UNIVE!

T

25 6463

LIBRARY
Michigan State
University

PLACE IN RETURN BOX to remove this checkout from your record.
TO AVOID FINES retum on or before date due.

DATE DUE DATE DUE DATE DUE




REFORMS OF THE MAIZE MARKET SYSTEM IN ZAMBIA:
ISSUES OF PRICE AND MARKET POLICIES, COOPERATIVES
AND INTERPROVINCIAL TRANSPORTATION

by

F. Kapola Sipula

A DISSERTATION

Submitted to the
Michigan State Universsity
in partial fulfilment of the requirements
for the degree of

DOCTOR OF PHILOSOPHY

Department of Agricultural Economics

1993



ABSTRACT
REFORMS OF THE MAIZE MARKET SYSTEM IN ZAMBIA:
ISSUES OF PRICE AND MARKET POLICIES, COOPERATIVES
AND INTERPROVINCIAL TRANSPORTATION
by

F. Kapola Sipula

Zambia embraced market liberalization as a strategy for economic
development in 1980 due to failings of the price policies and public marketing
enterprises which depended on subsidies and became a major drain on government
revenues. This dissertation presents three issues related to maize market
liberalization namely: 1) Evolution of the Pricing and Marketing Policies; 2) The
Role of Primary Cooperative Societies in Maize Marketing; and 3) Interprovincial
Maize Transportation.

The past agricultural policies were characterized by uniform pricing that did
not reflect transport costs and public monopoly marketing organizations. The system
resulted in mis-allocation of resources. Maize production pattern changed from
major consumption areas and nearby regions of Central, Copperbelt, Lusaka and
Southern towards remote Eastern and Northern provinces. On-farm storage and
rural milling were discouraged and consequently, marketing costs increased causing

subsidy requirements to increase.
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To reduce subsidy costs, the government attempted several market
coordination mechanisms including cooperatives whose performance was dismal too.
In the four-tier cooperative system, the Primary Cooperative Societies were surveyed
to study their potential to carry out basic market functions under the reforms. The
societies were found to be solvent but barely so and had serous liquidity problems.
Credit gaurantees for investments in their education and infrastructure was
recommeded for the short run.

Transportation, a major market coordination cost component was studied
using a linear programming model. The results re-affirmed that major maize
consumption provinces and those in close proximity had a comparative advantage
over remote provinces based on transportation costs. The remote deficit provinces
would also benefit from producing maize from within and/or other grains. In the
long run, the change in production patterns will minimize the transportation costs
and help keep food prices low.

The dissertation supported the need for market liberalization for an efficient
maize market coordination mechanism and as a strategy for economic growth of

Zambia.
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CHAPTER ONE

THE EVOLUTION OF MAIZE PRICING AND MARKETING POLICIES

Introduction

The structural adjustment efforts under way in many African countries since
the 1980s have sought to liberalize existing government restrictions on markets. As
a result, the relative roles for the private and public sectors in the economies are
being debated. This has involved redefining the role of the state in the economy and
achieving stability with respect to macroeconomic variables such as balance of
payments, government budget, the rate of inflation, the growth of the national
income and income distribution. Zambia is one country that has seriously attempted
such market reforms beginning in 1980.

Zambia manifests a dualistic economy, with relatively developed, densely
populated urban areas and sparsely populated undeveloped rural areas. The country
depends heavily on the mining sector, whose contribution to the economy has been
declining. The economy has consequently been declining, forcing the country to rely
more on domestic borrowing and external financing for development projects.

The country suffered from a combination of significant external shocks and
domestic policy errors which have culminated in a severe economic and political

crisis in recent years. There has been a rapid deterioration in balance of payments,
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budget balance, per capita income and the social and physical infrastructure such as
health, education, housing and transportation services.

Recognizing that earlier economic policies were not conducive to realizing
national goals of economic diversification and self-sufficiency in staple food
production, the government undertook changes. The main thrust of these was to
decontrol and liberalize the economy from the high degree of direct state
participation and regulation that had existed since independence in 1964. The
agricultural sector was identified as the priority sector for development.
Improvement in the agricultural sector is important in order to make full use of the
land and labour resources and in increasing incomes and foreign exchange earnings.

In the past, agriculture has contributed about sixteen percent to the country’s
GDP. The government has begun formulating and implementing a policy and
institutional reform program that will put agriculture as the leading sector. In
addition wholesale and retail prices of all agricultural commodities including maize
and maize meal prices have been decontrolled and Government monopoly marketing
institutions have been abolished, with markets opened to private participation at all
levels.

Maize is by far the most important agricultural commodity in Zambia. It is
the staple food and accounts for seventy percent of the marketed value of
agricultural commodities. Any changes in the maize policy is bound to affect not
only the agricultural sector but the economy as a whole. The centerpiece of the
reforms has been the liberalization of the maize market. The aim is to revitalize the

sub-sector under the revised set of production and marketing policies. One of the
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major changes will be the withdrawal of maize related government subsidies which
had been increasing uncontrollably. A large percentage of the subsidies went toward
market coordination functions.

The dissertation discusses the maize sub-sector in relation to price and market
policies, cooperatives and interprovincial transportation. Chapter one presents an
overview of the country, looking at the geographic and demographic, characteristics,
economics, the agricultural sector and the maize sub-sector. Chapter two reviews the
past pricing and marketing policies of the country. Chapter three draws lessons for
the past agricultural policies and presents likely impacts of the market reforms in
Zambia. Chapter four provides a review of the cooperative in maize marketing in
Zambia. The chapter presents a problem statement, the objectives of the study on
cooperatives and reviews the past role of cooperatives. Chapter five presents
methodology of the cooperative study and Chapter six, the results. Chapter seven
introduces the interprovincial maize transportation problem, objectives, model
framework and methodology. Chapter 8 presents results of the interprovincial

transportation and the last chapter, Chapter nine includes a summary conclusion.

1.1. Geographic and Demographic Characteristics

Zambia is a landlocked country occupying an area of 752,614 square
kilometers. The country shares borders with Zaire, and Tanzania in the north,
Malawi and Mozambique in the east, Zimbabwe and Botswana in the south, Namibia

in the South West and Angola in the West (See map, Figure 1.).
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Figure 1 Map of Zambia: Provinces, Districts, Major Road and Rail Links.
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Zambia has a tropical climate and vegetation with three distinct seasons,
namely: the warm-wet season stretching from November through to April, the cool
dry winter season stretching from May to August and the hot dry season from
September to October. The country is normally divided into four ecological zones.
These include the northern rainfall zone, with an area of 350,000 square kilometers.
This zone comprises the Northern, Luapula, Copperbelt, and parts of North Western
provinces. It has highly leached soils with rainfall ranging from 1,100 to 1,400
millimeters. The soils are relatively infertile. The zone is suitable for the production
of perennial tree crops and has limited potential for cassava, cotton, tobacco, maize,
sorghum, millet, beans, rice and beans (Malambo, 1987, p. 32).

