1s usually made on short-term credit basis, and some of these traders also
exchange fertilizer for part or all of the maize purchased The maize collected by these traders 1s
typically sold to large-scale muils

Medm-scale traders operate as muddle-men with small working capital They buv small
amounts of maize from several farmers--pnmanly small-scale farmers--assemble the purchased
maize, and then transport and sell the collected maize esther to hammer muils or to large-scale

muils These traders typically own trucks which allow them to operate as collectors/transporters of
maize

Small-scale traders buy maize 1n small amounts directly from small-scale farmers 1n rural
areas and typically sell 1t 1n the local public market Most of these traders sell the maize directly
to consumers, though some of them sell 1t to retailers or hammer mils operating n the local
market These traders typicallv operate onlv within the local markets Traders erther pick the
maize up from the farm gate and transport 1t by their own or hired ox-cart or bicycle to the local
market, or farmers deliver their maize to a fixed delivery point in the village Payment to a farmer
1s made esther in cash or in kind Farmers themselves often operate as small-scale traders and sell
therr crop 1n the local market to consumers
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Most of the maize farmers surveved 1n 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 soid their maize to a trader who bought maize at the farm or village level, while
19 percent sold 1t directly to a consumer Only four percent sold to hammer mulls and one percent
to large commercial mills Forty-three percent of all these transactions were carried out at the
farm--that 1s, the trader came to the farm to buy maize--and 30 percent at the local market depot
The rest of the transactions took place 1n a nearby town market (16 percent) or at the buyer’s
place of business such as a storage facility or a mill (11 percent) Figure 2 depicts transaction
location percentages The majonty of surveyed farmers were small-scale farmers 44 percent
grew less than two hectares of maize, 22 percent grew 2- 4 hectares, and only six percent
cultivated more than ten hectares as 1s shown in Figure 3 Further, many of the farmers had farms
that were quite distant from the markets as Figure 4 indicates 27 percent of farmers reported that
the closest market 1s 6-8 km away, 23 percent said the distance 1s over 8 km, and only 22 percent
stated that the closest market 1s less than 2 km away

Figure 1 Farmers in Zambia Sold Maize To

Commercral Ml (1 00 4)

Hamener Mill (4 00 4)
Cooperative (8 00%)

Cormumer (19 00%)
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Figure 2 Maize in Zambia Was Sold at

Buyer's Place of Business (11 00%

Newrby Town Market (16 00%)

Local Market Deoot (30 00%)

Figure 3 Size of Farms in Zambta Hectares of Maize ’
Harvested i
|

% of Farmers Interviewed
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Figure 4 Distance (in km) from the Farm to the Market in
Zambia

% of Farmers Interviewed
a B8
e 2

Kilometers

Currently there are no official quality controls on maize The critical quaiitv attribute of
maize 1s the moisture content which mulls require to be about 12 percent The moisture content 1s
a “ludden value” 1t cannot be assessed without a moisture meter Farmers, in particular the small-
scale farmers, typically do not own a meter and therefore are forced to rely on the trader’s quahty
assessment In the event of a dispute there 1s no independent grading and mnspection agencv that
could assist either party Ninetv-seven percent of the surveved farmers reported that the quality
of maize was determuned bv the buver However, farmers indicated that the qualitv of maize often
did not affect the price 60 percent of interviewed farmers said that the quality of maize did not
influence the price they received

Large-scale maize mills buy maize from large- and medum-scale traders as well as
directly from large-scale farmers Also, the Food Reserve Agency which maintains strategic food
reserves for food secuntv purposes sells maize that 1t buys on tender from traders on tender to
mullers Traders transport the maize to the mill where a representative of the mull inspects its

quality and negotiates the price If the maize does not meet the mill's quality standards, the mmuil
erther offers a lower price or rejects the crop

Large-scale mulls sell the produced maize meal pnmanly to retailers in city and town
markets who will 1n turn sell it to consumers Side products of mulling are sold to manufacturers
of other maize products such as stockfeeds Most of the large-scale mulls are 1n Lusaka and
Copperbeit province In 1996, mulls 1n Lusaka accounted for 50 percent of all mil production in
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Zambia (Mimustry of Agriculture, Food, and Fishenes 1996)

Since 1991 there has been a substanual decline in large-scale miiling of maize and the
demand for maize meal has become seasonal According to the Mimstry of Agniculture, this
decline has been caused by a fall in real incomes and to some extent by the emergence of
alternative crops 1n rural areas, and increased demand for wheat products in urban areas (Mimstry
of Agniculture, Food, and Fisheries 1996) The demand for maize meal nowadays has a ciear
seasonal pattern. demand 1s at its lowest between Apnil and September when maize 1s abundant 1n
rural areas, and increases from September to January when the avaiiabihity of maize grain dechines
Another contributor to the dechine 1n large-scale maize milling has been the expansion of smail
hammer muils throughout the country

In recent years hammer mulls have profiliterated in Zambia In 1990 there were about
2,200 hammer muils 1n Zambia In 1995, the number of hammer mulls was estimated to be about
6,000, and they were estimated to process about 70 percent of maize n the countrv (Minstry of
Agnculture, Food, and Fisheries 1996) Hammer muils emerged as a response to the unrehiabiiity
of maize meal supplies through the parastatal marketing system Also, these miils process maize
at a low cost After the hiberalization the reitance on hammer muils has continued. i1f not increased
According to the Minstry of Agriculture (1996), large-scale miils perceive hammer mulls as
serious competitors These hammer muils sell milling services to consumers--that 1s, they process
the maize that consumers bring 1n for a fee--or they buy maize from small-and medum-scale
traders, muil 1t, and then sell the maize meal to consumers

Figure 5 summarizes the main marketing channels for maize from the farmer to the
consumer For simphceity, foreign trade in maize 1s ignored in the graph
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Figure 5. Maize Marketing in Zambia
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Given this new marketing structrure what impact has hberaiization had on maize
production and prices? The next section wiil shed hight on that question

51.4 Impact of Liberahization on Maize Production and Prices

The production of maize in Zambia has increased since the hiberahization in 1995 Ths
increase 1n production 1s explained by a jump 1n the area planted in maize back to 1994 level and
by an increase 1n maize yields Maize sales have also increased 1n the past years Figures 6, 7, 8,
and 9 depict the production, the area planted in maize, and average maize yield per hectare in
Zambia, and maize sales 1n 1981-1996 However, the share of area planted in maize, 1n the total
area under agriculture in Zambia has decreased during the same time period

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
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Figure 8 Maize Sales in Zambia in 80 kg Bags 1980-1996
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Figure 9 Average Maize Yields per Hectare 1n 90 kg Bags in Zambia,
1980-1996
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Maize producer prices (expressed in nominal Kwacha per 90 kg bag) rose from Kw 5,000
1n 1993 to Kw 7,000 1n 1994, to Kw 9,000 1n 1995, and to Kw 12,000 1n 1996 An average of
prices recetved for sales in June and July of 1997 was Kw 110 per kg or Kw 9,900 per 90 kg bag

How efficient 1s the current marketing structure”? The next section will explore the
efficiency of Zambian maize markets bv analvzing the marketing margins

52 Efficiency of Maize Marketing: Evidence About Marketing Margins

Thus section examunes the marketing margins in Zambian maize markets in order to assess the
efficiency of current marketing arrangements and the magnitude of transactions costs It will be
shown that since liberalization mull-to-retail marketing of maize within cities has become more
efficient transactions costs have decreased 1n thus segment of the marketing chain However, there
1s a need to improve efficiency of farm-to-wholesaler marketing of maize between cities transactions
costs between cities appear to have increased n the past vears

Two sources of information are used to assess the magmtude of marketing costs in maize
marketing First, the interviews and surveys carried out give an indication of mefficiencies in the
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marketing chain Second, government price data provide some evidence about marketing margins
for maize over time and between cities

Detailed information on maize prices was obtamned from the Zambian Mimstry of Agniculture,
Food and Fishenies (MAFF) The data obtained include prices for mne cities for the following price
series

. wholesale prices for maize 1n 90 kg bags at public markets
. retail prices for maize in 15 kg bags at public markets

. mto-mull prices for maize 1n 90 kg bags

. retail pnices for breakfast meal 1n 25 kg bags

. retaill prices for roller meal in 25 kg bags

In analyzing this data, breakfast meal prices are used as indicative of retail prices for mealy-
meal As Figure 10 shows the breakfast meal and roller meal prices senes are strongly correlated

Figure 10 Roller meal and Breakfast meal prices in Lusaka
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First, trends in marketing margins within a city over time are examined One mught expect
to see a downward trend in marketing margins especially in the pertod immedately following
privatization, as the free enterprise system learns about and takes advantage of new profit making
opportumties Such a trend, if found, would indicate that competitive pressures and learning-by-
domg were increasing the efficiency of the marketing chain over time

Two measures for within city marketing margins are used

1 The retail price for maize at public markets minus the wholesale price for maize at public
markets measures the spread needed to cover marketing costs at public markets

2 The breakfast meal price minus the into-mil price measures the spread needed to cover
muihng and marketing costs of mealy meal produced at large roller mils

Monthlv average prices, adjusted for inflation (using the consumer price mdex mn 1994 Kwacha), are
used 1n the calculation These two measures are plotted in Figures 11 and 12
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re 11 Zambia Difference between Retail and Wholesale
prices for Maize 1n Public Markets {Real prices per kg)
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Figure 12 Zambia Difference between Breakfast Meai Price and
Into-Mill Maize Price (real prices per kg)
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As Figures 11 and 12 show, both measures of within city marketing margins show a
downward trend over time (except for the flat trend 1n 6-city average for the difference between
breakfast meal and mnto-mull price) This 1s indicative of reductions n a certain category of
transactions costs those costs associated with marketing within a city These costs inciude muiling
costs, retating costs, storage costs, and costs associated with gatherng information about prevailing
prices in that city  This dechine 1n real margins, following as 1t does the privatization of the maize
markets, suggests that the private sector has made progress m reducing marketing costs as market
participants become more famthar with each other and the particular details of the evolving private
trade, and as those participants are forced by competition to seek out efficiencies

There 1s additional evidence that the mil-to-retail margins have been lower since prrvatization
Jayne et al (1995) report declines in real mealy meal prices dunng the peniod of privatization They
conclude that for countnes mcluding Zambia, "mil-to-retail marketing margins appear to have fallen
since the mayor aspects of the reforms were initiated " *

National average movements in marketing margmns before and after pnivitization are also
compared to assess further the impact of liberaiization on marketing efficiency To construct this
comparison, data on farm maize prices, retail mealv-meal prices (average of June and December
prices, weighted 60% roller meal and 40% breakfast meal), and government data on total quantity
sold for years 1985-1990, and 1996 are used > In addition, the farm price and the retail price used
for 1997 are obtamed through the survev and interviews, and data on maize subsidies 1s from
Mwanaumo, Preckel and Farmns (1994) * The resuits of this exercise are shown in the Table 1

! Jayne etal "Trends n Real Food Prices mn Six sub-Saharan African Countries  FSII Pohicy
Svnthesis No 2 Michigan State University October 1995 internet address

’Data on total quanutv of maize soid 1s obtamed from Agricultural Statistics Bulletin  (AFF Lusaka.
Februarv 1997)

*Mwanaumo A Preckel P and Farms P Motivation for Marketing Svstem Reform forthe Zambian
Maize Market ' J_International Food and Agribusiness Marketing, 1994 pp 29-49
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Table 1 Cost of Zambian Maize Subsidies and Effect on Farm Prices

Year Retai Price Subsidy Farm Price Farm Price as

Kw/kg Kw/kg Kw/kg % of Retail
+ Subsidy

1985 0592 0210603 0 314667 0392058

1986 0696 0738378 0611111 0 426046

1987 0696 0972483 0 866667 0519434

1988 1348 1 047366 0 888889 0371087

1989 3036 1 300079 12 0276748

1990 5 88 6 58085 3157778 0253416

after

privatization
1996 276 0 133 3333 0483092

Table 1 indicates that up to 1990, the marketing of maize was becoming increasingly
mefficient in Zambia The government subsidies were increasing and the producer price as a share
of the consumer price and the subsidy was decreasing

By contrast. after privatization. farmers have received nearlv twice as much of the consumer
dollar pius government subsidv per unit Thus the hberaiization has benefitted farmers

Next the transactions costs of moving maize between cities in Zambia are assessed These
costs mclude the costs of moving commoditv from one citv to another and the search costs associated
with price discovery 1n the two cities and matching of buyers and sellers A persistent difference in
prices between two cities would suggest that the costs of exchange--of gathening information about
prices finding a seller and buyer, and transporting the good from the low price city to the high pnce
city—exceed the difference 1n prices  Figures 13-16 show differences for the weekly breakfast meal
price. the into-muil price the retail maize price 1n public markets, and the wholesale maize price in
public markets, respectively The figures show three mnter-city differences between Lusaka and
Kabwe, between Lusaka and Ndola, and between Ndola and Kabwe Figures 13-16 show the
absolute value of price differences after prices have been adjusted for inflation using the consumer
price index The reason for showing the data as absoiute value of difference 1s that one expects to

see a rough symmetry in costs between moving commoditv from Lusaka to Kabwe or moving 1t from
Kabwe to Lusaka
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Differences 1n prices between cities at a given pomt mn time do not necessaniy reflect
transactions costs of moving maize from one city to the other For example, suppose the costs of
moving maize between Lusaka and Kabwe are Kw2,000 If the price difference between the cities
1s Kw1,000 (e g, Lusaka price 6,000 and Kabwe pnce 5,000), no one can make money by buying
maize 1 Kabwe and selling 1t 1n Lusaka If the price difference were to grow to over 2,000 (e g,
Lusaka price 6,500 and Kabwe price 4,400), then traders would buy 1n the low price city and sell 1in
the hugh price city until the pnice difference decitnes to 2,000 (the cost of moving the maize}) This
illustrates how the price difference can move withmn a band (in the exampie a band between -2,000
and +2,000), where the size of the band reflects transactions costs  Therefore, 1n looking for
evidence of changes over time in transactions costs between cities, we should examme whether the
band of price differences seems to be shnnking or expanding

First, Figures 13 - 16 mndicate that the price differences between cities are quute large and very
volatile As an extreme example, in Apni of 1996, the mnto-muil price of 90 kg bags of maize in
Lusaka was Kw 20,000 at the same time that price in Kabwe was Kw 32,760 In May of 1996 the
Lusaka price staved relativelv stable at Kw 19,750, but the Kabwe pnice dropped to Kw 12,000 In
Januarv 1997, retail prices for roiler meal in Lusaka were Kw 10,000 per 25 kg bag, the pnice m

Kabwe was Kw 8,300 By Apni the prices had flip-flopped Kw 8,600 in Lusaka, Kw 10,000 in
Kabwe

Second there does not appear to be evidence that transactions costs between cities are
declimng over time If they were, that should be reflected in a shnnking of the band within which
pnice differences fluctuate Figures 13 - 16 fail to show a systematic reduction in the price band For
pnce differences for retail maize in public markets, there does appear to be a reduction over time but
for differences 1n into-mull prices the largest differences appear in Apnii-May of 1996
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Figure 13 Differences in into-Mill Maize prices in Various
Zambian Cities (absolute value of differences in inflation

adjusted prices per kg)
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Figure 14 Differences in Price of Breakfast Meal in Various '
! Zambian Cities (Absoiute Value of Difference in inflation
adjusted prices per kq)
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Figure 15 Differences in Wholesale Maize prices in Public i
Markets of different Cities (inflation adjusted prices) |
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Figure 16 Between City differences in Retail Prices for Maize
at Public Markets (Absolute Value of difference in Constant
Kwacha)
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These interpretations of the government price data are consistent with the evidence collected
through interviews and surveys As comments about “problems ’ in the maize marketing chain were
solicrted. many respondents focused on that part of the marketing chain between the farmer and the
cty These comments and other observations mdicated a lack of effective competition among traders
who dealt directly with farmers Thus lack of competition was exacerbated by the fact that farmers
had very poor access to communications, transportation, and market information Some of the more
aggressive mullers, apparently aware of these mefficiencies, had plans or programs to integrate their
operations into this part of the marketing chain to take advantage of profit making opportumties

On the other hand, within Lusaka (and generaily within the part of the marketing chan
between nuilers and consumers), there was ample evidence of vigorous competrtion and improved
marketing efficiency Perhaps the most notable examples of this were the dramatic growth 1n the
hammermll sector, and the large number of small scale retailers and wholesalers at the Lusaka public
market Also, the hammermuil operator interviewed was aware of prices charged by his competitors,

and the managers of larger mullers were well informed about the behavior and plans of therr
competitors

This impression of transactions costs 1n the marketing of maize 1n Zambua 1s further buttressed
by the data collected through the survey For exampie, the price paid by muils for maize in Lusaka
was virtually same 1n the mulls interviewed, suggesting that maize sellers effectively competed 1n this
market A retail price for mealy meal observed at a farm outside Lusaka was quite close to the price
observed i a large store m Lusaka For each type of maize product, a common pnce prevailed m
the Lusaka public market At the same time, farm ievel prices collected in our survey show a huge
variauon Thirty-four farmers reported prices received for sales during June-Julv 1997 Those
prices ranged from Kw 13/kg (a sale of 150 kgs of unbagged maize for Kw 200) to Kw 200/kg (a sale
of 8 50kg bags for a total amount of Kw 10,000)

Why are transactions costs increasing in marketing of maize between cities? What expiaimns
the pnice differences between ciues? The next section examines in a greater detail some of the factors

and underlying institutional impediments that rase transactions costs and constrain effective
competition 1 Zambian maize markets

5.3 Factors Influencing Transactions Costs

This section exammes some of the key charactenstics of the marketing chain that influence
transactions costs for maize in Zambia The attempt here 1s not to provide a comprehensive hist of
underlving causes for transactions costs Instead only those 1ssues that the survey respondents and
people interviewed considered to be the mamn constramnts will be discussed

Maize markets outside the major cities in Zambia are not well integrated and competition 1n
these markets 1s often highly imperfect finding a buver 1n these markets 1s often a problem Farmers
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outside major cities often have hmited, 1f any, options for buyers as Figure 17 indicates Sixty-five
percent of the marze farmers surveyed reported that the trader who bought their maize 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 lghest price When nquinng about the price
determination, 52 percent of the farmers responded that the trader set the price, they couid only
accept or reject it Twenty-three percent stated that the price was determined through negotiation,
while, somewhat surprisingly, 19 percent of the farmers claimed that they set the price and the trader
could erther accept or reject it  Why 1s finding a trader often difficuit? Infrastructurai limtations,

imperfect information, or other impediments to effective competition may provide at least a partial
explanation

