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ABSTRACT

AN ANALYSIS OF PRICE AND NON-PRICE BARRIERS TO AGRICULTURAL
MARKETING AND TRADE IN SOUTHERN AFRICA

By
David Scott Kingsbury

This study examines the most important price and non-price
constraints on and potentials for expanding Southern African
agricultural trade, using a market coordination framework to organize
the analysis.

Maize is the most important staple food in Southern Africa. Yet
current maize pricing policies in major SADCC producing and consuming
countries render official trade unprofitable in most instances.
Consumer subsidy, pan-seasonal, and pan-territorial pricing policies
strongly influence whether private sector and parastatal firms will be
able to engage in profit-generating trade. Under present pricing
policies, it is unlikely that expanded official trade can lead to
increased SADCC food self-reliance because of the fiscal burden of
subsidizing exports.

Analysis of maize and rice price data from open markets in
Northern Malawi and Southwestern Tanzania demonstrates that incentives
for engaging in informal intra-regional trade are greater than for
official trade. The analysis suggests that informal trading networks
have the potential to serve remote provincial markets more effectively
than official networks, thus improving food availability for those
populations.

Information from a survey of agricultural trading firms in five

SADCC countries shows that transactions costs are high for intra-



regional trade. Cumbersome regulations, a paucity of market
information, unreliable transportation, complicated payments
procedures, and lack of confidence in the willingness of SADCC
governments to facilitate trade were reported as significant barriers
to regional trade. Most respondents reported that transactions costs
were higher for intra-regional trade than for trade with the rest of
the world.

The foreign exchange constraint is a fundamental cause of many
marketing and trade barriers. For Zambia, the analysis demonstrates
that while foreign exchange rationing reduced exchange rate
uncertainty, it also created uncertainty because it restricted the
ability of firms to effectively manage imports, inventories, and cash
flow. So far, the gradual approaches to trade liberalization taken by
Tanzania and Malawi have been more successful at reducing firm-level
uncertainty than the abrupt shift by Zambia from rationing to foreign
exchange auctioning.

A number of policies could be implemented by SADCC governments
that would promote profitable regional trade by substantially lowering

transactions costs.
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CHAPTER 1
INTRODUCTION

1.1. Background

In recent years, the nine Southern African Development
Coordination Conference (SADCC) member states 1 have increasingly
voiced an interest in expanded intra-regional trade as one strategy
towards increased food security within the region 2, Because six of
the nine countries are landlocked, transport costs are high, and
dependence on trade with external countries (including South Africa) is
perceived as risky, the desire to pursue such a strategy is
understandable.

Yet levels of intra-regional trade have historically been quite
low. The proportion of intra-SADCC trade in overall trade is only 4-5%
(Chr. Michelsen, 1986). In 1982, this trade was valued at US$ 295.7
million. Food and live animal trade (SITC section 0) accounted for

approximately 23% of this (or only US$ 66.7 million). In grain trade,

1 Angola, Botswana, Lesotho, Malawi, Mozambique, Swaziland,
Tanzania, Zambia, and Zimbabwe.

2 Food security has been defined as "the ability of a country or
region to assure, on a long-term basis, that its food system provides
the total population access to a timely, reliable and nutritionally
adequate supply of food." (World Bank, 1986). Trade may contribute to
food security by evening out supply variability and lowering prices in
the short-run, and increasing incomes in the long-run. The
relationship between trade and food security is more fully outlined in
Chapter II.
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concessional food aid shipments for a number of SADCC countries have
increased in importance over the years with worsened economic
conditions, increased civil strife, and periodic droughts. Of course,
this varies by country. In Mozambique, dependence on food aid has
risen dramatically. Food aid as a percentage of total cereal
availability was roughly 16% over the 1979-81 period and commercial
imports constituted 30% of total availability 3. For 1988/89, the FAO
has estimated total cereal import requirements at 815,000 MT while
local production is forecast at only 541,000 MT 4. The capacity to
import on a commercial basis is virtually nil. On the other hand, in
Zimbabwe the combination of attractive producer prices and good weather
have resulted in the build-up of stocks of maize. Yet heavy storage
costs and export sales at prices below marketing board acquisition
costs have imposed a substantial fiscal burden on the Government of
Zimbabwe over the last several years. This coexistence of food stocks
and deficits within the region has led to an increased interest in: 1)
determining why there is not more trade within the region; and, 2)
designing strategies for expanding food security-related intra-SADCC
trade.

