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I. INTRODUCTION

A. Characteristic of Agricultural Production and Marketing

Systems in Africa

The structure of the African Economy has been skewed heavily

in favour of primary commodities production, with specialization

for foreign markets (Ref. 17 & 18). The traditional food sector

has been neglected and major public attention has been given to the

production of export crops. Consequently food production has

failed to match population growth, with an average per capita

production declining by 0.8 per cent per annum during 1980-88

(Ref. 17 & 18) . This has led to an increase in food import

dependency and significant shortfalls in nutrition and calorie

intake of the majority of African people (Ref. 17 & 18).

The bulk of Agricultural output comes from small farmers, who

use very little capital (if any) and employ hand tools,

fertilizers, and seeds. As a result, yields of major food crops are

low compared to those of the world (table 1), consequently incomes

are low and incompatible with the rising cost of living. Thus,

there is widespread migration from rural areas to major cities.

The subsistence element is very important in African agriculture.

For a large number of farmers, food production is a pure

subsistence activity aimed only at directly satisfying the food

requirements of the producers. Although some workers are hired,

the family labor is usually the most common source of farm labour.

Since family labour is not qualified and seldom at times,

unemployment is practically inevitable and productivity is low

during critical periods of food production.

The constraints to increased food output are many, ranging

from unadapted technologies and government policies, to marketing

problems and limited sources of credits.

Virtually, every writer on theory of economic development

recognizes that the capacity to develop technologies which are

consistent with environmental and economic conditions is the single

most important variable which explains the growth of agricultural

productivity of nations. As already mentioned, the African farmer

operates with very little capital, usually in the form of hand

tools. One of its critical limiting factor in production is poor

management. The farms are fragmented and scattered. Consequently,

the task of organizing efficient assembly, processing and

distribution functions becomes very complicated. It is undeniable

in this case that widespread and application of improved

technologies cannot be successful unless there are efficient

organizational networks which can facilitate the smooth rendering

of their services. Unfortunately, most government organizations

have failed to achieve their goals of increasing food production

(Ref.10).



Table 1 Yield of Cereal Production in MULPOC Subrecrions

(kg/ha)

Year

1979-81

1982

1983

1984

1985

1986

1987

1988

1989

1990

1991

1992

World

2195

2371

2309

2505

2542

2576

2554

2470

2635

2759

2689

2748

Tancrier

1142

1238

1064

1035

1192

1318

1190

1349

1361

1507

1686

1453

Yaounde

710

792

726

728

817

962

844

911

111

794

874

858

Lusaka

1169

1248

1151

1024

1246

1257

1133

1252

1272

1281

1209

1018

Gisenyi

892

920

914

913

950

866

870

860

853

867

885

867

Niamey

850

917

878

940

1032

1028

972

980

928

896

928

872

All

MULFOCs

1027

1106

1009

985

1134

1171

1071

1147

1125

1151

1203

1059

Source: FAO, Production Yearbook, 1979-1992.

Positive changes in the marketing system is necessary if,

changes in food production were to be realized. In fact, marketing

can be isolated as the leading factor in encouraging changes in

food production sector. Despite this fact, a common observation in

most African countries, is that retail prices tend to be very

seasonal, and thus, restrict consumption (Ref. 11). The

consequences also are that producers tend to sell most of their

food crop at harvest time, so that the weighted prices they receive

is much lower than the average prevai1ing throughout the year.

Considerable quantities of food crops are lost each year because of

these large fluctuations in prices and poor storage systems. It is

estimated that losses can be as high as 10 per cent (Ref. 11 & 12) .

The place of transportation in marketing development is fairly

straight forward too. The primary requirement of an efficient

transport system is not only that the cost to the user be lowest,

but also that goods be moved quickly with as little delay as

possible. According to UNECA (Ref. 16) , the transport

infrastructure has remained either grossly inadequate or even



virtually non existent in most African countries, giving little

room to intra-African trade to perform.

Marketing in Africa is also characterized by lack of

information. Consequently, there is considerable time lag not only

in the relative movement of consumer and producer prices but also

in the quantity of food available in market places.

The problem of indebtedness is also a great impediment to an

efficient marketing system. As the majority of food traders in the

informal markets are poor, they can only meet their regular familly

y expenses by mean of credit.

OIn the absence of a well organized and efficient credit

system, traders tend to borrow mainly from merchant lenders who not

only charge high interest rate but also are often in a position to

compel traders to sell their crops through them at prices

□considerably lower than those prevailing in the free market.

Capital is also needed to carry on the various aspects of

marketing. Anywhere that storage or delay between harvesting and

D consumption takes place, the holding of the goods must be financed

by somebody. Thus, the availability of credit facilities is an

indispensable function in marketing.

1 This publication which is called for in the Joint ECA/FAO

k* Agriculture Division Work Programme for the 1992-93 biennium
attempts to provide assistance to African countries in the area of

M improving credit provision to food traders and distributors in the

IJ informal food marketing sector.

H B- The Objectives of the study are:

□(i) To assess the performance of the food marketing system

in Africa;

□(ii) To identify the different barrier to credit and assess

their impact on the performance of the informal food

marketing system;

! (iii) To suggest sound recommendations on improving informal
"• food marketing operators' access to credit.

LJ C. Methodology. Data. Sources and Limitations

n
y The methodology used for this study is desk research approach,

emphasizing on qualitative analytical style. The data used for the

„, preparation of the report are mainly from secondary sources;

namely, ECA library documents and existing relevant studies of UN

y

n



Agencies. The serious limitation that was faced during the course

of the study was the lack of available data on current credit

situations in African countries. This is mainly because, no field

mission was undertaken for its implementation.

D. Organization of the Study

Chapter I is the introduction. Chapter II explains the

situation of food supply, consumption and trade trends in Africa.

Chapter III reviews and analyzes the existing food marketing system

in Africa. Emphasis is put on policies governing food marketing

and the characteristics of the informal food marketing system.

Chapter IV reviews the role of credit and assesses its impact on

the performance of the informal food marketing system. In Chapter

V, we propose measures needed to improve the informal sector

operator's access to credit. Chapter VII presents the conclusion

and recommendations.