Figure 17 Maize Farmers1n Zambha Decson to Sell to
Buayer

Agreed Exciier to Sl (7.00%)

Offsred th  Sest Pri e (21 00%)

Only buyer Cauid Find (85 DG%)

A Transportation Infrastructure

Infrastructural obstacles such as madequate road network obwviously hinder marketing
efficiency Remote location of farms coupled with poor road infrastructure results in high transport
costs, further reducing the price that traders are prepared to pay farmers In addition to increasing
transport costs, mnadequate transportation mfrastructure raises search and momtoring costs

The madequate and sometimes dilapidated state of Zambian rural road network 1s impeding
the physical movement of goods and, thereby, the integration of maize markets The main roads are
covered with potholes and many rural roads are impassable, except perhaps by tractor durng the
rainv seasons In 1990 only about 20 percent of Zambian roads were judged to be 1n a good

condition (Gananadha 1997) The poor quality of the roads resuits in delays in crop marketing and
increased marketing costs
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The construction of rural roads 1s commonly viewed as the responsibility of the government
because rural roads are public goods—many people can use the roads at the same time and 1t 1s costly
to limut the use of the roads to people who paid for the construction For the same reason, private
traders and firms engaged 1n maize marketing generally lack the capacity and incentive to mvest in
rural roads Private traders and firms prefer to wait for someone else to construct the road, and then
free-nde on someone else’s efforts Yet the absence or poor quality of rural roads reduces producer
incentives, raises marketing costs, and restrams trade Unhke private traders, the government can
coerce people to act collectively and curb free-niding by collecting taxes and using the tax revenues
to finance the construction of rural roads (Olson 1965) Therefore, the construction of rural roads
1s often left for the government However, as the experience in Zambia shows, leaving the

responsibility solely in the hands of the government does not necessarily produce the desired
outcome

In Zambua, the underlying reasons for some of these transportation problems can be traced
back to constraints 1n Zambian fiscal system In Zambia. road construction and maintenance have
been financed by the government from tax revenues There are, of course, competing demands on
the use of these revenues and the government has not viewed roads as a priority  As a result, only
meager funds have been allocated 1n government budgets to road maintenance and construction By
1993, the allocation of funds to road mamntenance had decreased to only about 15 percent of the
requirements previously determined as necessary for adequate maintenance

The deterioration of roads has been caused not oniy by inadequate government funding but
also by the poor nstitutional framework within which roads have been managed Five ministries in
Zambia are responsible for roads Lack of clearly defined responsibilities, mneffective and weak
management structures and lack of managenal accountabihty have all led to inefficient use of the

funds available (Gananadha 1997) Road agencies lack qualified and expenenced staff to plan.
orgamze and monitor work on the roads

However since 1994 the government has taken steps to improve the road maintenance and
reformed the road management by involving the users of roads--that 1s, the pnivate sector--in the
management In 1993, the government imposed a fuel levy (currently Kw 40 per liter of diesel or
gasoline), the proceeds of which will be deposited to an autonomous road fund This fund 1s
managed and administered by the National Roads Board which consists of seven private sector and
five public sector members (Gananadha 1997) The road fund can be used only for road mamtenance
and 1ts disbursement to private contractors who are hired to carry out the work needs to be approved
by the National Road Board and the Commurttee of Mimusters It 1s still too early to tell how well thus
system will work, but resuits so far are encouraging It 1s, however, important to note that this
reform concerns only the maintenance and rehabilitation of existing roads The management of the
construction of new roads 1s still solely a government responsibility
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B Access to Information

Effectrive competition and marketing efficiency 1s hindered not only by infrastructural but also
informational bottlenecks which increase transactions costs by raising search, screemng, and

bargaining costs The small-scaie farmers are often unaware of prices of maize and opportunities mn
other markets

L Pubhished and Broadcast Price Information

The agncultural market information center of the Mimstry of Agnicuiture 1s pubhishing a
Weekly Market Bulletin which reports the prevaiing wholesale and retail prices of selected
agnicultural crops and inputs, including maize, in major Zambian cities Some of the provincial
government offices also publish their own agricuitural market information bulletins These bulletins
are distributed through government regional offices and major market centers to farmers and traders

This mformation 1s also radio-broadcasted on a weekly basis and made available to users through the
unternet

This weekly price mnformation, however, does not reach all the farmers, 1n particular the small-
scale farmers Only a fraction of the surveyed maize farmers had access to price information
published i newspapers or broadcast on radio, and, unsurpnisingly, fewer had access via the internet
Seventy-five percent of the farmers mterviewed said that before selling therr maize, they did obtan
some mformation about the prevailing market prices However, only 4 5 percent of the farmers had
obtained that price mformation through published information bulletins or broadcast on radio  Most
of the farmers, about 63 percent rehed on discussions with other farmers in the village About 16

Figure 18 Maize Farmers in Zambia Source of Price
Information

Price Buetrs or Rado Broadcast (5 00%)
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percent had negotiated with other buvers before selling in order to get information about the going
prices Figure 18 shows the use of various sources of information

There are several reasons why the weekly price mformation collected and disseminated
bv the government does not reach farmers First, most of the smail-scale Zambian farmers are
illiterate and, therefore, cannot read the bulletin In 1995, the adult hiteracy rate for maies was
14 percent and for females 29 percent in Zambra (Worid Bank 1997) Second, even those who
can read do not necessanly understand Enghsh. English 1s the offictal language of the government
inZambia. Otherwise there are over 80 languages 1n the country, of which seven are recogmzed
as “official” vernaculars Most of the small-scale farmers speak a vernacular language Yet, the
Weekly Market Bulletin 1s published in Engiish and 1s not transiated into vernacular languages
Radio messages are broadcast, however, m vernacular languages Third, not all the farmers own
radios Pnce mformation 1s broadcast on radio to reach illiterate farmers but not all of the farmers
own a radio Further, some farmers said that the information 1s broadcast at a time that 1s
inconvement for them Finallv, even if a farmer were literate and had access to the Weekly
Market Bulletin, he/she may not be able to use the information The bulletin contains only prices
at regional centers Farmers who live far away from regional centers may not be able to obtain
the quoted pnices traders tvpically refuse to give the hsted price in remote places

Presumably, government extension workers could also assist in the dissemnation of
weekly price information to villages However, the government extension system 1s plagued by
other nternal orgamzational problems, inciuding shortage of staff Villages are not visited by
extension workers on a weekly basis

2 Rural Transportation Network

Informational bottlenecks are also caused by the inadequate rural road network which not
only impedes the physical movement of goods but also hinders the flow of information by
reducing interaction among people and compenution m the market Improved roads would reduce
transport costs, which 1s likely to mcrease the number of traders and the increased compeution
would presumably also promote the access to mformation

3 Phone Lines

Limited telephone services and congested mail services are as weil hming access to
information, impeding long-distance trade and raising transactions costs of traders by
necessitating alternative, more expensive communication methods such private couners or
frequent direct visits to the buyer's or seller's place of business For example, 1t takes today 116
years to get a phone hine connection 1n Zambia (Washington Post 1997) These bottlenecks mn
communzcation, by restricting the access to mformation, lumit the ability of the traders to respond
to new market opportunities

Inadequate phone hines and congested mail services are partlv caused by fiscal and partly
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by governance problems Adequate funds are not allocated for the improvement and maintenance
of Zambian telecommumcation network At the same time, agencies responsible for the operation
and maintenance are not functioning most efficiently

C. Contract Enforcement

Most trade in maize markets 1s currently being conducted on the spot cash or barter basis
to avoid high enforcement costs If farmers do not honor ail the contracts, nerther do traders
On the spot exchange for cash or kind 1s a way to hmit enforcement problems

Credible mstitutions for contract enforcement that would limit opportunustic behavior of
traders and, thereby reduce uncertamnty mherent in exchange, are lacking in Zambian maize
markets This raises transactions costs by increasing enforcement costs Farmers in general
mustrust traders since "swindling" of maize by traders 1s common For example, about 40 percent
of the farmers mnterviewed 1n Mumbwa had been swindled by traders These traders show up m
a village and offer to buv maize at a hugh pnice  Farmers who are often desperate to find a buyer
and tempted by a ugh price agree to the sale Traders collect the maize and promise to come
back the next day with payment, but they never return Farmers have no recourse i these cases
Locating the trader 1s difficult since, aithough 1n principle traders are obligated to register with
the government, in practice not all of them do As a response, farmers, when they can, are
Insisting on a cash payment

D. On-farm Storage

Lack of on-farm storage restricts the opportunuties for smail-scale farmers to hold maize
until prices nise or to guard maize from infestation when a farmer cannot find a trader quickly
This dampens producer mncentives as well as effective competition 1n maize markets After the
liberalization. much grain was held on farms in temporarv storage, because of farmers' inabilitv
to find a buver Maize mav need to be stored often for several months and uniess 1t 1s properiv
stored, 1t 1s vuinerable to infestation by pests Small-scaie farmers however, typicallv do not have
storage faciittes Of the farmers surveyed 39 percent had little or no capacitv for on farm
storage, 28 percent had some capacitv but not enough to store the whole crop, and 33 percent
reported to have enough capacity to store the entire crop Thus 1s shown 1n Figure 19 Since
smail-scale farmers lack access to credit, they often are unable to construct storage

At the same time that manv private farmers lack on-farm storage capacity, many
government owned storage facilities 1n rural areas remain empty These storage facilities used
to belong to parastatals agencies prior to liberaiization and are currently managed by the Food
Reserve Agencv The Food Reserve Agencv rents the space to the private sector, but the rental
rates are far beyond the means of smail-scale farmers Kw 3 mullion per month for a shed with

storage capacitv of 55,000 bags (Tyler and Sakufiwa 1994) Small-scale farmers cannot afford
these rates
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Tradition and social norms prevent a communali storage Proposais for a group of farmers
to rent a storage shed for jomnt use are considered suspicious, even if the proposed group
consisted of members of an extended farmiy There 1s no tradition of communal storage in
Zambia As Tyler and Sakufiwa (1994) state "it 1s a strong tradition to secure one's own famly's
food and ensure that cash 1s obtamned for the surplus, and this 1s a responsibility unhkelv to be
delegated to others "

Figure 19 Maize Farmers in Zambia On-Farm
Storage Capacity

Somae Storage (28 00%

tte or No On-Farm Storage (39 00 4)

Enough Storage for Entire Croo (33 00 Al

In addition, there are other impediments to effective competition and efficiency 1n
Zambian maize markets which raise transactions costs These mclude access to credit and wnput

supply
E. Access to Cred:t

The private sector partictpation in maize trade 1s influenced by the access to credtt, or lack
of it Lack of credit can severely constrain the development of the private sector

Maize farmers' and traders' access to credit n Zambia 1s hmrted and the cost of credit hugh
for several reasons First, there 1s a general shortage of funds available for loan in the country
Banks have to rely on deposts to fund loans International investment i the form of portfolio
and foreign direct investment, has not flocked to the country because of the perceived
macroeconomic uncertamnty Second even the funds available for loan are often not directed
towards maize marketing, as banks have other more profitable investment opportunities than
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maize marketing Third, Zambia's legal framework and the modalities of recovery procedures
make 1t difficuit for the bank to recover 1ts loan or coilateral in the event of a default The
Agrcultural Credit Act cimunaiizes defaulting on repayments, but since the legal infrastructure
1s not sufficiently extensive to allow rural prosecutions, the Act can be meanmngless (Mano
Consuitancy Services 1997) Also, the court system 1s perceved to be hughly inefficient Fourth,
bank lending in general 1s hindered by the non-exastence of credit check agencies in Zambia.
Banks typically have to contact other banks to assess the applicant's credit worthiness This
reltance on informal information network increases the bank's transactions costs

At the time of liberalization, the government formed a so-called Market Revolving Fund
to provide financial support to emerging private traders, but the program was recently termmated
because of widespread abuse The government percerved that the emergence of private trade
might be hindered by the lack of access to credit The government created a fund that could be
used to grant credit to traders to procure, handle, and store maize The established fund was
managed by the Bank of Zambia and disbursed by commercial banks Unfortunately, the fund
was widely abused manv people posing as traders obtained funds that were never paid back

F. Input Supply

Private mput markets are still undeveloped in Zambia which negatively impacts maize
production and, thereby, marketing Maize farmers lack access to fertihzers, seeds, and
packaging matenials Recently, the Times of Zambia featured an article on farmers who were
unable to sell their produce because of lack of gramn bags

Some maize traders and mullers have started to trade mputs in addition to maize, to
farmers Some traders who buv maize from farmers also sell the farmers fertihizer erther on cash,
or barter (fertilizer for maze) basis Further, some maize mulls, through their agents provide
farmers an opportunity to exchange part or all the maize they deliver to fertihizer The typical rate
of exchange 1s erther two or three 30 kg or 90 kg bags of maize for one 50 kg bag of fertilizer
In 1995 this system was very beneficial to traders since the price of a 90 kg bag of maize i 1995
was Kw 9,000, while the pnce of a 50 kg bag of fertilizer was Kw 12, 000 Based on this
expenence traders, eager to make profits, continued the system 1n the next marketing season The
price of fertihzer (D compound), however, shot up to Kw 36,000 per a 50 kg bag Since the
price of a 90 kg bag of maize was only Kw 12,000, traders ended up losing 1n this arrangement

Of 89 farmers responding to the survey, 41 bought mnputs with cash, 15 with credit (to
be repaid with bags of maize), and nine bought some mnputs with cash and some with credit  Of
farmers reporting a repayment rate, 11 reported repaying two bags of maize for one bag of

fertilizer, five reported three bags of maize for one bag of fertilizer and one farmer reported a
one-for-one exchange

Government's frequent intervention in wput marketing through agnicuitural credit
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programs has, however, hindered the emergence of private supphers Even though the mput
marketing has been hberalized the government has been intervemng in fertiizer marketing by
importing fertthzer from abroad and distnbuting 1t to farmers on credit through agnicultural credat
programs with local commercial banks The price of fertilizer has been fixed by the government
This kind of government intervention has hmited private sector mnterest n the input business as
long as there 1s the possibility that the government will intervene, the private sector 1s reluctant
to step n ly of mputs In May 1997, the government announced agan that it intends to
withdraw compietely from the provision of input and marketing credit, and the supply of inputs
Government withdrawal 1s attributed to the poor performance of thewr credit programs the
recovery rate for loans has been less than 50 percent

The government's agricultural credit programs for mputs have performed poorly 1n terms
of loan repayment for two reasons pooriy designed institutional management structure and
meffective contract enforcement mechanisms One of the major management failures was that
banks did not request any collateral from credit coordinators who were commussioned to 1dentifv
farmers for credit enter mto contracts with them, and then distnbute the fertilizer to these
farmers Therefore, 1if a farmer failed to pay back the loan to the credit coordinator who then was
unable to pay back to the bank, the bank had no way to recover the funds Second, commussions
to credit coordmators were not linked to repayment rates As a result, credit coordinators had
little incenttve to enforce credit agreements with farmers Third, when they tried, credit
coordmators had difficuities enforcing the credit agreements Many farmers treated these credits
as grants from the government They did not honor the loan contracts Instead of delivering the
agreed amount of maize to the credit coordmator at the harvest time, these farmers soid 1t to
pnivate traders When taken to the court, farmers were ordered to pay back the maize to the
credit coordinators next season These orders were, however, never enforced As a
consequence, banks were never repaid

To summanze, the private sector has responded strongly to the liberalizauon of maize
marketing 1n Zamba The efficiency of mull-to-retailer marketing of maize has increased and
transaction costs n that portion of the marketing chain have decreased However, problems
remain 1n the farm-to-wholesaler marketing of maize Transactions costs 1n that segment of the
marketing chain appear to have mcreased. not decreased, since hberahzation This development
1s partly due to problems in transportation nfrastructure, access to information, contract
enforcement, on-farm storage, and access to credit and inputs Many of these problems can be

traced back to ineffective governance arrangements fiscal system, or legal and regulatorv
nstitutions n Zambia
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6. Marketing of Cotton 1n Zambia

This chapter explores the impact of liberaiization on cotton marketing in Zambia changes
in the structure and the efficiencv of marketing and factors influencing transactions costs It wal
shown that cotton marketing 1s presently bemng conducted in Zambia by the private sector, with
large monopsomstic ginnery operators as the key players Even though these ginnery operators
do not necessanly reap gross profits, some charactenstics of their involvement in the marketing
chamn lead to unnecessanly igh transactions and decrease the efficiency of cotton marketing

6.1 Institutional Structures and Marketing Arrangements

Cotton 1s an important cash crop ;n Zambia About six percent of the total agnculturai
area planted was devoted to cotton in 1996 (Minstrv of Agniculture Food and Fishernies 1997)
Onginallv cotton was grown as a traditional crop for home spinming and weaving Currently, 1t 1s
primanty grown for exports in 1996 cotton hint accounted for about 13 percent of Zamba's
exports i terms of value (Minustry of Agniculture, Food, and Fishenes 1997)

Over 90 percent of cotton 1s grown by small-scale farmers The average farm size
cotton 1s 1-2 hectares (Institute for African Studies 1995) Cotton 1s grown mainly n the
Southern, Central and Eastern provinces and 1t 1s commonly grown 1n rotation with a food crop
such as maize

Cotton 1s rainfed and cultivated using simple tools such as hoes, axes, and ox-drawn
ploughs Large-scale farmers also use tractors Pesticides but not fertilizers are commonly used
among Zambian cotton farmers

611 Background to Liberaiization

Until 1995 the marketing of cotton was controlled by the government through marketing
boards, as was the marketing of other agnicultural crops The government marketing
arrangements were, however, adjusted several times over the years

The National Agricultural Marketing Board (NAMB) was the first board established to
handle agnculturai marketing It was charged with the tasks of procurement and handiing of
agricultural crops, buving and selling of fruuts and vegetables buving and selling of fertilizers,
seeds pestictdes and ox-drawn implements and managing strategic maize reserves

The producer as well as the consumer prices of agricultural products including cotton.
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were set bv the government These prices were pan-territorial and pan-seasonal

