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ABSTRACT

AN ANALYSIS OF IMPORT TARIFF ESCALATION: A CASE OF MAIZE TRADE
BETWEEN SOUTH AFRICA AND MOZAMBIQUE

By

Michelle N. Corzine

Recent World Trade Organization negotiation rounds have focused on import
tariff escalation, which occurs when import tariffs increase as the processing level
increases. Although typically researched as a trade policy used by developed countries to
protect their agro-processing sector, this research examines the effects of import tariff
escalation when used by a developing country. Specifically, this thesis examines import
tariff escalation (and the value-added tax) applied by Mozambique to imports of maize
and maize flour from South Africa. Using econometrically estimated domestic supply
and demand elasticities for each region, this thesis uses a spatial, partial equilibrium
model to maximize social welfare subject to material balances and price constraints to
model the changes in prices and export quantities due to a removal of import tariff
escalation, the value-added tax, and a simulated ‘free’ trade environment. Although data
availability was limited and thus decreased the statistical validity of the econometrically
estimated elasticities, sensitivity tests indicated the models robustness to small changes in
the elasticities. The model simulations indicated the removal of the VAT had very little
effect of changes in prices or export quantities, while considerable changes were found in

the simulated removal of import tariff and the ‘free’ trade simulation.
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1. INTRODUCTION

1.1 Import Tariff Escalation
As globalization continues to evolve and countries adjust to increased integration

of markets, countries seek potential markets for their products while continuing to
implement barriers that obstruct the expansion of those markets. These barriers used to
distort trade incentives and protect domestic industries include export subsidies, export
taxes, quotas and import tariffs. Though past multilateral negotiating rounds of both the
General Agreement on Tariffs and Trade (GATT) and the World Trade Organization
(WTO) have focused on reducing these market barriers, many are still present and
continue to distort trade and hinder development in many countries. One distorting trade
policy that received attention during the Uruguay Round of negotiations was import tariff
escalation in agricultural processing chains.

According to OECD (1997), import tariff escalation occurs when there is a zero or
lower tariff on unprocessed or raw commodities, but a larger tariff on a processed form of
the commodity. An example would be when a country has a low or zero import tariff on
cocoa beans, a higher import tariff on cocoa powder and an even higher import tariffs on
chocolate bars.

Import tariff escalation' has become a major issue during trade negotiations
because it adds a higher level of effective protection to a country’s processing and retail
sector (OECD, 1997). As global trade expands, the protection of a country’s processing

sector has two separate negative effects dependent on if the escalating tariff is applied by

: Export tariff escalation, which is a less used trade barrier, occurs when the export tariff is
greater on the lower the processing level product. In other words, if there is a higher export tariff
on the raw commodity than the processed commodity then export tariff escalation exists.
Nevertheless, the goal of the escalating export tariff is the same, to protect the local processing
industry.



a developed or developing countries. The most discussed and researched effect of import
tariff escalation is the use by developed countries and its negative impacts on developing
countries. More specifically, the use of import tariff escalation by developed countries
inhibits developing countries’ ability to diversify their export portfolio, increase their
trade in processed commodities, and reduce their reliance on exports of raw commodities
(Elamin and Khaaira, 2004). Alternatively, the use of import tariff escalation by
developing countries, specifically on imports of staple commodities, can create negative
impacts, especially for its consumers, as the protected processing industry is allowed to
produce less efficiently, while using market power to increase the retail price of the

processed commodity.

1.1.1 Developed Countries
Historically most developing countries have focused on exportation of raw

commodity products. However, as noted by Elamin and Khaira (2004) many different
factors have lead to an increased interest of developing countries to play a larger role in
the processing of agricultural commodities. The first factor is the continued emphasis on
diversification of a country’s export portfolio for sustainable economic growth.
Developing countries acknowledge that focusing exports on only one or two raw
commodities makes the country highly sensitive to instability caused by poor production
years, natural disasters, or declining world market prices. Another factor leading to the
change in developing countries is the growing urban labor force in developing countries
due to migration from rural to urban areas. Processing industries would thus provide

another employment option for the growing urban population. Third, there is growing



awareness of environmental problems caused by over-exploitation of natural resources,
causing developing countries to pursue greater control over their own raw commodities.
The final factor is the growth in global demand of agriculture processed products as
compared to raw commodities. Developing countries see the growth of demand for
processed products as compared to demand for raw commodities and acknowledge that if
a shift is not made, their economy will decline due to a loss in exports. This final factor
brings the emphasis back to the most important point of the need for diversification in the
export portfolio.

