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Foreword

This report provides evidence to support thenanaging the distribution of emergency food
view that sustained improvements in food acaid, and that private traders can provide critical
cess require the development of more reliablenformation to donors on market conditions and
food and input markets. That is, sustainabilitffood-aid effects. Thus, the knowledge gained
relies on a market economy that provides farmfrom the Mozambican experience has provided
ers with the incentive to shift from subsistencevaluable insight to food aid and market stabil-
level farming to specialization and exchangeity, and can be applied to future development
The report draws from experiences of selectedtrategies.
agricultural policies and programs in Africa, Finally, empirical evidence from Kenya,
highlighting both positive and negative resultsZimbabwe, Zambia and Mozambique demon-
In many African countries, government re-strates that agricultural policy can have an im-
strictions on the movement of food across dispact on consumer preferences. For example,
trict boundaries can depress prices received hypaize meal consumption patterns appear to re-
producers, and raise prices paid by consumeriect the influence of food policies on the rela-
In Zimbabwe, these regulations reduced the reéive convenience and affordability of refined
cash income of the rural poor by up to 30maize meal in relation to whole meal, rather
percent. Conversely, the reduction of food marthan taste preference for refined meal. Market
keting costs can do more than lower food priceseforms that allow consumer preferences to be
for consumers. More importantly, reduction ofbetter articulated through the food distribution
costs may provide production incentives thasystem may facilitate improvements in access
will generate improvements in farm investmentto food and the nutritional content of food con-
technology adoption, and production costssumed without the need for subsidies.
which will increase household income. This report is one of a series of studies on
The Mozambican experience shows howood security being conducted by the Depart-
untargeted food assistance can disrupt fooohent of Agricultural Economics at Michigan
market. Large, infrequent food-aid shipmentsState University through the Food Security |l
by many donors to Mozambique during theProject of USAID’s Global Bureau. Funding
1991-92 drought in southern Africa causedvas provided by the Africa Bureau's Food Se-
prices of maize to fluctuate more than theycurity and Productivity Unit in the Office of
should have, which ultimately hurt the privateSustainable Development, Productive Sector
traders and producers. The report draws sever&@rowth and Environment Division (AFR/SD/
conclusions from this experience, one of whiclPSGE).
is that market prices can be a useful tool for
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Executive Summary

The objectives ofMarket-Oriented Strategies of structural transformation.

to Improve Household Access to Food: Experi-
ence from Sub-Saharan Africae to identify

Chapter 3 presents empirical evidence from

research conducted in Africa to draw conclu-

market-oriented strategies to alleviate botlsions about how the design of agricultural poli-

chronic and transitory food insecurity, and tocies and transfer programs have affected house-
examine the interactions between short-run tahold access to food in both rural and urban

geting mechanisms and longer-run strategieareas.

designed to alleviate the chronic causes of inad-
equate access to food.

Based on the foregoing, Chapter 4 presents

the following guidelines for the design of strat-

The main premise of the report is that susegies to promote access to food in Africa:

tained improvements in household access to
food in sub-Saharan Africa require the developi.
ment of more reliable food and input markets
that @) create incentives to adopt cost-reducing
investments at various stages in the food sys-
tem; and i) offer incentives for rural house-
holds to shift from a subsistence-oriented pat-
tern of production and consumption to more
productive systems based on specialization and
gains from exchange.

Sustained productivity growth in most parts
of the world has typically entailed some form
of structural transformationyhich, in the his-
torical development processes of other regions,
has been a prerequisite for broad-based and
sustained growth in productivity, real incomes
and purchasing power throughout society. Struc-
tural transformation involves a movement away
from subsistence-oriented, household-level pro-
duction toward an integrated economy based
on specialization and exchange. But specializa-
tion makes households dependent on the per-
formance of exchange systems. The ability t@.
capture the productivity gains from new tech-
nology and specialization thus depends on re-
ducing the risks and uncertainty of market-based
exchange, thereby facilitating greater participa-
tion in the types of specialized production and
consumption patterns involved in the process

Focus on achieving productivity gains in
the food systemGovernment and donor
disaster relief programs to protect vulner-
able groups’ access to food during transi-
tory crises will be more successful and less
costly when combined with strategies to
alleviate the chronic causes of poverty. This
requires a focus on achieving productivity
gains in the food system that increase in-
comes and reduce the real costs of food
over time. The scale of vulnerability to
drought and other transitory crises in Africa
is primarily due to structural causes of pov-
erty related to low-productivity agricultural
systems. Since poverty is the major under-
lying cause of food access problems, mea-
sures to increase real incomes and reduce
food costs are crucial. Both of these are
achieved mainly through productivity
growth.

Focus on how food and income transfer
programs can be designed to promote the
long-run development of the food system
the basis for providing food for most people
over the long run in addition to providing
food to people in the short runMarket-
Oriented Strategies to Improve Household



Access to Foogrovides examples of how
program food aid (monetized) can both help
and hinder the development of competitive
markets. Public works programs, while not
the focus of this report, are another strategy
designed to promote both longer-run devel-
opment objectives as well as emergency
feeding.

Better synergies between disaster relief
programs and long run development of the
food system can be facilitated by:

(a) encouraging governments and donors
to invest in local analytical capabilities
to better understand the behavior of the
food system into which food aid is in-
jected,;

(b) encouraging donors to coordinate food
and income transfer activities;

() eliciting information from an array of
private traders and other participants in
the food system regarding how markets
would respond to the influences of pro-
posed food and income transfer pro-
grams; and

(d) working with government agencies,
trade associations, and other nonstate
organizations to invest in critical public

goods, such as market information sys+4.

tems, communication networks, a pro-
cess for establishing legal foundations
of markets, and contract enforcement
capabilities.

Focus on reducing consumer food costs by
expanding the range of products available
to produce and consumAccurate knowl-
edge of consumer behavior (e.g., knowl-
edge of demand for products currently not
in the market) can guide market develop-
ment programs to improve availability of
low-cost foods to food, particularly for low-
income consumers. Existing consumption

patterns, in numerous cases, are largely.

policy-driven and may obscure policy mak-
ers’ perceptions of how market reform would
affect urban consumers, a politically sensi-

tive group. More accurate knowledge of
how consumer choices would respond to
the availability of a broader range of prod-
ucts, and how market development might
affect product availability and price, may
raise policy makers’ receptiveness to un-
dertaking food market reform programs that
promote food access.

Market restructuring can also increase
food system productivity by affecting farmer
incentives to adopt new farm-level tech-
nologies and by inducing use of more ap-
propriate technology in processing and
marketing.

Consumer subsidies may not promote
food security if the subsidies entrench a
relatively high-cost food system and pre-
vent lower-costs alternative channels from
developing.Market-Oriented Strategies to
Improve Household Access to Fopdo-
vides several examples of how untargeted
subsidies on some refined staple products
have had regressive distributional effects,
and have hampered the development of a
more productive and employment-intensive
system from evolving.

Focus on the cost and reliability of food
supplies to rural areas as a component of
nonfarm, livestock, and other income di-
versification strategies designed to promote
access to food over the longer ruit is
difficult to exploit cash crop/nonfarm em-
ployment and income opportunities when
food markets cannot assure a reliable sup-
ply of food to buy in rural areas and when
the costs of making food available in rural
areas are so high that other activities be-
come unviable. Poorly designed export pro-
motion programs can exacerbate food inse-
curity.

Focus on developing local analytical exper-

tise to help guide food system development.
Lasting policy change depends critically on
governments’ actual belief in the analysis



supporting the reforms. There is ample expe-
rience showing that governments that have
reluctantly undertaken reform programs have
reversed them and reimposed the old system
of price and trading controls as soon as a
drought or other transitory shock has oc-
curred. The demand for, and credibility of,
food policy analysis to guide market devel-
opment is enhanced by a collaborative re-

Xi

search process in which local researchers and
government analysts can take “ownership”
of the research findings. The process of gen-
erating local ownership of research findings
helps to create a common empirical founda-
tion for donor / host country dialogue. In
these ways, the manner in which food policy
research is undertaken may be as important
as the research findings themselves.
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1. Introduction

The elimination of hunger and poverty is argu-  This report focuses on market-oriented strat-
ably the greatest challenge facing sub-Saharasgies for two reasons. First, the role of market-
Africa (SSA). Meeting this challenge will re- oriented strategies within a broader framework
quire some form of transformation out of theto target assistance to vulnerable groups is of-
semisubsistence, low-input, low-productivityten neglected. Targeting vulnerable groups is
poverty trap that characterizes much of rurabften conceived in terms of drought-relief dis-
SSA. The history of economic developmentribution, supplemental feeding programs, pub-
indicates that productivity growth has been thdic works programs, and other forms of admin-
major source of sustained improvements in foodstered transfer programs. While mechanisms
entittements and nutrition, and that major into transfer income and/or food to vulnerable
creases in productivity for most countries willgroups will always be required to alleviate food
require a structural transformationof its insecurity, even in high-income countries, the
economy. In most successful transformationgopic of appropriate transfer mechanisms under
productivity growth in agriculture has playedspecific conditions is discussed in depth by
the central role of raising rural incomes, stimu-others and is not the focus of this report (see,
lating demand for manufactured goods, andor example, von Braun, Kennedy, and Bouis
releasing labor to other sectors through increasd990; GAO 1993; Kangasniemi et al. 1993;
in farm productivity, thus transferring resourced_undberg and Diskin 1994).
to other sectors of the economy (Mellor 1990). Second, a focus on market-oriented, pov-
The root problem of inadequate access terty-based strategies is necessary to alleviate
food is poverty — the failure of the economicthe chronic factors that keep large portions of
system to generate sufficient income and disthe rural population entrenched in semisubsis-
tribute it broadly enough to meet householdstence, low-productivity rural economic systems.
basic needs. The problem can be addressed Bystained income growth is primarily a func-
either @) giving food directly to the poor (non- tion of productivity growth. Productivity growth
market distribution of aid)b) increasing their has typically entailed some form of structural
incomes so that they have greater entitlement twansformation, featuring increased reliance on
food through the market (given existing mar-market exchange systems. A market-based ap-
keting costs), and/orc) reducing the costs of proach to improving food access would thus
food delivered through markets by fosteringreduce the number of people requiring nonmar-
technical and institutional innovations in farm-ket targeting assistance and simultaneously build
level production and the marketing system. the type of institutions and infrastructure that
The purpose of this report is to identify fosters structural transformation.
market-oriented strategies to alleviate both While not focusing on short-term transfer
chronic and transitory food insecurity, and toprograms per se,this report stresses that the
examine the interactions between short-run tadesign and implementation of these transfer
geting mechanisms and longer-run strategigsrograms may either support or retard longer-
that alleviate the chronic causes of inadequatein market-based efforts to alleviate poverty
access to food. and food insecurity. A major challenge that



governments face is to implement targeted agions that constrain income growth, and gov-
sistance programs that achieve their short-ruarnment policies. The purpose of this chapter is
goals while not clashing with the long-run ob-to describe and diagnose the major causes of
jectives of employment expansion, productivpoverty and food insecurity within the low-
ity growth, and the development of marketsproductivity rural economies found in many
required to achieve these objectives. This reAfrican countries. Discussion is limited to crop-
port draws from the experiences of selectethased rather than livestock-based agrarian sys-
targeted assistance programs in Africa to helpems and their interaction with the broader rural
governments, U.S. Agency for Internationaleconomy. This chapter stresses that the trans-
Development (USAID) Missions, and nongov-formation out of low-productivity agriculture
ernmental organizations (NGOs) design targetedill require reductions in the costs of transact-
assistance strategies that reduce the trade-affy and investing in market-oriented produc-
between short-run and long-run objectives. Twdion processes associated with structural trans-
related reports (Diskin 1994a; Lundberg andormation. The evolution to more efficient
Diskin 1994) provide more detail on the desigrexchange systems is likely to require substan-
and merits of such programs. tial collective action, both from government
This report is organized as follows: Chapterand the private sector.

2 presents a stylized description of the rural Chapter 3 uses empirical case studies from
socioeconomy that gives rise to poverty andesearch conducted in countries of southern and
inadequate access to food for many Africareastern Africa and the Sahel to draw lessons
households. This chapter is necessarily broadbout how the design of agricultural policies
pulling together the literature on chronic andand transfer programs have affected food ac-
transitory causes of food insecurity copingcess, in the short run and long run, by large
strategies, household capital accumulation ansegments of the rural and urban population.
decumulation processes, technology adoption, Based on the foregoing, Chapter 4 presents
the performance of markets, linkages betweeononclusions about the potential to enhance ac-
farm and nonfarm activities, traditional institu- cess to food through market-oriented strategies.



2. Causesoflnadequate Accessto Food

Who Are the Vulnerable? Food entitlements for these groups are ex-
acerbated by the skewed distribution of assets
Applied research in sub-Saharan Africa (SSARnd property rights commonly found in SSA.
has identified three groups especially vulnerRapidly growing populations throughout the
able to chronic and transitory food insecurity:region imply ever greater competition for land
resources even in areas previously viewed as
1. A large group of asset-poor people in rural“land-abundant.” But, while a more equal dis-
areas who farm, but are often net purchasergribution of resources would improve the abil-
of food. These people lack the resources tity of the poorest people to acquire food, the
either produce enough food to feed themselvasiore fundamental problem is the very low pro-
or generate enough income to buy their reductivity of the economies in much of Africa.
sidual food requirements. This group includes here is currently not much to redistribute.
a disproportionate number of female-headed
households and households in war-torn and
environmentally disrupted areas. Productivity Growth, Systems of
Exchange, and Structural Transformation
2. Landless laborers, whose numbers are in-
creasing in SSALipton 1985a; Collier 1989; Structural transformation involves a movement
Webb, von Braun, and Yohannes 1992away from subsistence-oriented, household-
Bassett and Crummey 1993). Landlesdevel production toward an integrated economy
households are almost entirely dependerttased on specialization and exchange. The
on labor markets or traditional, kin-basedmovement away from autarky makes possible a
exchange systems to secure their incomeew set of production possibilities using inputs
and food. acquired through exchange, allows the house-
hold and the economy to benefit from the econo-
3. Urban households with unemployed or,mies of size that accompany specialization,
more frequently, underemployed familyspreads risk of supply and demand shocks over
membersThese groups typically have low a broader geographic area, and ultimately broad-
levels of education and skill training, andens the household’s consumption choices
employment is often only temporary. (Bromley and Chavas 1989).
Dissaving is common in the face of fre-  The ability to achieve the broad-based gains
guent unanticipated disruptions to their lowin household food access associated with struc-
income streams. tural transformation depends on the costs of
exchange (transaction costs) within the

While this report does not focus on pastoral sys
tems, it is clear that pastoralists are also especially ing their principal assets at precisely the time these
subject to inadequate food access. At the same time assets bring the lowest price. Stock reduction also
that scarce grain supplies push grain prices up, makes pastoralists less able to cope with ensuing
distress sales of livestock typically push these prices  droughts. For more on food access issues within
down. Thus, pastoralists are often caught liquidat- pastoral systems, see Holtzman (1982).