The Lint Company of Zambia (LINTCO) was established mn 1977 to buy and sell seed
cotton on behalf of the government In addition to buving seed cotton from farmers at the
government set fixed price LINTCO provided certified seed, pesticides sprayers, bags, and
extension advice to farmers Further, all ginning of cotton was carried out 1n ginnenes owned by
LINTCO Cotton seeds were stored at these ginnenes until they were distnibuted to other depots
for sale

In 1986 the government permitted Lonrho, a multinational company, to open a ginnery in
Zambia ' This happened at the ime when there was a shortage of foreign exchange 1 the
country Because of this shortage, the government encouraged private companes through export
incentive schemes to generate the needed foreign exchange Lonrho recognized an opportunity to

export cotton, and 1n 1986 opened a ginnerv in Mumbwa to export cotton lint (Cargil Technical
Services 1996)

Lonrho was generating export earning in excess of US $5 rmilion per year, but 1t soon
turned out that LINTCO was unable to provide sufficient seed cotton for Lonrho * The total
production of cotton 1n Zambia had dechined sharply between 1986 and 1993 Thus decline was
caused not only by the low ramnfall in the preceding years but aiso by mefficiencies in LINTCO's
operations, and by disincentives to grow cotton created by the fact that producer pnices did not
necessarily rotate with world prices (Cargiil Techmcal Services 1996)

612 Liberaiization of Cotton Marketing

The liberaiization of the Zambian economv and its agricuitural sector started 1n 1992 as
the government of Zambia embarked on a structural adjustment program Privatization of
parastatals was part of the program

In 1994, LINTCO’s monopolv in cotton marketing ended The parastatal companv was
sold to Lonrho Cotton

613 Impact of Liberaiization on Cotton Marketing Structure

The sale of LINTCO to Lonrho Cotton replaced a state monopoly with a private
monopoly in cotton ginmng and marketing Thus, liberalization did not result in immediate

Interview with Lonrho

Interview with Lonrho
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changes in the marketing structure Since then, however, further changes have taken place n
cotton marketing

The privatization of LINTCO provided Lonrho an opportumity to expand its operations in

Zambia Lonrho bought two ginnenes i Lusaka and one in Gwembe in the Southern province
Table 1 prowvides the hist of Lonrho ginneres, and their instailed and used capacities in 1994-95

Table 1. Lonrho Ginnenes: Installed and Utihized Capacity in 1994-95

GINNERY CAPACITY % USED
Mumbwa 20,000 MT 85%
Lusaka 14 000 MT 50%
Lusaka A 12 000 MT 58%
Gwembe 20,000 MT 0%

Source Cargiil Techrucal Services (1996)

Lonrho's monopoly power over the Zambian cotton market was divided as the Clark
Cotton opened 1ts ginnery 1n the Eastern province However, nstead of competing, these two
compantes appear to have struck a "gentleman's agreement” Clark 1s operating in the Eastern
region where Lonrho has no ginnertes, while Lonrho 1s handling the rest of the country Currently,
there 1s also a sixth ginery n the countrv It 1s located n the Southern province and owned by
the Swarp Spmning This ginnerv 1s, however, a mmnor operator compared to Lonrho and Clark
It 1s pnmarily ginmng cotton for exports The regional monopolies of Lonrho and Clark mav,
however, be shaken n the near future since Amaka jowntly with Mulungusin Texules 1s planmng to
open a gmnery 1n Kabwe ?

Lonrho regarded the availabilitv of cotton as the greatest obstacle to the expansion of 1ts
busmess and thereby, Lonrho set out to increase the volume of cotton grown in Zambia Lonrho
aimed to provide farmers incentives not only to increase the area planted mn cotton but also to
increase cotton yields The average yield of cotton per hectare 1n Zambia was about 500 kg m
the early 1990s, while cotton growers m other African countries such as Zimbabwe, Mah, Sudan.

and Egypt obtamned 600 kg to over 2,000 kg per hectare (Minustry of Agricuiture, Food, and
Fishenies 1997)

Interviews with Amaka holding group and Mulungush: Textles
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To increase the area pianted 1n cotton and cotton yields i order to raise the availability of
cotton to 1ts gmnenes Lonrho (1) launched an outgrower scheme, (2) added an extension
component to this scheme, and (3) revised the cotton producer pricing policy These measures
were designed to attract farmers mnto cotton farming

Lonrho started 1ts outgrower scheme with 15,000 small-scale farmers and 25,000
hectares Hence, each farmer had 1-2 hectares planted i cotton * Currently, the scheme covers
90,000 hectares and 60,000 small-scale farmers are participating n 1t ° Lonrho provides free
seeds to these farmers Extenston services and packaging materals are also provided free of
charge Pesticides and sprayers are supphed to farmers on credit In return, farmers agree to sell
all their cotton to Lonrho Lonrho picks up the cotton from the farmgate and transports 1t to ts
gmnery

Intially, Lonrho purchased inputs from local markets but after foreign trade was
liberalized Lonrho started imporung them directlv from abroad Imports reduced the input costs
by about 300 percent (Cargiil Technicai Services 1996)

To raise cotton yields Lonrho included a package of extension services to 1t outgrower
scheme Lonrho’s extension service is based on the World Bank's teach and visit (T&V)
extension system All farmers 1n this system are placed i groups of 8-10 farmers Since each
farmer has about 1-2 hectares planted 1n 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
mmputs provides trammng and advice to outgrowers as well as monitors weeding and pesticides
application Lonrho imitially had 125 extension officers each one of them responsible for 200
hectares These 125 extension officers were supervised by 30 Center Coordinators who were
each responsible for 830 hectares Center Coordinators were 1n turn supervised by three Zone
Agricultural Managers each of whom covered 8,333 hectares Fnailv, the overall management of
the svstem was taken care bv Regionai Agriculturai Manager According to Lonrho this svstem
tnipled the number of extension workers 1n the field from LINTCO's time

Fmallv, Lonrho also changed 1ts pricing policv all sales were struck on a US dollar price
Farmers were paid a price based on the exchange rate on the day of sale, 1n local or hard

currency °

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

Interview wath Loanrho

Interview with Lonrho

Interview with Lonrho
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In addtion to Lonrho Clark and Swarp, there are a number of traders or outgrower
managers that run their own outgrower schemes and buy cotton from farmers Some of these
traders export the seed cotton. but manv of them run the schemes for Lonrho or Clark They
obtain the mnputs from a ginnerv operator for distribution to farmers and at harvest time sell a
spectfied amount of cotton to the ginnerv operator They also provide extension advice to
farmers Transportation of cotton 1s provided by either outgrower managers or the ginnery
operator Gmnery operators pay these outgrower managers a shightly higher price than they do
for ther farmers directly Currently, Lonrho buys about 90 percent of its seed cotton from 1ts
farmers and outgrower managers and the rest from farmers outside the scheme

Currently, almost all cotton m Zambia 1s grown under outgrower schemes Ninety percent
of the cotton farmers surveyed grew cotton on contract under outgrower schemes Seven percent
of farmers soid their crops to a marketing cooperative and three percent sold to private traders on
the spot market after the harvest Of the farmers that participate in outgrower schemes, 88
percent agree with the buver how manv hectares of cotton the farmer wiil plant and the farmer
agrees to sell whatever quantitv 1s grown on those hectares The rest of the farmers agree with
the buyer erther about a mmimum or maximum quanutv of cotton that farmer will deliver

Cotton hint produced 1s either exported or sold to domestic textile and spinning muils
Lonrho exports about 70 percent of its production

Figure 1 summarizes the structure of cotton marketing from the farmgate to the consumer
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Figure 1. Cotton Marketing in Zambia
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What has been the impact of these changes on the production cotton? That will be
examined next

614 Impact of Liberahzation on Cotton Production and Prices

Liberalization and the resulting structural changes seem to have had a positive impact on
cotton production After the liberalization of cotton marketing 1n 1994, the production of cotton
hut 1ts lowest level 1n ten years in 1995 The area planted 1n cotton as well as cotton yields
decreased However, by the 1996-97 season the production of cotton began recuperating, as the
average yield per hectare m Zambia climbed to 617 kg, and the area planted in cotton also rose
Figures 2-4 show this development

Figure 2 Seed Cotton Production (1n kg) in Zambia 1980 - 1996
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Figure 3 Area under Seed Cotton Production in Zambia in Hectares
1980 - 1996
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The production of cotton may have increased, but how efficient 1s the marketing structure
for cotton? The next section will aim to illuminate a response to this question

6.2 Efficiency of Cotton Marketing: Evidence on Marketing Margins

Thus section will address the efficiency of cotton marketing in Zambia calculating market-
ing margins and transactions costs for a typical large ginnery The analysis will indicate that Zam-
bian ginnernies are not necessarily making huge profits Marketing of cotton 1s not, however, nec-
essanly efficient transactions costs of ginneries may be unnecessarnly large

Compared to the vanety of pricing data available for maize 1n Zambua, there 1s relatively
limited data for cotton On the other hand, the relative simphcity of the marketing chain means
that the degree of marketing efficiencv 1s, to a very large extent, determined by the actions and
costs of the ginnenes

Ginnenies running extension programs in Zambia do not necessarily make large profits A
breakdown of transactions costs for a tvpical large Zambian ginnery 1s shown 1n Table 2 7

These costs are based on informauon obtamned through nterviews of ginner operators
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Table 2 Transactions costs for a typical large Zambian ginnery

Cost/Revenue Categorv $U S per ke of seed cotton
Revenue from sales of cotton lint 058

33 kes x $1 76/kg (30 80 per pound)

Revenue from saies of cotton seed 009

65 x $0 143/ke ($130 per short ton)

Total Revenue to the Ginnervy 0 67
Transport costs 007
Ginning costs 007
Storage Costs ($0 04/kg/month X 2 months) 008
Extension Costs 009

Total Costs other than raw matenal 031
Funds available to payv farmers 036
Price paid to farmers 035
Profit/Loss 001

As Table 2 indicates, the profit margin for a ginnerv with an extension program 1s not necessanly
large

These numbers are also supported by data about prices received by independent
outgrower managers The mdependent outgrower managers take over the extension and
transport activities, but are able to sell the cotton to the ginneries at about $0 50/kg, while farmers
sell cotton at about $0 35/kg From the standpoint of the ginnerv, this 1s a wash--paving 15 cents
more for the cotton. but saving 16 cents per kg 1n costs of extension and transport

However some of the figures 1n Table 2 require further explanation

First, the $0 80 per pound cotton iint pnce reflects an internationai pnice (The domestic
price for lint 1s somewhat lugher Mills reported paying n excess of $1 80 per kg of It ) As
mentioned earher, the contract between the ginnerv and the farmer specifies that the farm price
will be based on an mternauional price  The differential shown here (80 cents per pound hint price
being equivalent to a 35 cents per kg farm price) 1s one reported as reflecting recent marketing
conditions This 45 cent differential works to the ginnenies advantage 1f the world price 1s lower,
but works to the ginnenes disadvantage 1f the world price 1s higher For example, if the lint price
were 90 cents per pound and the farm price 45 cents per kg, the ginnerv would have onlv 29 cents
per kg to cover 1ts ginmng and other costs (compared to 31 cents in the table) If on the other
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hand the lint price were 70 cents per pound and the farm price 25 cents per kg, the ginnery would
have 35 cents to cover costs

Second the revenue from sales of cottonseed for processing into oi and cake 1s an
estimate based on U S farm price for cottonseed of $130 per ton (2,000 pounds) Data on price
of cottonseed 1n Zambia are not available

Third, for a ginnery with a fixed capacity, average ginmng costs dechine as the ginnery
capacity 1s more fully utithzed The $0 07 number here can be higher or lower as utilization rates
drop or rise

Fourth and finaily, storage costs can be reduced (or increased ) by reducing (or increasing)
the average length of storage

In short the profit margin for a ginnerv may be gher and thus marketing of cotton less
efficient than Table 2 indicates Also some charactenstics of the marketing chain lead to
unnecessariy high transactions costs and decrease efficiency What are these charactenstics? The
next section addresses this question

6.3 Factors Influencing Transactions Costs

Three main charactenstics of the marketing chain that influence transactions costs for
cotton 1n Zambia stand out the monopsony position of the large ginnenes, the role of ginnenes n
providing production inputs to cotton farmers, and the high costs of extension Again 1t 1s
important to recogmze that this 1s only a parual list of causes for transactions costs

A Monopsonv

Monopoiv markets whether controlled by a public or a pnvate monopolv are seldom
effictent A private monopoly mav be more efficient than a public one, though However
monopolies, both on the buying or the selling side, are bound to hurt consumers and producers
because the selling prices are typically higher and buying prices lower 1n monopoly markets than
they would be under perfect competition Typicallv, a monopolist 1s able to earn profit because 1t
can select 1ts own price It 1s a price setter not a price taker 1n the market However, when a
monopolist earns profits, other willing entrants to the market are bound to appear If a monopoly
persists there must be barrers to the entrv of other firms into the mdustry
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Lonrho and Clark are monopsomnists in the Zambian cotton markets and their monopsony
position has persisted for several years To a great degree these ginneries are constramned from
exercising monopoly power on the seiling side most of therr sales are 1n the compeutive worid
market However, on the buying side ginneries appear to be classical monopsonists The above
Table 2 of transactions costs does not indicate huge monopoly profits, and in fact, one market
participant said that ginneries lost money 1n the 1996-97 marketing year, on which the above tabie
1s based There are several reasons why the above table may understate actual or usual profits
First, as already mentioned, because of the fixed differential method of determumng producer
prices, ginnery profits are hugher at lower price levels Second, profits on domestic sales of lint
are higher Third, to the extent that the ginnery can reduce average storage length by more rapid
turnover of shipments, profits will be increased Fourth, the ginnery makes profits on custom
ginning (charging $0 12 per kg above the $0 07 cost) Fifth, the gmnery bills farmers at a 50%
markup above the costs to the ginnery of seed and chemmcals According to Lonrho management,
this markup 1s not intended to earn profits, however, if the repayment exceeds 67%, then the
gmnerv can make a profit on these transactions (Reportedly, Clark ginnerv has a higher markup

on farm mputs and uses the profits from this part of the operation to subsidize ugher farm prices
for cotton )

This raises a question how did this ginnerv monopsony mn Zambia develop 1n the first
place and how has 1t been preserved so far?

The existence of a monopsony position of Clark mn the Eastern province and Lonrho m the
rest of Zamba mdicates the absence or meffectiveness of anti-monopoly and anti-trust laws in the
country Replacing the government monopoly with private monopoly mn 1994 was a move toward
deregulation of markets However, despite the protubition of competition between Lonrho and
Clark. the fact that thev are allowed to co-exist on thewr own terms reflects a lack of effective ant:-
trust laws which do not impinge on ths tvpe of a conduct It also reflects a lack of concerns for

farmers since thev 1n addition to consumers are the ones who lose 1 this monopsomist
arrangement

Lonrho’s and Clark’s outgrower schemes further remforce their geographical cartel By
hnking farmers contractually to ginnenes in their respective regions they hinder farmers’ ability to
sell to other ginnenes and thereby break the arrangement between the two ginnerv operators

What 1s constraimng the entrv of new operators? There are a couple of factors that
constrain entry

High cost or lack of access to credit 1s probablv the greatest barmer to the entry into
gmmng The loan rates in Zambia are currentlv between 40-50 percent As discussed in the
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section on maize marketing, the high cost of credit 1s partly a resuit of the shortage of loanable
funds in Zambia Banks have to rely primanly on deposits for loanable funds since their access to
international finance markets 1s imited International investors are reluctant to invest n Zambia
as long as they perceive her macroeconomic situation uncertamn  Also, secunng ioans with a
collateral can be difficult because of nefficiencies mn the judicial and court system Liquidating the
collateral n the case of defauit 1s tme consuming, cumbersome, and costly Under these
circumstances, banks sometimes simply choose to overwrite the loan  All thus raises the lending
nsk and, as a consequence, the cost of credit

Also, the entry of new ginnenes may be hindered by the fact that the existing ginning
capacity 1s underutihized and sufficient to gin the current Zambian production of cotton There
may not sumply be need for another ginnery

Given these obstacles, what factors, if any, might then weaken the monopsony position of
Lonrho and Clark 1n the future? Will there be anv new entrants”

The monopsony posttion of Lonrho and Clark mav be shaken by a planned new ginnery by
Amaka and Mulungushi Textiles The new ginnery wail be a jomnt venture between these
compames Mulungushi Textiles 1s 1n turn a joint venture of the Chinese government textile
corporation and the Zambian government These new ginnery operators are planmng to compete,
rather than merely co-exist, with Lonrho and Clark Mulungushi Textiles indicated that 1t will be
able to produce cotton hint at 20 percent lower cost than Lonrho has been charging ! Further, 1t
will have a guaranteed market for 1ts lint in Chuna

Additional competition among ginnenies would likely change the marketing of cotton in
fundamental wavs The existence of outgrower schemes 1n which the ginnerv provides production
credit and extension services to farmers 1s a resuit of the ginneries' monopsonv position As
mentioned eariler the ginnenes began the outgrower schemes with a particular objective 1n mund--
increasing the supply of raw cotton to the ginnerv in order to utilize more fullv the ginning
capacitv  In a market where there are many possible buyers for farm output outgrower schemes
are less likelv to occur--if one processor succeeds in increasing aggregate output there 1s no
guarantee that the processor will obtain that increased output for its own plant

Competition among ginnenes for farm output has alreadv increased by the existence of
independent outgrower managers The emergence of such firms 1s likely to weaken the agreed

Interview with Mulungushi Textiles
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geographical split of markets between Lonrho and Clark since the independent operators are not
bound by any such agreement Moving cotton across the informaily erected boundanes by
Lonrho and Clark 1s eroding their arrangement

B. Input Provision

Production credit has become inextricably linked to marketing of output In countries
where credit markets and institutions are fully developed, one set of firms (banks or lenders)
provide production credit to farmers, and a second set of firms purchase the output from the
farmer In a country where enforcing repayment 1s more difficult, the buyer 1s 1n a particularly
advantageous position The buyer can simply deduct the required repayment from the amount
paid for the commodity at the time of sale No other agent 1n the economy has this ability It1s
this mextricable link between marketing and production credt that led to the inclusion of
production credit as an element of transactions costs in the Zambian cotton market