Elamin and Khaira (2004) indicate that the agriculture processing sector as a share
of world trade has increased since 1980. In a twenty year period, from 1980 to 2000,
processed agriculture products increased its share in total value of world trade by 6
percent, while primary products trade value only increased by 3.3 percent of the total
value traded. The decrease in importance of primary products has been caused by low
income elasticity of demand, coupled with the decline in economic activities in which
primary products are intensely used, along with the overall structure of the commodity
markets (Elamin and Khaira, 2004).

This shift towards trade of processed products, as compared to primary products,
has large negative effects on developing countries economies as they tend to be the leader
in exports of primary products. In addition to the decreasing importance of primary
products trade, developing countries are losing their share in the trade of agriculture
processed products. Elamin and Khaira (2004) note that overall the share of agriculture
exports of processed products from developing countries decreased by 2 percent, while

the share of agriculture processed products as a whole was increasing. Countries

(98]



classified as least developed countries also had a decrease in the share of agriculture
exports in processed products from 0.7 percent to 0.3 percent over the same time period.

This trend can be seen in an example of cocoa. Elamin and Khaira (2004)
compiled the top ten cocoa producing developing countries and found that as the stage of
processing increased the share that developing countries had in that product decreased.
The results indicate that the top ten developing countries shares of world exports from
1996 to 1999 were 83 percent for cocoa beans, 30 percent for cocoa butter, 28 percent for
cocoa powder and |1 percent of chocolate. To illustrate that the growth of the export
processing sector the authors note that in 1970 chocolate exports were 20 percent of total
cocoa products world exports, however by 1996 chocolate exports were 56 percent to
total coca products world exports. The authors also noted that the same trend could be
found for the top ten developing countries producing coffee.

Therefore, due to the importance that agriculture plays in developing country
economies and the changing preferences in world trade of agriculture products, it is
important that trade-restricting policies not be used to further hinder developing countries

export potential.

1.1.2 Developing Countries
As mentioned above, developed countries are not alone in applying escalating

import tariffs on agriculture commodities. Developing countries use import tariff
escalation as a means of protecting their own agricultural processing industries. Most
developing countrics throughout Africa, Asia and Central and South America use some

type of import tariff to protect their main staples (WTO, 2008). However, literature that



examines the impacts of import tariff escalation on domestic consumers and producers in
developing countries is limited. Valenzuela et al (2004) are one of the few authors to
address the impacts caused by the removal of import tariff escalation. The authors
examine social welfare changes due to tariff removal on smallholder livestock producers
in developing countries. The authors conclude that both in the short and long run,
poverty for the majority of countries examined would be reduced through the elimination

of domestic import tariffs

1.2 Overview of the Problem
Mozambique is a prime example of a developing country using import tariff

escalation as a means of protecting its maize processing industry’. Mozambique and
South Africa are both members of the South African Development Community (SADC),
which is a free trade block of fourteen southern African countries. Trade in maize,
however, which is considered a sensitive commodity, is exempt from this free trade
agreement. Mozambique currently applies a 20 percent import tariff on maize flour
entering from South Africa, while only applying a 2.5 percent import tariff on maize
grain imports from the same country®. Mozambique has an additional import policy to
further protect its industrial maize processors. The country applies a 17 percent Value
Added Tax (VAT) on all maize grain entering the country. The combination of the VAT
and import tariff on grain equals the import tariff applicd on maize flour, thus making it

appear that Mozambique has high import barriers on all products rather than an escalating

2 Mozambique is currently discussing applying export tariff escalation to the cashew sector to
grotect the cashew processing sector.

Given the current “food price crisis”, Mozambique is discussing changing their import tariff
policy on basic staples, including maize.



import tariff problem. However, further investigation into the VAT reveals that the 17
percent VAT is reimbursed as long as the grain is being imported to be processed into
maize flour by an industrial processing company. On the other hand, if the grain being
imported for use at smaller hammer mills or homes, then the VAT is not reimbursed.
Therefore, the combination of a high escalating import tariff on maize flour, combined
with a high VAT on maize grain that is exempt for industrial maize processors further
illustrates the Mozambique government’s protection of the industrial maize millers in the
country.