II. FOOD PRODUCTION AND CONSUMPTION TRENDS IN AFRICA

African countries have been and remain the focal point for the

donor community and development officials responding to the

critical needs and the challenges faced by these countries. Among

all challenges faced by African countries, food problems appear to

be the most pronounced ones. At macro level, the low level of food

production and trade in Africa can be placed in the context of past

and present trends in available supply either through domestic

production or through imports.

In this chapter, we examine food crop production and

consumption in relation with related policies and assess the

different options for meeting the future food needs at subregional

and regional level.

A. Food Crop Production and Regional Patterns

In table 2 below, we provide estimates of indices of food

production from 1981 to 1992 in Africa and in different MULPOC

subregions. As it is apparent from the table, the indices of food

production in Africa as a whole do not show an absolute positive

trend. This is very much reflected in the subregional patterns.



Table 2 : Average Indices of Food Production (1979-81=100)

by MULPOC subrecrions, from to 1981 to 1992

Year

1981

1982

1983

1984

1985

1986

1987

1988

1989

1990

1991

1992

Africa

103.07

103.80

101.10

103.09

111.30

115.70

115.38

122.70

125.70

126.80

131.37

127.60

MULPOCS

Tanaier

101.66

101.28

105.6

102.7

116.67

119.76

119.70

124.37

125.60

130.56

142.90

139.50

Yaounde

101.10

103.60

105.50

100.50

107.79

116.60

110.90

116.56

115.27

116.09

116.80

119.36

Lusaka

101.90

107.00

104.90

102.20

109.10

114.25

111.87

117.80

121.26

121.80

118.90

109.70

Gisenvi

103.40

107.00

108.90

109.30

116.60

117.20

119.80

122.60

124.40

125.20

128.70

129.13

Niamey

103.00

105.30

102.60

108.80

115.40

123.00

121.60

136.70

140.90

142.80

150.30

157.40

Source: ECA Survey of Economic and Social Conditions in

Africa, various issues.

n

Table 3 presents the growth rate indices of food production

for all MULPOCs and by MULPOC between 1961-92 and 1986-92. The

growth rate indices for total cereal for all MULPOCs as a group has

been very variable. The highest rate being registered in 1986-92

and the lowest in 1961-92 (0.07 per cent per annum) . The best

performance attained in the roots and tubers subsectors was in

1986-92. During the period, 1961-92, results were discouraging in

all subsectors.

There is also a wide variation in the performance of the

different MULPOC subregions. For example, Yaounde based-MULPOC

subregion recorded a remarkable growth rate of 11.23 per cent in

cereal production from 1986-1992. In contrast, food production

(cereals and tubers) showed a negative growth rate in the periods

of 1986-92 in Lusaka MULPOC subregion. Again the general trend of

1961-92 was not satisfactory in all subregions.



Table 3 : Growth Rate Index of Food Production fin percent)

All MULPOCS

Cereals

Roots & Tubers

Livestock

Tangier

Cereals

Roots & Tubers

Livestock

Yaounde

Cereals

Roots & Tubers

Livestock

Lusaka

Cereals

Roots & Tubers

Livestock

Gisenvi

Cereals

Roots & Tubers

Livestock

Niamey

Cereals

Roots & Tubers

Livestock

1971-1981

1.05

.89

3.3

.81

6.98

3.36

.63

-.69

2.74

1.74

2.77

2.16

3.38

2.6

1.46

1.20

-.90

5.03

1981-1992

3.75

4.45

2.24

5.05

5.17

3.18

3.53

.48

3.4

1.37

.95

1.76

3.17

2.44

1.87

4.83

7.36

1.38

1986-1992

1.89

5.9

2.30

5.41

2.42

4.06

2.35

.42

2.28

-2.03

-.04

.81

3.01

1.91

1.78

1.94

11.23

1.92

1961-1992

2.13

2.32

2.74

2.15

4.90

3.50

0.64

1.05

2.66

1.86

2.88

2.02

3.69

2.53

1.28

2.40

1.90

3.16

Source: FAO Computer Agrostat Printouts.

i i

u

While internal policy constraints, such as inadequate input

supply, deficient agricultural food policies and support systems,

have no doubt negatively affected the performances, the highly



adverse affects of exogenous factors cannot be underestimated.

Among such events, droughts in Lusaka MULPOC subregion reached

alarming proportions in 1990's. Conflicts and civil disturbances

have also contributed to major disruption in food production and

distribution systems in countries such as Ethiopia, Mozambique,

Angola and Uganda (Ref. 10).

It has further been reported that floods have recently caused

grave damage to crops, property and infrastructure in Sudan, and

that locust infestation in wide areas of Africa including Ethiopia,

Sudan, Mozambique, Somalia, Burundi, Chad, has been very damaging

to the food crop sector (Ref. 10).

B. Food Consumption Trends and Regional Patterns

Consumption of basic cereals in Africa (all MULPOCs) expanded

between 1984-86 and 1986-89 by 9 per cent, at an annual growth rate

of 1.8 per cent (table 4), while the consumption of roots and

tubers and meat decreased. Among subregions, Lusaka based-MULPOC

and Niamey based-MULPOC accounted for more than half of the total

cereal increase in all MULPOCs.

Growth of food consumption has been influenced mainly by

population increase. For all MULPOCs, the estimated annual rate of

population growth between 1985 and 1990 was 3.05 per cent (Ref. 16)

compared with west Africa (Niamey MULPOC) and Eastern Southern

Africa (Lusaka MULPOC) which recorded the highest population growth

rate of 3.5 percent in total and 6 percent annual growth rate of

urban population within that same period (Ref.16).

The fact that the consumption of cereal increased in general

is also an indication that African staple food diet has been

changing: with rapid urbanization, food import, particularly food

grains increased (this increase has been higher in countries with

more rapid urbanization such as Cote d'lvoire and Nigeria in Niamey

based-MULPOC). So far, governments policies to increase domestic

food crop such as roots and tubers have not been successful, and

this had lead to the rise of import. In general terms, the

pressure for consumption change can be addressed by three different

policy responses: these are:

(i) constraining consumption of the non traditional

commodities (wheat, barley etc.) through taxation

and import restrictions;

(ii) promoting utilization of traditional staples (for

example, by improving processing of sorghum,

millet, yam, cassava); or

(iii) promoting export of crops and commodities to pay

for rising import bills.



n Table 4 : Annual Average.Consumption of Basic Food Staples

1984-86, 1986-89 by MULPOC Subrecrions

(Million of metric tons)

Source: FAO, Agricultural Supply Utilization

Printout, 1989.