However the cost to the ginnerv of runming 1ts own outgrower scheme in Zambia 1s
increased by "side-selling" or "piracy” which 1s a common problem in Zambian cotton markets It
1s difficult to enforce that farmers indeed sell their cotton to only either Lonrho or Clark The
side-selling has been facilitated by the emergence of independent outgrower managers These
traders often buy cotton from farmers who are part of Lonrho's outgrower scheme and then resell
it to Lonrho at a higher price  Lonrho loses this way at least the margin between the trader and
outgrower price and the cost of chemicals if the farmer cannot pay back the loan Lonrho
estimates that 1t loses 20 percent of its contracted cotton to side-selling *

Of course, the ginnenes could eliminate the independent outgrower managers by refusing
to buy from them In fact ginnenes are taking the opposite tack--encouraging the growth of the
independent outgrower sector The apparent reason for thus 1s that. from the perspective of the
ginnerv, independent outgrowers are a more cost effective means of delivering extension services
and production credit As noted above ginnenes can increase their profits from the production
credit part of their business if thev can increase the loan repayment rate, given the fixed mark-up
The advantage of making the loan to an independent outgrower manager rather than to a number
of small farmers 1s that outgrower manager has captal assets which can be claimed as collateral,
and has an incentive to repay to protect the firm's reputation for credit-worthiness

Interview with Loarho
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The prevalence of "piracy" 1n Zambian cotton markets reflects problems with contract
enforcement All ginnenies and outgrower managers enter into written contracts with outgrowers
However, since outgrowers and traders know that the enforcement of these contracts 1s
cumbersome and costly because of the existing regulations, and mefficiencies and slowness of the
Zambian court system, they are often readv to break them 1f they obtain a better offer from
another trader In fact, under the earlier Agricuitural Credit Act the penaities for piracy were so
nsignificant that 1t was not worthwhile to take these cases to the court, according to traders
Some traders also compiained 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 stiffened It will be interesting to see
whether that will have any deterrent effect on "piracy "

Other mstitutional changes may also be effective 1n reducing transactions costs associated
with the provision of input credit Since those changes aiso influence the cost of providing
extension services, they will be discussed below

C Extension

The rationale for a ginnervy providing extension services to farmers 1s essentially the same
as the rationale for providing production credit Both services improve the yieids of participating
farmers, and thereby increase profitability Both the direct effect (increasing output per hectare)
and the indirect effect (increasing the number of farmers who grow cotton as 1t becomes more
profitable) are to increase aggregate cotton output

The extension component of these outgrower schemes 1s, however, costlv and often
meffective For example the cost of Lonrho’s outgrower scheme 1s approximately 8 to 10 cents
per kg of seed cotton This accounts for nearly one-third of the total transactions costs associated
with marketing cotton in 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 information about the best way to grow cotton Most of those
farmers who said that an employee was sent to provide informauon were visited 1-2 times dunng
the last growing season Agam. 57 percent of the farmers interviewed said that nobody was sent
to momtor the progress of the cotton crop, whether weeds were controlled and plants thriving
Further, 34 percent of the farmers did not attend anv meeting where an extension officer
representing the buyer provided information to the group The rest attended such meetings
between one and three times

Under these circumstances one has to question whether the provision of extension advice
by a company like Lonrho makes economuc sense Shouid Lonrho terminate 1ts programs? Is
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there a way to improve the performance 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 availability of credst greatly expands the effectiveness of
extension advise, by relaxing the constrant that the advise must be affordable with existing
resources The farm visits of the extension agent provide an mexpensive method of monitoring
the health of the crop and therefore the borrower's ability to repay the loan

The practical difficuities of realizing these apparent synergies stem from the wnabiitty of a
large firm like Lonrho to momitor extension agents and farmers, and the impossibility of repiacing
monitonng with performance incentives When a farmer fails to repay (by faihng to dehver a
sufficient quantity of cotton to Lonrho to cover the costs of mnputs), Lonrho 1s unable to
determine whether the defauit 1s "legitimate"--the farmer has delivered his entire crop, but the
crop was a verv poor one--or "illegitimate”--the farmer 1s side-selling to a "pirate " In addition.
Lonrho has no capacitv to pumsh the borrower for default Typically, the loan agreements do not
stipulate physical collaterai to be forferted in the case of non-repayment Indeed most Zambian
farmers lack title to sufficient land or capital goods that could be pledged as collaterai Lonrho
seems to have rehed mostly on "reputation” as an mncentive to repay--a farmer repays the loan in
order to maintain his/her creditworthiness Even this method 1s problematic 1f 1t 1s apphed on a
large scale level Farmers who default can reapply for credit the following year under a different
name, or a wife can apply 1 the place of a defaulting husband Detecting such circumvention of
contract provisions can be very costly, if not impossible, when farmers are in remote areas

The emergence of independent outgrower managers seems to be a mamfestation of the
real or percerved advantages that a small scale firm can have 1 momtoring and enforcing
borrower repayment From the standpoint of the ginnerv, the independent outgrower manager
undertakes the role of extension provider transporter and credit manager Infact the outgrower
manager 1s responsible to the ginnerv for repavment of all farmers managed by that manager The
outgrower manager must build n an allowance for default on the part of some individual farmers
when that manager sets his/her producer price But if the outgrower manager can momtor
repayment in a more cost-effective manner than the ginnerv, the outgrower can afford to pay
farmers a higher price than the ginnery The reason to think that an outgrower manager may have
a cost advantage over the gmnery 1s that the managers operate on a smaller scale, and are
physically and cuiturally closer to the farmers

Thus insight can be applied at the next level Rather than making each farmer individual

hable for lis/her loan repayment whv not make a group jointlv hable for repayment of all loans
for members of the group Joint responsibility tor loans has potential for reducing the monttoring
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costs associated with loan repayment and for reducing costs and increasing effectiveness of
extension Suppose ten neighbormng farmers were jontly liable for each other's loans, and suppose
one of these farmers was tempted to sell his crop to another buyer This farmer might receive a
higher prices, and 1n any event would be absolved from the necessity to repay any part of the ioan.
If the farmer succumbs to this temptation, the other farmers will see 2 decine 1n the net price
received, as some of their crops wiil be seized for absconding farmers share of the loan
Therefore, each farmer would have an incentive to monitor the activities of the others and to exert
social pressure to keep group members from outside seiling and loan defauit

The transactions cost advantages of this kind of peer momitoring stem from three things
monitoring costs, mutual group msurance, and effective ways of pumshing defauit

The most obvious cost advantage from groups 1s that 1t 1s cheaper to momtor neighbors
than to momnitor from a distance In manv cases, the neighbors can observe directly the condrtion
of crops and the ability to repay the loan. and thus can easiv differentiate between a legiumate
claim and a false claim that a certain farmer 1s unable to repay Even if direct observation 1s not
possible, neighbonng farmers are more likely to make correct inferences about the conditions of a
neighbor's crop If a group says, "my crop failed because of the drought or pest infestation,” the
other group members know whether or not their was a severe drought or infestation

The second transactions cost advantage 1s that 1n the case where a group suffers a disaster
and 1s truly unable to repay, other group members may voluntanly make up the difference, 1n
effect operating the group as a kind of mutual insurance system The reduction in transactions
costs anses from the fact that the repayment 1s voluntarv--the lender can avoid the costs
associated with pursuing and enforcing a repayment provision

Finailv, the group mav have available to 1t means of pumshing default that are not available
to lenders outside the group Social pressure especially within a remote rurai area, can be a verv
strong motivation for behavior In addition. traditional tribal governance mav provide methods of
punishing group members who 1mpose costs on other group members For exampie, traditional
rules may hold other fammiy members responsible for the debt of group member, even if those
farmiv members are not group members Or, a farmer who cheats his group mav be pumshed 1n
the allocation of tribal lands tn the future

The formation of credit groups also serves as mechamsm for more effective delivery of
extension services Here too each member of the group has an mncentive to improve the
production practices of other group members Other group members will have to repay the loan
of a group farmer whose crop fails because that farmer failed to spray at the approprate time, or
fatlled to weed diligentlv, or waited too long to harvest Therefore one would expect more
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conversations among group members about appropriate farming practices with the resuit that the
general level of farmmng practice tmproves

The formation of farmer groups has the potential to improve the cost effectiveness of
extension even without joint hability for credit

The formation of farmer groups has the potential to improve the cost-effectiveness of
extension even without jomnt hability for credit CARE and CLUSA have undertaken programs to
make rural Zambians more fammhar with concepts of group formation, governance, and
cooperation These programs encourage the formation of rural groups for the purposes of sharing
information and expenences about seed vaneties, crop choices, and farming practices These

efforts illustrate the ways in which small groups of farmers can serve as a mechamsm for
extension

These theoretical advantages that group schemes have over farmers contracting
independentlv need to be confirmed empinically That effort should also help describe the kinds
of charactenistics of groups that lead make the group most effictent It 1s also critically important
to assess the refative importance of these charactenstics The empinical evaluation could be
developed as follows The measures of effectiveness are the probability of default (described by a
zero-one vanable depending on whether a farmer repaid the loan), the yield per hectare of the
farmer, or perhaps the profitability per hectare of the farmer, and the qualty of the cotton
produced The effectiveness of the extension/input-credit effort depends on a large number of
factors, which can be categonzed mn three groups

* charactenstics of the farmer including, how long has the farmer grown cotton, how
educated 1s the farmer what assets does the farmer own

» charactenstics of the group size of the group, average experience of the group in
growing cotton geographical location of the group members tribal affilation of group
members expenence/traing in group formation and governance rules within the
group about the monitoring, sanctions, and dispute-resolution among group members

» charactenstics of the extension effort including, the number of group meetings,
number of farm visits number of farmers assigned to the extension agent age,

expenence, and education of the extension agent

» charactenstics of the wvillage includes social capital the existence and quality of other
local orgamizations, village norms and traditions and village governance mechamsms
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In short, the marketing of cotton in Zambia does not appear to be largely nefficient
However, the monopsomistic structure of cotton markets, the roie of ginnenes in providing mnputs
to cotton farmers and the hugh cost of extension services contribute to increased transaction costs
and decreased marketing efficiencv
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7.  Marketing of Maize 1n Tanzania

In this chapter, 1t will be shown that the private sector has responded strongly to
liberalization currently, virtuailv all surplus maize 1s procured by private traders in Tanzama
However since hiberalization, efficiencv of maize marketing has decreased farm-to-retail
marketing margins have widened over ume High transactions costs 1n maize marketing are
influenced, among other things, by infrastructural impediments, hmited access to credit, lack of
storage capacity, and contract enforcement problems

7.1 Institutional Structures and Marketing Arrangements

Mauze 1s the staple food for more than half the population of Tanzama Other food crops,
such rice, cassava, sorghum, miilet, potatoes, and beans, are produced 1n smaller volumes In
1994-95 maize accounted for about 41 percent of total planted agnicuiturai area (Bureau of
Statistics 1996b) In terms of volume traded maize 1s also the most important food crop 1n the
country

Maize 1s grown 1n Tanzama mainly by smallholder farmers The average farm size for
maize 1s less than one hectare reflecting the fact that maize 1s a subsistence crop (Bureau of
Statistics 1996a) The major surplus regions of maize in Tanzama are Arusha, Dodoma. Iringa,
Mbeya, Rukwa, and Ruvuma These regions together account for about 50-60 percent of the
total annual maize production 1n the country (Mdadila 1995)

Maize 1s ranfed and produced commonly using traditional methods famuly labor and a
hand hoe Fertiizers and pesucides are apphed by some farmers Farmers 1n the southern
mghlands are estimated to use the fertilizers more intensively than in other regions In the 1980s
it was estimated that 90 percent of maize farmers 1n Ruvuma and 60-70 percent in Rukwa apply
tertilizer (Rasmussen 1987)

711 Background to Liberahzation

The government took control of the maize marketing 1n the 1960s, after Tanzama gained
independence The sub-sector remained 1n state hands for the next twenty years until the
liberalization started slowiv in the mud-1980s

In 1964 the government assigned the responsibility for sales, transport storage, and
processing of maize to the National Agnicuitural Products Board (NAPB) Cooperative umons
were responsible for the procurement of maize from farmers Since NAPB did not own any mulls
the National Milling Companv nuiled the maize for NAPB

The government set mummum prices for maize at different stages of the marketing chan
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each season The mnto-store and out-of-store retail prices were the same throughout the country,
but producer prices were different reflecting the markups of primary societies and cooperative
untons (Suzuki and Bernard 1987) The producer price was, thus a residual after all the
intermediary handling charges were deducted

In 1973 the National Milling Companv, renamed the National Milling Corporation
(NMC), took over most of the maize marketing actrvities that had been handled by NAPB It was
charged with purchasing, processing, storing, and selling of staple gramns, ncluding maize
Imports and exports of foodgrans, 1f any, were also made the responsibility of NMC

In 1976 cooperative umons were dissolved and NMC was saddled also with their former
task the purchasing of gramn, including maize, from willages throughout the country In addition,
NMC was asked to sell maize flour to consumers in mayor cities and towns (Putterman 1995)

NMC had to procure the maize at a umfied and pan-terrtonal producer price set by the
government regardless of transportation costs Its selling price--that 1s, the consumer price--was
also set by the government Since the operaung costs of NMC were escalating as 1ts
responsibilities increased, and since NMC incurred losses due to the procurement pricing policy,

these consumer prices became heavily subsidized The aim of these government policies was to
ensure Tanzama’s self-sufficiency in maize

This single channel marketing system was, however, plagued with problems and as a
result, parallel markets for maize emerged Low official producer prices late payments by NMC,
and unrehability of crop pick-ups led farmers in manv parts of the country to stop or reduce their
sales to NMC and turn to private trade Further, 1n the late 1970s, over 46 percent of the gramn
purchased by NMC was sent to Dar es Salaam, leaving areas such as Mbeya, Morogoro and
Mwanza without adequate supphes (Putterman 1995) To cover the shortages people in these
areas had to resort to private trading of maize ' Thus trade was for the most part illegai, and
hence 1n government announcements private traders were repeatedlv attacked as "economic
saboteurs ” Private interregional maize trading was discouraged bv the government there was a
strict limit on the amount of maize that could be moved outside the official procurement network
(Bevan 1993) In 1984, this limut was oniv 30 kg per person (World Bank 1994)

By the early 1980s, private trading of maize had become widespread and the amount of
maize sold through NMC was drastically reduced The volume of official maize purchases had
fallen from 220,400 tons 1n 1978-79 to 104,600 tons in 1980-81 and to 71,000 tons in 1983-84
(Suzuki and Bernard 1987) At the same ume, 1n 1980-81 to 1982-83, total sales of maize
averaged 263,000 tons, of which 133,000 were sold in Dar es Salaam and Coast region
(Putterman 1995)

! According to Putterman (1995) Mbeva. Morogoro and Mwanza depended for 70-80 percent of therr food

needs on private parallel markets
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In an attempt to improve the situation. the government remstated cooperative unions in
1984 The unions were established as agents of NMC to distribute mputs to and procure maize
from farmers Also, the National Milling Corporation Act No 22 was passed in 1984 This act
established NMC as a sole dealer m gramn miiling and procurement These measures did not,
however, salvage the situation

The pan-seasonal and pan-territonal pricing pohicy led to the accumulation of massive
debts by NMC and spiraling government subsidies The pricing policy encouraged uneconomc
cultivation and food production shifted to regions far from the mamn consumption centers, thereby
increasing transportation costs Because 1ts purchase and selhng prices were fixed, and because
the government stood ready to cover any gaps 1n 1ts revenues and expenses, NMC lacked
incentives to operate efficiently NMC's cumuiative debt to the state-owned banks reached TSh.
2 3 bullion 1n 1981, and 1t accounted for 88% of the subsidies allocated to agncuitural parastatals
between 1978-79 and 1983-84 As Putterman (1995) states

"The grain monopolv had become a financial black hole, an operation encouraging mgh-
cost producers to produce chimaucally riskv crop for a guaranteed buver whose mternal
accounts were unaudited over long periods 1vining massive waste and fraud.”