The importance of this topic is heightened by the recent trends in local maize
prices in Mozambique. Maize grain has traditionally been the number one staple for the
urban poor and rural populations in Mozambique. However, maize grain and flour
prices, which were traditionally below the cost of rice, have been increasing more rapidly
than rice prices (Figure 1.1). Tschirley and Abdula (2007) argue that this increase in
maize grain and maize flour prices in Mozambique is not caused by world price changes
but the domestic maize market structure. The authors explain that beginning in 2002,
maize flour prices in Maputo began increasing, eventually peaking in late 2004 and then
stabilizing in 2006, with similar trends occurring in the center region of Mozambique,
sometimes to a higher degree. During this same time period, Zambian maize flour prices
were significantly lower than Mozambique prices with a surge in late 2005, due to a
sharp appreciation of the Zambian Kwacha. Even with this surge, maize flour prices in
Zambia were still almost half the cost per kilogram (kg) as compared to Mozambique,

with similar results found in other surrounding countries.



Affordability of maize grain and maize flour, especially for poor consumers
throughout Mozambique, is heightened by the current increasing price of maize and
maize flour on the world market. It therefore becomes imperative to examine the
domestic impacts of the restricting import policies applied to maize grain and maize

flour, specifically, given the importance of maize and maize flour as a food staple.

Figure 1.1: Real Staple Food Prices in Maputo, 1993-2007
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1.4 Research Objectives
The general objective of this research is to empirically measure the changes in
prices and quantities traded that would occur in Mozambique with a change in import
tariff policy. The specific objectives of this research are to:
a) Describe the maize market structure and industrial maize milling industry in
both Mozambique and South Africa, including the current trade situation
between the two countries, and the import tariffs and VAT applied to maize

grain and maize flour originating from South Africa.
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b) Provide a review of prior research on import tariff escalation.

c) Create a model of maximum net social monetary welfare under different tariff
scenarios.

d) Estimate elasticities of supply and demand for maize grain and maize flour in
three relevant geographic regions that will be used to make the net social
monetary welfare model operational.

e) Make policy recommendations on Mozambique’s import tariff escalation and

VAT policies based on the results of the tariff simulations.

1.5 Thesis Organization
This thesis is organized to accomplish the objectives defined above. Chapter 2

will examine the maize sector in Mozambique and South Africa and the trade relationship
between these two countries, including an in-depth discussion of the import tariff and
VAT policies applied to maize and maize flour traded between South Africa and
Mozambique. Chapter 3 will review the literature of past research in import tariff
escalation analysis to identify the knowledge gaps that need to be filled and the methods
used to analyze import tariff escalation. Chapter 4 will describe the theoretical
framework of the social welfare maximization model used in the analysis. Chapter 5
provides the theoretical framework for the supply and demand estimations, in addition to
the empirical supply and demand models used, data description, and results from the
estimations that will be used to make the social welfare model operational. Chapter 6
starts with a detailed description of the empirical model and parameters uscd for the net

monetary social welfarec model and finishes with results from the baseline and alternative



tariff scenarios. Finally, Chapter 7 concludes with an overall summary of the research

and findings, implications, and opportunities for further research on this topic.

1.6 Conclusion
This chapter has provided a brief introduction to the economic consequences of

import tariff escalation that occurs when applied by both developed and developing
countries. Mozambique was introduced as the subject of this research due to their
application of escalating tariffs import on maize grain and maize flour imported from
South Africa. A short introduction to the current situation in Mozambique has been
provided. Before analysis of the import tariffs can be conducted, the maize market
system in Mozambique and, to a lesser degree, South Africa must be understood. The
following chapter will provide detailed information related to the complex maize market
in Mozambique, including details on both production and consumption of the
commodities. In addition, the chapter will provide a brief description of the maize
market system in South Africa and details on trade patterns between the two countries

and a more in-depth look at the tariffs used by Mozambique.