Tangier

Yaounde

Lusaka

Gisenyi

Niamey

All

Mulpocs

1984-86

Cereals

26.26

1.65

20.29

1.70

20.54

70.44

ROOtS

2.74

3.69

22.57

15.53

32.28

76.80

Meats

2.16

.35

2.75

.77

1.65

7.68

1986-89

Cereals

27.78

1.88

22.4

1.9

23.16

77.12

Roots

2.83

3.38

20.07

16.04

33.63

75.95

Meats

2.17

.32

2.21

.28

1.8

6.78

Account

n

i

U

C. Outlook of Food Situation for the Year 2 000 and Alternative

Policies for Consideration

Food projection to the year 2 000 for Sub-Saharan Africa shows

that the projected production of 110 million metric tons of basic

food staples would fall short of projected demand by about 50

million metric tons (table 5).

All three subregions are projected to be in food deficit

situation in the year 2000, with West Africa accounting for the

bulk (67 per cent) and Central Africa for the smallest share (10

per cent). Thus, food situation in Sub-Saharan Africa is thus

expected to become increasingly serious. This situation calls for

important investments in agricultural sector and/or a combination,

of concerted policy actions for consideration.

At domestic level (country and subregional level), policy

actions will require prioritization of agricultural investments and

of foreign exchange allocation for agricultural inputs, the

provision of remunerative returns for food output and actions in

enhancing the security of land tenure systems that will motivate

investment and improve farm sector management.

y

n



Table 5 : Trend Projections of Consumption and Production

(million metric tons) of Major Food Crops in

Sub-Saharan Africa to the Year 2000

Country Group

Sub-Saharan

Africa

West Africa

Central Africa

Eastern/Southern

Africa

Consumption1/

161.3

76.1

24.4

60.8

Production2/

110.4

42.0

19.2

49.2

Surplus/Deficit

-50.9

-34.1

-5.3

-11.5

Note: Parts may not add to totals due to rounding.

-/ Total domestic utilization includes direct use for food,

animal feed, seeds and other non-food uses, and allowance for

waste. The trend estimate of per capita consumption of each

commodity is projected using elasticity estimates and trend income

growth (1966-80). Projections from a 1986 study are revised for

changes in UN population projections.

-/ Based on extrapolation of country trends of aggregate major

food staples (with non-cereals in cereal equivalent), drawn from

1961-85 data; assumes zero growth during 1985-2000 for countries

with negative trends.

Sources: L.A. Paulino, Food in the Third World, Research

Report No. 52, IFPRI, Washington, DC, June 1986; FAO, 'Production

yearbook tape, 1986', Rome, 1987; UN, World Population Prospects

(as assessed in 1984), 1986.

n

Production incentives will not suffice unless they are backed

by adequate delivery systems, improved technologies, increased

acces to credit and efficient marketing systems. The international

community will have to assist African governments in developing

agricultural marketing support systems i.e. storage, and transport

infrastructures, including measures to enhance local capacity to

manage such services.

Given the overwhelming proportion of rural population in

Africa engaged in agriculture, strategies to promote agriculture

and alleviate rural poverty must be centred on rural development to

increase food production. Since women constitute a significant

proportion of the food producers in Africa, rural investment and

extension that bypass them will do little to raise rural income and



□productivity. Specific efforts will be needed to improve women's

nutritional status, to reduce the time they spend on food

processing by improving their access to technology, fuel, water and

Dto increase their access to agricultural resources such as land,

credit and extension.

Policies and programmes designed to assist small farmers in

N general and rural women in particular, are likely to be

™ operationally, cost effective and sustainable if they can mobilize

the participation of intended beneficiaries and are moreover

P embodied in structural adjustment programmes.

Food security will continue to preoccupy African policy makers

□in the different countries and subregions. But the achievement of

greater national and regional food self-sufficiency and security

will call for the development of more systematic approaches for

identifying, and targeting the right populations and more

□particularly fostering closer regional cooperation in food

production, trade, food security arrangements and policies.

□Promotion of food security will moreover entail closer

alignment of national consumption patterns with domestic and major

functions of food marketing, including subregional capabilities.

Din this respect therefore, the analysis of food marketing system in

Africa becomes a necessity.

H III. ANALYSIS OF FOOD MARKETING SYSTEMS IN AFRICA

m Access to food encompasses both physical and economic aspects.

Physical aspect to food will relate both to the adequacy of

supply and the efficiency of marketing systems such as storage,

D transport and processing, etc. The challenge of improving food

security in Africa would, therefore include actions aimed at

improving the food marketing and the procurement systems.

U An efficient marketing and supply system which ensure the
timely availability of food must, therefore be a cornerstone of any

m food security development objectives in Africa.

w This chapter examines policies governing the marketing and
logistics for moving food products from the farmers through

□wholesale and retail markets and assesses whether the incentives

provided by these policies are adequate to achieve their

objectives.

n

10



OA. Policies Governing Marketing, Distribution and Procurement of

Food

rm 1. Food Channel and Coordination Policy

Food marketing channel policies pursued by African countries

can be categorized into three parts: the single, mixed and

H competitive channel.

In a single channel system of marketing and distribution,

H governments control all operations ranging from the distribution of

y food to its pricing. The single channel system which is basically

for food grain started in early 1960's just after independence.

□The main objective was to secure adequate food supplies at cheap

prices for the rapidly expanding number of low income urban

consumers. The system usually involves several agencies: the

Ministry of Agriculture is usually the one which assesses the

□yearly requirement of food grain, and a government parastatal which

is entrusted with importation, storage, transportation and

wholesale activities. Because of the involvement of several

D agencies, the bureaucratic processes and corruption, many marketing

organisations were not able to control private trading operations

and thus, the official channels were never able to distribute the

quantity of food demanded at the right time and place.