economy. These costs are determined by thente costs of collecting the information neces-
functioning of exchange systems, which wesary to decide whether to engage in exchange,
define as the mechanisms through which peopleegotiating the deal, and the ex-post costs of
carry out economic transactions. Exchange sysontract monitoring and enforceméniVhere
tems include various types of markets and corthese expected costs exceed the expected gains
tracting, intrafirm and bureaucratic transferfrom exchange, no transaction takes place. High
mechanisms, and economic exchange based tiansaction costs therefore prevent what would
kinship arrangements. The weaknesses of extherwise be beneficial trades and depress the
change systems in SSA are reflected in thdynamic development of exchange-based eco-
thinness, volatility, and unreliability of mar- nomic systems required for structural transfor-
kets, the overwhelming predominance of spomation.
markets as opposed to more complex and for- Furthermore, since households vary in the
malized market structuréghe risks of engag- transaction costs they face, the extent of market
ing in extensive nonmarket exchange outside gdarticipation varies across households (de
one’s social group, and the failure to developanvry, Fafchamps, and Sadoulet 1991). Varia-
effective large-scale organizations to take adtion in the transaction costs that households
vantage of scale economies (where they existincur through exchange greatly influences the
These weaknesses restrict rural householdsxtent to which they rely on markets as part of
options for acquiring food during transitory food their food-security and income-generating strat-
crises, and thus entrench patterns of resour@gies and thus affects who benefits during the
allocation based on self-provisioning of housestructural transformation.
hold food requirements, often to the detriment
of land and labor productivity. Weak food mar-Spot Markets
kets have also given rise to other “traditional”
coping strategies during crisesVhile effec- While specialization and commercialization of
tive in managing specific types of risks en-agriculture are prerequisites for structural trans-
demic to SSA, traditional coping strategies ardormation, important microlevel factors impede
largely ineffective in promoting investment, this process from occurring. The process of trans-
specialization, and productivity growth. Theseformation that makes higher living standards
strategies thus reinforce a system of generapossible also makes farm households more de-
ized poverty. pendent on the performance of a broader set of
The ability to capture the gains from spe-exchange systems for inputs, consumer goods,
cialization is limited by the size of the market.and income. Rural households have little con-
The size of the market is in turn influenced by.
transaction costs. These costs include the ex-

While it is often implied that markets have a major
benefit of producing valuable price information on

*

Markets can encompass a wide range of pricing
mechanisms, including auctions, posted prices, pri-
vate treaty and futures and options contracts. In this
paper,spot marketgefer primarily to “traditional
markets” for agricultural products where prices are
set by haggling (private treaty). These markets deal
exclusively in goods already produced—i.e., they
do not involve any sort of forward or contingent
contracts.

E.g., selling off assets to buy food; loans or gifts
from relatives; temporary migration of family labor

in search of wages to buy food (see Platteau 1991).

which to guide resource allocation, this price infor-
mation is often impacted and costly to collect. Very
few markets in the world are auction pricing mecha-
nisms in which price information is available to all
present. Most market transactions in SSA are by
negotiation (private treaty). When labor, credit, and
food are exchanged, the prices struck by buyers and
sellers are seldom announced publicly, and other
potential participants in the market must expend
time and effort to ascertain these past prices as well
as collect information to help them predict future
prices.



trol over these systems. The risk of relying orbe equal to costs, but these costs are high, and
unstable markets is particularly high for houseeommercial activity is reduced. Efficiency in
holds operating at the margin of survival, wherehis context does not necessarily induce spe-
small fluctuations in real income can have di-cialization, investment, and growth. Incentives
sastrous consequences. Many households atwlinvest in new technology and expand pro-
firms have responded to the uncertainty anduction are impeded by the thinness and vola-
transaction costs of markets by internalizingility of the market. When markets become
exchange within highly personalized social owolatile and unreliable, and households seek to
kinship arrangements (e.g., within the village ominimize their reliance on them, access to food
along ethnic or kinship lines) and through selfis determined mostly by the household’s re-
sufficiency or subsistence production patternssources available for direct production of food
Research from throughout SSA has docuTschirley and Weber 1994; Kelly et al. 1993).
mented how such high risks and costs associ-
ated with participation in markets has con-Personalized Systems of Exchange
strained economic growth. A large proportion
of rural households typically strive to meet theirPersonalized systems of exchange have persisted
food needs through their own production adargely because of the high costs and risks associ-
much as possible (Goetz 1993; Jayne 1994ted with reliance on thinly traded and unstable
Tschirley and Weber 1994); use little of theirmarkets. These personalized systems often com-
own capital to finance productive investmentsine exchanges in goods or inputs with contin-
(Binswanger and Mclintire 1987; von Braun,gent insurance contracts that protect vulnerable
Malik, and Zeller 1993), and use little hired households against adverse events (Platteau 1991).
labor, relying mostly on labor available from For example, one land-poor household may pro-
the nuclear or extended family (Goetz 1993yide labor to a related household with more land
Stack and Chopak 1990). in exchange for land use and the promise of food
The attempt of rural households to satisfyin the event of a crisis. Exchange in these person-
the bulk of their food, capital, and labor re-alized systems is limited to members of one’s
quirements internally is both cause and consesocial group, be that the extended family, village
guence of thinly traded markets and low-proneighbors, or the broader kinship group.
ductivity agriculture. Specialization and  While these personalized systems of ex-
productivity are retarded by a vicious cycle:change have been reasonably successful in
thinly traded, volatile markets create incentivesachieving their insurance objectives, they are
to engage in self-provisioning of food, labor,poorly designed to achieve the rapid growth in
credit, and other goods; and self-sufficiencyproductivity necessary for a transformation out
behavior reinforces the thinness and volatilityof widespread poverty. Traditional systems of
of markets. Market thinness reduces the potempersonalized exchange suffer from four crucial
tial to exploit economies of scale in productionlimitations which perpetuate chronic vulnerabil-
and distribution, keeping marketing costs highity to food insecurity.
widening further the wedge between producer First, the social group presents fewer trans-
and consumer prices, and further reinforcingaction opportunities than would be found in an
households’ incentives to minimize their reli-impersonal market, since the number of partici-
ance on markets (Kangasniemi et al. 1993). pants is small. This limits a household’s ability
Such market performance is consistent witho specialize in line with its resource endow-
the “efficient but poor” hypothesis of Shultz ments and specific skills. Consider ethnic trad-
and others about rural economic systemg networks. The advantage of such networks
(Shaffer et al. 1985). Marketing margins mayis that contracts are less costly to enforce within



the ethnic group than across ethnic lines. Yet, The penetration of these markets creates the
as the number of groups in an economy thdburth problem for traditional coping strategies.
trades only within the group and not acrosdMarkets and complex systems of impersonal
groups increases, the number of potential tradesnmarket exchange evolve over time. As they
within the economy declines exponentially.evolve, they may undermine the traditional risk
Consequently, the economy is soon forced baakianagement strategies which have developed as
toward autarky (Robison 1987). a substitute for markets (Platteau 1991). The tran-
Second, members of the social group arsition from a traditional to a more modern
typically less geographically dispersed than areconomy thus presents many households with an
the participants in a well-functioning imper- unenviable choice. If they choose to rely on
sonal market. The covariance of stochastic cropemerging and still incomplete markets, they suf-
ping outcomes is therefore high among thder from the highly volatile prices, poor informa-
members of the group, making each more vultion, high transaction costs, and other problems
nerable to these outcomes. characteristic of these markets. They may also
Third, the success of kinship arrangementgeopardize their access to the traditional mecha-
in protecting vulnerable households from inad-nisms on which they previously relied, if market
equate access to food has usually depended participation interferes with the completion of
the existence of abundant land. The food insuthe social obligations inherent in the traditional
ance aspect of these arrangements is being pnmechanisms. If households choose instead to rely
gressively undermined by population growthon traditional mechanisms, they might find them
and land pressure in many regions of SSAo be less effective, as impersonal market forces
(Platteau 1991). As person/land ratios increaserode the web of reciprocity on which they are
new farming practices will be required even tabased. Thus, in the process of economic mod-
maintain existing levels of per capita food avail-ernization, households weigh the gains from trade
ability. These new farming practices are likelyoffered by specialization and impersonal market
to involve increased use of purchased inputgexchange against the increased risk they face if
which will in turn require increased commer-effective formal risk-sharing institutions do not
cialization of farm and nonfarm activities to develop as a substitute for the traditional mecha-
finance such farm-level investments. In shortpisms (Bromley and Chavas 1989).
when the carrying capacity of the land is reached
or exceeded under existing farming practicednternalizing Transactions within the Firm
the transition to a more productive system has
usually involved an erosion of traditional kin- An alternative to highly personalized market
ship-based exchange and the need for viabkxchange is internalization of transactions within
markets for inputs, credit, and commodities. the firm. When carried out at the extended house-
hold level, the costs of such autarky are high, as

*

In a major review of land tenure systems in SSA,
Noronha has concluded that as populations increase trend for household food access is that rapid popu-
and land becomes more scarce, “the circle of indi- lation growth induces a gradual erosion of the tra-
viduals who are entitled to access to land dimin-  ditional mechanisms of social security. This results
ishes in two respects: membership is more narrowly  in an upsurge of excluded and vulnerable house-
defined in that, increasingly, only those who can holds, many of whom are recent settlers in an estab-
trace actual descent are entitled to land the stranger lished area and are highly dependent on rural mar-
being admitted more as a crop sharer or tenant or kets, with all their attendant risks and costs, to
laborer without any right to land; and the type of assure their access to food.

land available for allocation to the newly admitted

member becomes increasingly marginal” (Noronha'  See Lipton’s (1985b) description of the “transition
1985, pp. 182-83). A major implication of this of trust.”




outlined above. Yet, in some parts of Africa,productivity of the system.
larger organizations have successfully integrated The few examples of effective coordination
a broad range of transactions internally. Thén African agriculture have been led by com-
Compagnie Francaise pour le Developpememhercially oriented firms producing crops for
des Fibres Textiles (CFDT) / Compagnieexport. Where the profit motive was not strong
Malienne pour le Developpement des Textilege.g., in marketing boards having access to the
(CMDT) model of cotton production in Mali state treasury) or where locational rents in pro-
(and of allied systems in other parts of francoduction were small, as in food crop production
phone West Africa) is perhaps the most sucfor the domestic market, attempts to coordinate
cessful model of such vertical integration inan entire subsector within the confines of a
Africa. This model involves a French multina-single firm have proven financially unsustain-
tional (the CFDT) contracting with a national able. Examples include attempts by the Malian
counterpart organization (in Mali, the CMDT), cotton parastatal, CMDT, to promote intensive
owned jointly by CFDT and the state. CFDTmaize production in southern Mali in the mid-
provides improved technology, lines of credit,1980s, and government attempts to boost maize
and links to international markets, while CMDT production in Zambia in the late 1980s
handles local input provision, extension, andBoughton 1993; Howard, Chitalu, and Kalonge
collection of cotton to the point of export. By 1992). A key challenge is whether alternative
integrating research, input provision, credit, andvays can be found to coordinate such subsectors
output marketing within one organization, the(e.g., through various forms of contracting) that
system has successfully promoted technicdbwer total costs of production and distribution
innovation while avoiding many of the risks and allow farmers and processors to take ad-
inherent in dealing across markets (Lele, Vawvantage of improved technologies.
de Walle, and Gbetibouo 1989; Dioné 1991).

The importance of coordinating activities
throughout a subsector is illustrated by the relaSummary
tive success of cotton production in the franco-
phone countries, where the CFDT played th&@he escape from poverty requires more than
key coordinating role. The drawbacks of such &fficient marketd. It requires sustained and
vertically integrated system are the high levebroad-based increases in productivity. Produc-
of investment it requires (which is not likely to tivity growth, in turn, requires investment in
be forthcoming for many activities, especiallytechnological and organizational innovation.
food crops) and the concentration of incomd.earning, and the knowledge produced by this
that may result. While the CMDT/CFDT sys- learning, are central to this process of innova-
tem has spread its benefits fairly widely in southtion (Stiglitz 1989). Shaffer et al. (1985) note
eastern Mali, there are plenty of examples of
vertical!y intggrated enclave (pla_ntation) agri-; The concept of dynamic efficiency recognizes that
culture '_n Afrlcg that h_ave led to highly Concen' the attainment of pareto-efficiency (e.g. the equat-
trated distributions of incomes. For example, in  ing of marginal costs and marginal benefits) does
Malawi, survey data indicate that laborers on  not necessarily preclude a situation of mass poverty
the cash crop estates are generally worse off with very low levels of productivity. Attempts to
than those tilling their own small plots of land  increase productivity growth (which may involve
(Christiansen and Kidd 1987, Lele 1990). The departing from the principles of static economic

. . efficiency in the short run) may induce very differ-

level of benefits _accrumg_ from an exchange ent levels of investment and economic growth than
economy and their allocation are dependent on  \ould be obtained by strict adherence to the prin-
the rules of the economy as well as the potential ciples of static economic efficiency.