Intra-SADCC agricultural trade can not be analyzed in isolation.
First, it must be considered in the context of overall agricultural
trade of the SADCC nations because many of the most important
constraints on intra-regional trade are also constraints on overall

trade (foreign exchange shortages, excessive bureaucracy). Moreover,

3 FAO, "Atlas of African Agriculture", Rome, 1986.
4 Fpo, "Food Supply Situation and Outlook", Rome, February 1989.
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traditional trading patterns with developed countries may in themselves
be a constraint on establishing new trading relationships among SADCC
countries.

Secondly, intra-regional trade must be viewed against the backdrop
of macro-economic and agricultural policies in individual SADCC
nations. Some agricultural marketing and pricing policies are in
direct conflict with expanding intra-regional trade (price controls,
state trading monopolies in staple food commodities, import licensing)
because they reduce the incentives to trade by placing restrictions on
who can trade, what can be traded at what prices, and when trade is
allowed. Other policies, such as pricing structures that are not
harmonious with those of adjacent countries, inadvertently lead to
increased trade because of incentives arising from subsidy

differentials.

1.2. Research Objectives
The general objectives of the dissertation are as follows:

1. To describe current and historical patterns of
agricultural trade: within the SADCC region; between SADCC
countries and South Africa; and between SADCC countries and
the rest of the world with particular emphasis on staple
grains;

2. To determine the extent to which there is an economic
basis for expanded agricultural marketing and trade within
the SADCC region, given recent exchange rate and agricultural
pricing policy developments and transportation costs;

3. To identify present non-price constraints on expanded
marketing and trade of agricultural commodities and inputs
through use of a market coordination and transactions costs
framework of analysis;

4. To examine interactions between policy decisions and
market structure in one country and their possible effects on
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policy planning and performance in other countries. This is
essentially a question of externalities generated by national
macro-economic and agricultural policies;

5. To analyze the potential for selected institutional

innovations to expand marketing and trade of agricultural

commodities and inputs (regardless of source and

destination), thereby improving food security in the region.

Such innovations may include changes in pricing policies as

well as measures designed to reduce the transactions costs of

marketing and trading for market participants.

Because the range of issues involved in SADCC agricultural trade
coordination is so broad, no claim is made that the analysis will
adequately detail all major coordination problems and potential
solutions. Rather an attempt has been made to identify a few of the
most important constraints on trade and offer realistic prescriptions
for overcoming them.

Johnson’s (1986) distinction between disciplinary, subject-
matter, and problem-solving research aids in clarifying research
objectives. This dissertation is essentially subject-matter and
problem-solving in nature. Identification of historical agricultural
trade patterns, agricultural pricing and exchange rate policies that
impede exchange, and the array of other institutional constraints on
marketing and trade may be classified as subject-matter research.
Because problem-solving research involves considerably more data
collection and analysis, only two areas are analyzed in depth:
agricultural prices and exchange rate policy issues; and the potential
effects of alternative foreign exchange allocation systems on
agriculture. These areas were chosen for in-depth focus because: 1)
these are among the most important constraints on trade, according to

market participants and other knowledgeable observers; and, 2) there
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was a perceived demand for realistic solutions to these problems on the
part of government, donor, and agricultural interest group officials.
More limited analysis is done on the following issues: market
information; excessive bureaucracy; potential effects of donor programs

on private economic activity; and export promotion programs.

1.3. Organization of the Dissertation

This dissertation is comprised of eight chapters, including this
introduction.

Chapter II discusses previous research on issues pertinent to
SADCC agricultural marketing and trade and regional cooperation
including: selected theories of economic integration; the SADCC
approach to regional cooperation; literature on intra-SADCC
agricultural trade potential; and other food security research of
potential relevance to SADCC agricultural marketing and trade analysis.