™ In recent years, the majority of countries in Sub-Saharan

Africa have undertaken major policy reforms. Thus, significant

S shifts from one channel policy to a mixed or competitive policy are

taking place.

m During the last two decades, many countries implemented a

! I mixed channel food marketing policy. This is mainly because in the
majority of cases, marketing reform programmes set by governments

included privatization along side the public sector institutions.

□For example, in Tanzania, private traders have been allowed to

participate in agricultural marketing operations along side the

unions and the marketing parastatals. The government has also

f*1 relaxed control over the public sector institutions. The existing

y agricultural cooperation unions are expected to operate as business

entities who are free to sell food crop to any customer at any

« price the customer is willing to pay (Ref. 13).

^ In Uganda, Gambia, Zambia and Sudan, the private sector has
been allowed to compete with public sector organizations operating

□at fixed buying and selling prices. To the extent that these

public sector organizations are subsidized to pay high prices to

producers or to supply food products at low prices to consumers,

n this reduces the profitability of private actors operations (Ref.

LJ «) •

OIn a competitive market channel system, marketing and

distribution are carried out within a free enterprise framework.

11

n



H] In this respect, none of the countries in SSA has pursued

Ly liberalization as vigoriously as Nigeria and Ghana. Liberalization
has been done with more zeal in those two countries. Almost all

r^ the marketing boards have been completely dismantled and their

ij assets sold or hired to the private sector (Ref. 15). However

there are still several constraints which impede the effectiveness

of privatization programmes. Measures to give private sector

M access to finance, training, transport and equipments must be of

t* high concern.

H 2. Price and Subsidy Policy

Many African countries recognized the fact that agricultural

fm producers and traders have limited purchasing capacity. Hence,

' several instruments were used to control consumer and producer food

^" prices. The prices at which the state controlled marketing
organizations sell food crops to wholesalers, retailers and

H processors were frequently subsidized. Usually, the subsidy was
LJ financed from the sale of export crops, directly or indirectly by

the government. In the latter case, the marketing agency will

n finance the subsidy by running up a deficit with the central bank.

The actual or maximum food prices fixed by government

regulation and/or marketing margins allowed at each stage in the

\ distribution channel were also subject to government control.

™ Sometimes a single consumer price is fixed for the whole country,

in other cases, the country is divided into zones and different

0 prices fixed in each to allow for the cost of transporting food

from surplus to deficit regions.

rs Stabilization measures were also used. For example, in

] j Senegal, the official consumer price for rice were recommended by

the Caisse generale de produit agricole (CGPA) during the same

deliberations that took place for producer prices. This controlled

0 price was maintained by the Office national de cooperation et

d'assistance pour le developpement (ONCAD), releasing sufficient

supplies of imported rice to satisfy the market at the controlled

□price. The intention was to reduce interseasonal price

fluctuations.

□Some governments could also use low priced concessional food

imports and/or, have limited programmes for the provision of

subsidized food to certain group of consumers. For example, the

Kenya government in 1980 instituted a programme for the

H distribution of free milk to school children (Ref. 13).

Many of the instruments needed to lower the consumer price of

□food can create problems or can be counter productive if not well

implemented. In fact, abuses of food subsidies in some countries

had been acknowledged (Ref. 3). These concern mainly the sale of

p. subsidized food in illegal channels and across borders where food

i prices are much higher. The overall effect of these price policies

12
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n

programmes is that actual level of targeted objectives were not

achieved in most situations.

3. Training Policy and Marketing Extension Programmes

The marketing and distribution of food can be quite complex

because of long process involving assessment of national

requirements, ordering, storage, transportation and credit.

The efficient performance of these tasks call for some minimum

degree of expertise in food marketing and credit management.'

Current inefficiencies especially in a single channel marketing

systems resulting in increased cost and poor services reflect the

lack of qualified personnel and well trained food marketing

specialists. In most of Sub-Saharan African countries, there is a

lack of trained personnel and this is a major constraint on

marketing development. Marketing courses can be included in

college teaching programmes and concentrated courses can be offered

at various levels. People must be encouraged to work in marketing

when their training is completed.

The obstacle to the organization of agricultural marketing

extension in most countries, has been the need to focus on

operations between the farmers, wholesalers and the final consumers

for which no single ministry is responsible. It is even hardly

possible to send a marketing adviser to each farmer and trader. A

limited number of marketing specialists can collaborate with

general extension staff in organizing programmes to help local

assemblers, wholesalers and market personnel.

A few African countries like Kenya, Uganda and Zimbabwe, have

responded to the need for trained food marketing and credit by

institutionalizing training. Even in these countries, such

training are mostly done on irregular basis and do not include all

levels of manpower from policy makers to marketing technicians,

merchants and farmers (Ref. 4 & 7).

4. Credit Policy

Access to credit is a vital issue in food trade. Food

marketing and distribution has often been hampered by the fact that

potential distributors and retailers often lack the capital needed

to purchase and market the required stocks and to give credit to

other traders.

Conscious of this fact and in order to encourage food

production and trade, African governments have either set up

special public credit institutions or encouraged the private

finance agencies to increase their lending to the agricultural

sector.
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Agricultural Development Banks (ADB) or Agricultural Finance

Corporations (AFC) have been established to provide credit to small

farmers and traders. These include for instance, the Caisse

National de Credit Agricole in Morocco, cooperative banking at the

union level through the cooperative production credit scheme, in

Kenya, group credit union in Malawi, etc. (Ref. 14).

Despite all government efforts, it appeared that more credits

were channelled to export crops than to food crop producers and

even less to food traders. In fact, except for few works (Ref. 1),

advocacy of credit for marketers has often been neglected, although

it has been estimated by FAO that in Sub-Saharan Africa at least 30

per cent of the consumer's spending on agricultural food crops go

to marketers (Ref. 2). If such distribution reflects the costs of

production and marketing, and the functions on which those cost are

incurred, it would seem logical to state that failing to advocate

credit needs for agricultural food marketers is a great obstacle to

agricultural food sector development.