2. MAIZE MARKET

2.1 Mozambique
Mozambique is a large country on the south-eastern coastline of Africa stretching

north-south along 2500 km of the Indian Ocean. The country is divided into ten
provinces and three regions. In this study, Maputo, Inhambane and Gaza provinces form
to make the southern region, while Manica, Sofala and Tete make the center region,
leaving Zambezia", Nampula, Cabo Delgado, and Niassa to form the northern region.

According to the Instituto Nacional de Estatistica (INE), almost 20 million people
populated Mozambique in 2006, of which 25 percent were located in the southern region,
15 percent were residents of the central region and the remaining 60 percent were in the
northern region of Mozambique (1997). While the majority of the country, 70 percent, is
labeled as rural, over 40 percent of the southern region is classified as urban, and
approximately 80 percent of the population in Maputo province is categorized as urban
(INE, 1997).

Mozambique’s economic development has suffered various setbacks. Economic
growth began to decline with the end of Portugal’s colonial rule of Mozambique in 1975
and further decreased through the 1980’s, as civil war engulfed Mozambique. As one
can see in Figure 2.1, with the end of the civil war in 1992, economic growth increased
rapidly” throughout the post-war era (1993 to 1998) due to good crop production years,
increased political stability and large foreign investments (Jones, 2006). Due to

importance of agriculture to the GDP, slight dips in economic growth occurred during

* While official statistics often group Zambezia with the center region, for market analysis,
Zambezia is more integrated into the northern region. The bridge currently being constructed
over the Zambezi River may change the current market integration dynamics of Mozambique.
* GDP growth averaged around 8 percent during the post — war era, with the largest growth
occurring in 1993 with a 20 percent increase.
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1999 and 2000 caused by poor rainfall and intensive flooding that led to poor production
years. Economic growth continued after 2000, but at a slower, less intensive rate
(approximately 3 percent) than experienced during the early post-war era. In recent
years, economic growth has been rapidly increasing (around 7 percent) due to large

investments in industry.

Figure 2.1: Mozambique Gross Domestic Product, per capita
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Agriculture is still the main contributor to the Mozambique economy, providing over
75 percent of employment for the population and contributing slightly less than 25
percent to the GDP. The majority of production occurs on small household farms® with
commercial farms focusing on exportable and/or cash crops. Arable land availability in

Mozambique amounts to 36 million hectares, while only around 10 percent of the 36

% Small farms are defined as less than 10 hectares.



million hectares is currently being used. In addition, the country offers a wide variety of
soil types and climate conditions making it suitable for production of a wide range of

crops (Sebei, 2002).

2.1.1 Market Structure
In Mozambique, maize grain’ is the most widely produced, sold and consumed

staple among the country’s several food staples. Additionally maize is the only staple
that is exported on a regular basis, primarily from the northern region, but also
occasionally from the center providing income to rural maize-producing households. The
majority of maize grain, around 90 percent, is produced in the northern and central
regions of Mozambique, while the majority of the urban population and rural net
purchasers of maize grain live in southern Mozambique.

Transport is an important factor in the flow of maize grain from the production to
the consumption zone. Mozambique has poor infrastructure in all main methods of
transport, including roads, railroads and sea links, and rail options from the north to south
are nonexistent. During colonial years, railroads were built east to west to move raw
materials from inland to the coast, however these are not consistent with today’s need to

move staples north to south.

7 Unless otherwise noted, maize grain refers to white maize grain only. Mozambique uses white
maize grain for human consumption, while yellow maize grain is used for animal feed and for
human consumption only during extreme food insecurity. Therefore, in this research, yellow
maize will only be considered for use other than human consumption.
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Figure 2.2: Map of Mozambique with Regions and Maize Flow Patterns
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Movement of grain from the north and center to the south by road is difficult and
costly due to distance, combined with low road quality and increased fuel prices. Many
portions of the road are likely be poor as World Road Statistics (2008) estimated that in
2002 only 19 percent of roads were surface paved, with an additional 27 percent paved in

gravel. Additionally, high diesel fuel prices, which increased by 610 percent in real price
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terms from February of 1995 to December 2003, make transport of maize grain by road
extremely expensive (Abdula, 2005). The distance from Lichinga, the capital of Niassa
in the northern region and an important production zone, to Maputo is over 1800
kilometers and truck transport is the only viable option. Although the transport cost from
the north per kilometer is comparable to the cost per kilometer from the center, the added
distance increases overall transport cost to a minimum of 1800 Meticals/ton (SIMA,
2008).