In response to these problems and the flounshing parallel markets, the government began
to graduallv decontrol maize marketing

7 1.2 Liberahization of Maize Marketing

As the first step towards liberalization, the government loosened the rules about private
interregional trading The lumut on private grain movements was first raised from 30 kg to 500 kg
per person In 1987 interregional movement restrictions on maize within the countrv were
abolished (World Bank 1994) Pnvate traders were also legailv permurtted to buv gramn from
cooperative unions though not directly from farmers However a ban on private imports and
exports continued

Fmally, :n 1989 the single channel marketing system through cooperative unions and NMC
was officially dismantled and private traders were legaily allowed to purchase maize directly from
farmers In other words, private traders were legally allowed to compete with NMC and
cooperative unions in marze markets Private exports and imports of maize aganst a government
license were also permutted mn 1989

In 1991-92 cooperative umons disengaged themselves from maize marketing The retreat
of cooperative unions was prompted by unions' financial problems * Partly due to the withdrawal
of cooperative unuons  NMC started to buv maize from private traders instead of farmers The

See section on cotton marhetmg for further details
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volume of NMC purchases was however, swindling

713 Impact of Liberalization of Maize Marketing Structure

Private sector has responded vigorously to liberalization measures currently, virtually ail
surplus maize of farmers 1s procured by private traders Eighty-eight percent of the maize farmers
surveyed sold ther maize to a trader who came to the farm or village The rest sold their maize as
follows 9 percent sold maize directly to consumers, 1 5 percent to large-scale mullers, and only
1 5 percent sold maize to cooperative unons as Figure 1 indicates Over 90 percent of these
transactions took place m the farm or village

Figure | Farmers in Tanzania Sold Mawze To

Cooperative Uruon (1 50%)
Lange-Scate Mill (1 50%)
Cansumers (9 00%)

Traders (88 00%)

T
he majonity of traders are small-scale operators with Uittle or no assets In fact, farmers
themselves often act as traders Interestingly, only about 22 percent of maize traders mterviewed
reported that they eamn ther ncome solely from maize trading The rest, 78 percent, said that
they engage m other ncome-earning activities About 56 percent of these traders said to engage
themselves m other non-farming activities, while 44 percent told that they either farm maize or
other crops to make adequate hving

Traders 1n general can be divided mto two categores local and interregional traders  The
charactenstics of these traders are as follows

Local traders buv maize directly from farmers (unless they are farmers themselves),
transport 1t to the market and then sell the crop erther on 2 wholesale basis to local retatlers,
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hammer mulls, or on the local market directilv to consumers The traders interviewed included
both locat and interregional traders Combined, 26 percent sold the maize to retailers and 13
percent directlv to consumers

A major change that has taken place i the marketing of maize in the past years 1s that,
instead of maize flour, maize gram 1s currently bemng traded from the farmer ail the way to the
retatler or consumer The unreltability of NMC's supply of maize flour was the catalyst for this
change pnvate traders who filled n the food shortage, sold maize gran. not flour Because ail
the large-scale maize miils 1n the country belonged to NMC, commussioning a mull to process the
grain was not feasible As a resuit, since maize 1s consumed 1n flour form, small hammer mils
sprouted In 1980-91, smail hammer muils were mushroomng ail around Tanzama which allowed
households to mil the grams they bought from traders (Mdadila 1995b) Some hammer muils also
buy maize from traders, mul it and then sell the produced maize flour to retailers to consumers
Nine percent of traders interviewed sold maize to hammer mlls

Inter-regional traders buy maize from farmers transport and sell 1t to a wholesaler n a

major town or directly to a maize mill Thirtv-nine percent of the traders interviewed sold maize
to wholesaiers

The wholesalers--so called dalalis--act as commussion agents for interregional traders they
sell the maize the trader has brought m to large-scale mulls aganst a commussion The main market
for surplus maize 1s Dar es Salaam Dar es Salaam has three major wholesale markets Tandale,
Bugurum and Mbagala Of these, in terms of volume of maize handled, the Tandale market 1s the
largest 1n the 1993-94 marketing season about 70 percent of maize delivered to wholesale
markets in Dar es Salaam was taken to the Tandale Table 1 documents the volume of maize
delivered to these three markets mn 1990-97 Maize 1s deltvered to the Tandale market by
interregional traders primanly from Innga, Dodoma. and Mbeya as Table 2 indicates
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Table 1

Volume of Maize Delivertes (100 kg bags) to Wholesale Markets in Dar es Salaam in

1990 - 1997
MAIZE BAGS
Tandale Market | Mbagaia Market | Bugurum Market Total
1990- 91 190,249 N/A 149,015 339,264
1991-92 412,385 N/A 173,135 585,520
1992.93 266,688 98,021 162,933 527,642
1993-94 470,894 109,911 90,147 670,952
1994-95 503,424 128,165 156,337 787,926
1995-96 522823 134,296 91,511 748,630
1996-97 214413 106,933 47 077 368 423
Total 2,580 876 577 326 870 155 4,028 357

Source Marketing Development Bureau (MDB), Minustry of Agnicuiture, Tanzama
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Table 2. Source of Maize Deliveries (100 kg bags) to Tandale Market in 1990 -

1997
MAIZE BAGS

Source 1990- 1991- 1992- 1993- 1994-95 | 1995- 1996-

91 92 93 94 96 97
Dodoma | 232% | 32%| 30%| 43%| 46%| 60%| 81%
Songea l 10% 9% 8% 2% 1% 1% 0%
Tanga | 1%| 4%| sw| ow| 3%| o) 2%
Innga | 44% | 38% | 36% | 19%| 15%| 9% | &%
Shinvanga 1% 0% 0% 0% 0% 0% 0%
Mbeva 19% 17% 20% 36% 32% 24% 11%
Arusha 0% 0% 0% 0% 0% 0% 0%
Kilimanmjaro 0% 0% 0% 0% 0% 0% 0%
Morogoro 2% 0% 2% 0% 1% 1% 0%
Tabora 0% 0% 0% 0% 0% 0% 0%
Other 1% 0% 0% 0% 2% 0% 0%

Source Marketing Development Bureau (MDB), Mimstry of Agniculture, Tanzama

Maize muils have recentlv started to bypass wholesalers and buv maize directlv from
mterregronal traders to cut down transacuons costs As Table 1 shows, in 1990-91 total maize
delivenes to Tandale and Bugurum markets were about 339,000 bags (100 kg each) * The
amount of maize nearly doubled to 585,000 bags in the following season The dehivenes dechned
by about 58,000 bags in 1992-93, but increased agam to about 788,000 bags in 1994-95 Since
then maize supphes to these wholesale markets have decreased dramatically only about 368,000
bags were delivered to these markets in 1996-97 This indicates since consumption of maize mn
Dar es Salaam has not decreased dramatically, that maize which enters Dar es Salaam 1s beng
supphed directly to muils This 1s consistent with the reports of mullers interviewed they buy
maize from both mterregional traders and wholesalers--increasingly from interregional traders--
and sell the processed maize meal to retailers in citv markets

! The Mimstry of Agriculture collects data on the supply of maize from these three wholesale markets m Dar es

Salaam Ofthese Mbagala was added to the bist ontv 1 1992-93
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In Tanzama, private mnvestment in jarge-scale maize mulls started in 1992 with the
installation of 2 maize il bv Zainabu Gramn Millers Ltd in Dar es Salaam (Mdadila 1995b) By
1995 at least five iarge scale private miils were operational in Tanzama. bringing the total number
of large-scale muils to ten  All but one of these private muils are i Dar es Salaam Table 3 lists
the names and capacities of these private muils in 1995

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

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

E R Investments 2 120 Dar es Salaam

LTD

Kizota Prime 1 60 Dodoma

Products

Zainabu Grain 1 60 Dar es Salaam

Millers

Coast Miller LTD 1 120 Dar es Salaam

Source Mdadila (1995b)

The private mils raised the muiling capacitv of large-scale muils in the country by 360 tons
per day The total milling capacity in Tanzama 1s now at least 780 tons/day or 195,000 tons per
year while the quantity of maize available per year in Tanzama 1s assumed to be about 550,000
tons (Mdadila 1995b) This indicates that hammer muils play an important role in maize miiling,
especially 1n the rural areas where the products of the large-scale mils are not available This 1s
particularly the case because not all large-scale mulls operate at a full capacitv

While all private large-scale muils are reported to operate at the full capacitv, the five mills
owned by NMC operate at only about 25-35 percent of the installed capacity (Mdadila 1995b)
Since mvestment mn a mul 1s calculated to be profitable if the mull 1s run at least at 75 percent of its
installed capacity, mills owned by NMC are likely to be loss making

All these private muils were constructed illegailv The National Milling Act No 22 of
1984, which granted to NMC the sole nghts to gramn miling, was still in place 1n the early 1990s
The government revised the Act in 1995-96, after the miils were already in operation

Another player 1n the maize markets 1s the Strategic Grain Reserve (SGR) which buys
maize for food secunty purposes SGR was established in 1977 with the objective of providing
food dunng times of shortage I[mtiallv, SGR was managed by NMC but in 1990 the Minstry of
Agriculture took SGR under 1ts direct control under the Food Secunty Department SGR was
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charged with the task of managing the strategic food gramn reserve In addition, 1t was assigned
the task of crop momtonng and providing early warning of possible food shortages

SGR buvs maize for the foodgrain reserve from farmers and traders, who deliver maize to
SGR godowns The size of the foodgram reserve 1s currently about 106,00 tons of grams of
which 50,000 1s maize (Tanzama Food Secuntv Bulletin 1997)  According to SGR, the desired
level of storage would be about 150,000 tons. but due to budgetary constraints the level of stocks
has been lower The maize 1s bought early in the season at open market prices and stored at most
for 18 months In the case of shortage, SGR sells part of the maize in reserves to miilers, and part
to consumers in rural areas through an open market, and the remainder SGR distributes as food

aid * Durning the years of shortage, the government imposes movement restrictions on maize trade
and bans any exports of maize from Tanzama

Private traders also export maize Table 4 reports the officiai exports and imports of
maize 1n 1988-93 In order to export or import maize, a trader needs a permit from the Food
Secunity Department of the Mimstry of Agniculture The Food Securnity Department maintains a
record of foreign trade as traders are obligated to submit to the department returns on therr
external trade (Mdadila 1995a) However 1n order to avoid taxes traders export a substantial
amount of maize 1ilegaily each vear to Tanzama s neighboring countries

Table 4 Official Maize Export and Import (Metric Tonnes) in Tanzama

Year Export Import

1988 18711 373
1989 30,348 N/A
1990 57039 2208
1991 7 000 1651
1992 4141 N/A
1993 9637 N/A

Source J Mdadila Marketing Development Bureau Dar es Salaam

Intery 1ew with officials of SGR
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About 18,686 tons of maize were exported illegaily from Tanzama to 1ts neighboring
countries (Kenya, Uganda, Zambia, Congo, Malaw1) mn 1995-96 In terms of volume, Zambia,
Congo, and Kenya were the most important destinations Interesungly, not only maize gran, but
also maize flour was exported across the border without a permit Majyor trading partners for
illegai maize flour trade were Kenya and Uganda in 1995-96 The illegal cross border trading 1s
not surpnsing since most of the major maize producing areas are near the country’s borders
Some of these maize growing areas are relatively inaccesstble and distant from internal markets
The neighboring countries are their natural markets

Figure 2 summarizes the main marketing chans of maize n Tanzama It 1s important to
note that in Figure 2, local and interregional traders can also be farmers
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Figure 2. Maize Marketing in Tanzania
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Fnallv, compared to Zambia, the input markets for maize seem to be further developed mn
Tanzama Eighty-five percent of the farmers interviewed reported to apply fertilizers and
pesticides or both Ninety-five percent of these farmers bought ther inputs (fertihizers and
pesticides) from private input dealers The remainder bought them from a government agencv
Over 99 percent of these purchases were made 1 cash Only one farmer had bought inputs on
credit

How efficient 1s this marketing structure? The next section will attempt to shed light on
this question

7.2 Efficiency of Maize Marketing: Evidence on Marketing Margins

This section analyzes the marketing margins in Tanzaman maize markets n order to assess
the efficiency of current marketing arrangements and the magnitude of transactions costs It wail be
demonstrated that since liberalization the marketing of maize has become less efficient the farm-retail

marketing margin has been wideming over time and price differences across regions and farms have
been iarge and voiatile

As with Zambian maize the empincal evidence for transactions costs in Tanzaman maize
markets comes from two sources (I) interviews and survevs, and (1) government price data
However, the price data from Tanzania are not as extensive Monthlv retail and wholesale prices, as
well as producer prices were obtained for several cities

Maize marketing 1n Tanzama has become less efficient -- transactions costs have increased --
since hiberalization Comparing retail prices in Dar es Salaam to wholesale prices mn Innga (which
along with Dodoma 1s one of the large cities supplying maize to Dar es Salaam) produces a margin
that 1s consistently positive and increasing over time over the 19-month peniod (December 1994-June
1996) The margin between the wholesale price m Iringa and the farm price 1s positive but dechining
over the same period As Figure 3 indicates the overall margin between the retaiier and the farm
does show shight upward trend

In addition, companson with Zambia suggests that maize marketing 1s relatively mefficient
in Tanzanta The data available do not permut computation of exactly comparable figures for the
marketing margins in maize 1n Tanzama and Zambia However the following calculations can be
made Nommal monthly retail prices for maize grain in Dar es Salaam are available for the peniod July
1995-June 1996 Dunng this 12-month perod, these retai prices averaged about 20 cents per kg
Durning the same 12-month period, producer prices in Innga averaged 10 5 cents per kg The "farm-
retail” margin calculated from these 1s 9 5 cents per kg For Zambia. the retail price for maize in
public markets n Lusaka 1s available weekly and as monthly average The simple average of the 12
monthly averages for 1996 yield a retail price of about 16 5 cents per kg The producer price
reported for Zambia for all of 1996 1s about 10 5 cents per kg The "farm-retail” margn calculated

from these 1s 6 cents per kg This supports the view that maize marketing 1n Tanzama 1s somewhat
less efficient than 1n Zambia
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The between city price differences 1n Tanzama are also quite large and volatile For exampie,
the wholesale pnices for 100 kg bags of maize dunng August 1994 were virtually the same 1n Innga
and Dodoma~TSh 6,800 1n Innga and Tsh 6,250 in Dodoma One year later, 1n August or 1995, the
Innga price was Tsh 4,600 and the Dodoma price was TSh 8,500--almost twice as high as the Innga
price By June and July of 1996, the Dodoma price had agan fallen below the Irnga price
Likewise, producer prices show large differences from one area to another Reported prices for June
1996 range from Tsh 3,625 per a 90 kg bag n Sengerema (and Tsh 3,750 n Mpwapwa) to Tsh
10,000 m Njombe and TSh 10,500 in Mafinga. Even withmn the South Highlands region, prices range
from Tsh 5,250 m Moinga to Tsh 10,500 n Mafinga. Retail prices are only shghtly less disintegrated
during May 1996, n the Northern Coast region, the price per debe (18 kg) was Tsh 1,550 m
Morogoro and Tsh 2,800 n Dar-es-Salaam. Duning the same month, the retail price was Tsh 1,300
in Njombe and Tsh 2,225 m Innga, both citzes in the central highlands

The survey results also support the view that there 1s substantial vanabihity of prices from farm
to farm Table 5 shows the distribution of prices reported bv farmers in Tsh/bag ~ All these prices
are reported for recent trades of "more than one month n the past " Therefore, the price differences
reflect differences over time as well as differences between farms However, 1t 1s likely that all of the
trades took place mn the year from July 1996 to July 1997 Thus 1s 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 Distribution of Prices Reported by Farmers in Tsh/bag

Price Range | Number of farmers reporting
price in 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
8000-5000 22
9000-10000 19
10000-11000 3
11000-12000 2
12000-13000 1
13000-14000 1
14000-15000 1

The survev resuits indicate that in Tanzama competition at the farmgate level 1s still imperfect
though keener than in Zambia Forty-seven percent of the farmers mterviewed said that the buyer
they soid therr maize to was the only one they could find Fifty percent of the farmers talked to a
couple of buyers before they soid their maize to the one that offered the lughest price Interesungly,
according to the survey results, almost all the maize 1n Tanzama 1s sold on the spot markets only two
percent of the farmers had agreed some previous time to seil maize to a particuiar buyer as Figure 4
indicates Further 355 percent of the maize farmers reported that the buyer set the price, they could
only accept or reject 1t As Figure 5 shows, only 20 percent of the farmers indicated that the price

was determined trough a negotiation Finally, most farmers said that the qualitv of maize influenced
the price and n 76 percent of the cases the buyer was reported to have determined the qualitv
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Figure 4 Maize Farmers m Tanzama Decision to Sell to Buver

always seii to this buyer (1 00%;
agreed some previous time to seil (2.00%

nly buyer coutd find (47 00%)

offered the best pnce (50 00%

Figure 5 Viaize Farmers m Tanzania Price Determination

pnce agreeg at some eartier time (5 00%

rice negotiated with farmer and buyer (20 00%)
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What explans thus lack of effective competition in Tanzaman maize marketing and the
resulting wide marketing margins and large and volatile price differences? An attempt to answer this
question 1s made in the next section

7.3  Factors Influencing Transactions Costs

Competrtion 1n Tanzaman maize markets 1s adversely affected by a number of factors
movement restrictions, mfrastructural impediments, limted access to credit, lack of storage capacity,
and contract enforcement problems are ail the ones that survey respondents and interviewed market
participants considered as major impediments All these factors, while hindering effective
competition, raise transactions costs in maize trading

A, Infrastructural Impediments

Infrastructural impediments increase the cost of physical movement of the produce, and hinder
the processing and marketing process 1n various ways for example, by raisig search costs The major
infrastructural constraints pomnted out by farmers, traders and mullers surveyed relate to
transportation, water, and electricity supply

1 Transportation

The road network in Tanzama. while better than in Zambua, 1s still nadequate and many roads
are impassable duning the rainv season In 1990, the World Bank estimated that only 24 percent of
Tanzama's paved roads were 1n a good condition and the rest 76 percent in fair or poor state This
was a result of weak management of roads and because road management was not given a high
prnionty in budget ailocations  Since then road mantenance management has been reformed and some
of the roads have been rehabilitated A lot of work. however, still needs to be done

By raising transportation costs, the poor qualitv of Tanzaman road network limts competition
and entry into maize marketing Maize production areas are often located far from centers, and there
1s a substantial distance from farms to the nearest town markets For example, only 16 percent of the
interviewed maize farmers said that the nearest town market 1s 0-5 km away, while 19 percent
reported to travel between 41-60 km to the public market Eleven percent of the farmers even
indicated that thev travel 61-80 km before they can get to a market with reasonable prices for mnputs
and maize Figure 6 shows the distnbution of distance to the nearest public market from the farms
surveved Only 22 percent of the farmers surveyed said that they have the capacitv to transport maize
to the town market This imphes that farmers seil their maize at the farmgate which mav not give
them a competitive price if competition among traders 1s imperfect Also, long distance means high
transportation costs both for input purchasing and ferrving the maize to the market Since the
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distances are large, the quaistv of the transportation network 1s of major importance The neglect of
road maintenance leads to high expenditures on vehicle spare parts and repairs which transiates 1nto
even higher transportation costs This discourages marketing activities

Figure 6 Maize Farmers in Tanzania Distance to the Nearest
Public Market from the Farm
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2 Water Supply

According to maize rmullers interviewed, the limuted water supply impedes ther miling
operations The mdustrial area of Dar es Salaam tvpically has water for only six hours per dav
(Rauth. Spence, and Mornil 1996) Thus shortage 1s a major constraint for miling, which uses water
as an mput in the production process

Water shortages are caused by (I) technical, financial, and managerial problems which result
in an underutihzation of existing capacity, (1) mefficient allocation of existng resources, and (1) lack
of funds to exploit new resources (World Bank 1994) Power shortages, faulty pumping systems and
filtration plant mefficiencies, and nefficient management of these systems have led to low capacity
utilization rates  Also, the price of water has been set too low--it does not reflect the scarcity value
of water--which has encouraged nefficient use and wastage of water (World Bank 1994)

3 Electricity Supply

Unrehable supply of electricity not only impedes the water supply but also raises the cost of
runnng a muil, erther by causing the mull to run at a less than optimal capacitv utilization rate or by-
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forcing the muiler to invest 1n a generator Both transiate into ncreased costs m nuiling

The reason for the erratc electricity supply can be traced back to the mstitutional framework
that governs the electricity provision in Tanzama The production and distribution of electricrty 1s
governed by a government monopolv, the Tanzama Electnicity Supply Companv (TANESCO)
TANESCO 15 plagued by simiar governance problems as the other government agencies in Tanzama
n parucular lack of accountability of workers For example, customer arrears are high, because the
billing has not been taken care of properly