A basic premise of the dissertation is that both price and non-
price factors impede the expansion of SADCC agricultural marketing and
trade. Chapter III first discusses techniques for analyzing
agricultural pricing issues. A transactions cost framework is then
outlined which goes beyond neo-classical price analysis to incorporate
non-price elements in the assessment of constraints on and potentials
for SADCC agricultural marketing and trade expansion. Methods used to
identify key market coordination problems and their potential solutions
are also discussed.

Chapter IV describes current and historical patterns of staple

grain trade: within the SADCC region; between SADCC countries and South
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Africa; and between SADCC countries and the rest of the world. The
chapter summarizes the evolution of maize, wheat, and rice trade
patterns, including import bill fluctuations and the role of food aid.

Chapter V explores the implications of pricing, subsidy, and
exchange rate policies in five Southern African countries (Zimbabwe,
Zambia, Malawi, Tanzania, and South Africa) on the marketing and trade
of staple food commodities. Because white maize is the most important
staple food consumed in most Southern African countries, analysis
focusses primarily on this commodity.

Chapter VI presents results of a survey of over 90 firms in five
SADCC countries (Zimbabwe, Zambia, Malawi, Tanzania, and Botswana)
related to perceptions of potentials for and constraints on expanding
agricultural marketing and trade. Among the most important issues
discussed are: cumbersome regulations on trading transactions; methods
of payment for international transactions; protectionism;
transportation; market information; donor programs; and government-
sponsored export promotion activities.

Chapter VII provides in-depth analysis of perhaps the most
important barrier to SADCC trade -- official rationing of foreign
exchange. The chapter begins by clarifying the 1ink between overvalued
exchange rates and rationing, and identifies the wide array of possible
objectives that foreign exchange allocation systems may be meant to
satisfy. In addition, a general classification of exchange control
systems is presented. A case study of the recent Zambian experience
with different foreign exchange allocation systems follows. The next

section broadens the analysis by incorporating insights from the
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experiences of three other SADCC countries where foreign exchange is
rationed -- Malawi, Zimbabwe, and Tanzania. The emphasis is on
extracting lessons from individual country experiences which may
provide insights about alternative methods for allocating foreign
exchange in other countries.

Chapter VIII summarizes the most important findings of the
dissertation, focussing on necessary conditions that should be in place
before there can be significant SADCC agricultural marketing and trade

expansion. Priority areas for future research are also identified.



CHAPTER 11

POTENTIAL AND PROBLEMS RELATED TO AGRICULTURAL TRADE,
FOOD SECURITY, AND SADCC

2.1. Introduction

This chapter discusses previous research on issues pertinent to
SADCC agricultural marketing and trade, and regional cooperation.
Section 2.2 begins by outlining the neo-classical theory of economic
integration as well as arguments of dissenters from the neo-classical
approach. Some of these criticisms draw upon the experience of African
cooperation efforts such as the East African Community (EAC). The
SADCC approach to regional cooperation is then discussed and a number
of potential trouble-spots for cooperation are identified. Section 2.3
reviews literature on intra-SADCC agricultural trade potential.
Section 2.4 briefly discusses food security research of potential
relevance to SADCC agricultural marketing and trade analysis. The
final section synthesizes the implications of this literature for SADCC

agricultural marketing and trade research.

2.2. The Role of Economic Integration in Development
A. The Neo-Classical Position
There is a vast literature on the welfare effects of economic

integration. The first major analytic treatment of integration is

Viner’s work, The Customs’ Union Issue (1950). Prior to Viner,
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economists viewed any movement away from free trade as an unambiguous
movement away from Pareto optimality. Viner introduced two terms,
"trade creation” and "trade diversion," which form the foundations of
the analysis of the static welfare effects of integration.
Establishment of a customs’ union (removal of all internal tariffs and
establishment of a common external tariff) results in opportunities to
"create"” new trade. Removal of internal tariffs facilitates creation
or expansion of internal industries as free trade between member states
is no longer blocked. This represents a welfare-enhancing move towards
Pareto optimality. On the other hand, imposition of a common external
tariff results in distortions which serve to "divert" import sourcing
away from low-cost external producers and towards higher cost internal
suppliers. The higher the common external tariff compared to the pre-
customs’ union tariff, and the more inelastic the import demand for a
given commodity, the greater the magnitude of welfare reduction.