An additional access problem for movement of maize grain from the north to the
southern region of the country is created by the Zambezi River. Only one large
commercial ferry, between Tete and Zambezia provinces provides access across the river.
In addition, during the rainy season movement across the river typically becomes
impossible due to flooding. A new bridge is being constructed but until then, the
Zambezi River forms a natural border between the north and the rest of Mozambique
creating two natural, separate markets within the country (Figure 2.2). Therefore, this

research will focus on the market area of central and southern Mozambique.

2.1.2 Production
As noted earlier, maize is the most widely produced staple throughout

Mozambique. Total maize production in Mozambique has been increasing throughout
the last fifteen years (Figure 2.3). Data suggest that this increase in production is due
more to additional land being added to production than increased productivity, as yields
have consistently fluctuated around 1 mt/ha. Figure 2.3 illustrates the increasing trend in

production and land cultivated for maize, although the additional land added into maize
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production is minor compared to the amount of arable land still available for production.

It is estimated that 88 percent of arable land has not been cultivated in Mozambique.

Figure 2.3: Total Maize Production vs. Total Area Harvested for Maize
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Most maize is produced on small household farms for home consumption with
few inputs. The majority of households use seed from the previous year with no
fertilizer® or irrigation. Therefore, total production is highly dependent on rainfall.
Figure 2.4 illustrates the high dependence of production on rainfall, as yield does not vary
throughout the years but total production in the central and southern regions moves with
rainfall.

Rainfall varies throughout the country, thus affecting regional production
differently. According to Tschirley and Abdula (2007), the northern region typically has

higher total production because the region generally has more reliable rainfall (along with

8 Only 3.5 percent of farms in Mozambique use chemical fertilizer (Cunguara, 2008)
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better soil quality). Rainfall in the north tends to be independent and is not correlated
with rainfall in the central and southern regions of the country. However, rainfall in the
center and southern regions due tend to be correlated (Figure 2.4). This lack of rainfall
correlation between the north and the rest of the country can be seen during years of
drought in the center and southern regions, while the north remains relatively unaffected,
such as 1992/1993. The center also tends to have better rainfall than the southern region,

but is still more variable than the north (Tschirley and Abdula, 2007).

Figure 2.4: Total Rainfall and Total Maize Production,
Central/Southern Mozambique
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The trend of higher production in the northern and central regions can be scen for
the 2006/2007 crop season. According to the 2007/2008 Famine Early Warning System

(FEWSNET) Projected Food Balance Sheets (2007), a little over 1.5 million metric tons
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of maize was produced. Of that 1.5 million tons, 57 percent was produced in northern
Mozambique, 37 percent was produced in the central region and the remaining amount,
approximately 6 percent was produced in southern Mozambique.

Data on total production can be deceiving since a majority of the maize produced
is never sold on the market. As Table 2.1 indicates, in the 2001/2002 season’, 50 percent
of maize was produced in the north, almost 40 percent was produced in the center and
almost 10 percent was produced in the south, which is comparable to production
percentages for the 2006/2007 season discussed above. Percent of national sales is
equivalent to percent of production. However, the percentage of households selling on
the market is more evenly distributed in the northern and center regions. In 2002,
approximately 24 percent in the north, 23 percent in the center and almost 4 percent of

households in the south were selling their maize on the market (Abdula, 2005).

Table 2.1: Percent Maize Production and Sales, 2001/2002

North Center South
Percent of National Production 50.5 39.8 9.6
Percent of National Sales 59.1 38.5 2.4
Percent of Households Sel]inE Maize 24 23.4 3.8

Data Source: 1AF (2002), Abdula (2005)

2.1.3 Consumption
Maize grain and flour are the primary staples in both rural and urban areas

throughout Mozambique, although consumption patterns have been shifting in the recent
years, due to the relative changes in retail prices of the basic staples (Figure 1.1) and a

general shift in, specifically urban, preferences for rice and wheat products. As can be

9 . - .
The 2001/2002 scason is used because it is the most current household survey data available.
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seen in Table 2.2, when aggregated across the entire country to include both rural and
urban areas, maize and maize derivatives continue to dominate total expenditure of
cereals with a little over 15 percent of expenditure in both 1996 and 2002 according to
Inquierito aso Agregados Familiares (IAF), a Mozambique government household
consumption and budget survey, while rice only accounts for around 4 percent of total

expenditure allocated to cereals.