B. The Informal Food Marketing System in Africa: Characteristics

and Structures

The informal sector usually dominates the marketing of food

crops. The dominance is more pronounced in the case of roots,

tubers and plantains that it is with grains.

Basically, there are two types of food traders in the informal

sector: the itinerant and the market based traders. The itinerant

traders operate in a geographical area by establishing contact and

offering services to maintain relationships. Traditional linkages

are strong and the itinerant traders operates on the basis of

directions by providing production and credit services to buyers

and clients. The itinerant traders collects, stores and transports

the purchased food products to wholesalers at the consuming

centres. On the other hand, the market based traders are retailers

and wholesalers in individual markets. They have substantial

market power and can influence prices, not only those paid to the

traders, but also by the consumers.

The informality of food marketing emanates in part from the

small volume and value of goods and services individual traders

acquire or dispose of in each transaction, in the instability of

the trading practices and in the absence (or low degree of

effectiveness) of government control and regulatory functions in

these markets.

In fact, there is usually no barrier to entry the informal

food markets. Marketers operate with small capital and little

specialization skills. Usually, the items being marketed lack basic

14
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H standardized measures of quality and quantity. There is also lack

y of adequate market information system.

n The structure of food markets, have«an important impact on

jl price determination. The most common method of price determination
is through bargaining and negotiation. Thus, in the absence of

standardized prices and qualities, the price that a buyer pays for

f| a particular unit of a commodity is a function not just of the
U economic forces of supply and demand but also of social status,

friendship, relations etc...

LJ Basic physical facilities are often lacking and inadequate.
Marketing channels in informal markets are known to be very complex

□and long. It has been investigated by W. Jones that depending on

the particular commodity, foodstuffs often change hands several

times before they reach the final consumers (Ref. 9). Given its

characteristics and market structure, the informal food market is

□one which is mostly used by low income urban household and rural

people.

p^ Many specialists see the development of informal markets in

U their integration with formal markets and in the generation of
appropriate policies and programmes toward those directions.

But there are several controversial positions on this issue, and

] any attempt to integrate them must be done with care.

For example, the adequate provision of basic utilities like

n adequate storage, facilities, infrastructures, etc... can improve

y the health status of participants in the informal markets, but they

also involve the establishment, operating and maintenance costs

□which must be paid somehow. There must be some trade off and as a

result, some basic research must be done in order to verify if

effectively the informal sector is not performing well and if

indeed the small holders are being exploited.

IV. EXISTING CREDIT SCHEMES AND THEIR IMPACT ON INFORMAL FOOD

n MARKETING SYSTEM PERFORMANCE

r^ A. How Important Is Credit In Food Marketing And Trade?

™ The importance of credit in food marketing can not be

underestimated for at least two reasons.

H
U First, farmers need credit before and during production to

meet the costs of seed, fertilizers and pesticides. Further,

f^ credit may be needed after harvest so that the farmer can hold part

y of his crop until prices rise.

™ Second, wholesalers may need two types of credit: A short-

term credit to pay the farmers before recycling the goods and a

15



longer-term credit required to finance business premises, storage

depots, transport and equipments. In the case of food wholesalers

and processors, further specialized equipments are usually needed

and the turnover of working capital can take a much longer time.

For example, the processor of a perishable product like tomatoes

may have to buy tomatoes during a short harvest season. During

this time, he or she may sell almost no tomatoes because the period

coincides with the peak season for the fresh produced tomatoes.

The retailers need credit to acquire stock before he is paid by his

customers. He may even give them credit.

Many African governments have realized the need to create

adequate financial resources facilities to small farmers and

traders who usually face acute liquidity problems. Hence, efforts

have been underway to improve access to credit especially for this

category of people who may never hope to meet the terms of

conventional bank credit.

This Chapter examines credit supply facilities in the food

marketing sector and the extent to which such credit is made cost

effective. Two aspects of credit are identified: (i) the different

characteristics and functioning of existing credit schemes, and

(ii) the extent to which credit facilitates food trade in both

informal and formal sector.

B. Characteristics and Functioning of Existing Credit Schemes

1. Formal Credit System

r^

1 j There are three principal sources of institutional credit for
financing food marketing. These include, the commercial banks, the

specialized national credit and banking institutions, and the

pi cooperatives.
yd

(a) Commercial banks

n
M Commercial banks in Africa tend to be concentrated in urban

conglomerations and they usually fund large trading enterprises,

pj consumer based industries and the foreign trade sector.

! i
""* The advantages of commercial banks as sources of credit derive

from the "diversity, competitiveness, international connections,

H magnitudes of lending capacities, flexibility and reasonable speed
id of responses" (Ref. 8)

^ Unlike the development banks (as we will see in the following

J section), they operate on strict banking principles; which offer
guaranties and repayment possibilities. This and their urban based

™ structures provide rural farmers and traders with very limited

i access to this source of credit.
y
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The Commercial banking system needs to be involved in a more

integrated planning process than has often been the case in the

past. In many countries, the potential now exists for the most

effective utilization of a more developed banking infrastructure

(Ref 19). Unfortunately, for the bulk of the developing African

countries, the potential for using the network of bank branches to

finance small holder agriculture has not been effectively harnessed

(Ref. 19).

(b) Specialized agricultural credit and banking institutions

The specialized agricultural banks have distinctive functions

and requirements which include, the supervision of the production

activities of their clientele, who are basically the small farmers

and entrepreneurs. The specialized agricultural banks rely heavily

on foreign loans and government contributions. Interest rates

offered in these banks are lower than the commercial rates and

barely cover their average operating expenses. This and the high

incidence of delinquency, default and the slow recovery cycles

erode their capital base, giving rise to the need for continuous

replenishment by the government. Like the commercial banking

system, the specialized agricultural banks'have not yet had any

appreciable impact on small farmers and marketers. Most of them

still find access too cumbersome and procedures too difficult, to

make effective use of these institutional sources of credit. In

most African countries for instance, it is extremely difficult to

obtain credit from the main state credit agencies. Consequently,

the small holders have to rely more on tontine, the village banks

and the informal sources of credit.

In some countries, however, attempts have been made to improve

their situation. In Ghana for example, the Agricultural Development

Bank allots a major part of its loan portfolio for financing

production and marketing of food trade. The Agricultural Finance

Company in Zambia, the Group Credit Scheme in Malawi, all have

significantly increased total lending to small farmers and food

traders (Ref. 13) .