The second zone is the western semi-arid plains, with an area of 208,000
square kilometers. The zone comprises the Western and parts of the North Western
provinces. The rainfall is low, averaging about 600 to 800 millimeters, and the area
is suitable for cattle rearing.

The third zone is the Central, Southern and Eastern plateaus with an area of
94,000 square kilometers. The rainfall ranges between 600 and 1,000 millimeters.
The zone is the most fertile in the country. The area is suitable for many crops,
including maize, tobacco, cotton, sunflower. It is also suitable for livestock
production.

The fourth zone is the Luangwa-Zambezi rift valley, with an area of 101,000
square kilometers. Rainfall is below 800 millimeters in this zone. It is characterized

by valleys with hot and humid temperatures. Sorghum, millet and cotton are suitable
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(Malambo, 1987, p. 32). The zone lies in parts of the Southern, Central, Lusaka and

Eastern provinces. The zone has limited agricultural potential.

Administratively the country is divided into nine provinces, namely: Central,
Copperbelt, Eastern, Luapula, Lusaka, Northern, North Western, Southern and
Western (See Figure 1). There is, however, no direct relationship between the
ecological zones and the administrative regions. The high agricultural potential
zones cover parts of Central, Copperbelt, Eastern, Lusaka and Southern provinces.

The population of the country is currently estimated at 7.8 million people
(Table 1.1). The Copperbelt province has the largest population followed by Lusaka
province. The two urban areas account for over 35 percent of the total population.

Population density is high in the Copperbelt and Lusaka provinces.
Copperbelt has 50.4 and Lusaka province has 55.2 persons per square kilometer.
The rural areas, on the other hand, have only between 14.1 in the Eastern province
to 3.0 persons per square kilometer in the North Western province. The population
densities in the rural areas indicate the vastness of the country whereas the urban
densities show the concentration of people within a Jimited area.

According to the census of 1990, 52 percent of the population was in the
urban areas.! The Copperbelt province accounts for 43.5 percent of the total urban
population. Lusaka accounts for 31.7 percent. The two provinces thus account for

over 75.0 percent of the urban population. The urban population relies on marketed

1Urban areas are defined as "all areas with a population of more than five thousand
inhabitants most of whom are involved in non-agricultural activities and sharing such
facilities as piped water, electricity, post office and police station" (CSO, country profile:
Zambia 1989/1990, December, 1990, p. 5).
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Table 1.1 Provincial Size, Total Population, Distribution, Growth Rate and Density.

Province Area Total % Distribution  Growth Rate
(’000 sq Km) Population  of Population (1980-1990)  Density

Central 9% 725,611 93 35 7.7
Copperbelt 31 1,579,542 202 23 50.4
Eastern 69 973,818 125 40 14.1
Luapula 51 526,705 6.7 22 104
Lusaka 2 1,207,980 155 5.6 55.2
Northern 148 867,795 111 25 59
N. Western 126 383,146 49 23 3.0
Southern 85 946,353 121 34 111
Western 126 607,497 78 22 48
Zambia 753 7,818,447 100 32 104

Source: CSO, 1990c, 1990d.

L
food commodities from the rural sector. The importance of marketing can not be
over-emphasized, as the distribution and density of the population indicates.

The national population growth rate was recorded at 3.2 percent between 1980
and 1990. The population density at the national level increased from 5.3 in 1969
to 7.5 in 1980 and to 10.4 persons per square kilometer in 1990. Population growth
rates per province are shown in Table 1.1. The highest population growth rate
between 1980 and 1990 Was recorded by Lusaka province at 5.6 percent. This was
due to the natural population growth through high birth rates (accompanied by lower
death rates) and to rural-urban migration.

The Eastern province was next in the population growth rate for the given

time period, with 4.0 percent. The Copperbelt had a low population growth rate of
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2.3 percent, similar to the less-populated rural areas. This indicated a slow down in

rural-urban migration rates. This is true for the urban areas in general.

The background so far presents the general physical challenges, obstacles and

opportunities that the Zambian economy faces, particularly the agricultural sector.

Briefly these include:

i)

the landlocked position of the country raises the costs to participate in world
markets. Neighbors are largely agricultural countries capable of producing a
similar range of commodities and suffering similar climatic catastrophes. This
has happened in the past three years with severe droughts in the whole of the
southern Africa region. The scope for agricultural exports to neighboring
countries is, therefore, limited.

Zambia’s low population density and dispersed rural settlement patterns has
disadvantages. It raises the cost of providing services to agriculture and the
cost of extracting agricultural commodities.

the high proportion of the population that resides in the urban areas requires
producing a relatively large food surplus from widely distributed and sparse
rural populations to feed the urban population.

large sections of Zambia’s labour force are urban and do not have the
agricultural or marketing skills or experience of rural living. People may be
slow to accept that they have few alternatives to becoming involved in
agricultural production either as independent smallholder, agricultural
laborers or traders. The transfer of labour to agriculture employment is,

therefore, unlikely. = The regional dispersions, population densities,
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urbanization, vastness of the areas are key challenges for production and

marketing of agricultural products.

12. Economic Characteristics

The economy is largely based on its majority state-owned copper industry,
which is the only significant foreign exchange earner. The industry accounts for one-
third to one-half of government revenues.

The country’s main export is copper. In 1988, for example, copper exports
accounted for 85.2 percent of the total value of exports (CSO, 1990c, p. 14). There
has been a relative decline in the mining sector’s GDP share from 37 to 14 percent
from 1970 to 1985 (Jansen, 1990, p. 6). The heavy dependence on copper for
Zambia’s foreign exchange earnings has resulted in a very volatile and poor economic
performance due to fluctuations in the world copper prices. In addition, copper
production in the country has been going down. In 1975, copper prices dropped by
40 percent and the situation was made worse by increased oil prices which raised
import costs. The effect was particularly severe for imported inputs, on which
Zambia depends heavily.

Zambia’s major imports include mineral fuels, chemicals, machinery and
transport equipment and food and beverages. In 1988, the highest annual growth
rate of imports was that of mineral fuels, with petroleum and petroleum products
rising by 17 percent. This was followed by chemicals with 16 percent.

Overall the economic performance has been weak particularly since 1974.

The real GDP grew at an annual rate of 5.6 percent from 1965 through 1974. Since
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then the growth rate has been about nil. In 1965 real per capita GDP was 518

kwacha and was 252 in 1985. In 1989 the per capita GDP had dropped to 148
kwacha (Table 1.2). In the last ten years (from about 1982) the real GDP per capita
has declined by about 2.5 percent annually. With a rapid population growth rate and
slow economic growth, the real per capita GDP has declined to seriously low levels.

To lessen the heavy dependency on mineral export earnings, the government
embarked on a policy to restructure and diversify the economy. The development
of agriculture was identified as the key sector for the strategy. Wood (1990, p. 40)
observed several reasons why the agricultural sector was and should be the engine
of growth for Zambia. First, Zambia could not afford to use its scarce foreign
exchange resources to import foodstuffs that could be grown locally. Financial
problems, for example, threatened to disrupt food imports on several occasions, with
the consequent threat of the urban unrest. The government could not remove this
threat.