Figure 1. Structural Determinants of Inadequate Household Access to Food
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that sustained increases in productivity assocbehavioral responses reinforce the thinness and
ated with structural transformation “involve price volatility of markets. Households’ ability
more round-about and complex organization ofo reap potential productivity gains from spe-
production and distribution. Coordination be-cialization, cash-crop, and nonfarm activities
comes increasingly critical to performance” (p.depend on the functioning of rural food, labor,
4). Larger and more complex organizationaland, and capital markets, but these are hin-
forms are needed to justify “the expenditures ..dered by prevailing patterns of resource alloca-
to discover more economical ways of accomtion that treat markets largely as a residual.
plishing a task.” These tasks include the proviinvestment in other stages of the food system
sion of both public and private goods. Agricul-transport, storage, milling, etc., are constrained
tural research and extension is one example @y resulting market thinness.
a public good requiring effective coordination  There are many types of markets, markets
within and across complex organizational formsmay be instituted in a number of different ways,
Efficient processing of food and fiber productsand the “market prices” that determine farm
into consumer goods with high value-addedroduction and distribution decisions will dif-
requires larger and more complex forms of orfer, perhaps substantially, depending on the
ganization. Whether private or public, complexproperty rights structuring market activity and
organization requires the coordinated interacen the types of public investments made to
tion of larger numbers of people than mordacilitate development. Therefore, the decision
simple organization, and this requires trust antb allow market forces to guide agricultural
the free flow of knowledge and information production decisions is not enough. The ques-
between people not of one’s social group. tion still remains which pattern of market prices
Rural households in much of SSA are in-and which distribution patterns are desired.
volved in am-participant multiperiod game. It Well-functioning spot markets, which implic-
is in the interests of everyone—buyers and selitly receive the major emphasis in structural
ers—to have well-functioning food, labor, fi- adjustment programs, are adequate for transac-
nancial, and input markets. Yet given prevailtions involving relatively simple goods. Yet
ing market thinness, uncertainty, andproductivity growth has typically involved in-
transactions costs, households may find it ireasingly specialized investments dedicated to
their own interests to avoid relying too much orparticular production techniques and more com-
these markets. In response, indigenous exchangkex forms of organization and contracting to
systems have evolved that substitute for markétandle the increased interdependence and risk
transactions. These systems put greater priorityat specialization entails.
on achieving food self-sufficiency on a year-to-  Increased complexity in the organization of
year basis, and put less priority on innovationgroduction requires an increasingly complex
and investments that carry greater risks but havaet of exchange mechanisms to handle future
a greater probability of stimulating productiv- contingencies and risk. In higher-income coun-
ity, income growth, and access to food over théries, exchange mechanisms have shifted pro-
long run. gressively from spot markets to other mecha-
Figure 1 presents a stylized paradigm ohisms of exchange such as contracting, vertical
household-level responses to the rural environintegration, use of futures and options markets,
ment and their macrolevel consequences. Thesed marketing orders.
But the viability of these more complex co-
Stiglitz (1989, p. 200) notes that “to a large extentOrdination mechanls.ms in turn requires viable
the problem of development ... is that of the acquil€gal Systems that raise the costs of contract non-
sition of information about technology ...” compliance and reduce the risks associated with




the actions of trading partners. Markets can workncrease their effective demands for various types
to the public benefit only in the presence ofof goods and services.

viable rules and enforcement to reduce the costs In most high-income countries, this process
and risks of investing and transacting in marketdias entailed some form of structural transfor-
Moreover, because some costs are irreduciblejation. Structural transformation entails a
choices must be made about how these costs armvement away from subsistence-oriented
to be distributed among various socioeconomitiousehold-level production towards an inte-
groups. These choices affect market outcomegrated economy based on specialization and
Getting the “right rules” is inherently a political more complex, round-about, and impersonal
process, involving determination of whose interexchange (Staatz et al. 1994). Such a move-
ests get counted. Shaffer et al. (1985) have pointedent requires the conscious design and con-
out that market outcomes largely reflect priotinual modification of an institutional set-up
political decisions that structure the rules of marketvhich facilitates learning, investment, trade, and
activity. Failure of collective action to develop growth. This view highlights the importance of
the right rules, enforce them once developed, arfdetting the rules right” in order to “get the
modify them as priorities and circumstancesrices right” (Bromley 1993; Schmid 1992).
change, leads to fragmented and poorly function- This design and continual modification re-
ing markets. Prior decisions related to the basiguires a process of governancedapdiscover
distribution of resources have affected incomand articulate a set of rules appropriate to the
distribution, the pattern of demand, and the wagociety’s history and present circumstances and
in which markets develop. By making marketgb) enforce the rules once they are defined.
work better, one can improve the food security oDiscovering, articulating, and enforcing these
vulnerable groups. But ultimately, for those mar+ules requires collective action in both public
kets to work well, the poor will require improved and private spheres (Schmid 1992).

access to resources and technologies that will
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3. Market-Oriented Strategiesto Promote

Household AccesstoFood
Insights from Experience

There is a tendency for many administrators andca) and were only recently eliminated in Zim-
practitioners to view appropriate responses tbabwe, Kenya, Sudan, Ethiopia, and Mozam-
transitory food insecurity in terms of nonmarket-bique. Research has documented that these regu-
based programs, in which food and/or income ifations depressed prices received by producers
transferred administratively, by government ornd raised prices paid by consumers (Mukumbu
nongovernmental organizations, to household$992; Franzel, Colburn, and Degu 1989; Jayne
meeting certain criteria. This is a natural tenand Chisvo 1991; Staatz and Dembélé 1993).
dency, as the existing marketing system oftedayne and Chisvo found in Zimbabwe that these
fails to provide adequate access to food to mamggulations reduced the real cash incomes of
people. However, transitory problems of foodthe rural poor by up to 30 percent. Many of the
access, while set off by drought and other tempgeoorest and most vulnerable consumers of food
rary crises, have a number of chronic and strug¢hroughout Africa are in fact rural farmers
tural causes that require structural solutiongStaatz, Dion€, and Dembélé 1989; Jackson and
Chronic poverty is the major reason why suctCollier 1988).
large numbers of households in sub-Saharan However, the reduction of food marketing
Africa (SSA) are especially vulnerable to tempo-costs does more than reduce food prices for
rary crises. While administrative transfer pro-consumers. More importantly, it may improve
grams will remain an essential component of theroduction incentives that generate dynamic
mix of strategies to alleviate inadequate access tthanges in farm investment, technology adop-
food, this chapter underscores the potential faion, production costs, and cropping patterns
substantial improvements in food access that cahat increase real incomes for both rural and
come through developing markets so that theyrban households. Lower food costs in grain
work better for the poor and vulnerable, espedeficit areas release resources for reallocation
cially during transitory crises. to other crops or nonfarm activities with higher
expected payoffs. The Ricardian argument that
food costs may be an important determinant of
MarketDevelopmentStrategies the supply and price of labor, and hence the cost
of production in industrial and exportable cash
Much of the literature on food pricing and crop sectors, has been empirically supported
marketing has stressed the trade-offs betwedrom recent research in the Sahel (Delgado
producer incentives, consumer prices, and go\t992). The interactions between food costs and
ernment budget costs (Timmer 1986; Pincknethe development of viable cash cropping op-
1988; Buccola and Sukume 1988). Howeverportunities are discussed further below.
the interests of both producers and consumers
may be simultaneously promoted through poliCash Cropping and Food Access
cies that reduce food marketing costs. For ex-
ample, restrictions on the movement of foodMuch research from SSA countries indicates
across district boundaries remain in force irthat those households that engage in cultivation
only a few African countries (e.g., South Af- of cash crops tend to have significantly higher
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incomes than those that do not (Kennedy antlinity cost of cash-crop production is not the
Cogill 1987; von Braun, Kennedy, and Bouisnet returns to growing and selling food grains,
1990; von Braun, de Haen, and Blanken 1991ut rather the cost of acquiring the grain fore-
The same research generally shows a positivgone by cultivating cash crops, which is related
though small effect of this increased income oo acquisition costs of food rather than selling
nutritional status or calorie consumption levelsprices (Jayne 1994; de Janvry, Fafchamps, and
Other research has shown that, to the extent th8adoulet 1991). Large differences between sell-
food and cash crops require labor or draft inputsng and buying prices may make cash-crop pro-
at different times, crop diversification may gen-duction unprofitable until enough grain is
erate a significantly higher value of output forplanted for household consumption require-
a given bundle of inputs (Goetz 1991). On thenents. The ability to engage in cash cropping
national, regional, and household levels, therenay thus depend on household productive as-
appears to be a positive correlation betweesets over and above those needed to meet sub-
food crop and cash crop production, indicatingsistence grain consumption needs.
that households and countries tend to experi- This discussion suggests that the reduction
ence growth in both sectors or growth in neitheof food marketing costs may be a precondition
(von Braun, Kennedy, and Bouis 1990; Max-for stimulating broad-based participation in
well and Fernando 1989). agricultural commercialization and cash crop-
The major question is how to induce thisping, especially among those most vulnerable
transition to a more commercialized and proto food insecurity: low-income farmers with
ductive system that is capable of generatinfew assets. Once these costs are reduced, prof-
higher levels of income for rural householdsits from cash cropping can become an engine of
and providing the means to obtain food througlgrowth for food production. The relationship
reliable and efficient markets. Even where sigbetween cash and food cropping, then, may
nificant commercialization has occurred (e.g.pest be viewed as complementary but critically
in parts of northern Zimbabwe and in areas omediated by the food marketing system. A low-
cotton production in northern Mozambique andcost system can spark dynamic changes wherein
southern Mali), a large portion of smallholderssmallholders become willing to dedicate re-
have not taken part in the expansion. Thesgources to cash cropping even prior to attaining
households tend to be smaller and more assdbod self-sufficiency, and the profits from cash
poor (von Braun, Kennedy, and Bouis 1990cropping allow the adoption of expensive tech-
Dioné 1989; Goetz 1991; Jayne 1994nological packages that increase food produc-
Fafchamps 1992), which might lead one tdion. On the other hand, a high-cost food mar-
guestion the direction of causality between higtketing system may mean that cash cropping
cash-crop production and high farm incomesnever becomes profitable enough, or causes too
Does cash cropping lead to higher incomes, anuch risk of food consumption shortfalls, to
do wealthier farmers have a greater ability andittract significant smallholder resources.
tendency to engage in cash cropping? *  This argument differs fundamentally from those
There appears to be at least moderate em- hich assert that food price volatility rather than
pirical support for the latter. As stated in Chap-  expected returns are what induce risk-averse farm-
ter 2, poorly functioning credit, input, and prod-  ers to strive for food self-sufficiency (see Fafchamps
uct markets may prevent asset-poor farmers from 1992). If food crops provide_ higher net returns than
being able to exploit the higher returns to avail-  €3S" €rops, because of high marketing costs be-
. . tween selling and producer prices, then one need
able land_ a_nd I_abor that 'ncr_eased agricultural not appeal to risk-related factors in favor of food
commercialization may provide. For farmers  ¢rop production to explain why households grow
that are net staple food buyers, the true oppor- primarily food.
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Product Processing and Pricing Issues and
the Potential for Self-Targeting

strong preferences for sifted meal has been re-
inforced by substantial advertising by large-

scale milling firms portraying refined maize
The case for structural adjustment and foodneal as a sign of sophistication and modernity.
market reform, while widely accepted by do-An implication of the conventional wisdom is
nors and international analysts, has not beeahat market reforms that eliminated subsidies
fully convincing to many African policy mak- on refined maize meal would exacerbate food
ers. Even though numerous African governinsecurity of low-income consumers without
ments have embarked on such reform programsducing a shift to cheaper maize products.

internal dissent can and often has overturned

Ironically, while much research has been

them and reimposed controls on food priceslevoted to understanding how producers and

and trade.

traders would respond to reform of staple food

Throughout the reform processes, concernsiarkets, relatively little is known about the
have arisen regarding the social costs of foogotential response by consumers. Recent em-
market reform, particularly the impact on low- pirical evidence from Kenya, Zimbabwe, Zam-
income consumers. Subsidies on some staplésa, and Mozambique (Mukumbu and Jayne
have been so high that their elimination had4994; Rubey 1993; Jayne and Rubey 1992,
entailed substantial price increases for consunbiskin 1994b; Tschirley et al. 1993) highlights
ers. A critical problem facing African govern- seven conclusions with broader implications
ments has been how to keep food prices dbr targeting vulnerable groups in much of Af-
tolerable levels for poor consumers at a timeica:

when production incentives must be increased
and subsidies must be eliminated. 1.
In much of eastern and southern Africa,
there has been a longstanding perception that
urban consumers strongly prefer the relatively
expensive refined maize flour produced by large-
scale industrial mills over less refined hammer-
milled flour and are not responsive to relative
price changes between them (Stewart 1977;
Bagachwa 1992; Jayne and Rubey 1993; Guyton
and Temba 1993). An alternative premise is
that, in many countries, maize meal consump-
tion patterns are largely a manifestation of gov-
ernment policy over the decades. While con-
sumption of the more costly sifted flour is
partially determined by attributes of the prod-
uct itself, its perceived popularity may have
been exaggerated by decades of controls on
maize marketing, which have restricted con-
sumers’ access to the less expensive, whole
maize meal through informal trading and mill-
ing networks, and by large subsidies on sifted
meal. In some cases, small hammer mills (pro-
ducing whole meal) have been blocked by policy
from even procuring grain. The perception of

13

Consumer preferences can be largely policy-
driven. Maize meal consumption patterns
in much of eastern and southern Africa ap-
pear to largely reflect the influence of food
policies affecting the relative convenience
and affordability of refined maize meal in
relation to whole meal, rather than a strong
taste preference for refined meal. For ex-
ample, less than 20 percent of 344 urban
consumers surveyed in Nairobi in 1993 ex-
pressed a strong taste preference for the
more expensive refined maize meal. The
most important factors affecting consumer
choice of maize meal were relative price
and procurement convenience, both of which
are largely a function of prevailing and his-
torical government policy. Policy regula-
tions that increased time costs for procuring
whole meal and increased its price relative
to refined maize meal (due to subsidies on
the latter) have apparently biased urban
maize consumption patterns towards the
latter.



2. Consumer subsidies on refined maize meal

in Kenya and Zimbabwe have not necessar-
ily promoted food security, because they
(and associated controls on maize market-
ing) have entrenched a relatively high-cost
marketing system and impeded the develop-

ment of lower-cost channels from develop5.

ing. Regulations or inefficiencies at certain
stages of the controlled marketing system
may impose redundant costs that overwhelm
the effects of direct government subsidies.
Findings from both Kenya and Zimbabwe
indicate that the subsidy on sifted flour
during 1993 was approximately equal to the
difference in milling margins between the
large-scale roller milling firms and infor-
mal hammer mills (Mukumbu and Jayne
1994; Rubey 1993; Sithole, Chisvo, and

Jiriyenga 1993). 6.

. Consumption of whole maize meal in Ke-
nya, Zambia, and Zimbabwe appears to be
negatively related to household income,
while refined meal is positively related to

income(Mukumbu and Jayne 1994; Rubey
1993; Diskin 1994b). These findings indi-

cate that subsidies on sifted flour were cap-

tured primarily by high-income consumers.7.

These findings also suggest that whole maize
meal is to some extent self-targeting—i.e.,
it would be the product of choice for many
low-income households.

. The time required to process or acquire
whole meal appears to be an important fac-
tor influencing its consumption, highlight-
ing the importance of convenience and com-
peting demands on household members’
time.Survey results for urban households in
Nairobi in 1993 indicate that a given
household’s probability of consuming whole
meal is positively related to proximity of

gests that whole meal consumption may be
more strongly influenced by policies affect-
ing the time costs of acquisition than poli-
cies affecting relative prices of sifted and
whole meal.

Market reforms that allow consumer prefer-
ences to be better articulated through the
food distribution system may facilitata) (
improvements in access to food and the nu-
tritional content of food consumed without
need for subsidiesb) productivity gains in
the agricultural system through shifts in
choice of technique, and)(growth in em-
ployment and income distribution from shifts
in volumes through alternative marketing
channels and their associated technologies.

Small-scale mills have a higher labor-to-
investment ratio and labor-to-output ratio
than large-scale millindMukumbu 1992;
Bagachwa 1992; Stewart 1977). Therefore,
increased small-scale milling would be ex-
pected to enhance employment growth and
income distribution because of its low start-
off capital costs.