Table 2.2: Food Expenditure Allocated to Cereals, National

IAF 1996 IAF 2002
Percent
Maize and Maize Derivatives 15.44 15.45
Rice 3.84 3.76
Wheat and Wheat Derivatives 1.66 1.31

Data Source: IAF (1996), IAF (2002), and Abdula (2005)

It should be noted that expenditure patterns vary greatly by rural and urban areas.
Table 2.3, shows the total expenditure percentages for cereals for 1996 allocated to the
same categories separated into rural and urban categories. The percent of total cereal
expenditure allocated to maize and maize derivatives decreases to around 10 percent for
urban areas while over 16 percent of expenditure allocated to cereals is spent on maize
and maize derivatives in the rural area. Table 2.3 also illustrates that urban households
decrease their total cereal expenditures allocated to maize and maize derivatives and

increase their total expenditure of cereals spent on rice and wheat to over 5 percent.
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Table 2.3: 1996 Food Expenditure Allocated to Cereals, Urban and Rural

Urban Rural

Percent
All Cereals 22.7 22.8
Maize and Maize Derivatives 10.56 16.68
Rice 6.77 3.09
Wheat and Wheat Derivatives 5.28 0.74

Data Source: IAF (1996) and Abdula (2005)

Expenditure patterns also vary across provinces (Table 2.4). In the highly urban
province of Maputo, the urban population slightly increased total expenditure for cereals
spent on maize from 1996 to 2002, although it still remained under 3 percent with a
majority of their cereal expenditure spent on maize substitutes such as wheat products
and rice. Overall, rural areas of Maputo province allocated slightly more of their total
cereal expenditure to maize and maize products, however, from 1996 to 2002, total cereal
expenditure spent on maize decreased by 7 percent. During the same time period, the
rural Maputo population increased their total expenditure of cereals spent on rice by 5
percent. However, maize remained an important staple, over 10 percent was allocated to
maize expenditure in both the rural and urban areas of Gaza and Inhambane, while over
40 percent of total cereal expenditure was allocated to maize in the rural and urban areas
of Manica and Tete. Therefore, even with increasing prices of maize products as
compared to other staples as discussed in Chapter 1, it still remains an important staple

throughout Mozambique.



Table 2.4: Food Expenditure Allocated to Cereals, by Province and Urban/Rural

Maputo Gaza and Manica and Sofala
Inhambane Tete
Urban
1996 2002 | 1996 2002 | 1996 2002 | 1996 2002
Percent of Total Food Expenditures
Maize 1.1 24 10.1 14.5 246 399 | 194 27.5
Rice 15.0 7.8 16.2 9.8 6.1 4.4 8.9 9.2
Wheat [ 21.7 15.5 16.3 6.0 59 29 8.5 4.2
Rural
1996 2002 | 1996 2002 | 1996 2002 | 1996 2002
Percent of Total Food Expenditures
Maize | 16.4 9.1 224 12.0 232 48.0 18.8 26.7
Rice |6.2 114 5.7 9.5 1.1 25 7.8 6.5
Wheat | 6.1 7.4 34 3.2 0.9 1.4 0.5 1.7

.
Data Source: IAF (1996), IAF (2002), Abdula (2005)

2.1.4 Milling Industry
As explained by Tschirley and Abdula (2006), there are three main types of maize

millers in Mozambique. The first is home milling, where the household buys or produces
the maize grain and hand pounds the maize to produce the maize flour. Secondly, there
are small-scale hammer mills, where the customer provides the maize grain and the
hammer mill provides the service of pounding, usually producing a straight run meal.
Finally, there are industrial millers who purchase maize and then process and sell various
qualities of maize flour at wholesale and retail levels. Different qualities of maize flour
can be produced from these different milling options. Extraction rates can go from 100
percent, where all of the maize grain is uscd in the creation of the flour (typical of small-

scale hammer mills), to 65 percent extraction rate where the maize germ and other



components are removed. For this study, only the highest quality of maize flour will be
examined.