Second, the increasing government deficit required it to seek foreign funding,
which in turn led to recourse to the World Bank (WB) and the International
Monetary Fund (IMF) with their stringent conditions for loans. It became desirable
to remove maize subsidies to meet the loan conditions and for the long-run economic
development. Third, agriculture has become increasingly important to the economy
in view of the poor prospects for copper. Agriculture and agricultural industries
could generate employment, foreign exchange and government revenue.

The terms of trade between the rural poor and the urban dwellers had been

worsening against the rural. Income for the rural population was only a quarter of
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Table 1.2 Real GDP and Real Per Capita GDP: 1964-1991

GDP (ZK Per Capita GDP  Real Per Capita

Year million) (ZK million) GDP
1983 3,872 628 207
1984 4,556 714 234
1985 6,001 908 252
1986 10,017 1,463 242
1987 16,297 2,297 252
1988 21,063 2,864 173
1989 33,701 4419 148

Source: GRZ 1990a (Real per capita GDP base year 1975=100).

the urban incomes in 1978 (Wood, 1988, p. 17). Urban produced products were also
becoming more dear. It was imperative to arrest the rural urban drift brought about
by these factors and the cheap food policy. The agricultural sector is important for
several other reasons, among which is the fact that the sector could be less
dependent on the imported inputs compared to many other sectors.

Although the maize sub-sector has been making an important contribution to
the economy, substantial opportunity for improvement in rural food security and
economic efficiency of production and marketing would also make a major

contribution to reducing the government’s financial difficulties.
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1.3. The Agricultural Sector

The agricultural sector as it exists today is dualistic. There are a relatively few
but well-developed large-scale commercial farms, mainly in areas along the Old Line
of Rail (OLR) and in the Eastern province. The low-cost maize production areas are
comprised of 95 percent of Central province, and 85, 80, 70 and 40 percent of
Eastern, Southern, Lusaka and Western provinces, respectively (FAO, 1991, p. 136).
Commercial farming has concentrated in these areas. The commercial farmers are
highly mechanized and usually highly specialized. They number about three thousand
in the whole country (GRZ, 19903, p. 86). The commercial farmers cultivate over
forty hectares annually.

Between 1964 and 1982 the government tried to achieve its food production
targets by encouraging a variety of production forms which included cooperatives,
state and parastatal farms (Wood, 1990, p. 3). These institutional farms owned and
operated by the government directly or as parastatal entities were classified as
commercial farms as well.

The small-scale farms scattered all over the country are a much larger number
of producers. This group sometimes includes the emergent farmers, who are
basically upcoming medium size commercial farmers. Emergent farmers number
67,000 (about 10% of all farmers) and cultivate between five and twenty hectares
on average. They grow crops for subsistence and for the market. Emergent farmers
use mostly family labour, oxen and/or hired tractors. This category of farmers is
considered separate from the small-scale farmers (also known as traditional or

subsistence farmers).
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Small-scale farmers number about 580,000 (80% of farms) according to

1988/89 estimates. The small-scale farmers cultivate on average two hectares (or less
than 5) per household using family labour and simple hand tools. Maize, sorghum,
millet and cassava are their principle food crops (Malambo, 1987, p. 36). The
estimated number of farms by size, category and region is presented in Table 1.3.
Southern, Eastern and Central have the largest number of commercial and emergent
farms.

About 50 percent of the maize is produced by the small-scale farmers. The
emergent farmers contribute 27 percent of the total maize output. The remainder
comes from the commercial farmers, who put in 16 percent, and the institutional
farms, which provide 7 percent. In the Eastern province, 55 percent of the maize
comes from the small-scale farmers. Central gets 40 percent of its maize from small-
scale farmers and 33 percent from emergent farmers. Southern province, with the
largest number of emergent farmers, gets most of its maize from this category.
Forty-two per cent is contributed by emergent farmers and only 27 percent comes
from small-scale farmers. Luapula, North Western, and Western provinces get over
80 percent of their maize from small-scale farmers.

Small-scale farmers, therefore, provide an important share of maize output in
almost all the provinces. Together with the emergent farmers, this category of
farmers provide the country with over 70 percent of the total maize produced. The
numerous and various locations of small-scale farmers causes a major marketing
challenge for crop extraction and food and input distribution. The market has to

deal with small quantities of the commodities scattered all over the country.
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Table 1.3 Estimated Number of Farmers by Size, Category and Province: 1990

Province Small-Scale = Emergent Commercial Institutional Total
Central 47,981 9,658 874 383 58,896
Copperbelt 15,315 749 123 157 16,344
Eastern 182,262 23,645 315 311 206,533
Luapula 89,871 338 15 290 90,514
Lusaka 22,488 1,157 163 94 23,902
Northern 75,478 5,380 91 411 81,360
NWestern 36,817 217 18 472 37,524
Southern 64,145 22977 1,417 534 89,073
Western 47914 2,656 39 197 50,806
Zambia 582,271 66,771 3,055 2,849 654,952

Source: GRZ, 1990a.

All the categories of farmers in Zambia utilize in total only one sixth of the
arable land. There is, therefore, a significant opportunity for the agricultural industry
to contribute to the development of the economy. In the past, farming, forestry and
fishing industries have been contributing between 12 to 16 percent to GDP. Between
1970 and 1974 the farming industry contributed 12 percent to GDP. For 1975 to
1979, 1980 to 1982, and 1983 the contributions were 15, 14, and 14 percent
respectively (See Table 1.4). Farming hardly contributed more than 16 percent to
GDP until 1990, belying the sector’s potential and importance to the country.

Despite the steps taken and the seemingly high priority accorded to the sector
in the past, the performance has been far below potential in both food and raw
material production. The major reason could be the limited public investment

directed to agriculture and rudimentary infrastructure such as roads, extension, and
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Table 1.4 Sectoral Percentage Shares in GDP: 1983 - 1991

SECTOR
Year Agriculture Mining Service Other
1983 14.0 15.0 48.0 23.0
1984 14.5 13.7 46.8 25.0
1985 13.1 15.6 4.8 26.5
1986 12.2 18.2 433 26.3
1987 11.0 13.6 4.1 313
1988 16.1 104 39.3 342
1989 17.6 129 418 38.7
1990 17.8 n.a n.a n.a
1991 18.7 n.a n.a n.a

Source: Malambo, 1988; CSO, 1990b; Weekly Post, 1992.

irrigation. Government expenditures have been directed more at consumption than
capital investments (Mumeka, 1991, p. 73).

The major aims of the Zambian agricultural policy from independence to 1992
were driven more by political rather than economic factors. Securing the urban
food supply at a "reasonable" price had been the major goal. As a result an index
of per capita food production which had reached a peak of 112.4 in 1976 dropped
to 72.2 in 1988 (Jansen, 1988, p. 221). There has been need to increase food

production in order to meet the rapidly growing urban and rural demand. Maize is

2This was so until the new government took over at the end of 1991.