(c) The Cooperatives

As locally based institutions, the cooperatives are, in

principles, suitable institution for channelling credit, especially
to food marketers. However, the cooperative movement has been a

general failure (Ref. 4).

Many cooperatives have not been successful because of (i)

inexperienced management (Zambia, Tanzania, Ethiopia); and (ii)

lack of supporting infrastructure, especially training and

financial facilities, extension services (Zambia and Zimbabwe),

(iii) too much political interference (Zambia, Tanzania and

Ethiopia), etc. (Ref.4). In Ghana, the formation of cooperatives

based on family relations and poorly controlled accounts, led to a

17



slow process of the movement of credit operations. All these

problems coupled with the fact that eligibility for cooperative

credit is limited to members, considerably restrict the access of

people to this source of credit.

In principle, cooperatives should provide a framework that can

harmonize efficiency with equity among small holders. But, the

movement has to be basically the concern and responsibility of the

cooperators.

2. The Informal Credit System

There is considerable scope for informal credit and money

lending in African countries, given the limitation of the official

credit system and its ability to meet the financial requirements of

the traditional food traders. We provide below some

characteristics which give an advantage to the informal sector over

the formal sector.

(i) The informal financial agents know their clients better

than formal banks; this reduces considerably their

information costs;

Their administrative and staff overhead costs are lower;

Their interest rates are not regulated;

Hence, they can freely adjust to market forces.

The following examples of informal system existing in Africa

m demonstrates the reasons why the system can be more appealing to

[J informal food traders.

(a) Friends, relatives and money keepers

a" With their access to formal institutions restricted, food

traders, especially women tend to rely heavily on family and

□friends for both emergencies and routine borrowing needs. The

repayment usually is not required until the borrower is in the

position to return the loans, and the interest is seldom explicitly

n charged. The problem with this source of funding is that relatives

M and friends have limited sources of finance. Usually, they have
few resources to lend.

M (b) The moneylenders and pawnbrokers

Like relatives and friends, the moneylenders are familiar to
the borrowers, as they are also usually local traders, merchants or

_ landowners. They make loans available with few or no collateral

requirements and are flexible about repayment. The pawnbrokers are

p. specially attractive to women traders as they can give, ornaments,

18
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M jewellery or gold as collateral. They also provide small loans

y quickly and on flexible terms.

™1 Cc) The Farmers, wholesalers and intermediaries

There are particularly important source of credit for women

p- traders, especially for participating in the daily marketplace.

™ The farmers usually extent credit to well-known, consistent

buyers of food products who buy directly from him. Interest is not

R explicitly charged: rather, it is implicitly charged through higher

U price of the good bought by credit. The wholesalers also allow
retailer clients to keep their bill unpaid until the purchased food

□ items are sold at retail. The same procedures take place for other

intermediaries. For all, the delay of reimbursement depends very

much on relations, trusts, etc...

n (<*) Rotating savings and credit association and money

LJ collectors

n Another form of informal finance used heavily by food traders,

y especially women are the rotating savings and credit associations.

The rotating association members know each other; they are

™ established by an organizer who call for meetings. The members

I contribute a mutually acceptable amount of money to a fund that is

™ then given to the members on a rotating basis.

P*| In Ghana, for example, the members of the association have
U evolved into large-scale credit and saving facilities. Daily

contributions are said to range from 10 to 500 cedes (Ref. 9). The

□money collectors visit markets daily to accept deposit no matter

how small. A collector can handle the accounts of as many as 800

to 1000 people in a single market area (Ref. 9).

□There are constraints and limitation to informal sources of

finance. The interest rates at times are said to be abnormally

high. Security is also a problem. When the trader run off with

□the money collected, there is little recourse. Still, the role

played by the informal sector in African countries is significant.

Until such times when the formal sector provides adequate financial

rm services to the poor and small entrepreneurs, informal markets will

I remain the most important source of fund for food traders.

H C. Constraints to Informal Food Marketing Credit

□A major issue regarding credit is how effective the various

credit institutions (whether formal or informal) existing in

African countries are providing the much needed credit for food

™ traders and intermediaries. Two issues are of paramount importance

| in this respect. The first is the difficulty or ease in obtaining
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H loans. The second is the actual cost of borrowing, which affects
U the profitability of credit (to the borrower) and the profitability

and level of financial resources available for lending.

jj Experience suggests that there are at least five constrains
which limit the access of food traders to financial credit

-, services.

k™ 1. Collateral Requirements

0 Collateral requirements are said to be one of the major factor

which restrain traders to have access to credit. The evaluation of

traders applications to food for credit, along with strict banking

0 principles which requires that traders have risk bearing ability,

repayment capacity, suitable collateral etc..., often limit the

number of clients which qualify for funding in the informal food

marketing sector.

M 2. Transaction Costs

H The cost of having access to credit can be considered as

y substantial for food traders because of their low capital base.

These costs include the transportation costs, the bribes, the time

□ and the value added which can be lost while waiting for credit. In

fact, the losses traders incur in terms of forgone opportunities to

purchase (from wholesalers) or to sell to retailers under

favourable conditions can represent the heaviest of borrowing

rj costs, (heavier than interests charged).

3. Limited Education and Familiarity with Loan Procedures

M Limited education of traders and non familiarity with formal

loan procedures are also important constraints. Food traders in

the informal sector have relatively low level of literacy. This

1 constitutes a serious handicap for them to overcome the procedural

**• barriers in order to get loans from the formal sector.

H 4. Social and Cultural Barriers

Social and cultural barriers can also constraint the food

f^ traders particularly women to have access to credit. In many rural

i I areas, it is considered inappropriate for women to travel alone the
long distance between her rural market and a bank in a town. It is

□important to have good relations with people before getting access

to informal source of credit. Often, the borrower can also fear
the risk of not being able to repay the loan back. This could be

perceived as a shame for the entire family.