Perhaps most important for future research
is the importance okx anteanalysis that
informs decision makers regarding how
preferences may change with policy, instead
of implicitly taking preferences as given
and formulating food policies around pre-
vailing consumption pattern$Vhen given

a wider range of products differentiated by
price, consumer choices may be more flex-
ible than supposed by conventional wis-
dom. Improved knowledge of consumer
behavior can widen policy makers’ percep-
tions of feasible options to protect vulner-
able groups and increase receptivity to sus-
taining the recent food policy reforms in

the family’'s home to local hammer mills .
and negatively associated with households
where the woman of the household works
in a full time job. The survey evidence sug-
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There has already been a rapid increase in the num-
ber of registered small-scale mills in Nairobi be-
tween 1988 and 1993 under the Cereal Sector Re-
form Program (Mukumbu 1992).



Africa. A corollary of this is that policy one might have expected from many statements

makers’ may feel less compelled to reim-regarding the strength of preference for white

pose controls at a later stage. maize*

Price premiums for refined yellow meal

These findings lead to the conclusion tha(similar in processing to roller meal in Zimba-
changes in policies affecting food processingwe) over unrefined yellow meal were about 30
technology have been an underemphasized bpercent between 1990 and 1993. At these price
potentially important means to reduce the costelationships, poor consumers strongly prefer
of staple foods and promote vulnerable groupsyellow, unrefined maize meal. Sahn and Desai
access to food through market mechanisms. (1993) estimate that the poorest 20 percent of

Another good with potential self-targeting consumers in the capital city, Maputo, allocate
possibilities is yellow maize. Yellow maize has15 percent of total expenditures to yellow maize
often been administratively blocked from en-grain and meal, and only 3 percent to white
tering consumer markets in much of eastermaize. Unrefined yellow maize meal alone com-
and southern Africa, in spite of lower produc-prised 6.6 percent share of the poorest quintile’s
tion costs relative to white maize in most of theexpenditures. Within this quintile, only veg-
region. There appears to be an unexploited p@tables and fruits have a higher budget share
tential to reduce food prices to lower-incomethan unrefined yellow maize meal. The upper
groups by allowing poor consumers the choic0 percent of income earners allocate only 1.5
to consume yellow maize meal. percent of expenditures to yellow grain and

Mozambique provides an excellent case studyneals, and about the same to white maize. Data
Itis the only country in southern Africa where theon relative price movements, market structure,
retail market has been allowed to operate relaand consumer preferences for white and yellow
tively freely in pricing different types and colors grain indicate that the two are close substitutes
of meals. Research by Michigan State Universityn consumption (Tschirley et al. 1993).
(MSU) has identified at least 10 differenttypes of ~ Limited data from Zambia show that when
maize meals available in retail markets, if ong/ellow maize was imported in response to the
considers both color and processing difference4992 drought and injected onto local markets,
In addition, three types of grain are sold at retailits price was about 10 percent to 35 percent
yellow from food aid, domestic white, and whitelower than white maize for comparably refined
from Zimbabwe or Swaziland. Since 1990, weeklymeals (Figure 3). During this period, yellow
prices have been gathered on the grains and som&ize accounted for about two-thirds of total
of the meals, allowing one to estimate the pricenaize availability in Zambia. The market also
premium consumers are willing to pay when alpriced less refined roller meal about 10 percent
lowed to choose freely between different prodio 30 percent less than the highly refined break-
ucts. Figure 2 shows that consumers shopping fiast meal, for both yellow and white.
informal markets in Maputo have typically paida The experience of Mozambique and Zam-
35 percent to 38 percent premium for white graiia suggests that other SSA countries could use
over yellow grain. This premium is lower than

+  Estimates of the productivity difference between

T The price difference between white and yellow grain ~ white and yellow grain are about 15 percent. Thus,
increased dramatically after the effects of the 1992 the market should be able to support at least that
drought began to be felt. White maize was in such large a price difference between the grains. The
scarce supply that its prices remained very high even actual observed differences in Mozambique have
as yellow maize prices fluctuated with the arrival of been strongly influenced by administratively deter-
food aid shipments. Prior to the drought, white maize  mined quantities of yellow maize from food aid and
grain prices tracked yellow prices very closely. by prices out of Swaziland.
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Figure 2. White and Yellow Maize Grain Prices, Maputo Market, 1990-93

1750

1800 -

3
3

1000 4

750 4

meticais per kilogram

S00 -

250 4

I_;Hhita maize h.d.:._:f—al.i;hmaizal

Figure 3. White and Yellow Maize Meal Prices, Selected Lusaka Markets,1992
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the market to target less expensive food to vulthis decision entails relatively higher stock lev-
nerable groups by allowing consumer preferels and stockholding costs, relatively higher
ences to determine the full range of productsvhite maize prices, relatively higher import
available and the price differentials betweerprices in the event of shortfalls, and relatively
them. Such an approach would contrast markiigher levels of food insecurity.
edly with longstanding policies throughout much
of southern and eastern Africa that restrict conEnsuring a Broad Distribution of the Benefits
sumers’ access to less refined white or yellovof Growth
maize meal and heavily subsidize the more re-
fined industrially processed meals. The foregoing discussion indicates that im-
Allowing the market to determine the de-proved markets can contribute directly to im-
mand for yellow maize could also increase thg@roved food access through lower food costs,
policy options available to government to en-and indirectly through the economic growth
sure sufficient maize supplies at stable priceghat is spurred by more efficient exchange. Yet
One of the great disadvantages for countriepolicy makers and society in general are con-
that depend on white maize is that the worlctcerned not only with growth, but also with the
market is very “thin,” meaning that only a smalldistributional effects arising from that growth.
proportion of total production is marketed, andMoreover, income distribution and economic
thus relatively small changes in market volumegrowth are functionally linked. Patterns of in-
have a large effect on prices. Weather-inducedome distribution affect the structure of de-
changes in import requirements in Southermand and growth linkages throughout the
Africa can markedly affect the world price of economy (Mellor 1976).Access to food may
white maize and exhaust world supplies, as ibve promoted most sustainably over the long run
1992. The result is that prices in a given counby an overall policy design that allows broad-
try are largely forced to adjust to domestic probased participation in potential growth oppor-
duction fluctuations. Combined with unstabletunities.
weather in many of these semiarid countries, Donors’ development agendas have often
price fluctuations can be extreme. grappled with the issue of whether it is better to
By contrast, the world market for yellow invest scarce resources in productive agricul-
maize is the largest, in physical volume, of anyural regions where the payoffs are likely to be
grain. Over the 1980-92 period, yellow maizehigher, or in the low-potential areas where food
prices have been 15 percent less, on averagasecurity and poverty are thought to be most
than for white maize (Fisher 1993). The yellowsevere. While there are many dimensions to
maize market is also quite stable. Between 198is issue, two points deserve emphasis. First, it
and 1992, the U.S. Gulf price of Number 2is not cleaex antdhat low potential areas have
yellow maize has diverged more than 10 perthe highest proportion of households vulner-
cent from its 1980-92 trend only twice. In ad-able to food insecurity. To the extent that food
dition, yellow maize is always available on themarkets operate effectively, food security is
world market. Finally, yellow maize has activeprimarily a function of a household’s income,
futures and options markets that allow coun-
tries to reduce the risks associated with grain Income distribution and income growth are also
trading. If governments make the political deci- Iinke.d con_ceptually pecause d?ﬁerent _structureg of
sion that their constituents will not have access 'e!ative prices resulting from different income dis-
. . . tributions create different weights for the various
to y_eIIow maize 'r_] spite of an appare_nt niche outputs produced. Hence, the measure of what con-
for it among low-income consumers in sOMe  stitutes economic growth will vary depending on
countries, then it is important to recognize that the distribution of income.
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not its food production. If labor markets alsoketed output tripled. Seventy-five percent of
function effectively (either locally or for migra- these gains occurred in only 18 of the more than
tion), then total income may not be highly cor-150 smallholder farming areas (Amin 1990).
related with farm production. Indeed, the em-But the increased output did little to increase
pirical record in three West African countriesthe accessibility or reduce the cost of maize in
shows that food security in low potential areagrain-deficit areas because of restrictions on the
is at least as great as in higher potential zonegrivate movement of grain directly from sur-
In Senegal, Kelly et al. (1993) show that highplus to deficit areas. These restrictions have
potential zones have more households at nutrprovided ade factomonopoly of maize distri-
tional risk than low-potential zones. In Mali, bution to deficit areas to four officially sanc-
Staatz et al. (1989) show that, in 1988, theréoned large and high-cost millers. These re-
was no significant difference in household foodstrictions, and the consequent absence of viable
consumption between the low-potential Northintrarural marketing channels, have actually
and the higher-potential South. The reason fagroded real incomes and access to food among
this result was that households in the North hadrain-deficit, relatively poor rural households
diversified their income sources beyond agriwhile simultaneously stimulating the well-pub-
culture and relied more on the market for foodicized growth in aggregate grain sales and in-
supplies. Similar results were found in Burkinacome documented elsewhere. Consequently, the
Faso by Reardon, Matlon, and Delgado (1988)marketing system has contributed to the highly
The second point is that investments in theskewed distribution of income among the rural
more productive areas may produce high paypopulation and the apparent paradox of high
offs in low-potential regions by developing ef- rural malnutrition amidst national food surpluses
ficient and reliable market linkages betweenJayne and Chisvo 1991).
them. Food supply expansion in productive re-
gions would contribute to lower food costs inincome Diversification and Household Food
the deficit areas if markets functioned efficiently.Access
These gains would in turn relieve households’
overriding concern for food self-sufficiency in Linkages between the farm and nonfarm sec-
the deficit regions, freeing resources for caslhors in SSA have been well-documented (Mellor
crops, livestock, and nonfarm activities that givel976; Haggblade, Hazell, and Brown 1989;
potentially higher returns. In this way, the geo-Reardon, Delgado, and Matlon 1992). Consump-
graphic focus of development-oriented investtion and production linkages have been shown
ments does not necessarily correspond to the be very strong in Asia, where agricultural
geographic incidence of beneficiaries. Housegrowth makes significant contributions to the
holds in low-potential farming areas may de-growth of the local nonfarm economy. These
rive greater benefits from productive agricul-linkages are not nearly as strong in Africa
tural investments in high-potential region than(Haggblade, Hazell, and Brown 1989), due to
unproductive investments in their own regionlower population densities, the very low level
However, a broad-based distribution of benof inputs used on smallholder farms, and the
efits requires adequately functioning marketspoor development of rural infrastructure and
The case of Zimbabwe underscores how pranarkets in so much of the continent.
ductivity gains in productive agricultural re- Nevertheless, off-farm labor is an impor-
gions failed to reach a large portion of the poputant source of income for most African
lation due to underdeveloped market linkagesmallholders. This is the case across the conti-
to grain-deficit areas. Between 1980 and 198%ent, but is especially true in areas of low agri-
national maize production doubled and mareultural potential or where agriculture is not
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thriving for other reasons. Off-farm income asated whereby agriculture can generate a surplus
a proportion of total income typically rangesto encourage the development of productive
from 30 percent to 50 percent, though figures asonfarm activities and employment growth.
high as 70 percent in areas of Mali (Staatz et al.
1989) and as low as 15 percent in northeriNational Food Self-Sufficiency and Household
Mozambique (Tschirley and Weber 1994) havd-ood Access
been documented. Reardon, Delgado, and
Matlon (1992) in Burkina Faso showed thatlt is now clear that national food self-suffi-
off-farm income was positively associated withciency is a poor proxy for household access to
higher and less variable total incomesfood (von Braun, Kennedy, and Bouis 1990;
Savadogo, Reardon, and Pietola (1994) show itaatz, D’Agostino, and Sundberg 1990; Ruppel
Burkina that off-farm income has a very posi-and Kellogg 1991; Jayne and Rukuni 1993). It
tive effect on the adoption of expensive animals common that 20 to 30 percent of the popula-
traction technology. Thus, it is clear that in-tion consumes less than 80 percent of caloric
come diversification can have positive effectsequirements even when per capita food supply
on food access by increasing total incomes aneéxceeds 100 percent of requirements.
under the proper circumstances, increasing in- Movements toward national food self-suffi-
vestment in agriculture. ciency may promote food access under certain
Yet nonfarm income may also come at theconditions, such as when technological or insti-
expense of a more dynamic agriculturetutional innovations reduce the cost of food
Liedholm and Kilby (1989) identify two in- production and marketing, and pass these lower
come strategies oriented toward diversificatiorcosts on to the consumer. Jabara (1985) has
in which households are “pushed” rather thamdemonstrated that, in Kenya during the early
“pulled” into nonagricultural activities. This can 1980s, improvements in technology and input
occur in response to a deteriorating agriculturadistribution reduced agricultural prices paid by
resource base, in which case smallholders hawwnsumers while maintaining production incen-
little choice but to diversify into nonfarm ac- tives to producers.
tivities, sometimes being unproductive and low-  This discussion underscores the importance
paying activities that have low start-up costof productivity improvements in enhancing
but are the only type of jobs available to someaccess to food, through maintaining food pro-
people given their resources and skill levelsduction incentives while reducing the real cost
Diversification can thus be a symptom of low-of food over the long run (Pinstrup-Andersen
agricultural productivity rather than a sign of1988). Productivity growth comes from the
dynamic growth. Yet diversification out of ag- agricultural system’s ability to generate new
riculture without reinvestment in farm activi- technology and improve the use of existing
ties was also taking place in zones with highechnology. This is typically viewed as the
agricultural potential, but where agricultural mandate of agricultural research and extension.
technology was stagnant or transport infrastrucwhile this is an essential component in the mix
ture and rural markets were poorly developedof investments to enhance productivity, it is
Apart from certain remittance income (e.g.,important to view productivity growth from a
mines), nonfarm employment and incomes carsystems perspective (Reardon et al. 1994).
not grow without a profitable farm sector thatGrowth in productivity through new technol-
generates a sustainable surplus to fuel demamdyy or improved input use is seldom achieved
in the nonagricultural sector. The conclusion isvithout prior innovations and adaptations at
not that nonfarm employment growth is a sigrother stages of the system (e.g. input or product
of success, but that conditions need to be cralistribution, processing, etc., see Oehmke and
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Crawford 1993). Technical innovation and im-development of input and product markets, and,
provements in marketing systems need to bpossibly, a reallocation of productive resources
seen as interdependent and complementary prim cases where large portions of the population
cesses, with the latter often being a necessalgck the ability to participate in the potential
condition for the former. Furthermore, market-productivity gains produced by the system.
ing costs typically comprise a greater portion of  The appropriate response to transitory prob-
the consumer price of staple foods than farmlems of inadequate food access generally re-
level production costs (Ahmed and Rustagguires both short- and long-run actions. In the
1987). Therefore, a 10 percent reduction irshort run, there may be few ways to quickly
marketing costs may generate greater gains telieve access problems other than adminis-
the consumeceteris paribusthan a 10 percent tered food and income transfer programs. There
reduction in production costs. may also be substantial opportunity to protect
Rukuni and Eicher (1987) have stressed theulnerable groups through the market if infe-
role of trade and comparative advantage in prador goods (foods consumed primarily by the
moting household access to food, by contrastingoor) can be identified.
food self-reliance and food self-sufficiency. Self- ~ The ability of the poor to escape from a
sufficiency involves meeting domestic demanctontinual vulnerability to transitory crises requires
through local production and stockholding,measures to alleviate chronic poverty. This re-
whereas self-reliance involves identifying thequires a sustained, long-run policy response.
least costly way to secure national food requireAdministrative transfer programs will remain an
ments through a combination of productionessential component of the mix of strategies to
stocks, and trade. Jayne and Rukuni (1993) ealleviate inadequate access to food; some of these
timate that Zimbabwe could meet its nationabpproaches are discussed below (see also
maize requirements at 9 percent lower cost thundberg and Diskin 1994). But it is important
consumers, on average, through a strategy @b stress that long-run development of markets,
food self-reliance, involving moderate amountgechnical innovation, education, and the political
of imports, compared to a self-sufficiency policysystem are means to alleviate both transitory and
requiring higher maize prices. chronic forms of inadequate access to food.