3Per capita food production (measured in calories) involves total food production divided
by the total population. Given food requirements per person, the index shows whether the
country is self-sufficient if the number is hundred or higher.
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the major grain, but Sorghum and millet contribute about 10 percent of total
marketed grain production. Wheat, a crop grown mainly by commercial farmers, has
gained importance but little progress has been made to meet demand from local
production. Cassava is an important drought-resistant crop in the Luapula, Northern,
North Western, and Western provinces.

Cotton, groundnut, soybean and sunflower have been produced as cash crops
and the marketing performance has been dependent on the performance of the
parastatal marketing organizations handling each crop (except for groundnut).
Cotton particularly did well by small-scale farmers who also produced most of the
sunflower and groundnut.

Export crops, such as tobacco, coffee and tea, have performed very poorly.
Tea and coffee are mostly produced by parastatal farms. Tobacco is produced mostly
by the commercial farmers and earns the country about one percent of total export
earnings (agriculture as a whole earns about three percent only). Livestock
production is limited, but includes mostly cattle, goats, poultry and pigs.

The potential for increasing production of crops and livestock is considered
to be very high. As stated earlier, only one sixth of arable land was under cultivation
and in 1990, the unemployed labour force was estimated at 1.2 million people (FAO,
1991, p. 1). Not only is increased production necessary but an efficient marketing

system is required, particularly for the staple food-maize.
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1.4. The Maize Subsector

Maize accounts for 70 percent of the cultivated crop area and Small-scale
farmers obtain 90 percent of their cash receipts from the crop sales (GRZ, 1990b,
p. 1). Over 90 percent of the grain produced in Zambia is maize, making it the most
important economic commodity after copper.

The production performance of maize is considered successful only under
favorable weather conditions, when the country has been able to produce sufficient
maize to meet its needs, such as in the 1970s, 1988 and 1989. Production, therefore,
has fluctuated considerably depending on weather conditions.

Maize has contributed to improved food security of some rural households by
increasing their land productivity, increasing their income and providing them with
an opportunity to enter the cash economy. Despite such success in maize production
at the national level and in some provinces, some rural maize growing households
have been exposed to food insecurity.

Agricultural product prices in the 1980s continued to be controlled directly or
indirectly, but manufactured goods and services were not. This worsened the terms
of trade between the rural and the ufban areas (GRZ, 1990a). The gap in real
incomes widened against the rural dwellers (Sipula, 1987). In addition, food products
moved from the rural areas to the urban areas through the official marketing
channels, but there was no similar mechanism to move the food into the rural areas.
The rural areas were thus exposed to food insecurity either through lack of food on

the market and/or higher prices or costs to obtain food from urban centers.
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The measure of success for maize production, therefore, has been judged on
the basis of national levels of quantities produced an& marketed. The production of
maize has shown an increasing trend since 1964. Table 1.5 shows the estimated
quantity of maize produced and marketed each year from 1964 to 1990. Maize
production in the 1980s expanded significantly and peaked in 1988, with a record
marketed production of 14,990,000 bags of 90kg weight. The increased output was
attributed to good weather, increased area devoted to the crop, and increased
productivity due to increased use of the subsidized fertilizer input (Jansen, 1988, p.
34, GRZ, 1990a, p. 40). A large percentage of the increased production was
attributed to increase in area put under maize. For example, in 1980 the area was
335,000 hectares and in 1990, it had increased by 96.8% to 659,000 hectares.

Average yields per hectare per year remained stable changing by only 9.6%
from 1980 to 1990. The erratic yields has been mainly due to the weather and
government policies. In addition, erratic changes in producer prices have lead to
some loss of confidence amongst farmers and to doubts concerning the prospects for
a sound marketing and pricing policy which would encourage agricultural production.
This was particularly important between 1985 and 1991 when there was no clear and
reliable agricultural policy.

Maize is consumed by a large majority of the people both in the urban and
rural areas. The processed product, maize meal or mealie meal, is an inexpensive
source of calories. In 1980, the average cereal consumption per capita was estimated

at 170 kilograms, of which 62 percent was derived from maize (GRZ, 1990a, p. 23).
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Table 1.5 Maize Cultivated Area, Production Yield and Marketed: 1980-1990.

Year Land Area Production Yield Marketed
('000 Ha) (000 bags)  (bags/Ha)  ('000 bags)
1980 335.0 6,657 199 4247
1981 540.0 10,658 19.7 7,703
1982 4545 8,336 183 5,671
1983 5412 10,392 19.2 5,901
1984 501.0 9,686 193 6,347
1985 5758 12,471 21.7 7,069
1986 5117 12,006 210 10,607
1987 5833 12,365 21.2 7,296
1988 600.5 12,851 214 14,990
1989 629.4 13,595 216 13,559
1990 659.1 14,369 218 7,100

Source: Jansen, 1988; CSO, 1990b; FAO, 1991; Malambo, 1988; GRZ, 1990a

Per capita maize consumption in the rural areas varies widely by region.
Nutritional surveys have found that the lower the per capita maize production, the
higher the incidence of food deficiency cases. This could be due to the fact that
traditional food crops are less nutritious compared to maize. The government policy
of promoting maize on this basis was, therefore, good for improving the nutritional
status of consumers.

The incidence and severeness of protein-energy malnutrition in rural areas is
almost twice as high as in urban areas. This provides a great challenge to the
reformed market in the future, especially with the increased consumption of maize

in rural areas.
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In 1980, eighty percent of the rural households and a quarter of the urban

families were found to be living below the poverty level in Zambia (Greiner, et al,
1988, p. 10). Not only was physical availability of maize and maize meal, a problem
in urban and rural areas but the income levels were low. The low income group
spends 90 percent of their income on food either retained or purchased (GRZ,
1990a, p. 27). For policy purposes in Zambia, the vast majority of rural households
are assumed to produce most of their food requirements and have small quantities
of surplus for sale. Weber et al. (1988, p. 1045), however, cautioned that in some
rural areas as many as S0 percent of the households have been net food buyers and
not net food sellers, in major grain producing countries of Africa.

In the Zambian case there is not enough documented evidence to support or
refute the assumption that most rural households are net food sellers, which was a
basis for not providing food coupons to the rural households in 1989. However,
Malambo (1987) in his study of Mumbwa district in Central province found that a
significant portion of the population were net food buyers. This specific region was
generally known to be a food surplus area. The net food buyers had difficulties in
purchasing food from the market in times of need. The marketing system, he
concluded, was geared towards moving maize from the rural areas to the urban areas
and had no backward linkages. This is particularly important in the event of poor
harvests due to droughts, which have been frequent in the 1980s.

These issues complicate the food price policy problem. Increased producer

prices may increase incomes for the net food sellers and thus improve their food
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security situation, and yet higher prices may reduce food security for a substantial
rural population who are net food buyers (Timmer et al., 1983).