\J 5. The Nature of Informal Food Marketing

p. The nature of informal food marketing can inhibit traders

|I capacities to borrow, because of the slow growth of informal trade.
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The type of business food traders engage in also affect their

access to credit type of food enterprises. Informal food traders

are concentrated in smaller, lower profit activities. Because

women traders, have limited access to physical and human resources,

their businesses tend to be among the smallest; consequently, they

have low margins and thus, they register slow growth in their

trading activities.

V. MEASURES FOR IMPROVING INFORMAL OPERATOR'S ACCESS TO CREDIT

A. At National Level

Improvement of credit for food distribution and marketing can

be viewed in terms of improving credit delivery and effectiveness

to food traders. This will require not only that the relevant

financing institutions be able to expand and extend credit promptly

and cheaply, but also that food traded from credit services be made

available at the time, place and amount required.

In this respect, it is absolutely important that credit

policies and procedures be improved and that rural saving, food

distribution and marketing be enhanced at national level.

1. Measures for Improving Informal Food Trade Credit Systems

The functions of food marketing involve a sequence of actions,

such as, the assessment of national food requirements, the

fia importation and distribution of the assessed requirement. Any

1 I credit programme designed to improve the efficiency of the
different functions of food marketing must be concerned with the

improvement of the following operations,

(a) Food demand assessment

□Usually, the total demand forecast for food in most countries

are not based on any good analysis of food consumption data and

inventory assessment, with the result that either locally produced

_ or imported food to be marketed is below total demand. It is

I I important to have good forecast for food to be marketed in order to
•** avoid large price fluctuations.

PI (b) Food distribution and logistics

The most important incentives to wholesalers and dealers is

n the level of margins they realize. In situation where roads are

Lj bad, particularly during the rainy seasons, informal food traders
depend very much on each other for their requirements. In this

_ situation, therefore, actions should be taken to identify the

I i functions that each stage of the food marketing channel should
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perform, including the different intermediaries. Deliberate

policies, such as the provision of credit to wholesalers and

dealers on soft terms for the purchase of food and construction of

storage facilities can help improve the efficient performance of

these functions.

(c) Lending to food traders

The different types of lending and procedures can seriously

constraint food traders in the informal sector to expand their

daily activities. Difficulties of access to banks branch offices

and the fact that the public credit institutions are hardly viable

is also a problem. We are proposing below some of the measures

which can help improve the effectiveness and viability of the

concerned institutions.

(i) Lending procedures

A prerequisite for increasing access of traders to financial

services is to reduce long and cumbersome procedures employed by

the agricultural development banks and financial corporation.

Loans procedures should be made simple and easy to understand.

The credit applications should require little processing and paper

work and approval should be given with minimum delay. This

requires a decentralization of decision making and loan approval to

regional and local levels.

Credit policies for food traders should also emphasize

measures which bring about greater efficiency in loan management

collection and recovery, instead of those which require them to

provide repayment guarantees in the form of collateral. The

measures below (in iii) which can increase the probability of

recovering loans provide a more convenient alternative for reducing

the risk in lending to food traders who are usually poor.

Some specialized financial institutions can also establish

joint liability, borrowing and solidarity groups in order to

facilitate the lending procedures. Group lending can reduce risks

and collateral requirements when some form of joint liability is

imposed on the group.

(ii) Access to credit offices

Almost all financial institutions are based in urban areas,

and mostly in capital cities. Those institutions are ready to

finance large estate sector and distributors of foods. It is

important to broaden the financing institutions outreach into rural

areas, by decentralizing administrative structures and establishing

a large number of local agencies. This will reduce not only the

distances travelled by rural people, in search of credit, but also

will cut down on their costs. Branches should be widely dispersed

22

y



Pin specified countries side location, especially where wholesale

and retail markets are located.

H (iii) Viability of credit institutions
\ / 1

y
There are three main factors which are said to be responsible

Ofor the failure of the financial institutions: (i) poor loan

recovery; (ii) high credit management cost, and (iii) the inability

to mobilize additional resources.

H - Loan recovery

U
For their survival, credits institutions should find ways to

pss improve loan recovery measures. For example, registering borrowers

y with the financial institutions and encouraging them to open

accounts and save with these institutions can improve the loan

recovery systems. The institutions must also monitor the borrowers

N activities and performances, in order to ensure that credit is used
^ productively. It is also important to make sure that credit and

marketing activities are sufficiently integrated; this will

n facilitates the collection of the loan at the time of sales.

- Reduction in management costs

H . . ...
I ! Reduction of transaction and administrative cost can help

^ improve traders access to credit. One way of reducing
administrative costs is to cut down on small individual loans and

f*\ visits and increase lending to small, coherent groups of traders.
US This is based on the argument that the supervision of a large

number of small individual loans and the lack of qualified staff in

p] credit administration can increase the management cost.

Resource mobilization

OThe stimulation of saving habits can immensely contribute to

development of financial institutions. But the mobilization of

savings would require some policy adjustments and actions. For

H example, saving mobilization is influenced by the development of

y food marketing systems and the structural reforms which underway in

the region.

I If savings have to be enhanced, personal incomes should,
necessarily, rise; which means that marketing and physical

infrastructures have to be improved.

» (iv) Improving links between formal and informal finance

*"| Despite their popularities and their potentials, most forms of

J informal finance have limitations. For example, they are
financially isolated from larger markets, which curtail the

P« lender's access to funds and reduce competition. They also have
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H limited ability to provide long-term finance and large loans or to
U mobilize savings.

rm Some of the limitations could be reduced by forgoing links

M between informal and formal finance. For example, the rotating
savings and credit associations and money collectors are

™ particularly desirable as they incorporate savings and credits, and

[ 1 appear to be effective in reaching, particularly women traders.
« But there is still much to learn about the nature and feasibility

of such links. It may be difficult and not wise to try to link

^ informal sector to formal ones; particularly when formal financial

■J systems are highly centralized. The strength of both informal and
formal systems should be thoroughly analyzed before any links are

™ forged between them.