Summary

Implications for the Design of Sectoral
Research in SSA leads to the following concluPolicies to Improve Accessto Food*
sions which are important to consider in de-
signing food policy: &) the pursuit of self- A major challenge for food security research is to
sufficiency through higher food prices does notdentify macro and sectoral reform policies that
necessarily contribute to broad-based rural in-enable the majority of the country’s population
come growth, especially where a large portionto respond in productive and sustainable ways.
of the rural population are food buyer®) a  This requires greater attention to the initial distri-
strategy of food self-reliance may satisfy nabution of assets and resources, which, without
tional food needs at lower cost than food selfehange, may provide very little potential for a
sufficiency (c) productivity growth is the key to substantial portion of the population to respond
stimulating growth in food supplies, while pro-to economic incentives opened up by reform.
moting access to food by vulnerable groups Second, reform policies would generate a
through the marketind €l) productivity growth
over the long run requires a sustained commit-
ment to agricultural research, extension, the" This section draws from Staatz et al. 1993.
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stronger and broader response if they betteyut in kind. Malian traders exchanged their
accounted for the critical linkages between theereals for other consumer goods, whose im-
performance of food markets and related inpuport into Mauritania had been highly subsi-
and commodity markets. We have stressed idized by the government. Export of these con-
Chapter 2 that, since markets are linked acrosimer goods from Mauritania was illegal, as
space, time, and commodities, conditions irwas their import into Mali. Hence, constraints
one market affect performance in connecteth markets for foreign exchange and for con-
markets. Improving performance of domesticsumer goods strongly influenced the perfor-
grain markets, for example, may require admance of the cereals markets.
dressing problems in connected markets.

Linkages between Markets for Inputs and
Linkages across Countries Outputs

Market reforms implemented in Africa in re- In response to market failure, exchange sys-
cent years have generally taken account of thems may evolve that combine the markets for
linkages among markets for the same commodabor, land, credit, and insurance within a single
ity across countries. Indeed, one of the motivaeontract. Goetz contends that failures in land
tions for the reforms in both southern and westmarkets in Senegal have taken away a major
ern Africa was the concern that nationalsource of collateral, making access to credit
agricultural policies had been designed withoutlifficult. As a result, credit-constrained fami-
taking into account the policies of neighboringlies obtain inputs for cash cropping (such as
countries. Consequently, trade flows acrospeanut seed) and access to food by agreeing to
borders were frequently driven more by rentdabor on the larger farms. Through this form of
generated by divergent national policies thamersonalized exchange, the scarcity of cash-
by underlying comparative advantage (Barrycrop inputs may lead to lower food production
Stryker, and Salinger 1991; Coste 1989(Goetz 1993). In Malawi, failure of rural food

Kingsbury 1989). and financial markets has caused a vicious cycle
in which better-off farmers use food stocks to
Linkages across Commaodities buy labor at planting time from food insecure

households with immediate food needs. This
Policy makers have paid less attention to theveakens the latter’s ability to grow sufficient
impact of linkages across commodities. Forfood for themselves that would otherwise un-
example, in 1988/89, in the face of record cehook them from this dependency relationship.
real production, the government of Mali at-
tempted to promote grain exports to neighborktinkages between the Markets for Cash Crops
ing countries. The government lifted all previousand Food Crops
legal restrictions on grain exports. Yet grain
exports to Mauritania (which had also removedt has often been assumed that production of
all restrictions on grain imports) remained clancash crops for export results in foregone food
destine, often carried out at night in small lotscrop production. More recent research has indi-
It was not immediately apparent why the tradecated important synergies between the two (von
did not become more open and try to exploit th&raun, Kennedy, and Bouis 1990; Dioné 1989;
economies of larger-scale transactions. Subs®ioné 1991; Jayne 1994). On one hand, rev-
guent research by Gabre-Madhin (1991) showeenues from cash cropping frequently play an
that, because the Mauritanian currency was natportant role in building farm-level and com-
freely convertible, most of the trade was carriednunity-level capital, which also benefits food
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crop production. On the other hand, improvingholds, the opportunity cost of cash crop and
the reliability of food markets in rural areasnonfarm activities is the cost of acquiring the
may be a precondition for widespread adoptiomgrain foregone by cultivating cash crops, which
of cash-cropping. is related to acquisition costs of food rather than

The role played by cotton in promoting andselling prices. The larger the wedge, the greater
sustaining a broad range of productive activithe incentive to meet household grain consump-
ties in southeastern Mali illustrates how synertion requirements before diversifying into other
gies among cash crops and other farm and noenterprises. More efficient and productive sys-
farm activities can facilitate farm- and tems of bringing food to rural areas may be a
community-level capital formation (Dioné 1989; precondition for stimulating dynamic changes
Dioné 1991). First, through agronomic interac-n crop mix and nonfarm activities that increase
tions, cereals have benefited from researctihe productivity of the system.
extension, and purchased input and implement
distribution primarily aimed at increasing cot- Transcendent Issues of Public Finance
ton yields and output. For instance, cotton grow-
ers in southeastern Mali produce two to thre€ood policies in most African countries are
times more foodgrain per capita than farmerstrongly influenced by the basic need of the
not involved in cash cropping in comparablestate to raise public revenues. Given the low
agroecological zones. Second, because of itevels of literacy, administrative capacity, and
relatively guaranteed outlets and price, cottomvritten records concerning earnings and land
serves as a quasicollateral for loans, which faswnership, most SSA governments rely heavily
cilitates farmers’ access to formal credit. In-on indirect taxes (especially import and export
creased access to formal credit, in turn, enabldsvies and license fees) to finance their opera-
farmers to invest in equipment and other purtions. In Mali, Senegal, and Céte d’lvoire, for
chased inputs for crop production and postharxample, import taxes on rice are a major source
vest activities. Cotton income further supportof government income. Decisions to import
capitalizing farms through investment in diver-may be driven more by the immediate financial
sification of income sources. Hence, developneeds of the state than by market conditions
ment in livestock production and off-farm ac-within the country. Calls for reforms of mar-
tivities such as small trade in southeastern Maketing policies (e.g., abolishing such
is largely the result of diversified reinvestment‘distortionary taxes”) that fail to account for
of savings from cotton income. Revenues fronthe basic need of governments to finance them-
cotton have also financed the development ddelves are likely to be ignored by hard-pressed
rural infrastructure, especially roads, which alsmfficials unless accompanied by workable al-
benefits grain marketing. ternatives for raising revenue.

The experience of Zimbabwe illustrates how  Abolishing such indirect taxation could also
improvements in rural food markets may be d@wurt the private sector if it led to reduced expen-
precondition for broader adoption of cash cropsditures on market infrastructure and delays in
Jayne has shown how policy-related restrictionthe payments of public salaries. Deteriorating
on the movement and resale of maize in rurahfrastructure increases marketing costs. Fail-
Zimbabwe drove a large wedge between thare to pay public employees on time can dra-
selling and acquisition price of grain, even withinmatically reduce urban effective demand for
a given location. This wedge discourages foodbasic staples and soak up much of the informal
deficit households from undertaking cash-crogredit in the marketing system that otherwise
and nonfarm activities that could otherwise rais@vould finance working capital (Staatz, Dioné,
their incomes. For the grain-purchasing houseand Dembélé 1989). Experience from through-
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out SSA also shows that, when public employHow Can Price Stabilization

ees are not paid on time or are not paid a livinge Designed Most Cost Effectively

wage, they frequently use their positions tadaoEnhance AccesstoFoodand

extract bribes that greatly increase the transa&tabilize Food Consumption?

tions costs of marketing. Hence, a major chal-

lenge is to fashion reforms that reduce perverde most countries of SSA, grain-based meals
incentives on marketing agents while still pro-make up a very large part of the diet. Demand is
viding the state with a workable means of fi-generally inelastic. Changes in supplies result in
nancing its legitimate operations. proportionally larger changes in prices. Declines
in supplies and related price surges fall dispro-
portionately on the podrTo avoid pricing the
poor out of food markets, private traders or the
government must be able to release food onto the
The payoffs to reform have been most effectivenarket from either stocks or imports. Most stud-
when, as part of the reform process, there hass of private trade indicate an underprovision of
been a concerted effort to strengthen domestioteryear storage because of high risks and mar-
capacity for ongoing research and analysis tket failures! In some cases, these risks have been

Investment in Domestic Policy Analysis
Capacity

inform the reform process. Because of the pau-
city of data on food systems in most SSA coun-
tries, most reforms are necessarily designed
initially on the basis of scanty empirical infor-
mation. The strengthening of domestic analysis
capacity allows a mechanism for on-going
monitoring of food system performance in re-
sponse to the reforms and provides a mecha-
nism for midcourse corrections as researchers
uncover new empirical information. Given the
ongoing nature of the reforms, it is unlikely thatt
outside consultants alone can assure the conti-
nuity of monitoring, analysis, and evaluation
needed to help guide the reforms.

The ability of on-going local research to
inform policy in a timely way is illustrated by
the Government of Rwanda’s decision not to
implement an intended support price policy for
beans after research results indicated that most
Rwandan farmers were net bean buyers and
that much of the local bean supply was im-
ported informally from neighboring countries
(Loveridge 1991). The generation of demand-
driven policy analysis has been illustrated in
Zimbabwe by President Mugabe’s recent call
for analysis on how to expand the role of small-
scale maize mills, largely in response to applied
research within the government and at the Uni-
versity of Zimbabwe.
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For example, if 80 percent of the population can
afford to maintain its normal consumption levels
during a drought that causes a 5 percent decline in
national availability, then the remaining 20 percent
of the population would incur a 25 percent reduc-
tion in their consumption. If the poorest 20 percent
were consuming relatively less per capita than the
rest of the population to begin with, then the above
scenario would precipitate a decline in the poor’s
consumption by even more than 25 percent.

See Lele 1971; Goldman 1974; Ejiga 1977;
Southworth, Jones, and Pearson 1979; and Sahn
and Delgado 1987. The risks and costs of interannual
stockholding are largely due to uncertainty regard-
ing next season’s production outcome and how farm-
ers react to it. For example, uncertainty about the
future harvest creates incentives for farmers to store
grain for consumption the next year, selling the
residual only when confident that the harvest will
be good enough to satisfy next year’s requirements.
The aggregate consequences of many small farmers
selling off stocks due to anticipation of an abundant
harvest is often depressed prices before harvest and
throughout the next year, increasing the riskiness of
both intraannual and interannual storage. Such oc-
currences may help explain the seemingly high prof-
its of grain speculators relative to storage costs in
normal years. High risk premiums may be neces-
sary to compensate for the high incidence of loss
incurred by traders engaging in temporal arbitrage.
But risk premiums are a form of deadweight loss
they create additional costs from which there is no



exacerbated by government behavior (Sahn anmdlying more on trade than stockholding. These
Delgado 1987; Steffen 1993). Some evidenceesults have important implications for house-
indicates that private traders rightfully questiorhold access to food insofar as the costs incurred
whether government officials would really allow in procuring a given supply of food (whether it
them to profit from high prices in drought years.be from domestic production, stock releases, or

Government statements frequently indicate thatmports) are passed on to consumers.

it is socially unacceptable to permit such per-

There are several important criteria for de-

ceived “profiteering,” even if such profits are signing price stabilization programs that pro-

necessary to induce commercial storage.

mote household access to food at least cost.

Even without the threat of government priceThese include the following:

stabilization, it is safe to say that the amount of
interannual arbitrage that would take place undet.
private grain trading would still generate a level
of price instability that is unacceptably high to
many African governments, especially those in
landlocked countries where the gap between im-
port and export parity is large. In cases where the
policy process, for better or worse, has resulted in
a decision to stabilize food prices, research can
help inform governments about means to protect
households’ access to food at least cost and with-
out hampering the development of private trade.

Should Stabilization Be Based on
Stockholding or Trade?

Based on analyses of Kenya (Pinckney 1988),
Pakistan (Pinckney and Valdes 1988), Malawi
(Pinckney 1990), and Zimbabwe (Buccola and
Sukume 1988), it has been generally concluded
that governments can normally stabilize food
prices within a given range at lower cost by2.

return.

Failures in financial markets also contribute to
an underprovision and concentration of interannual
storage by the private sector. This is because credit
shortages tend to restrict long-term storage to large
traders with the ability to finance inventories with
own capital and bear substantial risk (Sahn and
Delgado 1987; Mehta 1989).

The issue of whether price stabilization enhances
welfare continues to be controversial. While it is

not our purpose to review this literature, interested
readers are referred to Newbery and Stiglitz 1981,
Timmer 1989, Myers and Oehmke 1987, and

Kangasniemi et al. 1993.
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Import requirements during a drought rela-
tive to the size of the world market for that
commodity:The case for reliance on world
markets rather than stockholding is stron-
ger for countries that are small players on
world markets—i.e., their import decisions
are not significant enough to affect world
market prices. Demand for wheat in Sene-
gal would be an example. On the other hand,
some staple food commodities—such as
white maize in Kenya, Mozambique, Zam-
bia, Zimbabwe, and South Africa—are
thinly traded on world markets. If these
countries needed to import white maize at
the same time, as in 1992, they could bid up
the world price and exhaust available world
supplies. The rationale for some level of
stockholding is compelling in such cases
(Pearson 1992; Pinckney 1993).

The covariance between production in the
country and neighboring countrie8¥hen
countries within a region experience short-
falls at the same time, import costs rise
becauseq) supplies must be procured from
more distant sourcesh)(demand for local
port and transport services rises, anjl (
world prices may be affected by joint im-
port decisions (Kingsbury 1989). If inland
neighboring countries have similar weather
patterns and often experience drought at the
same time, private traders are seldom able
to import sufficient food from neighboring
countries to avert large and politically dan-
gerous price increases. This is especially



the case for regions facing large transporb.

costs to coastal ports. Other things equal,
this would strengthen the argument for some
form of stockholding policy from the stand-
point of both food security and political
stability.