Even though it is recognized that the absence of maize does not necessarily
imply food insecurity, it can be discerned from the foregoing that the crop plays an
extremely important role in the country. There is need to increase the production
of maize, improve the location of production and improve the marketing system in

order to meet the demand for the commodity.



CHAPTER TWO

PRICING AND MARKETING POLICIES

In order to understand the agricultural status of the country, one needs to look

at the historical background of the pricing and marketing policies which have thus

shaped the sub-sector’s structure, conduct and performance.

2.1. Government Agricultural Sector Objectives

Major agricultural objectives of the Zambian government since 1964 when the

country attained independence have included:

a)

b)

d)

to increase the sector’s contribution to GDP and thus aid in diversifying the
economy away from total dependence on copper;

to provide cheaper food to the Zambian people;

to promote import substitution;

to attain self-sufficiency (and food security) in food and industrial raw
materials;

to create new employment and income opportunities particularly for the rural
areas and hence arrest the high rural-urban migration; and

to increase the purchasing power of people in the rural areas and thus provide

an expanded market for the urban industrial sector.

22
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To fulfill these objectives over the years a number of policies were instituted.
The major ones were price controls of major agricultural products and inputs, direct
control or ownership of marketing organizations, subsidies on maize and agricultural
inputs and the 1989 coupon system to ease the effects of maize meal direct subsidy
withdrawals.

These measures were implemented and defended by the government as the
only way to achieve regional and social equity, and maintain food security in the
country. However, poor balance of payments and increasing levels of subsidies
contributed to extremely high levels of budget deficits, as Table 2.1 shows. For
example, the maize related subsidy as a percentage of the budget deficit averaged S8
percent between 1980 and 1991. In 1980, the subsidy level was nearly the same as
the budget deficit, and by 1990 the subsidy level as a percentage of the budget deficit
was 120 percent. The budget deficit could have been eliminated by the elimination
of the subsidies. The government was, therefore, forced to institute measures aimed
at reducing the cost of marketing maize by liberalizing the economy. Firstly, the
government decontrolled prices, reduced subsidies, and encouraged privatization in
marketing of most of the agricultural products.

The impacts of these new measures have not yet been evaluated since they
have been genuinely established but for a few years and the measures have not been
complete as planned. Further reforms towards a "free" market are still in the
process of being instituted. The subject matter can, however, be dealt with in terms
of what is likely to happen concerning the performance of the reformed maize

market system. The remainder of the paper will, therefore, concentrate on reviewing
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Table 2.1 Maize Related Subsidies in Relation to Government Budget (Recurrent
and Capital) and Budget Deficit: 1980-1990

Year  Govt Budget Budget Deficit Maize Subsidy % Maize % Retail

(ZK m) (ZK m) (ZK m) Subsidy  Subsidy”
1980 1,657.6 1603 154.0 96.1 617
1981 1,388.6 155.7 87.1 559 59.1
1982 1,643.2 658.1 138.0 210 30.1
1983 1,475.9 2886 124.7 432 10.7
1984 1,484.6 284.8 816 287 12.9
1985 2,1843 280.4 134.0 478 14
1986 5,383.6 1,025.7 565.0 55.1 320
1987 58375 2,146.8 638.4 297 67.0
1988 83593 1,531.2 1,413.0 23 118.0
1989 9,838.0 3,699.0 1,585.6 29 180
1990 2450303 2,801.4 3,363.9 120.1 na

Source: GRZ, 1990a; Jansen, 1988.
* as a % of budget deficit and as a % of retail price. Govt =Government

and documenting the major past and current maize pricing and marketing policies
and attempt to predict the implications of the new policies and practices on

marketing of maize.

22. Maize Pricing Policies
Maize pricing policies in Zambia included the setting of producer prices

(prices received by the farmers for their products at what ever point of sale), input

! The historical role of the price policies and practices has been well documented by
such scholars as: Jansen, D. (1987, 1988, 1990), Wood, A. (1988), Kydd, (1988), GRZ,
(1990, 1991), and Ndalamei, L. (1990). It is, however, necessary to present this background
briefly in order to set the stage for the discussion of the reforms. This then assists in
understanding what is being reformed and helps predict the likely impacts of the changes.
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prices, into-mill prices (prices the millers pay to acquire their maize), retail prices
(refers to final maize meal prices paid by the consumer) and costs or rates related

to transportation, storage, processing and packaging.

22.1. Producer Pricing

In 1936 a maize control board was established. The board was given the
power to purchase and sell all the maize at fixed prices in the OLR areas?. This is
where most of the marketed maize was produced. The maize control board was
restricted to eight districts in the line-of-rail provinces, but African producers in all
other areas had no guaranteed market. Restricting the board’s operation system to
the OLR region helped to increase the disparity in the profitability of OLR
agriculture with rural areas where most of the African producers lived. From the
time of independence in 1964 to 1971 the government maintained some form of
regional price fixing policy (Producer prices for 1980 to 1992 are shown in Table 2.2).
There were regional differences in producer prices that reflected transport cost. But
during the 1973/1974 maize marketing season, prices were set at a uniform level for
the whole country (pan-territorial) and for the entire cropping season (pan-seasonal).

Other crop prices and fertilizer prices were also later set at a uniform level. Under

2 OLR = the stretch of rail line from Livingstone to Chililabombwe and a distance of
about 40 kilometers on each side of the line. The new rail line is the Tanzania-Zambia
Railways (TAZARA). It stretches from Kapiri Mposhi to Nakonde on the Tanzanian
border (See map, Figure 1.).
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Table 2.2 Nominal and Real Maize Producer Prices, 1980-1992

Year Nominal Price (ZK/bag) Real Price (in 1985 ZK/bag)
1980 11.70 29.58
1981 13.50 3021
1982 16.00 3152
1983 1830 30.14
1984 24.50 3363
1985 28.32 2832
1986 55.00 36.22
1987 78.00 3592
1988 80.00 23.68
1989 125.00 18.84
1990 284.20 16.97
1991 800.00 24.81
1992 1200.00 18.61
1985=100

Source: Ndalamei, 1989, GRZ, 1990a and 1991a, and News reports, 1992.

this uniform pricing system® transport costs were eliminated at all depots so that the
price received by a producer at any local depot was the same as that at a district
center depot.

The government introduced the uniform pricing system in order to ensure a
"fair" compensation to all the farmers, especially those in the remote areas. It was

especially feared that should prices be left to market forces alone, a significant sector

3Uniform pricing is a particular type of price control such that the price for a given
quality of commodity at a given stage in the marketing-processing chain and at a point in
time shows no regional variation (Muntanga,1984,p.10).
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of the small scale farmers (subsistence) would be left untouched in the sense that this

category of farmers would not be absorbed into the market economy and thus lag
behind in development. The government also introduced this system of pricing in an
attempt to appease the urban consumers by controlling producer prices and final
product prices.