2. Other Measures for Improving Credit System

i] (a) Pricing policies

In almost all African countries, food prices were controlled

p] by government. The margins were usually low and mitigated against

y attempts at improving marketing services such as credit to the

sellers by the private sector. Marketing margins should be fair

f— enough in order to ensure that the margins accruing to the

I intermediaries i.e. wholesalers and retailers are fair and

t™ commensurate.

n (*>) Improvement of marketing services

U
Credit proves to be the key to improve food marketing only if

Othe basic supporting institutions and infrastructures exist and are

performing well. These include adequate transport facilities,

storage, sufficient marketing extension services, efficient

coordination of services between markets, etc... Improvements in

1 number and quality of markets places stalls, and shelters are also
j* required. The Municipal and local councils which administer most

rural and urban market places are urged to use government

□subventions as well as income from the rents paid by traders and

other users of market places to make these improvements in the

services they are expected to provide to the traders.

i I Whenever possible, research on market outlets must be
*** emphasized so that efficient channels to favourable outlets exist.
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B- At Subregional Level

1. Improve Subregional Cooperation in Intra African Food

Trade

Subregional cooperation among member states to link national

transport networks into a subregional system provides the most

feasible means of promoting food trade. This requires that member

States jointly identify the constraints to interstates networks,

harmonize transport legislations and define the structures of the
transport modes.

Fortunately, some subregional institutions such as ECOWAS has

been able to establish a trans West African highway from Lagos to

Sierra Leone (Ref. 5).

The continued support by member states to the Comite superieur

des Transports terrestes (CSTT) of the Council of the Entente

states must be encouraged (Ref. 5).

Member States should also harmonize agricultural policies in

respect to prices, incentives, productivity and implement joint

projects in order to increase food production and intra African

food trade. Such policies should specify the types and composition

of food, prices, payments and related monetary transactions and

import duties.

Another area of cooperation should be in research and

extension. The exchange of information, especially in food crop

varietal research, productivity and seed testing across research

institutions is recommended.

2. Subregional Cooperation in Training in Food Marketing and

Credit Administration

Cooperations among countries can increase national efforts in

training, especially where a country lacks the facilities and
resources for training.

UNECA as a regional Commission, committed to the promotion of

regional cooperation should assist African countries to identify

training institutions (universities, schools of management, etc..)
with excellent facilities, that can serve as subregional or
regional training centres.

The UNECA could also provide cooperation in training in

marketing and credit, by publicizing the activities of existing
relevant subregional and regional training institutions, and

encouraging African countries to make full use of their facilities
and training programmes.
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Cooperation in the exchange of information, experiences and

facilities for training in food marketing and related activities

through a subregional network is already being provided by the

Association of Food Marketing Institutions in Eastern and Southern

Africa (AFMESA). This association was established in Arusha,

Tanzania in 1985 by an FAO/ECA Group Consultation on TCDC for food

improvement in Eastern and Southern African Countries.

Concerning cooperation in training in credit, attention should

be given to the activities of the Regional Agricultural Credit

Association (RACAS) and in particular the African Regional

Agricultural Credit Association (AFRACA), Headquarters in Nairobi,

Kenya. These associations organize a wide range of training

activities on credit and banking. Since the establishment of

AFRACA in 1977, about 400 banking and credit personnel from African

states have benefitted from courses, seminars, etc... (Ref. 15).

Despite the great scope which AFRACA offers in staff training

and skill upgrading, almost half the number of African countries

are still to join the association. Every effort should by made by

FAO, ECA and AFRACA to expand the association's membership to cover

all countries of the region.

VI. CONCLUSION AND RECOMMENDATIONS

A. Conclusion

The slow growth in food trade activities in Africa places

doubts in the ability of this sector to sustain the region's rapid

expanding food consumption. Among the factors responsible for this

poor performance are the inefficiencies in markets and marketing

services, including credit.

Credit has an important role to play in enhancing the informal

food marketing system in Africa. Difficulty of access to credit

for a large number of food traders, including women appear to

explain the reason why they make insignificant use of credit

services. The supply of credit has always been viewed as a major

incentive to growth in food trade.

This report examines the issue of food marketing and

distribution and how credit can be priced effectively and

channelled to intermediaries and final consumers so as to provide

the incentives needed to general increase in food trade through the

increase in credit uses.

Three major channels have been reported in most of food

marketing systems. The tendency in these days is toward the use of

mixed and competitive channels. Experiences in many African

countries are that credit and other financial support to informal
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food trader have not proven to be the key that open the door to

increase food trade and higher income for informal traders.

According to the report, the demand of credit, irrespective of the

sources of credit, will not materialize into more efficiency in

food trade unless credit is available at the right time and place

and in appropriate form and quantity.

In this respect, other means must be made available along with

credit for it to be productive and profitable. These include

improved marketing services such as, road, adequate storage

facilities, extension supervision on the trade of basic food

commodities, adequate price policies and reliable markets.

To improve the provision of credit to informal food traders,

policies and strategies must be proposed to ensure the prompt

arrival of sufficient supplies of food through accurate demand

forecast and efficient logistics. Measures must also be proposed

to strengthen the long term viability of the financing institutions

through the mobilization of rural saving, improvement of loan

recovery etc...

At subregional and regional level, the report stresses that

great scopes exist for cooperation among African countries for

promoting credit. Areas for such cooperation include joint

activities in food marketing and trade, harmonization of related

policies, exchange of information and cooperation in training and

skills upgrading in the areas of credit organization and
administration.

B. Recommendations

1. Experiences indicate that most of the credit institutions in

the past failed because of centralization. Banks and other

financing institutionsshould give priority to the development of

rural sector. In doing so, they must decentralize their activities
and have branches in rural areas and near market places.

2. It is recommended that financial institutions make loan

available to informal traders through groups. By operating through

group lending, banks can reduce the cost of processing and
supervision. Group lending is specially important for women with
little access to traditional forms of collateral.

3. The maximization of loan repayment would call for supervision

of the use of credit. In that respect, an educational programme is

needed for food traders to use credit and even invest in the same

bank so that their investment can be used as security for other

loans. This would also create attachment of the traders to the
banks.
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4. It is important that institutions develop training programme

that teach illiterate food traders how to use a bank account or

fill out application forms.

5. Cooperation at subregional and regional level must be

encouraged. Areas for such cooperations include point activities

in food marketing and trade, harmonization of related policies,

exchange of information and cooperation in training.
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