B. Movement Restrictions on Marze

As mentioned earlier, the government imposes movement restrictions on maize, and bans any
exports of maize from Tanzama when SGR predicts a shortage of maize The aim of this policy 1s
to secure the availability of maize 1n the country duning the years of shortage At the same time,
however, this pohcy distorts the maize markets and, 1n general, the allocation of resources 1n the
agricuitural sector

These movement restrictions on maize--in particular the prohibition of exports--repress
producer incentives by pushing down producer prices in the country Maize prices are often
substantiailv, even 50-300 percent, ugher in the neighboring countries than in Tanzamia Given these
pnce differences, farmers and traders, specificailv those located close to the country's borders, have
incentives to export maize Even after taking into account the transport cost, they would be better
off by exporting maize than selling 1t in the domestic market at repressed prices Limiting increases
in producer prices by imposing movement restrictions creates disincenuves for farmers to grow maize
In particular, since these bans are often imposed without a warmng, long-term planning by farmers
and traders 1s made difficuit thereby discouraging investment in the sub-sector

Remowving restrictions on external trade of maize would allow Tanzaman farmers to capture
potermial gans from maize trade with other countries 1n the region that face shortages, and possibiv
increase maize production in Tanzama Ehmination of controls wouid allow an upward adjustment
in producer prices m Tanzama dunng the vears of shortages 1n the region and allow the resources to
flow to areas where they are used best An increased producer price would provide farmers an
incentive to expand the production of the crop This, i turn, would help to aileviate potenual
domestic shortages A World Bank studv of 1994 indicates that good and bad production years in
Tanzama do not typicallv closely correlate with those i countries of Southern Africa Thus, regional
trade would not hurt domestic consumers The trade would also hkelv bring net foreign exchange
to the country and reduce the illegal trade 1n maize

C. Access to Credat

Farmers and traders lack access to credit Only one of the 139 maize farmers interviewed had
obtamned credit Also, traders interviewed expressed that the lack of credit in addition to the
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mefficient transport system. was a major problem and a constraint to the expansion of their business
In fact, due to the lack of finance many of the traders have to rely on hired transport services mstead
of buying therr own vehicles which in the long-run 1s not cost-effective Seventy-eight percent of the
traders interviewed depended on hired transport Lack of access to credit and the lugh cost of credit
when 1t 15 accessible also prevent farmers from expanding their production

There are several reasons for the shortage of credit Furst, the financial sector 1s simply not
geared to channeling credit to agricuitural activities Agricuiture 1s viewed as a nsky area partly
because of its dependence on weather Second, in general, there 15 a shortage of loanable funds 1n
Tanzama. International finance 1n the form of portfolio and foreign direct mnvestment has not flown
in large volumes to Tanzama because of the percerved mstability of Tanzanian investment chmate
Uncertainty about macroeconomic policies resulting from some sudden policy reversals has kept
international mnvestors at bay Third, the current coilateral laws are nadequate The existing laws
state that banks cannot take control of collaterahzed property mn case of a default (Rauth, Spence, and
Mormil 1996) This compietely defeats the purpose of the collateral--to mitigate the nisk in lending--

and obwviouslv raises the cost of credit Fourth. the inefficiencies 1n the court system also increase
the cost of loan contract enforcement

D. Storage Capacitv

About 30-40 percent of maize produced in Tanzama 1s 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 thev have enough capacitv to store their entire crop, but 35 percent said that they have
some, but not enough, storage capacitv Even 1if there were enough storage capacitv, the quahty of
that storage 1s often questionable For example most of the farmers interviewed 1n Innga used a type
of storage that does not maintain the produce 1n good quahtv for a long time

Lack of proper on-farm storage facihities distorts the maize trade and raises transactions costs
specificallv transfer costs Obwviouslv losing over one thurd of the crop after the harvest 1s a major
mefficiency n the marketing system Fear of this loss tempts farmers to seil therr maize soon after
harvest thus preventing them from benefitting from seasonal changes 1n maize prices Maize prices
in Tanzama exhibit a pronounced seasonal pattern they are highest in May and then drop

dramatically, bottoming out mn September The lack of storage hinders the evemng out of seasonal
fluctuations 1n maize prices

Manv maize miilers also voiced their concern about mnadequate storage space Due to the lack
of adequate storage space thev as well are unable to take advantage of seasonal fluctuations in
prices--which 1s, according to the mullers a prerequisite to remamng competitive and make profits

Inadequate storage capacitv at the farm and mull level reflects the farmers' and mullers' lack

of access to credrit Construcung appropnate storage requires funds which as discussed earhier are
in short supply Interesungly, while traders and farmers are strugghing tor storage space a large share
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of NMC's storage 1s said to be empty throughout the country
E. Contract Enforcement

Most transactions in maize markets are spot market exchanges with cash payments These
transactions mnvolve an imstantaneous exchange of goods and money Some muilers did report
however, that they extend a very short term credit (2-3 days) for their better-known customers

This spot market nature of deals reflects the ineffectiveness of state contract enforcement
institutions in Tanzama * The fact that muilers are wiiling to extend very short-term credit only to
therr better-known customers indicates that the enforcement of written contracts through the court
system 1s not effective Instead, businesses seem to rely on reputation as an enforcement mechamsm.
A survey of manufacturing firms (ESRF/IRIS 1997) carmmed out in Tanzama 1n July 1997 also
indicates that judicial process and procedures are considered by firms to be nefficient, unpredictable,
non-disciphined, non-transparent, and not cost-effecttve  Further, 2 study of Ringo, Ndit1, and Mjema
(1995) also shows that smail enterprises in Tanzama view the courts as the most unsuitable forum for
dispute settlement for two reasons First a court suit would tarmsh one's image and lead to a loss
of future business Second setthng disputes 1n the court 1s the most expensive in terms of time,
money, and corruption

Rehiance on cash transactions on spot markets hinders the expansion of markets and also
raises transacttons costs [t tends to reduce the size of transactions because of cash constramts and
nisks mvolved 1n carrying cash  Traders buving maize from farmers need to carrv substantial amounts
of cash with them Stores of robberes were not uncommon these traders are naturallv lucrative and
easy targets for cnmmals It also severelv limits the expansion of markets by curbing inter-temporal
trade Finally, cash constraints limit the entrv of new traders

In sum. the efficiencv of maize marketing -- as evidenced by widening marketing margins --
has decreased in the past few vears Problems with infrastructure access to credit storage and
contract enforcement partlv explain this downward trend mn efficiencv Ineffecuve governance fiscal
planming and legal and reguiatorv mstitutions are at the root of these problems

5 See Kahhonen and Meagher (1997) for a discussion on the role of state mstitutions of contract enforcement mn

facilitating business transactions and development
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8. Marketing of Cotton 1n Tanzania

Thus chapter will assess the impact of hberaiization on Tanzaman cotton marketing
changes 1n and efficiency of marketing arrangements It will be shown that since hberalization,
marketing of cotton i Tanzama has somewhat increased the gap between the producer and the
export price has narrowed However, ginnery costs m Tanzama are stil high compared to
Zambia Several factors are limiting competition and raising transactions COsts m cotton
marketing These mclude vanous entry barriers to cotton trading, lack of access to finance, and
infrastructural constramnts

8.1. Institutional Structures and Marketing Arrangements

Cotton 1s the second most important cash crop, after coffee, n Tanzama Along with
coffee 1t 1s also the leading export crop (World Bank 1996) It 1s grown pnimanly 1n two areas
the Western cotton growing area south of Lake Victoria which compnises of Mwanza. Shinyanga,
Mara, Tabora, Singida, Kagera. and Kigoma. and the Eastern cotton growing area which consists
of Morogoro Coast Region, Arusha, Mbeya, Tanga, Kilmamjaro and Ininga About 90 percent

of Tanzama's total cotton production onginates from the Western cotton growing area (World
Bank 1994)

In Tanzama. cotton 1s a small-holder crop It 1s grown on farms whose size vares from
0 5 to 10 hectares, the average farm size bemng 1-2 hectares Farmers typically grow cotton 1n
rotation with food crops such as maize sorghum. mullet cassava, and legumes

Cotton 1n Tanzama 1s ramnfed and less than 10 percent of farmers use fertilizers to grow
the crop The hand hoe 1s sull the principai tool of most cotton farmers, although in the Western
growing area oxen are increasingly used for land preparauon and weeding (Undolle 1994)

The Tanzaman cotton variety 1s of the medium staple American Upland staple which can
be erther saw or roller ginned (Undolle 1994) Most of the seed cotton in Tanzama 1s roller
ginned The roller ginned hint has a smaller Lint wastage factor and therefore obtamns a premwum
price n the world market

811 Background to Liberahzation
Up to 1993/94 cotton marketing in Tanzama was controlled by cooperative unions and a
parastatal marketing board Until 1975 cooperative umons were 1 charge of ginmng and the

marketing of cotton This system. however changed drasticallv in 1975

In 1975, government dissoived cooperative umons and turned all aspects of cotton
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marketing over to the Tanzaman Cotton Authorntv, a parastatal marketing board The Tanzaman
Cotton Authonty was made responsible for delivering to villages the required wnputs and
transporting, stonng, ginmng, and arranging for export the cotton produced bv farmers The
impact of this new system on cotton production was, however, not encouraging By the early
1980s, Tanzaman farmers had reduced the production of the crop as the real return of cotton fell
due to mcreasing devaluation of the Tanzaman shilling and a growing share of recetpts devoted to
finance the operation of the Tanzaman Cotton Authority (Putterman 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 spiral, the government decided to revise the marketing system once more and
revive the cooperative unions

In 1984, cooperative umons were renstated to handle the marketing of cotton jointly with
a parastatal marketing board, renamed Tanzama Cotton Marketing Board (TCMB) The
cooperative unions and the village-level primarv societies were established as agents of TCMB
(Consuitants for Development Programs 1988) TCMB distributed mputs to the cooperative
untons which 1n wrn distributed them to the primarv societtes for sale to the farmers The
quantrties of mputs to be purchased were established by TCMB 1n consultation with the unions
Farmers deltvered cotton they had produced to primary societies which stored and sold cotton to
specified cooperative unions for a fixed price  The unions then ginned the seed cotton 1n their

own ginnenes for a fixed margin for TCMB Finailv, TCMB sold the cotton lint to domestic and
international buyers

The purchasing price and the selling price of cooperative unions were fixed by the
government The purchasing price--that 1s, the producer price--was uform and pan-terntonal
The setting of 1t, however seemed to be arbitrarv In principle the government followed the
world market price 1n the price setting, but 1n practice producer prices were at times set above the
world market prices ensuring that cooperative umons ran at a loss (World Bank 1994) The

selling price however, was said to be set bv taking mto account among other things, the umons
costs

However, by international standards neither the cooperative uuons nor the pnimary
soctettes could be considered as cooperatives since membership 1n unions was automatic for adult
villagers and there was no share capital The cooperative umons were financed by grants and
loans from the government and donors In fact, since unions’ purchasing and selling prices were

fixed thev stmply could not operate as independent, commercial entities  As Putterman (1995)
writes

“dlthough attempts were made to assess the unions costs and to include appropriate
margins 1 the prices at which they m turn sold to the government marketing authorines,
[umon| managers were obligared to fulfill their charge whether a parncular ransaction
was profitable or not In manv cases the government was asking the union to engage in
crop purchasing exercise without anv possibilitv of recovering its cost When unions

96



Is There Life After Liberatization’ Transacuions Costs Anaivsis of Mawze and Cotton Marketing i1 Zaména and Tanzama

incurred losses through a combination of internal inefficiencies and unreasonable
government demands the banks (also owned by the government) routinely tied them over
with credit”

Further cooperative managers were appointed by the government, not by union members
Cooperative umions were thus effectively public entities, agents of TCMB

Most of the cooperatives were kept alive only by mcreasing governmental subsidies and
donor support At the end of 1980s and early 1990s, partly as a result of the pressure from
donors, this marketing system was reformed as the liberalization of the agricultural sector m
Tanzama commenced

812 Liberahzation of Cotton Marketing

The seeds for the hiberalization of cotton marketing were sown 1n 1989/90 as the
government of Tanzama launched the Tanzama Agnicultural Adjustment Program Under ths
program. in 1990/91, the legislation that specified the role of TCMB 1n cotton marketing was
altered The new legisiation ‘reversed” the roles of TCMB and cooperative umons instead of
cooperative unions and primary societies providing services for TCMB against a fixed fee, the
new legislation granted cooperative unions the ownership of cotton from the point of production
up to the final sale TCMB’s new role was to provide fee-based marketing services for
cooperative unions for finai sales and input purchases

The reform of the Tanzaman cooperative movement was imtiated at the same time A
new Cooperative Societies Act was crafied in 1991 The aim of this Act was to make Tanzanan
cooperative umons conform with international cooperative principles Primary societies were to
be formed bv farmers who would freetv elect to join the societv and provide share capital These
primarv societies would then control the cooperative unions through their elected representatives
(Co-operative Societies Act of 1991) The government also ordered national banks to withhold

credit from anv cooperative unions that did not pass the commercial lending critena (Putterman
1995)

The price controls on cotton were also gradually relaxed In 1991/92, the government
announced only indicative producer prices In the next season 1992/93, cooperative unions were
given the freedom to determune their own producer prices In principle, this marked the end of
the pertod of uniform and pan-terntonai producer pricing poiicv In practice, cooperative unons
throughout the country agreed on a uniform producer price

The liberalization of cotton marketing was properiv imtiated only 1n 1993/94 as the private

sector was permutted to enter the marketing and processing of cotton, that 1s to buv cotton
directlv from farmers and then to g and sell 1t The government passed 1n August 1993 the

97



Is There Life After Liberaluzation’ Transactions Costs Anatvsis of Maze and Cotton Marketing in Zambia and Tanzdma

Crop Boards (Miscellaneous Amendments) Act which removed the monopoly of cooperauve
unions and marketing boards n the marketing of cotton, coffee, cashewnuts, and tobacco
(Undolle 1994) TCMB was renamed the Tanzama Cotton Lint and Seed Board (TCLSB), and 1ts
role was changed to that of an enforcer of marketing regulations to coordinate the production and
marketing of cotton within the country The legisiation, however, still permats TCLSB to
undertake commercial activities (World Bank 1994) All price controls were also removed and
private traders were allowed to set thewr own producer prices

How did the private sector respond to these changes in marketing policies and how has

the marketing system evolved since 1993/94? The next section attempts to answer these
questions

813 Impact of Liberahzation on Cotton Marketing Structure

The private sector’s response to reforms in cotton marketing started to surface
significantly only in the 1995/96 season Only at that time private agents were adequately
informed about the change

The emergence of private ginnenes to process cotton set in motion changes n cotton
marketing ! The construction of eight private gmnenes commenced mn November 1994 in
Tanzama Up unul that time, practically all ginnenes in Tanzama were owned by cooperative
umons * Simnce the mid-1980s there had been a backlog of unginned seed cotton mn the country
(Undolle 1994) The unginned seed cotton had been stored at the end of the season until the next
season causing 1t to deterniorate The primary reason for this backlog was nadequate ginmng
capacitv Even though the ginmng capacitv on paper n 1990/91 was about 674,000 bales of Lint
per season--enough to process all cotton produced in Tanzama--the effective ginning capacitv in
Tanzama was substantiallv less because of mechanical and electrical failures of the production
equipment and wnefficient management of ginnenes (Undolle 1994) Most of the cooperatuve
ginnenes, with gins installed in the 1930s and 1960s, had aged and detenorating equipment
Maintenance of this equipment was problematic because of the availability of spare parts
Frequent power failures further aggravated the situation Ineffictent management also contributed

! Seed cotton processing or gmmng 1s the process of separating hot from the seeds Tlus 1s carried out i

ginneries  One kilogram of seed cotton produces approximatelv 620-640 grams of cotton seeds 340 grams of cotton
lnt. and 20 grams of wastes and other foreign matter (Undolle 1994)

The ginneries not owned by cooperative unions were regarded as branches of them
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to the poor performance of ginneries > Private ginnenes emerged to take advantage of this
situation Their emergence reduced the backlogs of unginned cotton Table 1 lists the names,
locations and capacities of each private ginnery  As Table 1 indicates all private ginnenes are
located 1n the Western cotton growing area

Table 1: Private Ginneries 1n Tanzama

NAME DISTRICT MACHINERY TECHNICAL CAPACITY
(Bales per shift)

Cargiil Maswa 5 saw gins 200

Lalago Maswa 15 roller gins 30

Mwanhuz Meatu 3 saw gins 120

Dvnamic Mwanza 22 roller gins 44

Farai Mwanza 30 roller gins 60

Vinan Bunda 7 saw gins 280

Bulamba Bunda 40 roller gins 80

Mara O1l Mills Musoma 30 roller gins 60

Aquva Magu 3 saw gins 120

Ushirombo Bukombe 40 roller gins 80

Mhumbu Shinvanga 3 saw gins 120

Mwaiujo Kwimba 20 roller gins 40

Igoma Mwanza 20 roller gins 40

TOTAL 21 saw gins

217 roiler gins

Source Tanzania Cotton Lint and Seed Board (TCLSB)

} According to the study on the quahitv ot Tanzanian ginnerv staff carmed out bv the Netherlands government m

1990 90 percent ot cooperative ginery operators are unquaiified for their posts most ginnery managers have no
formal training and above 80 percent do not meet the required mmimum educational quakifications

99



Is There Life After Liberalization’ Transactions Costs Anatvsis of Mawe and Cotion Marketing in Zambia and Tanzama

The establishment of private ginnenes led to the emergence of another marketing channel
for cotton and, thereby, the emergence of private traders and brokers of cotton Instead of being
obligated to sell the crop to a local cooperative umion, a cotton farmer has todav a choice of
options (1) take the seed cotton to a local cooperative depot of the primary cooperative society
and sell 1t to a cooperative umon, (1) sell the seed cotton at the farmgate or at a nearby buying
station to a private trader who assembles cotton from several farmers and then transports it to a
private ginnery; (1) transport and sell the seed cotton directly to a private ginnery; or (1v) sell the
seed cotton to TCLSB Figure 1 maps the main marketing channels of cotton from the farmgate
to the consumer The options available for a farmer, however, depend on the growing area.
Since all private ginnenes are located in the Western cotton growing area, private traders are also
operating there Farmers interviewed in the Morogoro area in the Eastern cotton growing area
indicated that they still rely on cooperative umons for the marketing of therr crops
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Over half of the cotton produced in Tanzama 1s currently marketed through the private
sector (1 e private traders and private ginnertes) The Mimstrv of Agriculture estimates that in the
1996/97 season 47 percent of cotton was bought by cooperatives 51 percent by the private
sector, and the remaming 2 percent by others, including TCLSB * The share controlled by the
private sector 1s, however, likely to be higher since private buyers tend to understate their
purchases of cotton to avoid taxes