Producer prices were fixed on the basis of a number of often-conflicting
criteria, namely: cost of production, fair return to the producers, fairness to
consumers, import/export parity, relative crop profitability, food security and political
acceptability. Fairness to consumers and political acceptability no doubt were the
overriding considerations, and, consequently, the fixed producer prices tended to lag
behind the cost of production.

The policy of uniform pricing remained basically the same with minor
modifications from 1974 until the early 1990s. In the 1980s, the government in
consultations with the Commercial Farmers Bureau (CFB), a farmers’ lobby group,
set the fixed price. The "bargained” price was, like before, based on criteria like the
cost of production for maize!, export and import parity, crop profitability, and
fairness to producers and consumers. Currently, however, a farm-gate uniform floor
price is in existence as a policy. The producer can bargain with the buyer for the
producer price and account for transportation costs. Since 1964, nominal prices have

been increasing, but real prices showed an increase trend from 1980 to 1987 and then

*The costs of production took into consideration all the three categories of farmers. A
weighted average was calculated with the commercial farmers’ weight at 30%, the emergent
farmers’ at 40% and the subsistence farmers’ at 30%. The cost of production has assumed
to be uniform throughout the country.



28
dropped about 50 percent in 1990 and the following year increased again as a result

of the new policy (Table 2.2).

The uniform producer pricing system did not achieve the equity goal it was
set up for (Jansen, 1988, Muntanga, 1984). The beneficiaries of the uniform price
system could be said to have been producers off-OLR, who were subsidized. In
general the fixed producer prices tended to lag behind the cost of production and the
assumption of similar costs for the whole country basically taxed those farmers with
a comparative advantage in maize production and promoted production in areas
which would not have produced maize for the urban markets in the absence of input

and transportation subsidies.

22.2. Input Pricing

The major input in maize production in the country has been chemical
fertilizers. Imports of fertilizer (including donations) account for over 90 per cent
of total fertilizer supply in the country, and 90 percent of this is consumed by the
maize sub-sector. The fertilizer price was determined by the government and was
arrived at by taking into account the average cost of a ton produced domestically by
the Nitrogen Chemicals of Zambia (NCZ). The total estimated quantity and the
availability of the subsidy are then taken into account before setting the input price.

Nominal fertilizer prices increased substantially in 1990, 1991 and 1992 when
subsidies were reduced drastically. Real fertilizer prices, however, remained
relatively unchanged between 1985 and 1989 as shown by Table 2.3. From then

onwards the real prices increased sharply, as less subsidy was made available and the
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Table 2.3 Compound D’ and Urea Nominal and Real Prices: 1985-1991.

Year CPD’D’ price Real price 'D’(ZK/50kg) Urea price Urea real price
(ZK/50kg)* (ZK/50kg) (ZK/50kg)
1985 26.75 26.75 26.75 26.75
1986 26.75 17.62 26.75 17.62
1987 80.00 36.84 65.00 29.93
1988 80.00 23.68 65.00 19.24
1989 9827 1481 71.00 10.70
1990 396.00 23.66 384.00 2294
1991 1,572.36 48.77 1,601.87 49.69

Source: GRZ, 1990a
Real prices, 1985 = 100
*CPD = compound

policy was changing towards border pricing from fixed rates. Subsidies, provided for
purposes of supplying small scale farmers with affordable inputs in order to improve
their incomes, had played a major role in maintaining low and below-border fertilizer
prices. The government introduced fertilizer subsidies in early 1972 and by 1982 the
subsidy covered as much as 61 percent of the landed cost (Jansen, 1988, p. 93).
The fertilizer price policy encouraged consumption of the input among small
scale and emergent producers and thus promoted output of maize. Commercial
farmers did, however, benefit more than the emergent and small-scale farmers
(Jansen, 1988, Ndalamei, 1989, Wood, 1988). Commercial farmers had access to
credit and better transportation and storage facilities which helped them in acquiring
adequate inputs in time. On the regional basis, however, the effect was similar to
that of the producer price in that it favored the off-OLR. In 1975, 84.9 percent of

the fertilizer was consumed in the OLR and was down to 60.5 percent by 1987.
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Since the government declaration that there was going to be economic pricing
of the fertilizer input in 1991, the price has been pegged at cif. Lusaka plus
transportation to the consumption location. The nominal price increased, for
example, from a cost of about 396.00 kwacha per 50 kilogram bag in 1991 to over
1,572 kwacha for compound ’D,’ and in real terms the price doubled (Table 2.3).
The price increase over a crop season was over 200 percent, one of the indications
for the large levels of subsidies the input carried prior to the policy change.

Fertilizer has been a major cost component in the production of maize, unlike
seed costs. Seed costs have remained a low cost input at approximately five percent
total cost of producing maize. Seed prices were previously set by the Zambia Seed
Company (ZAMSEED), a monopoly company in the seed industry but subjected to
government approval. This in effect limited the monopoly’s pricing flexibility. The
prices of seeds did not reflect transportation costs to different areas. Since the
1991/92 season, however, the Zambia Seed Company has been able to set its price
with little government interference. Seed prices currently reflect import parity prices
and transportation costs.

Other inputs such as machinery have experienced little direct price control
from the government, particularly in the 1980s. However, the macro policies that
were in existence, such as overvalued exchange rate, negative real interest rates and
import tax exemptions for agricultural inputs, tended to benefit the commercial
farmers. The commercial sector resulted in being capital-intensive, and this did not

assist in slowing down the rural-urban migration.
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2.2.3. Credit Provision

A 1991 government study of the credit system reported that the agricultural
credit system for small scale farmers in Zambia was in a state of financial disarray
(GRZ, 1991b, p. 1). The system was likely going to severely curtail the production
of maize due to limited government funds since nearly the entire credit system was
dependent upon them.

Repayment of loans by farmers especially in the last two seasons (1989/90 and
1990/91) was very poor, usually below fifty percent on average from over 90 percent
in good yielding years. Reasons for such poor results ranged from drought, lack of
adequate fertilizer, liberalization of the marketing system (resulting in poor market
coordination) and lack of payment to farmers for their output. These factors made
lending organizations depend on government funds and/or guarantees. Real interest
rates have been negative due to government direct controls that have kept nominal
rates below inflation rates. In 1991, the nominal annual interest rate was 46 percent
and the annual inflation rate was estimated at over 100 percent. The credit delivery
system to small scale farmers has chronically been inefficient and ineffective in

reaching many farmers.