. Whether there are close substitutes in con-

sumptionFluctuations in supplies and prices
in one market can be partially absorbed by
other markets, if the commaodities are close
substitutes in consumption, and if world
prices in the various markets are not closely
correlated. For example, the rapid rise in
wheat and rice consumption in urban Afri-
can cities has probably moderated the vari-

The likelihood that price stabilization would
actually help stabilize farmers’ real incomes
and food consumption depends on the pro-
portion of the rural population that are net
food buyersit is often asserted that price
stabilization actually destabilizes farm in-
come because price does not vary with quan-
tity supplied. By contrast, private traders,
with negatively sloped demand curves, are
asserted to stabilize farm income when the
source of instability is weather-induced
changes in supply. In this case, changes in
prices are offset by countervailing changes
in quantity sold.

This argument is associated with a

ability of coarse grain prices. In such casesgounterfactual assumption that rural farm house-
the importation of one commodity can helpholds are largely food self-sufficient. While an
stabilize prices of other food commaodities,inverse relationship between prices and quanti-
even those that are thinly traded on worldies marketed may promote the stabilization of
markets. However, consumption of one pri-aggregate farm income compared to price stabi-
mary staple food is more common in manylization, this result clearly is not true for farm
rural areas of Africa. If governments arehouseholds that are either chronic food pur-
dedicated to assuring the availability of thesehasers in both normal and poor rainfall years,
foods in rural areas during production short-or for those that are food self-sufficient in nor-
falls, some form of stockholding scheme ismal years but become transitory food buyers in
probably necessary. bad years. For both of these types of house-
holds, real incomes are depressed by declines
. The relationship between import and ex-in farm output and higher grain prices. These
port parity prices and domestic price levelshouseholds are particularly vulnerable to food
under a range of supply and demand condiinsecurity where nonfarm incomes are not suf-
tions: Other things being equal, a larger gadicient in drought years to procure higher-than-
between import and export parity wouldnormal purchased food requirements.
reduce the amount of price stabilization ob-  Therefore, stabilization policy needs to ad-
tainable from trade. If this price band isdress the twin problems of providing commer-
deemed excessive, then some form o€ial-oriented farmers with reliable net revenue
stockholding would be required to reduceexpectations to promote low-cost production
price instability. without subsidies, and providing reliable and low-
Stockholding of domestic production be-cost food to rural and urban food purchasers.
comes relatively less costly than imports,
ceteris paribusas expected domestic pricesPrice Stabilization and Household Access to
decrease to export parity levels. Imports=ood
become relatively cheaper than stockholding
as expected domestic prices increase tdJntil recently, much of the work on food price
ward import parity levels. stabilization focused on the effects on com-
modity markets (Waugh 1944; Oi 1961; Massell
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1969). This work tended to ignore the impor-enues of modest reductions in intrayear price
tant effects of commodity market performancevariability in grain-deficit regions of southern
on the performance of land, labor, and financiaMali. In these areas, seasonal price volatility
markets, which are crucial to improving the(as measured by the coefficient of variation of
predictability and stability of rural food mar- monthly prices) is usually double that of major
kets. It has become increasingly apparent thairban areas (Kangasniemi et al. 1993). Because
the instability of food prices and availability in of market uncertainty, farmers’ liquidity con-
much of SSA has increased the transaction cosssraints, and other factors, grain often flows out
and risks of participating in input and factorof rural areas to urban markets immediately
markets (Goetz 1993; Platteau 1991; de Janvrafter harvest and has to be shipped back to the
Fafchamps, and Sadoulet 1991). This situatioareas in the preharvest hungry period. The ad-
increases the risks and costs of participating iditional transport costs involved thus inflate
food markets, and reinforces the indigenougrices later in the year and exaggerate intrayear
arrangements that tie food exchanges (ofteprice fluctuations.
contingent on cropping outcomes) with ex-  The simulations were based on three years
changes in labor, land, or credit within a singleof farm-panel data covering grain production,
“contract” (Goetz 1993). As mentioned above sales, and purchases. The analysis indicates that,
the literature on indigenous exchange systems$ improvements in rural marketing systems
has generally concluded that these systems araised postharvest prices 20 percent and re-
quite effective in assuring equitable allocatiorduced preharvest prices by 15 to 20 percent, the
of available (but often inadequate) food supnet revenues of households that are currently
plies during crises, but they seldom provideforced by cash-flow constraints to sell grain
either the means or the incentives to stimulatearly in the marketing season and repurchase it
growth in food production or meet the needs ofater in the hungry season would rise by 17 to
the group when there is an aggregate shortfalB3 percent, depending on the year (D’Agostino,
Therefore, stabilization of food prices and avail-Staatz, and Weber 1989).
ability may have more system-wide and indi-
rect effects on food access in particular, andummary
welfare in general, than previously thought
(Timmer 1989; de Janvry, Fafchamps, andeveral conclusions can be drawn regarding
Sadoulet 1991). price instability and household access to food
Many of the initial market reforms of the from applied research over the past decade.
1980s focused on increasing the incentives dfirst, the ability to shift from semisubsistence
farmers to produce food for the urban marketto commercialized agriculture is facilitated by
These reforms emphasized improvements ireliable and low-cost food markets that allow
rural-urban transportation and removal of movefarmers to diversify into high-valued cash crops
ment restrictions along major highways to im-without jeopardizing their access to food
prove evacuation of surpluses from rural areagShaffer et al. 1985; Jayne 1994; de Janvry,
Much less attention has been given to improvFafchamps, and Sadoulet 1991; Goetz 1993).
ing intrarural systems of distribution, seasonal Second, it is seldom feasible or desirable to
credit, and storage, which are crucial to im-eliminate price variability. While the reduction
proving the predictability and reliability of ru- of seasonal price fluctuations may improve ac-
ral food markets. cess to food by those dependent on selling early
The potential impacts of such improvementsand buying late in the season, efforts to elimi-
in rural market functioning are illustrated by nate seasonal price fluctuations (e.g.,
simple simulations of the effects on farm rev-panseasonal pricing policies) have normally
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shifted the full burden of seasonal storage ontand stockholding depends on a number of fac-
the marketing board, typically imposing on ittors, including & commodity import require-
costs that are beyond its capacity to handlements during drought years relative to the size
with the result that the system breaks down oof the world market l) the covariance between
becomes a means to shift income to particulgsroduction in the relevant country and its neigh-
social groups, most often not the poor. Thidors, €) whether there are close substitutes in
type of system has often generated more pricsonsumption for the commodity in question,
unpredictability than without any form of direct (d) the difference between import and export
intervention. Some state trading agendiase parity prices, and€) the difference between
effectively restrained large price surges duringlomestic prices and import/export parity prices
drought years (e.g., Zimbabwe’s Grain Marketunder a range of supply and demand condi-
ing Board and South Africa’s Maize Board), tions.

which has certainly promoted access to food This is not a case for no government partici-
among low-income urban consumers and rurgation in programs to assure adequate food
farm households that are food purchasers. Evsupplies and their distribution. Access to food
dence also suggests that stable access to foodat all members of society under unusual cir-
predictable prices reflecting costs of productiorcumstances has public-good characteristics and
may improve the functioning of interlinked la- will not always occur at the level preferred by
bor, financial, input, and commodity markets,society without government participation.

thus indirectly improving household access to

food (Goetz 1993; de Janvry, Fafchamps, and

Sadoulet 1991; Jayne 1994; Tschirley and Webétow Can Food and Income Transfer

1994). However, the benefits of direct priceSchemesBe Designedto Protect
stabilization programs compared to their cost¥ulnerable Groups’ Accessto Food

remain controversial. withoutHampering the Development of

Third, the unpredictable fluctuations in sea-Markets over the Longer Run?
sonal and interyear food prices may also be
reduced by public investments in road and comA primary criterion for the design of food trans-
munication infrastructure, and by incentives tdfer programs is to not undermine the develop-
expand private investments in storage and tranment of markets, since well functioning mar-
port. These strategieaay be more cost-effec- kets are critical to income growth and access to
tive than direct government price stabilizationfood over the long run. Some forms of disaster
programs, and they represent potential uses oflief altered the current payoffs and future in-
donors’ long-run development assistance thatentives for participants in the food system,
would also improve countries’ abilities to re- reducing the effectiveness of the system in both
spond to short-term food crises. the short and long runs.

Finally, the effect of price stabilization pro- In most countries of SSA, food aid is dis-
grams on household access to food depend critrbuted through two distinct channels. Food
cally on how they are designed and impleaid for emergency programs (“emergency food
mented. Normally, the cost of governmentsiaid”) is distributed free of charge, either by
price stabilization functions are at least pardirect distribution or in food-for-work programs.
tially passed on to consumers. Access to food iBhe distribution is generally carried out by a
therefore best protected by programs that idergovernment disaster assistance agency, by non-
tify the least-costly combination of stockholdinggovernmental organizations (NGOs), or by
and trade policy to secure needed food duringome combination of the two. This food aid
production shortfalls. The importance of trademay be purchased from surpluses within the
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country, regionally, or on world markets, and itbabwe, and Mozambique during the 1992
may be provided under bilateral or multilateraldrought. This experience has provided several
arrangements (the World Food Program beingnportant lessons for the future design of food
the principal multilateral program). This aid aid programs.
may go to refugees of war (as in Mozambique) In Mozambique, the drought led to a sig-
or to populations deemed by government onificant increase in what was already a very
donors to have been especially affected by traarge flow of emergency and program aid to the
sitory crises, such as the 1991/92 drought isountry! As alluded to earlier, by the time the
southern Africa. In either case, final consumergffects of the drought were felt, program food
do not have to buy the food. aid was being sold directly to private traders at
Like emergency food aid, “program food prices agreed upon by the Government of
aid” is donated to the recipient country, but it isMozambique and donors. These traders then
then sold, or “monetized.”The grain may be sold the grain into a very competitive informal
sold to a government parastatal and distributecharketing system at whatever price the market
through government ration shops at officialwould support. Emergency aid was channeled
consumer prices (as in Mozambique until 1992)primarily through NGOs, though the govern-
or it can be sold directly to private sector tradiment disaster assistance agency continued to
ers or millers (in the case of food grains). These]istribute grain directly.
in turn may either sell into the open market at  Prior to the drought, both white and yellow
market prices (as in Mozambique since 1992)naize prices were highly volatile and were
or at official prices (as in Zimbabwe during thestrongly influenced by the timing and size of
drought). In either case, revenue from the firsyellow maize program food aid arrivals. When
sale of the product (termed “counterpart funds”yelatively small amounts arrived frequently,
is deposited in a special account and used f@rices showed relative stability. When ship-

developmental purposes. ments became larger but less frequent (as be-
tween mid-1991 and mid-1992), price move-
Monetization ments became extreme.

Increased shipments of emergency and pro-
Monetization is often seen as one way to recorgram food aid in response to the drought were
cile the potential conflict between the short-ruronly slightly delayed. Yet, once the flow began,
objectives of food aid and the long-run develit simply overwhelmed the capacity of the coun-
opment objectives of the country. Selling thetry to absorb it. The effects on markets have been
food rather than distributing it free of charge isdramatic and may take some time to rectify.
thought to support the development of markets With a near-total white maize crop failure
and avoid some of the disincentive effects thaand no program food aid arrivals since January
may accompany free distribution. However,1992, prices of both white and yellow maize in
whether monetization in fact relieves this conthe capital city of Maputo reached very high
flict in any given country depends on manylevels by May 1992 (when the country would
details of the program food aid program in thahormally be in the midst of its white maize
country. Both monetized (program) and freeharvest). Yellow maize prices then fell with the
(emergency) food aid in the form of yellow arrival of a program yellow maize shipment.
maize were used extensively in Zambia, Zim-

T For a detailed analysis of the food aid program in
Some emergency food aid is typically sold to pay = Mozambique, with emphasis on monetized food
for the transport and administrative costs of han-  aid, see Tschirley et al. 1993; and Tschirley,
dling the rest of it. Donovan, and Weber 1994,
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Another arrival in late July cut off a secondpassing little or none of the low price on to
price surge. By the end of 1992, yellow maizeconsumers. When quantities exceed demand at
prices in Maputo had reached historically lowthe fixed price, serious problems of grain main-
levels in real terms, all as a result of programenance and disposal develop. Perhaps inevita-
food aid arrivals. Large emergency progranbly, pressures build to reduce the price to the
arrivals in response to the drought did not begifirst buyer. While facilitating the disposal of
until December 1992. From this time throughexcess grain, this accentuates the downward
the end of 1993, leakage of large proportions gbressure on prices, and may severely affect trad-
this emergency grain onto the market continuedrs at other levels of the system who have pur-
to drive prices down, until they reached onlychased grain based on the previous (higher)
half the level of previous lows in real terms.sales price to first buyers. Food aid can thus
This despite the complete absence of programmecome a highly destabilizing influence on the
food aid arrivals from February through No-market, even if monetized. If these effects are
vember. As a result, private traders who hadbo be avoided, some mechanism must be devel-
been first buyers of the program food aid couldped to introduce feedback from market prices
sell their grain only at steep losses. Grain accue quantities of food aid arriving in the country.
mulated in trader and port warehouses, and thou- Second, market prices can be useful for
sands of tons spoiled and had to be disposed ohanaging the distribution of emergency food
Producers of white maize were also hurt byaid. Unusually low prices in an area receiving
the oversupply. In the midst of the 1993 whiteemergency aid may indicate several problems,
maize harvest, yellow maize from food aid soldeach of which would require a different re-
at retail in production areas for as little as 16Gponse. One possibility is that large amounts of
MT/kg (US$40 per ton). The glut of imported emergency aid are being diverted onto the mar-
yellow maize has depressed demand for localliget prior to reaching the intended recipients. In
produced white maize and has made irrelevarstuch a case, the fundamental problem is distri-
the government’'s mandated minimum producebutional—i.e., how to get the aid to those who
price for white maize of 425 MT/kg (US$106 perneed it. The amounts of aid may or may not be
ton). In the central region of the country, farmerexcessive. Second, the target population may
were selling white maize for 200 MT/kg ($50 perbe receiving the product, but the aid may be
ton), and still could not sell all of their surplus.largely displacing grain purchases that these
As aresult, very little white maize came onto thénouseholds would otherwise have made on the
Maputo market in 1993, despite what appears tmarket, thus reducing demand and driving prices
have been a relatively normal harvest. down. In such a situation, donors need to be
Several conclusions may be drawn from thevery sensitive to the negative effects that the
Mozambican experience. First, under the existemergency aid may be having on the market.
ing system, prices within the country must adFinally, recipients may be selling some or all of
just to whatever administratively determinedtheir quotas on the market. In this case, too,
quantities of program food aid happen to arriveemergency distribution may destabilize the
Thus, simply monetizing the food aid, while market.
often a step in the right direction, may disrupt  Third, concerted efforts by donors to coor-
food markets and/or provide huge rents to firstlinate their food aid activities would assure
buyers if the behavior of food markets are nominimal disruption of markets and increase the
adequately taken into account. When demandost-effectiveness of the aid disbursed. In
exceeds supply at the price at which the foolozambique during the 1992/93 drought, liter-
aid is to be monetized, those who are chosen tly no one among any of the donors knew the
be first recipients earn large economic rentstotal amount of grain that had arrived or was
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scheduled to arrive. Traders receiving prograntHowever, milling costs of small-scale millers
aid were almost entirely unaware of how muchare substantially lower than margins received
emergency grain was being shipped, and wheitgy the four large firms, so that the monetization
and when it was to be distributed. Planningpf donor maize through the GMB/large-scale
under such circumstances becomes impossiblmilling system imposed unnecessary costs on
and negative outcomes for the marketing syssonsumers that partially negated the benefit to
tem become much more likely. consumers from the government subsidy on
Finally, private traders acting as first buyersmaize meal. The Zimbabwean Ministry of
of the program food aid can provide criticalLands, Agriculture, and Water Development
information to food aid planners in terms of(1993) estimates that about 37 percent of the
market conditions and how the monetization ofjovernment’s expenditure on maize meal sub-
given quantities will affect price levels. sidies intended to protect consumers during 1992
The 1992 experience with monetization inwas actually captured by four milling firms.
Zimbabwe also clearly indicates that the abilityFurthermore, the monetization and subsidiza-
of food aid to enhance the long-run develoption of maize through the GMB/large-scale
ment of markets can be lost if inadequate attemmilling system suppressed the growth of small-
tion is given to the organization of the existingscale trading networks that were to be the cor-
grain marketing system. Zimbabwe’s Grainnerstone of the donor-supported Grain Market
Marketing Board (GMB) was, at that time, Reform Program, designed to stimulate compe-
largely a de facto procurement agency for foutition in grain marketing.
large milling firms that subsequently distrib-  Both the Mozambican and Zimbabwean ex-
uted maize meal to urban and rural consumerperiences highlight the importance of the grain
The donors, by agreeing to channel almost alharketing system in determining the appropri-
monetized maize through the GMB, helpedate design of food transfer and monetization
concentrate most of the marketed maize in thprograms. Efforts to use disaster relief in ways
country into the hands of the four large millersthat promote long-run development would be
Private small-scale traders and millers were pranore effective if these efforts were part of a
vented from buying more than a small fractiorbroader strategy to foster more competitive,
of the monetized maize due to formal and inforintegrated, and lower cost marketing channels.
mal restrictions on the resale of GMB maize.
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4. Implications for the Design of Policies
and Programsto Promote Household