The survey results confirm the increased role of private ginnenes and traders in cotton
marketing and indicate that the majortty of farmers sell their cotton on spot markets even though
contract farming 1s also fairly common Of the cotton farmers surveyed about 54 percent sought
out a buyer only after the cotton was harvested These farmers sold their cotton on so cailed
“spot markets,” mostly channeled through private markets In contrast, about 32 percent of
farmers interviewed had agreed to sell the cotton to a specific buver at the beginning of the
growing season, before the cotton was planted These contracts were written with either
cooperative unions or with some private ginnertes which have lately launched outgrower
programs About 14 percent of farmers sold cotton both on contract and on the spot markets
This 1s depicted 1n Figure 2 Most of the farmers interviewed were small-holders Sixty-eight
percent of mterviewed farmers cultivated only between 0 6-1 9 hectares, about 23 percent of
farmers had a farm size less than O 5 hectare and very few had a farm that was over 2 hectares

Figure 2 Share of Cotton Farmers ;n Tanzania Engaged
in Contract Farming and Sellng on Spot Markets

Both Contract Farrmng ana Soot Marketng (14 00 4)

Spot Marketng (54 00%)
Contract Farming (3200 /)

Interview with officials of the Mimstrv of Agriculture
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Most farmers selling cotton on spot markets after the harvest sold cotton directly to
gmnernes Sixty-nune percent of the interviewed farmers sold cotton to ginnenes, 20 percent to
cooperative unuons, and 11 percent to private traders as Figure 3 shows In all of these cases, the
farmer met the buyer at the buyer’s place of business The physical possession of cotton also
changed hands at these places Farmers transported the cotton to the buyer often on foot Only
about 30 percent of all the farmers surveyed owned oxen and a cart

Figure 3 Buyers of Cotton on Spot Markets in Tanzania

Cooperatve Unions (20 00%

Most of those farmers who sold their cotton on contract sold it to cooperative unions
Some private ginneries were also 1nvolved mn contract farming These buvers provided inputs--
erther seeds or both seeds and fertilizers--to farmers on the condition that farmers market their
cotton to these traders In most cases farmers agreed with the buver how many hectares to plant
and promused to sell whatever quantity was grown on those hectares Some farmers had, though,
signed a contract by which they agreed to sell only a specified mummum quantity of cotton to the
buyer Typicallv, a mmmmum price for cotton was estabhshed at planting time but was adjusted 1f
the market price for cotton turned out to be hugher at the time of harvest

Private traders and private ginnenes have been able to corner a major share of the market

by offening farmers somewhat higher prices for the seed cotton than cooperative unions and
above all, cash payment Because of their financial difficulties most cooperative unions are
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unable to pay cotton farmers i cash Instead thev typicallv buv cotton from farmers on credit
However, a common complaint among farmers, in particular in the Eastern cotton growing area,
was that cooperatives never compensate them fully farmers recetve only a partiai payment shortiy
after the delivery of cotton with a promuse of another nstailment at a later date--a promise which
ts seldom kept Except for a few financially soivent cooperative umons n the Western cotton
growing area, cooperatives lack access to bank credit to finance the purchase of seed cotton.

Another reason for the dechining role of cooperative umions n Tanzaman cotton marketmg
18 that the Cooperative Act of 1991 does not seem to have been able to transform the cooperative
unions into genuine member-based organizations The staff and management of these unions have
hardly changed (Minstry of Agniculture 1997) As a result, a major overhaul of the orgamzation
has happened only on paper, not 1n practice In terms of staff, umons are still bloated Table 2
hists the number of workers in each cooperative umon Cooperative funds are often mismanaged
and book keeping has been found to be madequate (Mimstrv of Agriculture 1997) These factors
have led to a reduction 1n the cooperative membership Farmers choose to leave the unions, 1
particular because the services ot the unions can be obtamned without paying the membership
dues Cooperatives are buying seed cotton from non-members at the same pnce as from non-
members The performance of unions obviouslv varies Some cooperative unions in the Western
cotton growing area are performing well Most unions, however, are on the verge of a collapse
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Table 2. Number of Workers in Cooperative Umions 1n Tanzama

Cooperative Union | Number of
Workers
Tabora 119
Lmd1 3
Moshi 403
Mara 25
Singida 23
Kigoma N/A
Coast Region 51
Tanga 37
Irnga 79
Shinvanga 928
Songea 321
DSM 54
Mbeva 122
Dodoma N/A
Kagera 525
Mtwara 73
Mwanza 1071
Rukwa N/A
Morogoro N/A
Arusha N/A

Source Review of the Cooperative Movement 1n Tanzama. Minstry of Agniculture 1997

After ginming, cotton lint 1s erther sold domesticallv or exported Almost all of the cotton
lint produced 1s currentlv exported Table 3 documents the domestic sales and exports of cotton
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lint Tanzama gets a premuum price for 1ts cotton in the world market because 1t 1s hand picked
However, the portion that Tanzaman lint constitutes n the world market 1s as smail as 0 35
percent Limnt in Tanzama is used mamnly by textile industries which do spinmng and weaving of
textiles In addition, cotton Lint 1s used by makers of santary and surgical products and makers of
cotton twine and rope The demand by the domestic textile industry has, however, drastically
decreased tn the past ten years the consumption of cotton lint by domestic textile muils has fallen
from 85,000 bales 1n the early 1980s to 488 bales 1 1994/95 The Tanzaman textile industry has

not been able to withstand the international competition and, as a resuit, textile muils are closing
down

Table 3. Volume of Cotton Lint Exports and Domestic Sales

Years Export Domestic Total Sales
Sales Sales (Tons)
(Tons) (Tons)
1981/82 44 100 16 157 60 257
1982/83 27711 14 357 42 068
1983/84 33.245 15134 48 379
1984/85 16.286 16 315 32601
1985/86 32422 11081 43 503
1986/87 27 293 10 369 37 662
1987/88 35452 13 153 48 605
1988/89 61598 10 964 72 562
1989/90 36 999 11137 48 136
1990/91 39128 6,611 45740
1991/92 62 837 8577 71414
1992/93 57 579 4475 62 054
1993/94 65619 2142 67 761
1994/95 35379 3589 38968
1995/96 55931 25 55956

Source TCLSB

Cooperative and private ginnenes either export the cotton lint themselves or use a trader
or a broker to trade the int These traders and brokers assist ginnenes to locate buvers in the
world markets and take care of the paperwork nvolved 1n exporting  All these traders and
brokers are required to be licensed with TCLSB

Fnally, TCLSB 1s also participating in cotton marketing as both a buver and seller It

buvs cotton (small amounts though) from farmers, has 1t processed in a gimnerv, and then exports
the lint
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814 Impact of Liberahization on Cotton Production

Cotton production in Tanzama has fluctuated a lot over the years Figure 4 graphs the
production of seed cotton (in tonnes) from 1976-1997 As the figure shows, the production of
cotton plummeted m 1994-95, immediately after the liberalization, but has since then picked up,
according to the statistics of the Tanzania Cotton Lint and Seed Board Unfavorable weather and

inadequate supply of mputs such as chemucals and fertilizers, however, adversely affected
production in the 1996-97 season
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82 Efficency of Cotton Marketing Evidence on Marketing Margins

This section will explore the efficiencv of cotton marketing in Tanzama The analvsis will
indicate that since hiberalization the efficiency of cotton marketing has somewhat increased the

gap between producer and export price has shightlv narrowed However compared to Zambia,
the ginnerv costs in Tanzama still appear high

As in Zambia, 1n Tanzama the sources of empirnicai evidence on transactions costs 1S more
limited for cotton than for maize But here too the marketing chain 1s to a great degree
described bv the activities and costs associated with ginming
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Since iiberalization the gap between the producer price and the export pnice of cotton kint
has somewhat narrowed down This conclusion 1s based on data on national producer prices and
export prices by marketing year Companson of producer price to export price only up to
1995/96 would raise a question whether itberalization has failed since the gap between the prices
was widening  However, adding 1996/97 price data shows large improvement narrowing the gap
The share of the producer price 1n the cotton hint export price was about 53 percent 1n 1996-97
season accordmg to the Tanzama Cotton Lint and Seed Board Table 4 ists and Figure 5 maps
the real export prices to producer margns from 1981-97

Interviews with ginnery operators provided an insight mnto the breakdown of costs
contributing to this marketing margin  The categories of costs associated with gining at a
cooperative ginnery in Tanzama are shown in Table 5 As for Zambia, 1n Table 5 the revenue for
sales of cotton seed are imputed from a U S farm price, simce cottonseed prices in Tanzama were
not available Unfortunatelv comparable mnformation from private ginnenies was not obtained
however some inferences about costs of private ginnenes can be made from the information
obtained about pricing by a private ginnery
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lable4 Producer Prices Compared to Export Prices

1981/ | 1982/ | 1983/ | 1984/ 1985/ 1986/ 1987/ 1988/ 1989/ | 1990/ 1991/ 1992/ 1993/ 1994/ 1995/ 1996/
1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997

Producer 1108 14 07 1796 2515 3892 50 60 5823 66 92 83 83 12275 209 85 179 64 239 52 35967 61707 479 04
Price
(Sh/kg)
(Tt

1 quivalent)

F xport 1332 1514 2104 30 54 23 51 4541 11205 173 03 287hy | 34257 364 00 42700 569 79 92274 10528 900 00
Price 81
(Sh/kg)
Imt

Producer 83% 93% 85% 82% 168°o 111% 52% 39°% 29% 36% 58% 42% 42% 39% 59% 53%
Price av %
Ipost
Price

I xport P 22513 18392 18279 | 23797 | 51196 13156 | 104404 | 160651 235 192234 | 107986 | 140068 | 144286 | 187471 116912 | 95792

Producer P
in constunt
1990 I'sh
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Figure 5 Real Export to Producer Margins
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Table S Transactions Costs for a Tvpicallv Large Zambian Ginnery

Cost/Revenue Category SUS per kg of
seed cotton

Revenue from sales of cotton hnt 054

33 kgs x TS980/kg ($ 74 per ib) 009
Revenue from sales of cotton seed 063

65 x 30 143/kg ($130 per short ton)

Total Revenue to the Ginnery

Transport and handling costs 003
Ginning costs 011
Storage costs (0 04/kg/month x 2 months) 008
Extension costs 000
Taxes Duties 011
Cooperauve fees 005
Total costs other than raw materiais 038
Funds available to pav farmers 025
Price paid to farmers 025
Profit/Loss 000

From the above Table 5 several points are worthv of notice

First the price paid to farmers in Tanzama 1s sigmficantly lower than the price paid 1n
Zambia However this apparent difference 1s misleading In Tanzama, ginneres typicaily give
away cotton seed to farmers for planting, 1n Zambia. farmers must pay ginnenes for the seed
Theretore, comparable figures would show a narrower difference but the Zambian price would
remam higher The prices paid by private gmnenes in Tanzania are sigmficantly higher than the
prices paid by cooperative ginnenes One private ginnery interviewed reported a farm price that
was $0 05 hugher than the cooperative price In addition, this ginnery gave farmers not only the
seed for planting, but also pesticides for spraving Using the Zambia figure of about S0 10 as the
value of these inputs the price paid to Tanzaman cotton farmers by the pnivate ginnerv 1s about

$0 40 per kg--five cents higher than the Zambian price and 10-15 cents higher than the Tanzaman
cooperative price
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Second, the transport costs in Tanzama are lower than those in Zambia Tanzaman
cooperative unions report transport costs of $0 03 A pnivate ginnery in Tanzama reported a
$0 04-0 05 difference 1n price for cotton delivered to the plant and cotton received at the
farmgate suggesting transport costs in this range (Zambian transport costs were $0 07 ) There
are two explanations for this First, the quality of roads and the avaiability of trucks 1s lugher in
Tanzania than 1n Zambia Second, there are many more ginnenes in Tanzama, so the average
distance from farm to ginnery 15 shorter -

Third, whale the larger number of smaller ginnenes 1n Tanzama saves transport costs, 1t
raises ginmng costs by reducing the average scale of operation Ginmng costs in Tanzama
cooperative ginneries are higher than those 1n Zambia by a sigmficant amount $0 11 per kg n
Tanzama compared to $0 07 in Zambia The ginning costs are lower 1n the newer private
gmneres than in the older cooperative ginnenies  The difference (as reflected 1n ability to pay
farmers) appears to be in the $0 04 cent range, putting ginmng costs at the private Tanzaman
ginnenes on par with the costs at Zambian ginnernes

Fourth, the largest factor explamning the ability of private ginnenes to pay more than
cooperative ginneres 1s the cooperative fees (amounting to about $0 05 per kg) paid by
cooperative gmnnernes for the overhead costs of the cooperative apparatus

Fifth, 1n addition to these fees taxes and other duties are a large 1item 1n the transactions
costs By far the largest of these 1s the federal tax of about 30 10 per kg

In short the overall ginning costs in Tanzama appear high compared to Zambia In
particular, taxes and fees are higher 1n Tanzama than in Zambia

The level of the producer price 1s a concern. since previous studies ndicate that farmers in
Tanzama are extremelyv responsive to changes 1n the real farmgate price of cotton the esumates
tor the elasticity ot cotton supply with respect to price are huigh For example the World Bank
(1994) estmates that a 10 percent increase 1n the real producer pnce ehcits an increase of 13
percent 1 production Given that an increase mn the producer price could have a beneficial effect

on production rases a question 1s the margin between the producer and export price in Tanzama
still too wide?

The wide margin between the producer and export price may be due to lack of effective
competition 1n ginning, which would allow existing ginneries to emjoy large profits, or due to igh
cost of ginery operation, or a combination of both If the competition in ginmng 1s not effective-
-for example, if private gimnenes have colluded or if there are barners to entry--ginneries can set
producer prices at low levels and enjoy high profit margins However, 1t 1s also possible that the
ginnery operating costs in Tanzama are very high and, therefore, to remain competitive mn the
world market producer prices need to be kept down Unfortunatelv, there 1s onlv hmited
information available about the operations of private ginneries  No studies have been carried out
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on this area and thus there 1s no data about the operating costs of private ginneries  Therefore,
the 1ssue cannot be resolved

Several people interviewed, however, indicated that there may be a reason to beheve that
competition 1n gmmng 1s not very effective and private gmneres are indeed emoying large profits
Private ginneries were said to follow cooperative ginneries in their price setting Cooperauve
untons, 1n turn, still follow a umiform price policy with respect to producer pricing throughout the
country The operating costs of cooperative unions and ginnenes obviously influence the setting
of the producer price Because of internal management problems, former debts, and aged gmnnmg
machinery of cooperative untons, the operating costs of cooperative ginneries are on the high
side Ths translates into low producer prices offered by cooperative umons After the
cooperative producer price has been announced, private ginnenes will set their producer pnces
shightly above them Since the operating costs of private ginneries are hkely to be lower than those
of cooperattves, this pricing policy could resuit in large profit margins for private ginnertes  The
operating costs of pnivate ginneres are likelv to be lower than those of cooperatives because they
1n general use new cost-efficient ginmng technology and are presumably not plagued by the same
mternal mefficiencies as cooperatitve umons

The survey results also indicate that compeution 1s imperfect aiso at the farm level 34
percent of the farmers surveyed said that the person they sold ther cotton was the only buyer thev
could find, while 40 percent of the farmers reported to have sold to a buyer who offered the best
price Most tarmers 1n these two groups also reported that thev had never traded with that buyer
before In spot market deals the price was always set by the buyer The farmer could only erther
accept or reject 1t The qualitv of the cotton was said to influence the price and 1t was determined
etther by the buver or an independent grading process

Even though the existence of excessive profits in ginmng 1s debatable there are a number
of factors that limit competition in cotton markets and among cotton ginneries and that raise
transactions costs of ginnerv operators traders and farmers What are these factors”? The next
section will answer this question

8.3 Factors Influencing Transactions Costs

Factors that lumt competition in cotton marketing and raise transactions costs in Tanzama
mclude vanous entry barners to cotton trading and lack of access to finance, nfrastructural
barners, and continued government intervention

A Permits and Licenses

There are a number of mstitutional barriers to entrv--spectficallv, rules about permuts and
licenses required--to cotton marketing and processing which raise transactions costs and hinder
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competition In general starting a business like a ginnerv, in Tanzama can take a long time since
a number of licenses and permuts need to be obtained from various government agencies prior
operations can commence These bureaucratic procedures are estimated to delay the opening of a
business in Tanzama on average 18 to 36 months (Rauth, Spence, and Mornii 1996) In addition
to business registration, permuts for land use and building, for example, need to be obtamned A lot
of time 1s spent finding out about the proper procedures and taking care of the paper work. As
Rauth, Spence, and Mornil (1996) report "investors commonly need to make three to four trips
to get the information and forms that are required of each agency "

Buyers of cotton require aiso a separate seed cotton buying license from TCLSB Ths
license specifies in which region or regions the buyer 1s operating In 1995, the annual license fee
was TSh 20,000 (about $40) per region On top of that, there was an application fee of Tsh
20,000 Also, the buyers were required to pay TSh 12 (about 2-3 cents) to the TCLSB for every
kilogram of seed cotton purchased (Subsidiarv Legislation 1995) Cotton buyers aiso have to
report to TCLSB on a weeklv basis their purchases of cotton by grade for each buving post and
the producer price for each grade

In addrtion to a seed cotton buying license ginnery operators need to obtain a ginning
license from TCLSB The annual ginming license fee was $1,000 1n 1995 (Subsidiary Legislation

1995) Gnnenes are also obligated to submit weeklv reports of their cotton purchases and
ginmng to TCLSB

Further, a cotton hint exporter needs a separate lint export license The cost of this annual
license was $2 000 and the application fee was $100 1n 1995 (Subsidiary Legislation 1995)
Exporters are also required to obtain a Lint Quality Certificate from TCLSB for every smpment
Exporters have to pay for the qualitv assessment as follows the fee charged 1s about $2 25 per
cotton sample taken and inspected and at mmmmum 19 samples should be taken and inspected

from each export shipment Further an exporter must pay a levv of 1-3 percent of FOB value of
each shipment to TCLSB