2.2.4. Transport Pricing

The final product price which is paid must in the long run reflect all the costs
involved in its production. One of these costs is that of transporting the commodity
several times before it reaches the consumer. Transport services increase the value

of the commodity by creating place utility.
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In Zambia, transportation rates have had little relationship to producer or

retail prices. This was due to price controls that prevailed where transport costs
were not reflected in the final price of the commodity. Uniform pricing completely
ignored all consideration of inter and intra provincial comparative advantage, and
allowed for the transport subsidy that equalled one hundred percent of cost to the
farmer. Farmers received the same net maize producer price regardless of their
location. The uniform price tended to penalize those who produced most
economically--namely, those in locations nearest to the market. Since maize is a
bulky, low-value commodity, transportation costs are a large component of the total
cost. It has been stated that at times 70 percent of marketing cost of maize in
Zambia are those related to transportation and handling. For example, Table 2.4
shows a breakdown of the costs for 1989/90 market season. The cost of
transportation and handling from Kasama to Ndola was 1,080 kwacha, a value larger
than that of the commodity itself. In the 1989/90 season intraprovincial maize
movement cost on average 74 percent of the costs that included, salaries, bank
interest, bank charges, weight loss, profit margin, and fumigation costs (GRZ, 1990a,
p.- 121). Transportation rates (Table 2.5) were generally determined through a
compromise between the Transport Association of Zambia (TAZA), Contract
Haulage (CH)® and the Ministry of Power, Transport and Communications. The
rates took into account average operational costs (TAZA and CH estimates), and a
profit margin of 33 percent. Real transportation rates as shown in Table 2.5, were

stable over time implying that the market margins were reducing as other costs like

STAZA’s membership comprises of private traders. CH is a parastatal company.
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Table 2.4 Costing of a Bag of Maize from Selected Supply Sources 1989/90

Market Season.
. |

Cost (ZK) Chipata to Lusaka  Kasama to Ndola Mkushi to Ndola
Farm price of maize 800 800 800
Transport cost 600 780 300
Six months interest cost (ZK) 184 184 184
Handling cost up to depot 200 300 200
Storage cost @ 3% loss 24 4 /)
Package cost 17 17 17
Administration charges 7% A 91 51
Profit @ 5% S5 70 39
Total 1,952 2,266 1,615

Source: MAWD, Planning Division, 1991

fuel had been increasing. There was one major weakness in the determination of
transportation costs. There was no differentiation in rates between good (tarmac)
and bad (gravel) roads. Transport rates were a function of distance only. Due to
lack of differentiation between the types of roads, private truckers avoided the bad
roads and when they got involved with rural roads, preferred shorter distances.
Remote areas were thus avoided. This was justification for government intervention.

The country consumes approximately ten million bags per year of marketed
maize with major consumption areas being Lusaka and the Copperbelt provinces.
These two provinces consume 3.2 and 4.7 million bags respectively. The Copperbelt
province produces no more than twenty percent of its requirements and the rest has
to be transported from outlying provinces. Generally, maize moved from surplus

provinces to the deficit urban areas. Table 2.6 provides an example of the provincial
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Table 2.5 Maize and Maize Meal Road Transportation Rates, 1983-1991
(ZK/ton/kilometer)

Distance in Kilometers
1to S0 51 to 100 101 to 200 over 200, over 200km,
Year nominal nominal nominal nominal real
1983 0.25 0.25 0.20 0.15 0.25
1984 0.25 0.20 0.15 0.10 0.14
1985 0.70 0.65 0.41 030 030
1986 0.80 0.70 0.55 0.45 030
1987 091 0.80 0.63 0.51 023
1988 1.45 120 1.00 0.80 0.24
1989 4.00 330 2.80 2.60 039
1990 720 594 5.04 4385 0.29
1991 11.60 9.50 8.10 7.80 0.24
1991¢ 18.00 15.00 13.00 11.00 034

1985=100 for over 200km real rates.
Source: GRZ (1990a), and Ministry of Transportation and Communication.
*From August 1991

movement of maize for 1989/90 season. Most of the maize moved from Eastern and
Central to Lusaka province and from Central, Southern and Northern provinces to
the Copperbelt and Lusaka (including Zambia Cooperate Federation reserves).
Because of the long distance and large quantities of maize involved, transport costs
and hence subsidies tended to be very high. For example, in 1990, with a transport
subsidy of 852 kwacha per 90 kilogram bag, for the movement of maize from
Chipata in the Eastern province to Lusaka (a distance of just under 600 kilometers)

required a total outlay of 2.8 billion kwacha (GRZ, 1990a).
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Table 2.6 Interprovincial Maize Movements 1989/90 Market Season
('000 bagsx90kg)

To C K L w ZCF reserve Total
From
C 2100 400 257 2757
E 2200 1103 3303
N 1000 3 42 1045
S 541 474 20 927 1962
Total 3641 3074 3 20 2329 9067

C=Central; K =Lusaka; E =Eastern; N=Northern; S=Southern; L =Luapula; W=Western.

Source: GRZ, 1990a

22.5. Into-mill Pricing

Into-mill prices were set by the government through the Prices and Incomes
Commission (PIC). The prices were calculated on the basis of producer prices,
expected average marketing costs by cooperatives, the average cost of processing by
the major milling companies in the country, and the amount of government subsidy
to be made available (GRZ, 1991b, p. 93).

The movement of the into-mill prices in relation to the producer prices and
maize meal retail prices are shown in Table 2.7. The into-mill prices were the same
as the producer prices from 1982 to 1983. However, in 1986 the into-mill price was
only 64 percent of the producer price. The producer price was S5 kwacha and yet
millers purchased maize from the official marketing board at 35 kwacha. This

obviously meant large magnitudes of subsidies to cover the price differential and in
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addition to transportation and handling costs and losses®. The producer price was
increased and the into-mill prices remained unchanged from 1986 to 1988. In 1989,
the trend was reversed and the into-mill prices were above producer prices reflecting
transfer costs as shown in Table 2.7 under the into-mill to producer price column.

By 1990 the into-mill price had increased substantially in nominal terms due
to higher annual inflation as can be seen through the consumer price index in Table
2.7. In real terms, the into-mill price had an increasing trend from 1980 to about
1985 and then dropped drastically from 25.82 kwacha in 1980 to 10.36 kwacha in
1988 per 90kg bag, before starting to increase again (See Table 2.7). In 1989 the
price doubled with the on-set of market liberalization. The price trends indicated the
magnitudes of the subsidy requirements over time and the low food prices beneficial

to those with access to it.