For customs’ union theory to be relevant to developing countries,
dynamic effects must also be addressed. Neo-classical arguments have
focussed on the economies of scale that accrue to decreasing cost
industries as markets expand due to lowered tariff barriers within the
customs’ union (Corden, 1972). In addition, some theorists (Cooper and
Massell, 1965) recognize that there may be trade-offs between
efficiency and other goals in developing countries. Development of an
industrial base may be viewed as a public good whose social benefits
(multiplier effects arising from employment creation, learning by
doing, political stability, prestige, etc.) far outweigh more readily

quantifiable financial benefits. In such cases, economic planners in
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each customs’ union member state may have an objective function that
allows for a trade-off between production emanating from inefficient
domestic industries (which are protected by the customs’ union’s common
external tariff) and the foregoing of consumption of more efficiently-
produced imports. Trade creation may therefore decrease welfare if
high-cost domestic industries contract because they are not competitive
with lower cost industries in other customs’ union member states.
Likewise, trade diversion can increase welfare if there is more
(inefficient) domestic industrial activity because these industries can
now more effectively compete in customs’ union markets than before

imposition of the external tariff.

B. The Revisionist Position

Beginning in the mid-1970’s, a school of thought developed that
seriously questioned the neo-classical theory of economic integration.
Conceptually, this school had its origins in the dependency theory of
Prebisch and others. Empirically, it drew on the generally
disappointing results of regional integration efforts in Latin America,
Africa, Asia, and the Caribbean. Among the integration efforts most
closely studied were the Latin American Free Trade Association (LAFTA),
the Andean Pact, and the East African Community (EAC).

Critics objected to the static nature of traditional integration
theory because it was incapable of addressing fundamental development
issues such as: the dynamic effects of integration on production and
technological change; inter-commodity substitution; economic

diversification strategies (as opposed to Ricardian specialization);



11
investment flows; and management of externalities emanating from
integration. Moreover, the traditional theory ignored distributional
effects and the dynamics of power relationships between groups of
economic agents whose interests would in all 1ikelihood diverge during
the integration process. Vaitsos (1978) concludes harshly that:

...the basic economic theory on this subject could be

characterized as thought diverting and to a large extent

irrelevant. The traditional theory of international

economics and international trade as applied to LDC’s

economic integration appeared to be, at best, sterile of

simply rationalizing normative positions and external

interests.

R.H. Green (1986) writes that the traditional theory is:

...pure, second best, laissez faire (free market/no state

intervention), static North Atlantic capitalist neo-

classicism. It is a very exotic plant indeed in Africa and

one wide open to the charge of intellectual imperialism or

neo-colonialism.

Perhaps the EAC experience is of greatest instructional value to
those in SADCC who are considering alternative integration strategies.
The EAC was established in 1923 by the British, survived independence,
and was dissolved in 1978 after the three governments involved (Kenya,
Tanzania, and Uganda) developed irreconcilable differences. These
differences were both political and economic in origin. Ravenhill
(1979) identifies five broad elements that led to the failure of the
EAC:

Background Factors. - These involve the structure of member
country economies. Adjacent African economies are not generally
organized in a complimentary fashion. Rather they produce commodities
that compete with each other in world and regional markets. In

developed countries, tariffs are often the most significant barriers to
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trade (hence the overwhelming emphasis on tariffs in the traditional
neo-classical integration literature). However in LDC’s, tariff
barriers may be insignificant relative to other factors (quantitative
restrictions, state trading monopolies, etc.) that impede trade.
Tariff removal is of little significance to the integration process.

In addition, because industrial development is such a high
priority, the politicization of the integration process is inevitable.
Strong interest groups promoting regional integration are usually
missing, while those promoting the protection of infant industries are

often vocal and well-organized.