AccesstoFood
Structural Transformation and Access exchange. But specialization makes house-
to Food holds dependent on the performance of ex-

change systems. The ability to capture the

The main premise of this report is that sus- productivity gains from specialization thus
tained improvements in household access to depends on reducing the risks and uncer-
food in sub-Saharan Africa (SSA) require the tainty of market-based exchange, thereby
development of more reliable food and input facilitating greater participation in the types
markets that (pcreate incentives to adopt cost-  of specialized production and consumption
reducing investments at various stages in the patterns involved in the process of struc-
food system andbf offer incentives for rural tural transformation.

households to shift from a subsistence-oriented

pattern of production and consumption to more In Africa, a spate of food market reform

productive systems based on specialization arqgrograms have been implemented during the

gains from exchange. While disaster relief op1980s and 1990s. In many cases, these policy
erations will continue to be necessary in manyeforms have promoted access to food by re-
regions of SSA, the development of more producing marketing costs and making a wider
ductive food systems can both improve foodange of staple foods available to consumers.
security and reduce dependence on food don&ome of these products (e.g., less-refined grain
tions. The hypothesized chain of causality is aflour) appear to be preferred by the poor con-
follows: sidering their lower costs. They are also nutri-
tionally superior to the more refined staple prod-

1. Most countries of SSA have a large proporucts. Increased availability of these less-costly
tion of their populations living at near-sub- staples under market reform has partially, and
sistence levels with little savings to copein some cases fully, offset the effects of remov-
with the frequent disruptions in production.ing large government subsidies on foods dis-

tributed through official marketing channels.

2. Sustained improvements in access to food However, market reform has not always led
over the long run require some form ofto market development. The classical prescrip-
structural transformation that, in the histori-tion of many of the market reforms is that gov-
cal development processes of other regiongrnments should get out of the direct buying
has been a prerequisite for broad-based arahd selling of commodities and focus on the
sustained growth in productivity, real in- provision of “hard” and “soft” infrastructure.
comes, and purchasing power throughouHard infrastructure includes roads, basic com-
society. munications systems, public market places, and

the like. Soft infrastructure refers to facilitating

3. Astructural transformation involves a move-sets of rules, market information services, con-
ment away from subsistence-orientedtract enforcement mechanisms, etc.
household-level production toward an inte-  This traditional prescription has merit. Yet
grated economy based on specialization and begs the hard question of how to create effec-
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tive governance systems, both to maintain thenies of SSA, it is difficult to achieve the eco-
infrastructure and, more importantly, to set thenomics of scale and specialization without sub-
conditions necessary to induce a structural transtantial international trade. It is difficult to de-
formation. Effective exchange systems requireelop internationally competitive industries
a set of rules, enforcement agencies, and collewsthout importing technical inputs, including
tive action to provide important public goodstechnical and organizational knowledge and
and critical inputs which are beyond the currenattracting investment. A major barrier to trade
capacity or willingness of private investors tois high transactions costs. Transactions costs
provide. Problems of opportunistic behaviorand investments are greatly influenced by the
arise in both markets and in the bureaucracieggulatory environment and the existence and
of regulatory and infrastructure agencies. If theefficiency of related markets. The problem is
pay of government workers is so low that theythat to achieve economies of scale and compete
must take bribes to meet the needs of thein international markets, relatively large orga-
families, or if kinship or ethnic obligations dic- nizations are required. Given the very thin
tate conversion of public agencies to providenarkets in most African countries, creating or
privilege and benefits to kin or clan, the prosimporting such large organizations (such as the
pects that public agencies will enhance eco€ompagnie Malienne pour le Developpement
nomic performance is very limited. But thedes Textiles in Mali) often results in monopoly
solution involves efforts to identify the major or, at best, in monopolistic competition. Mo-
constraints impeding food access and produaiopoly power creates the potential for both
tivity growth and then to put effective forms of economic exploitation and political influence.
collective action in place to mediate betweerRegulation is needed and regulation creates the
the various interests and induce changes tpotential for a market in regulatory decisions.
overcome these constraints. This approach is in  This report argues that the structural trans-
contrast to the assumption that market-deteformation requires effective markets for the pro-
mined outcomes will inherently result in theduction and distribution of agricultural prod-
highest level of social welfare. The outcomesuicts, processed foods, farm inputs, and consumer
of all market processes vary according to thgoods. Work must move from semisubsistence
rules and institutions that circumscribe markeproduction patterns on farms to specialized firms
activity. Much attention must be paid to incen-providing productivity-enhancing inputs and
tive structures in both public and private orgaconsumer goods. Workers in these nonfarm
nizations. There is unfortunately no general preindustries must earn incomes to provide the
scription to the solution of the dilemma createdeffective demand required to make it profitable
by coexisting market and bureaucratic failureto increase productivity in agriculture. This
There is also no optimum set of rules fortransformation will not happen without the fa-
regulating and facilitating markets that is uni-cilitating functions of government.
versally applicable to all economies at all times.  Furthermore, the transition is prone to de-
Economic governance systems evolve. The curailment due to the development of barriers or
rent situation and the past history of eaclbottlenecks in the form of missing inputs and
economy matter. Economists have to accept thé&cilitating institutions or the existence of insti-
many of the barriers to economic developmentutions creating incentives inconsistent with
do not have economic policy solutions. And, indevelopment. This calls for some sort of devel-
many cases, the patient will not take the preepment planning based upon careful analysis of
scribed medicine. Policy prescriptions disregarddynamics of the system in transition. This would
ing these realities have little chance of succesmclude attention to both policy and technol-
Because of the very small size of the econoegy. A minimalist government limited to con-
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tract enforcement is attractive given the probsigned to better enable vulnerable households to
lems of bureaucratic failure, but the problemsope during food shortfalls:

of markets and the importance of public goods
in development require a more proactive govi.
ernment strategy, if government leaders seek
improved levels of living for the ordinary people.

In the case of SSA, the international com-
munity has an important role to play. Most of
the people in SSA have been left behind in the
great increase in productivity of the modern
world economy. To bring the people of SSA
along in the world economic development pro-
cess, the industrialized world must look beyond
the short-run problems and provide opportuni-
ties for trade and employment with investments
and the transfer of knowledge. New interna-
tional institutions are needed to promote pri-
vate investment and knowledge transfer. In this
respect, the lessons from the cotton subsector in
Francophone West Africa are particularly in-
structive.

Promoting Complementarity between 2.
DisasterReliefand Development
Assistance

Because structural transformation occurs over

the course of decades, broad-based and endur-

ing improvements in access to food in most of
SSA require a long-run time-frame. However,
setting the process in motion requires strategic
actions in the short run. Selected market reforms
and public investments as discussed in Chapter
3 have helped to stimulate the process in some
countries. Furthermore, a healthy and skilled
labor force is critical to the process of structural
transformation. Hence, despite the long-run so-
lution to the food access problem, short-run tar-
geting actions will continue to be critical during
food crises to protect the health, well-being, and
future productivity of society. On-going field
research provides some guidelines concerning
how disaster relief can be designed to improve
the long-run functioning of markets, and how
longer-run development assistance can be de-
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Focus on achieving productivity gains in
the food systentGovernment and donor di-
saster relief programs to protect vulnerable
groups’ access to food during transitory
crises will be more successful and less costly
when combined with strategies to alleviate
the chronic causes of poverty. This requires
a focus on achieving productivity gains in
the food system that increase incomes and
reduce the real costs of food over time. The
scale of vulnerability to drought and other
transitory crises in Africa is primarily due
to structural causes of poverty related to
low-productivity agricultural systems. Since
poverty is the major underlying cause of
food access problems, measures to increase
real incomes and reduce food costs are cru-
cial, and both of these are achieved mainly
through productivity growth.

Focus on how food and income transfer
programs can be designed to promote the
long-run development of the food system—
the basis for providing food for most people
over the long run—as well as providing
food to people in the short ruithis report
provides examples of how program food
aid (monetized) can both help and hinder
the development of competitive markets.
Public works programs, while not the focus
of this report, are another strategy designed
to promote both longer-run development
objectives as well as emergency feeding
(see Webb, von Braun, and Yohannes 1992).
Use of disaster relief to promote access
to food in the short-run without disrupting
the performance of food markets over the
long run would be facilitated by) encour-
aging governments and donors to invest in
local analytical capabilities to better under-
stand the behavior of the food system into
which food aid is injectedj encouraging
donors to liaise and coordinate food trans-



fer activities; €) soliciting information from
an array of private traders and other partici-
pants in the food system; and) (vorking

with government agencies, trade associa4.

tions, and other nonstate organizations to
invest in critical public goods, such as mar-
ket information systems, communication
networks, a process for establishing legal
foundations of markets, and contract en-
forcement capabilities.

Focus on reducing the costs of food market-
ing by expanding the range of products
available to produce and consunfccu-
rate knowledge of consumer behavior (e.g.,
knowledge of demand for products currently
not in the market) is critical to guide market
development programs to improve house-

more productive and employment-intensive
system from evolving.

Focus on the cost and reliability of food
supplies to rural areas as a component of
nonfarm, livestock, and other income diver-
sification strategies designed to promote ac-
cess to food over the longer ruhis diffi-
cult to exploit cash crop/nonfarm
employment and income opportunities when
food markets cannot assure a reliable supply
of food to buy in rural areas and when the
costs of making food available in rural areas
are so high that other activities become
unviable. Poorly designed export promotion
programs can exacerbate food insecurity.

This report also stresses the need to incor-

hold access to food, particularly for low- porate long-term human capacity building into
income consumers. Existing consumptiondonor assistance programs designed to promote
patterns may be largely policy-driven, andfood security and agricultural development. To
in some cases may obscure policy makersa large extent, research, capacity building, and
perceptions of how market reform would policy dissemination are joint products. Given
affect urban consumers, a politically sensithat there are typically entrenched local inter-
tive group. More accurate knowledge ofests in maintaining status quo policies, mobili-
how consumer choices would respond taation of support for socially useful policy
the availability of a broader range of prod-change is most effectively driven by local analy-
ucts, and how market development mighsis and dissemination of findings. Donor pres-
affect product availability and price, may sure, while often useful and effective, can also
raise policy makers’ receptiveness to unbe branded as interference and be used to direct
dertaking food market reform programs. public opinion against socially useful reform.
Market restructuring can also increase_ocal analytical units often have greater accep-
food system productivity by affecting farmer tance and credibility and can serve to make the
incentives to adopt new farm-level tech-effects of policy reform more transparent to
nologies and by inducing use of more appolicy makers and the public at large. There-
propriate technology in processing andfore, donor programs to promote food security
marketing. through agricultural policy change can be more
Finally, consumer subsidies do not neceffective when built on a foundation of empiri-
essarily promote food security if the subsi-cally based analyses generated by strong local
dies entrench a relatively high-cost foodanalytical units. Donor programs can be de-
system and prevent lower-cost alternativesigned to jointly produce research, capacity
channels from developing. This report pro-building, and policy-relevant extension work.
vides several examples of how untargeted Moreover, support for local analytical ca-
subsidies on some refined staple productpacity increases the effectiveness of donor-
have had regressive distributional effectdriven policy analysis (e.g., nonproject assis-
and have hampered the development of tance, sector studies, etc.). It is clear that
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short-term expatriate consultants obtain mogprice and trading controls as soon as a drought
of their information and insights from existing or other transitory shock has occurred. The
in-country analysts and reports. Therefore, theemand for, and credibility of, food policy analy-
strength of existing in-country analytical unitssis to guide market development is enhanced by
often indirectly influences the appropriateness collaborative research process in which local
of donor-specified “conditionality” for loans researchers and government analysts can take
and other forms of development assistance. “ownership” of the research findings. The pro-

Finally, lasting policy change depends criti-cess of generating local ownership of research
cally on governments’ actual belief in the analyfindings helps to create a common empirical
sis supporting the reforms. There is ample extoundation for donor/host country dialogue. In
perience showing that governments that havéhese ways, the way in which food policy re-
reluctantly undertaken reform programs havesearch is undertaken may be as important as the
reversed them and reimposed the old system oésearch findings themselves.
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Appendix
Food Accessandthe Performance
of Land, Labor, and Financial Markets