2.2.6. Retail Pricing
As early as 1941, the consumer price of maize meal was less than the import
parity price. This pricing policy and resultant government subsidies extended into the

post-independence period. The reason for keeping the price of maize to consumers

®This market arrangement provided additional problems, whereby millers took advantage
of the difference between the producer and the into-mill prices. NAMBoard would
purchase maize from producers at a fixed rate of 55 kwacha for the 90 kilogram bag and
would sell to millers at a lower price of 35 kwacha. Millers would then act as producers
(some millers are farmers in any case) and resell the same maize to NAMBoard without
having processed the grain. They would then gain 20 kwacha for this "illegal" conduct, which
cost the government even more subsidies. Shortly after this arrangement, food riots
occurred due to short falls of maize meal. The government nationalized all large milling
private companies. The industry was declared a politically strategic one that needed even
more control.
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Table 2.7 CPI Nominal and Real Prices: Into-Mill and Retail in 1980-1991

Into-Mill Price Into-Mill Breakfast  Price Roller Meal
(ZK/90kg) as % of  (ZK/25kg) (ZK/25kg)

Year ~ CPI  Nominal Real "‘;g‘;:‘ Nominal Real  Nominal Real
1980 395 1021 2582 87 410 1037 375 948
1981 447 135 3021 100 663 1484 500 1119
1982 508 1600 3152 100 725 1428 631 1243
1988 607 1830 3014 100 1029 1695 855 1408
1984 729 %00 3568 106 129 1M 1074 1474
1985 1000 3500 3500 124 1915 1915 1485 14585
1986 1520 3500 2305 64 1915 1261 1485 978
1987 2172 3500 1612 a5 1915 882 1485 684
1988 3378 3500 1036 a4 1915 567 1485 440
1989 6634 16000  24.12 128 145 1726 8230 1240
1990 16744 44200 2640 156 %900 1607 19800 1183
1991 32249 110000 3411 138 57000 1767 32000 992
1992 9391 180000  19.16 150 1,800.54* 197 135400 144

1985=100

CPI= Consumer Price Index

Source: MAWD, PIC, IMF Intemational Financial Statistics, 1991/92.

*Averaged monthly prices in Lusaka
]

below cost of imported maize was to assure a cheap supply of food for African
labour (Marter, 1978, Jansen, 1988, p. 11). In the post independence era, the
rationale for cheap prices did not change. The need to keep wages low’ remained

important and maize meal prices had to be kept low in order to appease the urban

*The government has been a major employer and wage increases have direct and
significant effects the budget deficit and hence on inflation rates. In July, 1993, public
workers were offered a fifty percent wage increase; as a consequence, high inflation rates
are expected.
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politically sensitive group. The consumer price continued to be set by the

government independently of either the producer price transfer costs or import parity
considerations. This practice continued for roller meal and in 1992 the maize price
was expected to be set at 3,270 kwacha per 90 kg bag, at parity with South African
imports (Mwiinga, 1992, p. 3). As of July 1993, the price was below the parity price,
as some form of price controls were still in existence especially for roller meal. In
real prices, both Breakfast and Roller meals showed an increasing trend from 1980
to about 1985. However in 1986, soon after the food riots, real prices dropped
drastically until 1989. The real price for breakfast meal, for example, dropped by 70
percent between 1985 and 1988. The real prices began to increase in 1989 as less
" subsidies were made available.

The dependence by consumers on cheap maize since the pre-independence
time no doubt made the price of the commodity a very sensitive political issue. Few
consumers in the urban areas expected or were prepared to have maize meal
expenditures to be a significant percentage of their food budgets.

To illustrate the extent to which the subsidy has had to cover the price
differential, an example is presented for the situation as it prevailed in August 1991.
The total cost to produce a 25 kilogram bag of breakfast mealie meal by one of the
major milling companies was 506 kwacha (Sipula and Maleka, 1991). The costs
included those of maize, the raw material; processing; packaging; and losses. The
retail price through the parastatal companies was pegged at 220 kwacha, resulting in
the need for subsidies of over fifty percent of the cost of mealie meal. The above

figures in effect underestimated the costs by not including subsidy costs on
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transportation, handling, and retail margins of processed maize. According to Jansen
(1990), consumer subsidies as a percentage of the actual retail price increased from
61.7 percent in 1980 to 118.0 percent in 1989 (See Table 2.1).

Of all the different prices discussed, retail prices have been the least flexible.
The low retail prices have indeed favored the urban consumers (to some extent the
rural-net food buyers). The food security situation in the urban areas has been
better due to such policies compared to the rural areas®. Other beneficiaries of
subsidies were those across the borders who had access to subsidized mealie meal
that was smuggled out of Zambia. Retail prices remain the most contentious issue
even though nominal prices have normally been increased; they still tended to lag
behind the cost of production and import parity. Real prices have tended to
decrease, indicating that maize meal prices was supplied at below cost. The threat
of food riots recurring has been the major pressure that keeps the retail price of

mealie meal low.

22.7. Subsidy and Coupon System

The control of input, output, transport, storage and retail prices created the
need for monopoly institutions and the need for subsidies in the market. Most of the
transportation, storage, processing and handling costs and risks were born by the
government. With the increasing production and no market discipline, the subsidy

bill continued to increase. Subsidies have been a big burden on the government

®This is despite the fact that an urban consumer has paid a higher price when one takes
account of the time spent on long lines or the payment, to another person to stand in the
line to get the subsidized meal.
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budget. Between 1980 and 1990 the cost of maize subsidy ranged from 9.3 to 16.9

percent of the fiscal budgets (See Table 2.1). In 1990, 13.7 percent of the fiscal
budget went directly or indirectly towards maize subsidies. Between 1970 and 1982,
an average of 65 percent of the total Ministry of Agriculture expenditures were
allocated towards subsidies (Mumeka, 1991, p. 62). The percentage of the subsidy
in the Ministry of Agriculture budget increased from six percent in 1981 to seventy
percent in 1986 (Katongo, 1991, p. 39). Tables 2.2 and 2.7 contain real producer and
final product retail price trends and indicate that the price differential had remained
constant till 1989. The subsidy level was, therefore, not decreasing.

Most of the subsidy went towards market coordination expenses’. Despite
heavy subsidies, the maize marketing system was not able to perform the basic
function of matching supply and demand'. It instead contributed to the budget
deficits and consequently to very high annual inflation rates.!! The marketing
system simply aggravated the financial problems of the government to a point were
it was almost impossible to solve.

In January 1989, the coupon system was introduced with the view of

facilitating a gradual removal of maize subsidies without jeopardizing the food

Ina competitive market economy, coordination takes place across markets and within
firms, within a set of institutional constraints imposed by the government and customs.
Coordination requires transactions which involve the exchange of claims to benefits and
agreements. Explicit prices are central to coordination across markets (Shaffer, 1987).

°This refers to the equalization of demand and supply at each stage of vertical
coordination.

n order to cover the deficit, the government printed money or borrowed from
commercial banks, thus contributing to inflation.
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security of the poor urban population. The system was supposed to be an income
level targeted subsidy. The coup;m system was expected to reduce the amount of
subsidy on maize and decrease the downward pressure on producer prices. The
targeted group was identified as urban households, with an income of less than or
equal to 20,500 kwacha per annum for a households of four (adjustments were made
for different household sizes). This did not include the rural households, who were
assumed to be net sellers of grain and hence self sufficient. Since such an
assumption was not true, the program represented a major potential bias against
rural people. The system was unable to accomplish the task of reducing maize
subsidies due to the large size of the target group, poor administration and maize
shortages.

The vast amounts of the subsidies, pressure from the IMF and World Bank
and the poor performance of the coupon system forced the government to attempt
a "free" market system. The "free" market system would not only free the
government from the responsibility of providing low-cost food, but would introduce
an element of competition in order to reduce marketing costs. The performance of
the new market system is yet to be seen as its implementation has just been st<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>