Institutional Infrastructure. - For a regional organization to be
taken seriously, it must be given power to decide on policy
harmonization and resource allocation among member countries. Few
governments are willing to countenance the reduction in national
sovereignty implied by a strong regional organization. As such,
regional bodies tend to be under-staffed and under-funded. In
addition, they are often prohibited from analyzing and making
recommendations on major policy issues relevant to the integration

process.

Salience of Gains. - Neo-classical proponents of integration cite
the benefits of rationalizing production through the elimination of
overlapping inefficient national industries in favor of a single
regional industry. Instead of there being a multitude of fertilizer

and textile factories, all operating at low capacity and supplying tiny
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national markets, industries are allocated to single member countries
based on comparative advantage. Economies of scale are realized as
overhead costs are spread over a larger market and firms operate at
fuller capacity.

In theory, countries not receiving a given industry can be
compensated from the welfare gains accruing to the customs’ union as a
whole which result from improved allocative efficiency within the
customs’ union. In the case of the EAC, this was a naive view of the
world. According to Ravenhill, there was a "polarization effect" as
most industries gravitated towards the relatively more developed Kenyan
economy and away from the Tanzanian and Ugandan economies. Although in
economic theory, there could have been potential Pareto improvements
through monetary transfers from Kenya to the other two countries, Kenya
was unwilling to give compensation, and Tanzania and Uganda were not
interested in receiving it. Kenyans viewed transfers as charity while
Tanzanians and Ugandans believed that compensation contributed little
to development because the substantial positive externalities

associated with industry location would not be realized.

Assymetrical Interdependence. - For LDC’s, trade with distant
developed countries is often more attractive than trading with
neighbors. Long-standing trade links with former colonial powers,
prompt payment in hard currency for exports, attractive credit
repayment terms for imports, and superior import product quality are
among the major advantages of engaging in North-South trade compared to

South-South trade. Ironically, it is also often easier to obtain
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market information and communicate with developed countries thousands
of miles away than it is with adjacent LDC’s. As such, trading with
developed countries may be viewed as safer and less complicated than
with one’s neighbors. This results in stronger interdependence with
developed countries than with LDC’s, rendering difficult the
diversification of import sources and export destinations even if there
is a sincere willingness to diversify.

This is reinforced by LDC vulnerability to external shocks.
Events such as the 1973 oil crisis, the collapse of world prices for
many primary commodities later in the 1970’s, and the global recession
of the early 1980’s forced many governments to think strictly in terms
of short-run national needs. Under such circumstances, making
immediate sacrifices to obtain medium and long-run benefits becomes
economically and politically unaffordable. "Taking chances" with non-
traditional trading partners may no longer be allowed by national
—planners faced with balance of payments difficulties and domestic

recession.

Ideological Divergence and Political Volatility. -Differences in
ideology which may have serious negative implications for integration

efforts are most likely in the areas of:

government attitudes towards direct foreign investment;

foreign trade planning;

the role of public intervention;

allocation of industries on a regional basis.
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If industries are allowed to locate wherever they wish ("laissez-
faire regionalism"), gains will be skewed against socialist states as
private enterprises are most likely to invest in countries with liberal
pricing policies, attractive investment codes and favorable labor
legislation.

If there are frequent changes of member governments, personal
relationships between leaders can also undermine regional cooperation.
The 1972 Uganda coup which replaced Milton Obote with Idi Amin brought
this issue to the forefront in the EAC. The alliance between Uganda
and Tanzania forged by Nyerere and Obote to counteract the economic
dominance of Kenya quickly dissolved due to the bitter enmity between
Nyerere and Amin. Moreover, economic disintegration under Amin
seriously damaged the EAC as Uganda was no longer viewed as a reliable
trading partner.

Ravenhill concludes that neo-classical integration theory is of
little practical value to LDC’s. Trade creation in a customs’ union of
underdeveloped economies is minimal. More fundamentally, neo-classical
integration analysis is strongly rooted in static theory whereas the
most important issues facing developing nations are dynamic in nature.
In addition, the distribution of gains is complicated by the presence
of trans-national corporations (TNC’s) who may see integration as
antithetical to their interests. Prior to integration, TNC’s benefit
from high tarfff barriers and monopolies in each national market of the
region. In addition, their bargaining power is stronger in a
fragmented region because they can<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>