This chapter provides examples of how housetrative and enforcement costs that numerous
hold access to food is constrained by the perfoismall borrowers entail. Rural farmers’ and trad-
mance of financial, labor, and land markets irers’ relationship to the commercial banks is
sub-Saharan Africa (SSA). The discussion idargely as depositors only, while the money
not designed to be exhaustive, but simply insaved is then transferred to cities and lent to
dicative of the problems faced by householdfarger enterprises (Rasmussen 1990).
attempting to rely on these markets. Because commercial banks are often unable
to charge higher interest rates to small lenders,
most farmers and traders are dependent on in-
Financial Markets formal money lenders and credit unions. But
custom and local legal systems often increase
In a complete system of efficient markets, credithe time and effort required by lenders to re-
and insurance markets would be the principatover loans (particularly if the lender and bor-
mechanisms for coping with risk. Householdsower are from different ethnic or social groups).
could allocate their land, labor, and capital withinterest rates of informal lenders are thus typi-
a view to maximizing expected income andcally high because of implicit risk premiums
then use credit and insurance markets to offséReynolds 1988). This skews the allocation of
unforeseen variations in weather, prices, or thimans toward urgent needs (often consumption)
behavior of trading partners. But, where insurand away from potentially more productive in-
ance markets are limited or absent, household®stments requiring costs up-front and having
typically respond by reallocating their resourcegpayoffs only over the long run.
in a manner that reduces expected productivity Poor credit availability may be both a cause
and incomes in exchange for a more stable levahd a consequence of low agricultural produc-
of food availability and cash income. In thetivity. High risk of crop failure—and thus
aggregate, the pattern of resource allocationonrepayment of credit—invariably increases
under poorly functioning insurance marketsinterest rates for those who do repay. Low cash
perpetuates the poverty trap. resources (caused in part by low-input, low-
Why are insurance and credit typically un-productivity farming systems) inhibit the gen-
available to African smallholders? There is littleeration of savings necessary to self-finance in-
incentive for commercial banks to lend smallvestments in cash inputs. Farmers in such an
amounts to numerous small farmers and entrenvironment cannot contribute much to the
preneurs when they can reduce costs of ovegrowth of local capital markets. This balance of
sight and administration by lending largelow-input, low-productivity farming is an out-
amounts to larger firms. Subsidized and congrowth of mutually reinforcing factors: risky
trolled interest rates, while designed to provideagronomic and market conditions, constraints
cheaper sources of credit to rural people, largelgn financing new technology adoption, and low-
foreclose these groups’ access to credit by prgroductivity farming systems incapable of gen-
venting banks from charging differential inter- erating much of a surplus.
est rates to compensate for the higher adminis- The maintenance of families’ food consump-
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tion requirements under low-productivity agri-insurance and credit schemes, even in devel-
culture often requires allocation of labor tooped economies with relatively well-developed
nonfarm activities (Reardon, Delgado, andnformation systems and longer histories of
Matlon 1992)Ex anteandex postonsumption impersonal exchande.
smoothing are achieved to a large degree through Udry (1993) found that credit transactions
indigenous exchange arrangements (Goetzere limited to individuals within close geo-
1993) and coping mechanisms, including migraphic areas in northern Nigeria, due to prob-
gration of some family members to other agrolems of moral hazard and adverse selection.
ecological zones and remitting income back t&Within villages, the “relatively free flow of
the household (Reardon, Delgado, and Matlomformation” allows credit transactions to be
1992). Labor migration and income diversifica-contingent upon the outcomes of random pro-
tion occur to such an extent in many regions ofluction shocks of both borrowers and lenders.
SSA because local wage employment opportuFhis “state contingent” characteristic of the
nities are limited and because credit is costly ocredit transactions allows the credit market to
difficult to obtain. Income diversification is thus also serve an insurance role and would not be
not necessarily a sign of success, but somgossible without free information flows. But
times a sign of inability to achieve adequateJdry notes that “transactions occurred between
living standards from farming and local non-people who know each other well,” and that
farm activities. Remittance income may reflectalmost no loans are observed to cross the
a problem of stagnant employment opportuniboundaries” of the village (p. 2). Thus, this
ties and productivity growth in a given rural work supports previous findings (e.g., Bell 1988)
area. For example, in their typology of incomedocumenting the role of moral hazard and ad-
diversification patterns in Senegal, Kelly et al.verse selection in limiting the scope of imper-
(1993) identify two outward-oriented income sonal markets for credit and insurance. Von
strategies in which households are “pushedBraun et al. (1993) conclude that weak credit
into nonagricultural activities because of a deaccess for smallholders is likely to exacerbate
teriorating agricultural resource base, stagnarthe distribution of wealth and incomes in rural
agricultural technology, or poorly developedareas by forcing poorer and more vulnerable
agricultural markets. Especially in the latter twohouseholds to sell off assets at distress prices to
cases, off-farm income comes at the expense phy for food during droughts and other disrup-
greater agricultural productivity and income.tions.
Public investments that foster the development Weak credit markets also affect small-
of local financial markets and increase opportuholders’ access to food through their effect on
nities for profitable private investments in local
farming and off-farm activities may reverse the  “Moral hazard” refers to situations in which the
outmigration of labor from these areas. cost to an indivildual of a certai_n action is less than
Unstable and covariant production also ne- € cost to society of that action. As a result, the
. . . b . individual engages in the action more often than is
cessnat_es th_e spatial dlver5|f|c_at|on of resources socially optimal. For example, someone may be
for credit or insurance pools, if these pools are  |ess cautious when insured than when not insured
to remain solvent, or if they are to provide because she knows that her losses from careless-
significant risk reduction for members. This ness will be covered by insurance. “Adverse selec-
diversification is impeded by high information tipn“ refers to the tendency.for individuals with the
costs and strategic uncertainties associated with Mghest risk factors to be disproportionately repre-

. . ; , . sented in insurance schemes while paying the same
Oper?‘t_'ng_OUtS'de of one’s social group. This premiums as other consumers. This raises actual
condition increases the problems of moral haz-  costs beyond expected levels. Adverse selection is
ard and adverse selection which plague many made possible by imperfect information.
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trader behavior. Credit constraints mean thature.
the volume of food handled by traders is lim-  Binswanger and Mcintire (1987) suggest
ited by their own working capital. This createsthat low, stable levels of technology across
barriers to entry, impedes the achievement diouseholds and high costs of supervising hired
scale economies in distribution, and leads to alabor make it unattractive for most smallholders
underprovision of marketing services comparedo offer a wage sufficient to attract hired labor.
to a situation where access to credit was easiefhey argue that the marginal product of labor
Underprovision of services such as storage andhries little across farms, since “cultivated area
transport increases the likelihood of price instaper working household member is largely in-
bility, poor market integration, and higher mar-variant to household size or wealth” (p. 77).
keting costs. The result is decreased access @ven supervisory costs for hired labor (or a
food by vulnerable groups. These problems imower marginal product of hired labor in the
turn entrench households’ efforts to lessen thegbsence of supervision), “a worker’s output is
reliance on food markets. Opportunities for speat least as large on his own plot as it is on his
cialization and income growth based on gainemployer’s plot. Therefore, the employer can-
from trade are depressed, reinforcing the powot compensate a worker ... for the worker’s
erty trap. foregone output in self-cultivation” (p. 76).
In summary, protecting vulnerable groups’Labor demand is thus constrained.
access to food often requires access to credit for Contrary to Binswanger and Mcintire’s sug-
both food and farm inputs. But this access igestion regarding land access, there is evidence
weakened by ceilings on formal lending ratesthat cultivated area per household laborer varies
low-productivity agricultural systems, weathersignificantly across households, even in ostensi-
variability, limited sources of collateral, and bly “land abundant” settings Even with the
information barriers leading to moral hazardsame simple technology across households, the
and adverse selection. Poorly functioning fi-marginal product of labor may vary because
nancial markets in turn generate side effecti&bor input may be combined in varying propor-
that reduce future productivity growth: liquida-tions with land. Differential access to capital
tion of productive assets during droughts, forcedwhich may be used to finance animal traction
labor migration, and malnutrition. or fertilizer) also causes the marginal value prod-
uct of labor to vary across farms. Collier (1989)
also observes this but arrives at a conclusion
LaborMarkets similar to Binswanger and Mclintire by noting
that, since weather is stochastic, the marginal
Within the farming systems typical of SSA, on-product of labor is uncertain at the time it is
farm labor demand tends to be highly synchrohired. Employers demand a risk premium, often
nous across households, both seasonally ampadishing the expected marginal value product of
over years. Within a region, households genefired labor below potential laborers’ reservation
ally follow similar cropping strategies and ap-wage. Collier relies on this characteristic in com-
ply similar inputs, generally limited to labor
and some hand implements. Labor for land This fact explains in part why animal traction has
preparation, weeding and harvesting is most been so critical in many areas of SSA in allowing
scarce when it is most needed, and most avail- farmers to inprease area planted_to food crops under
able when it is least needed. The shortage or more intensive production techniques. See, for ex-

. . .. . . ample, Boughton (1993) for evidence from Mali.
high price of labor at critical periods in the cropy See Tschirley and Weber (1994) for evidence from

cycle impedes area and yield expansion an_d the Mozambique. See also Platteau (1991), especially
supply responsiveness of smallholder agricul- Chapter 4, for a general review of the issue in SSA.
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bination with high supervisory costs to explainexclude neighbors’ right of commons outside the
the lack of any significant labor market amongcropping season. The community may thus seek
smallholders in Kenya. to prohibit these activities and in this way con-
The evidence suggests, therefore, that urstrain innovation and productivity growth, with
certain returns to hired labor and high informapotentially adverse effects on access to food over
tion and supervisory costs constrain the demaritie long run.
for labor by widening the difference between The relationship between the land markets
potential laborers’ reservation wage and potenjpresumably leading to private land titling) and
tial employers’ offer price. This problem is ac-agricultural productivity has been challenged
centuated by poor communication and transpoby numerous commentators (e.g., Migot-
tation infrastructure. High transaction costs inAdholla et al. 1991; Bruce 1993; van den Brink
labor markets impede on-farm specialization andnd Bromley 1992; Basset and Crummey 1993).
thus productivity growth and output expansion.This literature stresses that security of access to
High transaction costs also impede the transféhe income stream from the land is the critical
of labor from the agricultural sector to otherdeterminant of future productivity-enhancing
sectors, which is essential if agricultural laborinvestments in land, not formal titling. Bruce
productivity and farm incomes are to rise. (1993) argues that:

the causes of insecurity of tenure are diverse, and
Land Markets many have little to do with the rules of indigenous

systems. It may arise from abuse of power by tradi-
Recent attention has been directed toward th@nal land administrators in hierarchical systems, or
guestion of whether indigenous land tenure arfrom their ineffectiveness in enforcing rules in politi-
rangements constrain farmer innovation and ineal or economic circumstances which have under-
vestment (Noronha 1985; Migot-Adholla et al.mined their authority. Competition between ethnic
1991; Platteau 1991; Bruce 1993; van den Bringroups, land grabbing by new elites and such arbitrary
and Bromley 1992). This literature also providegovernment action as taking without compensation or
some insights as to the effects of indigenous langtanting concessions inconsistent with existing rights
arrangements on households’ access to food. The: emerging sources of insecurity of tenure that may
argument is often forwarded that farmers requirgrove in the long run more serious than deficiencies in
long-term security of tenure to make investmentghe substantive rules of indigenous systems (p. 40).
that promote the long-run productivity and sus-
tainability of the land. It is also held that indig-  Notwithstanding the validity of Bruce’s
enous tenure arrangements often deny Africagtatement, weak security of possession under
farmers the ability to make certain kinds of landreehold tenure systems does not assure that
improvements that would promote productivity.land rights are more secure under customary
Bruce (1993) provides two common examplesland tenure arrangements.
The first is where the community’s livestock is  More importantly, it has been difficult to
allowed onto the fields after harvest to graze croprgue that customary usufructory land tenure
residues. Because a farmer’s livestock is free tarrangementsresult in land allocations that are
range with all the others, it may be considereeither pareto-efficient or provide the most pro-
unfair for him/her to intensify use of his/her Iandi
in a manner that requires exclusion from such -

. . . traditional power structure, but, once delegated to a
grazing. A_ Sec‘?”d example is where the planting household, that household is given use rights to the
of trees might tie down the use of land for longer  |and as long as its members continue to utilize the
than is considered appropriate, and fencing might  land.

l.e., authority for delegating land is vested in the
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ductive use of scarce land. Low (1986), based ong the use right. As stated by Low (1986),
extensive examples from southern Africa, argues
that usufructory land tenure arrangements hawader freehold tenure, there is an opportunity-money
resulted in a situation of declining land produc-cost involved in maintaining usufructory rights, which
tivity even under increased population densityis related to the productivity and scarcity of the land.
Because land serves a number of important putdnder usufructory rights, there is no money cost in-
poses in addition to farming a dwelling placeyolved. Instead, there are time costs, but these are
source of raw materials for consumption goodsglated less to the productivity or scarcity of the land
a form of social security after retirement housethan to the opportunity costs of using this time in other
holds are reluctant to migrate off the land, evenonmarket or market production. These opportunity
when more profitable off-farm activities becomecosts will often be minimal for certain household mem-
available, for fear of losing usufructory rights tobers(e.g., those with low levels of education or train-
the land. Instead, increased off-farm wage oppoing) and can be covered by labor-extensive subsistence
tunities over the decades in much of southeroultivation. Covering opportunity costs of maintaining
Africa have resulted in specialization of farm andreehold use rights, on the other hand, requires a mini-
nonfarm activitiesvithin households rather than mum value of production per unit of land (p. 163).
acrosshouseholds. That is, rather than moving
off the farm when one or more family members  While certain land tenure features may im-
secured a relatively high off-farm employmentpede productivity growth, it must be under-
opportunity, households have tended to fragmenstood that these features are not isolated, incon-
with some members migrating off-farm whilevenient facts but important cogs in a
other (usually less productive) members remaisocioeconomic system that continues to per-
on the farm to maintain usufructory land rightsform important functions for farmers (Bruce
while simultaneously engaging in numerous othet993). Indigenous tenure systems place great
activities (child care, fuel and water provision,emphasis on risk management. These systems
tending to cattle, schooling, food preparation)may reduce the risk of a household not surviv-
For these fragmented households (40 percent ofg a drought or other short-term crisis. But if
rural Zimbabwean households, by some estimatesiyich arrangements tend to impede productive
and over 50 percent in Swaziland and Lesotho)nvestments over time, their effects on access to
relatively low amounts of labor are devoted tdfood, relative to more market-oriented land-
farm production, resulting in less productive landenure arrangements, may be different over the
use than would occur if farmed by householdshort and long runs.
that were willing to specialize in farming and  Apart from the question of appropriate ten-
more intensively utilize available land resourcesire arrangements to govern the use of land
(Richards, Sturrock, and Fortt 1973; Yudelmaralready allocated is the issue of the initial dis-
1964). tribution of that land. The performance of mar-
Therefore, the land tenure debate has bedets are fundamentally shaped by the distribu-
misplaced in one important respect: the differtion of assets. In some cases, a more equitable
ence between freehold and customary tenunedistribution may be necessary to achieve in-
rests not only on the security of the use rightcome growth on a broad enough basis to stimu-
but also on the nature of the costs of maintainate the development of markets.
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