A common complaint among all the interviewed private sector people involved n cotton
marketing was corruption To obtain the required licenses and services, bribing or “speed monev”
was viewed as necessarv These sidepayments further raise transactions costs incurred by traders
and ginnenes  Given the number of administrative barners, prevalence of corruptton 1s not
surpristng The discretion civil servants have in the granting of these licenses provides a fertile
ground for illicit behavior Thus discretion coupled with lack of transparency and accountabihity
within government agencies 1s a guaranteed formula for corruption

B. Access to Credat

High cost of credit and lack of access to credit 1s as well constraimng the entrv of new
ginnernes and traders in cotton marketing The financial sector 1s simply not geared to channeling
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credit to agncultural activities  The underlving causes for the lugh cost and shortage of credit was
discussed in the section on maize marketing 1n Tanzama

C Zonal Restrictions Movement Controls on Cotton

The Cotton Industry Reguiations of Tanzania, by traditionaily assigning to each ginnery a
demarcated cotton catchment zone, are also imring competition among ginnenies These
regulations are as well restricting the movement of cotton from one zone to another

Prevention of diseases 1s the official reason for inuting the number of ginnenes 1n any one
area and the movement of cotton from one zone to another Each zone has a specific cotton seed
vanety that 1s resistant to diseases prevailing in the zone However, this seed vanety 1s typically
not resistant to diseases i other zones Hence, mxng cotton seeds from different zones exposes
them to other diseases and may lead to a destruction of a crop Mixing disease-free with diseased
cotton contaminates the cotton seed and thereby, transmits the disease to next year’s crop This
has already happened to some extent since the enforcement of zonal restrictions has faltered since
liberaiization First, new ginnenes have been built closer to one another than regulations wouid
allow Second, traders and farmers have transported cotton between zones 1n search for hugher
prices Also, the fact that new ginnenes are located close to one another has forced them to cross
zones to guarantee the availability of seed cotton for the ginnery The enforcement of zonal rules
has slipped because of problems with inter-governmental coordination of activittes More than
one mimustry has been involved in the provision of ginnery construction permuts and actions of
different agencies have not been properly coordmated

However, while preventing the transmission of diseases these zonal restrictions also grant
and preserve local monopoly power to ginnenies These rules obviouslv limit competition 1n
cotton ginning and therebv, reduce efficiencv

D. Infrastructure

1 Phone Lines

Poorly functiomng phone system also raises transactions costs--in particular, search and
momitoring costs--by necessitating frequent physical visits to trading partners or government
agencies, and investment to other modes of communication such as cellular phones Getting a
phone connection 1n Tanzama can take up to two or three years (Rauth. Spence and Mornil
1996) Obtaimung a phone connection does not however, solve communication problems since
phones are functioning erratically As a result, businesses either rely on other commumeation
methods or visit buyers sellers and crvil servants 1n person

The government monopoly tn phones and weak management of this governmental agency,
the Tanzaman Telecommumnications Companv (TTLC), are the pnmarv reasons for the mefficient
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functioning of the phone system Lack of competition has made the mefficient 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

2 Electncity

Erratic supply of electricity 1s as well increasing the cost of ginnery operations Due to
frequent power failures, ginneres, 1n particular the private ones, resort to the use of generators
Obwiously, this raises ginning costs The causes for unrehiable electricity supply were discussed n
the section on maize marketing 1n Tanzama

3. Transportation Road Network

Inadequate or debilitated road network raises the cost of transportation and
communication--that 1s search and transfer costs--and, thereby, limits competition In 1990, oniv
10 percent of trunk roads and 9 percent of regional roads were judged to be 1n 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 househoid lies
from the road the less likely 1t 1s to participate in markets The World Bank (1996) study on
Tanzama shows that households closer to crop markets and served by better roads have on
average higher incomes The distance from a farm to the nearbv market 1s often substantial in
Tanzama The farmers surveyed for this study were located between 0 5-22 km away from the

closest market The average distance from a farm to the crop market 1s according to the World
Bank (1996) 6 39 km

E. Spare Parts
Avadabilitv of spare parts was also viewed as a major problem by private ginnery

operators The spare parts are typicallv not available domesticallv and. therefore need to be
imported

However, corruption 1n customs was reported to hinder the access to purchased spare
parts Private ginnery operators compiamned about the major delays 1n the clearing of these
important shipments These delavs obviously affect adversely the capacity utihzation rates of
ginnenes

F TCLSB Intervention mn Cotton Markets

Despite the hiberalization of cotton marketing, TCLSB stiil intervenes in cotton markets as
a buver and seller not just as a regulator As mentioned eariier 1t buys cotton from farmers, has
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it ginned, and then exports it Getting involved in actual trading of cotton 1s not appropnate for

an agency that 1s supposed to act as an impartial enforcer of rules and regulations m cotton
markets

G Input Provision and Extension Services

Cotton yields in Tanzama have been notoriously low compared to other Affican countries
such as Zimbabwe, Mal, Sudan, and Egypt Figure 6 plots the cotton yields (kg/hectare) in 1985-
1990 in Tanzama As Figure 6 indicates, cotton yields in Tanzama have fluctuated between 300
and 590 kg/hectare, whereas the above mentioned countries obtain yields between 600 to over

2,000 kg/hectare This 1s partly explained by the untimely delivery and apphication of pesticides
and fertibzers as well as by mmxing of cotton seeds

Figure 6 Cotton Yields (kg/hectare) in Tanzania 1985 - 1992
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The input markets in Tanzama are still developing Currently, cooperatives as weil as
some traders and some private ginnenes are providing inputs to farmers on credit Many farmers

however, compiained about unrehabilitv of input delivery--in particular, in the case of cooperative
unons

Many farmers voiced also their concern about the access to extenston services Most of

the farmers surveyed obtained extension advice, 1if any, erther from government extension officers
or from their relatives and neighbors

Finaily, the fact that diseased and diseased-free cotton has been mized has adversely
affected the yields The relative importance of each of these factors 1s, however, unknown

In sum. cotton marketing 1n Tanzama 1s 1n a pertod of transition the private sector 1s
taking over marketing activittes and the cooperative movement 1s reorgamzing itseif A number
of factors are however impeding this transition in Tanzama mnciuding regulatorv entry barners to
cotton markets, mfrastructural constraints access to credit and continued government
intervention Action within these areas 1s vital to more efficient cotton marketing
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Part II1

Conclusions

91 The Structure of Marketing Arrangments: Response to Liberahzation

The demuse of the policy of widespread government intervention 1n agnicuitural
commodities markets has caused enormous changes 1n the marketmg of those commodities
throughout Southern and Eastern Africa In both Zambia and Tanzama, the years since
privatization and liberalization of the cotton and maize markets have seen dramatic changes 1n.

. the kind of marketing channels used to move commodities from farm to consumer;
. the kind and size of firms undertaking certain market activities,
. the types of marketing services provided by the marketing sector

In manv ways, the private sector has responded vigorouslv to fill the void left bv the withdrawai
of government from the marketing chain  Government owned facilities have been soid to private
owners, government subsidies to farm lenders and cooperatives have been reduced or eltminated,
private investment in marketing services has created thousands of new medium and small scale
enterprises, and entrepreneurs continue to seek out and expioit profit making opportumuties

In Zambian maize markets this private market activity evinces 1tself in the growth in the number
of hammermulils 1n the active small scale trading of maize and mealv-meal 1n public markets and mn
aggressive and profitable private millers Furthermore a central market exchange (the Zambian Maize
Exchange) has developed in recent years as a means of increasing the effictencv with which price
information can be exchanged The transactions costs between the mnto-muil point and the consumer
appear to be dechining over the last two years Over-all farm to retail margins appear much lower
than dunng the mud-1980's with farm value nsing from 25% to 40-50% of retail value (including
government subsidies)

In Zambian cotton markets, the private sector response to liberalization has included the
emergence of independent outgrower managers and the planned entry of a new ginnerv The large
existing ginnenes, the independent outgrower managers, and certain non-governmental orgamzations
(CARE and CLUSA) are expenmmenting with new ways to deliver extension and farm-credit services

In Tanzaman maize markets privatelv owned mulling companies are aggressively and profitably
competing with the remaining government owned muils seeking out alternatuve sources of maize
Dalalis in the Tandale market 1n Dar-es-Salaam act as brokers between wholesale buyers and sellers of
maize creating, 1n effect, a central maize exchange n the caprtal city  And, as in Zambaa,
hammermuils now are a major part of the mulling sector

In Tanzaman cotton markets new privately owned ginneries provide the main impetus
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to vigorous competition These ginnernes appear to have sigmficant transactions cost
advantages over the old cooperatively owned ginneries

92 Factors Influencing Transactions Costs

Despite this evidence of success of the private sector in responding to the
liberalization, problems remain m each sector which cause transactions costs to be higher than
necessary Quality of roads, availability of transport, quality of communications, and
availability of credit inflate transactions costs 1n all markets In addition, there are factors that
are specific to each market

In the market for Zambian maize, the best opportunities for reducing transactions costs
exist 1n that part of the marketing chain between the farmer and the mil Competition among
traders at the farm level appears to be quite imited, especially in more remote areas Farmers
are not well informed about prices in nearbv markets and find 1t difficult or impossible 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 ginnenies Alternative methods of delivering extension are being
explored, and adoption of one or more of these methods may have a significant impact on
marketing costs Among these alternative methods 1s the delivery of extenston through farm
level groups Additional research 1s needed to explore the factors that influence the relative
cost-effectiveness of the various methods

In the market for Tanzaman maize, there 1s a need for improved communication of
price information and increased competition for maize at the farm level The information and
farm to market transportation problems in Tanzama appear to be less severe than in Zambia,
however, but otherwise Tanzanian maize markets appear to be less efficient than in Zamba

In the market for Tanzaman cotton. remaiung cooperative ginneries appear to have
higher costs than the newer prnivately owned ginnenes Therefore, improved management
practices 1n these cooperative ginnenes and/or replacement of out-moded ginnerv equipment
hold out the promuse of reduced transactions costs In addition, government restrictions on

ginnerv location. cofton exports and government extensive licensing requirements create
unnecessary costs to the cotton marketing sector

9.3 Institutional Impediments to Efficient Marketing

Many analvses of markets would stop at thus point -- marketing efficiency has been
assessed and factors influencing that efficiency have been identified The present studv
attempts to take the analvsis one step farther It asks What causes the factors listed above?
Whv are roads of poor qualitv? Why 1s communication of price information poor? Why
haven't cheaper (more efficient) methods of orgamzing markets emerged?

120



For ttus study, the uiumate answers lie n the underlying mstitutional arrangements --
the formal and mformal rules that govern or influence economic behavior  The stages of
causation are illustrated in the figure below, which recapitulates in more detail the figure in the
first chapter The "factors influencing transactions costs" summanzed in the subheading

immediately above are included in this diagram as "apparent causes” to differentiate them from
“institutional causes” or impedunents
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L
Apparent Causes

poot roads
poor telecommunications network
unreliable supply of electricity
unrehable supply of water
limuted price mformation
hmuted access to credit

<
shortage of spare parts

Costs contract enforcement problems
lack of storage capacity
monopoly provision of nputs
monopsony
costly and meffective agricultural
extension
movement restrictions
permits and licenses
corruption
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Institutional Impediments

fiscal structure

weak content and enforcement of contract laws
weak administration of related contract enforcement
bodies

enforcement of anti-trust and anti-monopoly laws
lack of collateral laws

lack of pledge registries

governance structure

fiscal structure

civil service rules

complex government regulations

uncertainty about government intervention
uncertainty about macroeconomics policies
governance of farmers’ groups

traditions

social norms
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In a few cases, the apparent causes have a singie immediate wnstitutional basis  For
example, the movement restrictions on commodities and the permit and licensing requirements
are themselves rules governing economic behavior, and thus are themseives "mstitutionai
mmpediments” The existence and persistence of monopoly and monopsony depends in part on
government anti-trust laws and rules govermng the conduct of pnivate firms However, in most
cases, the mstrtutional basis for the apparent cause 1s a complex one Below, we elucidate
some of the most widespread or important of the apparent causes

Poor Roads can resuit from msufficient funds allocated to road building, repair, and
maintenance, of course, more importantly, they can result from meffective or mefficient
expenditure of the funds allocated "Ineffective or mefficient expenditure” 1s not i itself an
mnstitutional cause, but the meffectiveness or nefficiency 1s a resuit of formal and informal
rules If rules govermng the actions of civil servants permit or encourage corruption, then road
repair contracts might be given to incompetent firms or firms that charge high rates If rues
governing hinng, finng, and promotion of civil servants permit or encourage incompetent
admumstrators 1n the civil service, then road repair funds mght be musspent (allocated to
inapproprate areas or projects) by those incompetent admumstrators If admimustrative ruies
for requesting and approving allocated funds are complex, the funds may not be spent
(Zambian newspaper reports indicated that road repair funds were not spent because of
requirements that local governments solicit bids and submut the bids to the national government
for compensation 1n many cases, reportedly, the local government personnel were unable to
meet all requirements of the program ) Inappropnate pohtical pressure mught cause allocated
funds to be spent on road repaid projects that favor certain groups, individuals, or geographical
regions 1nstead of bemng spent where the need 1s greatest ~ Alternatives to national
government maintenance of roads mav have therr feasibility hmited by other mstitutional rules
For example, private toll roads require well-defined propertv nights for land

Poor Pubhic Utiities (1ncluding telephone service water and electricity) can also
result from bureaucratic corruption. incompetence or mappropnate pohitical pressures, in a
manner analogous to that descnibed above under "poor roads”  In addition to problems with
the direct admiustration of the public utilities, bureaucratic problems can cause poor pubhc
utilitv performance 1 an indirect way For example, the Zambian telephone system suffered
from vandalism mn rural areas with thieves stealing the copper wires for resale as scrap copper,
this type of vandalism exasts as a result of failure of policing and law enforcement In addition,

public utilities may have their mefficiency protected by laws that restrict competition from the
private sector

Lamited Access to Credit 1s a cause of high transactions cost 1tself and 1s related to a
number of other "apparent causes" The lack of entrv in monopolized markets, the lack of
transportation equipment and storage facilities the shortages of spare parts and other mnputs
may all be attributable 1n large part to shortages of commercial credit In addition, as we
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discussed 1n the section on Zambian cotton markets, farm mnput credit and provision of
extension services appear to be mextricablv tied together The institutionai causes of credit
problems are twofold First, there appears to be a shortage of loanable funds mn both countries
leading to high real mterest rates The interesting wnstitutional question 1n this context 1s  why
haven't hugh terest rates attracted foreign capital, thus alleviating the shortage 1n loanable
funds? The answer seems to be that unpredictable macroeconomic policies and the threat of
restrictions on foreign exchange movements have cause foreign mvestors to shy away from
investment in commercial banks or other other commercial projects in both Zambia and
Tanzama The second potential institutional cause of hmited credst 1s cost and difficulty of
monitoring and enforcing loan contracts Contract enforcement problems in general will be
discussed m the next paragraph Group liabihity arrangements provide an alternative contractual
response to tradrtional two-party contracts These arrangements depend on the existence of
social mstitutions that promote economic cooperation and collaboration To some degree, the
social and cultural habit of depending on central government for orgamzing and leading these
groups may be an mstitutional impediment to their formation Modifving these social and
cuitural habits through education and leadership development will promote group formation
("from the bottom up") and will thus facilitate alternative credit mnstitutional arrangements

Contract Enforcement Problems discourage lenders from making credit available
and also constrain the feasibility of marketing arrangements that rely on contracts For
example, contract enforcement problems might discourage a mll operator from entenng into a
forward contract for maize Contracts can be difficult to enforce 1f the legal svstem 1s subject
to corruption. mefficiency, ncompetence or unreliability In addition, the failure to exist of a
set of weil-defined and legaily enforceable propertv rights can add to contract enforcement
problems Inthis regard institutions such as credit bureaus collateral or pledge registries, and
collateral laws can contribute to reduction 1n contract enforcement costs

9 4 Priorities for Institutional Change

The above discussion of mstitutional impediments suggests the following list of types of
institutional changes and reforms that are likely to be most effective 1n reducing transactions
costs 1n markets for maize and cotton in Zambia and Tanzama

] Improved governance by pumshing admimstrative corruption will lead to better
expenditures of available funds for roads and public works, will reduce costs associated
with bribes tor licenses and custom officials wiill lower enforcement costs by improving

the functuiomng of the judicial system. and the delivery of agricuitural extension
services

° Improved governance bv rewarding adminustrative 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 electricity
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monopolies

Improved governance by isolating policy decisions from excessive and inappropnate
nterest group pressure For exampie road repair in an area should not depend on
whether the residents in that area voted for the party in power

L Changing the legal environment can improve marketing efficiency mn a vanety of ways

Vigorous enforcement of anti-trust and anti-monopoly laws wiil
increase the level of competrtion and dnive down marketing costs in
sectors that are currently monopolized Likewise, eliminating
government protection of existing monopohes will create
competition

Proper collateral laws pledge registries and credit check agencies
that allow banks to take control of the coilateral 1n case of a defauit
will reduce the cost of credit and improve access to it by mitigating
the banks’ lending nisk

Limiting government regulations regarding movement restrictions
and licensing requirements will encourage the entrv by traders and
producers bv reducing the cost of doing business

Improved content and enforcement of contract laws and
admunustration of related contract enforcement bodies would
promote trade and exchange bv reducing the uncertaintv inherent 1n
exchange

Futher elimination of government participation i marketing, for
example, 1n storage, input provision. and trading

° Developing the social framework within which new forms of economic orgamzation
can emerge For example teaching people about the importance of estabhishing rules
for governance and dispute resolution within groups will lead to improved performance
of commumnity groups which 1n tum could enhance formation of further commumntv
groups

These recommendations are nstitutional changes thev are aimed at changing societv's
laws rules and habits The recommendations are perforce recommendations that largelv
pertain to government actions since government passes laws promulgates regulations and
enforces laws and other rules But this should not be interpreted as meamng that the
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recommended wnstitutional changes emphasize government over the private sector In fact
manv of the recommended changes are changes to facilitate private sector activities and to
encourage vigorous competition
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