Within the last 15 years, large industrial millers in Mozambique have started to
gain market share. Throughout the 1980’s, the maize milling industry declined due to
poor management and the inability to obtain inputs due to the political instability. By the
mid-1990’s, Compannia Industrial da Motala (CIM), a large industrial maize milling
company in the southern region of Mozambique, was privatized and operating as the only
maize miller in southern Mozambique. Today Merec Industries (Merec) is the only real
competitor for CIM in the commercial maize milling industry in southern Mozambique.
According to a survey conducted in 2005, these two companies held over 70 percent of
the maize flour market in both central and southern Mozambique, and 100 percent of the
market in Maputo City (Tschirley and Abdula, 2007). However, CIM with its highest
quality maize flour, Top Score, continues to dominate the market in Maputo City, which
is reinforced by results from a 2007 survey (Tschirley and Abdula, 2007) that indicated in
open air markets in Maputo, CIM held 70 percent of the market while Merec products
were almost completely absent. This is consistent with results found in the supermarket
during the same time period. A survey of the shelf space revealed that CIM’s products
occupied 70 percent of the shelf space, while Merec products had 13 percent and
imported maize flour from South Africa had 5 percent of the shelf space (Tschirley and
Abdula, 2007).

The dominance of CIM in the market may be important considering the increasing
prices of maize flour. During the first few ycars of production, CIM’s price was

compatible to similar maize flour in surrounding countries. Beginning around 2002, Top



Score maize flour prices increased and by 2005 Top Score was three times the price of
maize grain in Maputo, four times the price of maize grain in any other city in the center
and southern regions of Mozambique, and double the equivalent brand of maize flour in
Zambia and Malawi (Tschirley, et al, 2006). Nevertheless, competition from other large
and small millers remains limited. In the last 5 years, other large industrial millers have
opened in and around Maputo, including SMC and Inacio de Sousa, but, neither
company’s brand of maize flour is aggressively competing for market share in Maputo
City (Abdula, 2005).

Vonk (V&M), one of the major industrial millers in the center region of
Mozambique, has begun shipping maize flour to the south and targeting the Maputo
market to gain market share. V&M, which uses maize grain produced in the center
region of Mozambique, determined that even with the cost of shipping the maize flour
from the center to the south, the current high cost of maize flour in Maputo offered an
opportunity to enter the Maputo market. However, V&M’s attempt seem to have been
unsuccessful as it was not mentioned in the 2007 survey on maize flour in either the open

air markets or retail stores (Tschirley and Abdula, 2007).

2.2 South Africa
Traub and Jayne (2008) explain that starting in the 1930’s, South Africa’s maize

production was a single-channel system controlled by the government. A Maize Board
set prices at every stage of the processing chain, including the producer maize grain and
retail maize flour prices. In the 1980’s the South African government recognized the

inefficiencies caused by setting prices and controlling distribution and began the process
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of privatizing the maize marketing sector. By 1991, deregulation was in full force and
maize flour prices were no longer set by the government. At the end of the 1996/1997

marketing season, the Maize Board was dissolved (Traub and Jayne, 2008).

2.2.1 Production and Consumption
South Africa is the leading producer of maize in the southern African region. In a

typical year, South Africa produces more maize than Zimbabwe, Malawi, Mozambique,
Zambia, Swaziland, Lesotho, Botswana and Namibia combined (Jayne, 1995).
According the South African Department of Agriculture (2008), maize is produced in
five provinces of South Africa, with most production occurring in the Free State
province, followed by North West, Eastern Cape, Mpumalanga and finally KwaZulu-
Natal. Planting typically occurs between October and December due to the rainfall
variation, usually starting in the eastern part of the country and moving west. South
Africa plants an average 3.8 to 4.8 million hectares of maize per year, which accounts for
approximately 25 percent of total arable land in South Africa. Due to the lingering
reminisces from the regulated production by the Maize Board, most maize production
occurs on large commercial farms, as small-farms did not have access to contracts when
the Maize Board regulated production. More specifically, app<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>