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I. WORKSHOP

1. INTRODUCTION

1.1 Background

The Association of Food Marketing Agencies in Eastern and

Southern Africa (AFMESA) was created in 1987 in Arusha, Tanzania.

The principal objectives of the Association are part of the broad

objectives of the African Community as stated in the Lagos Plan of

Action (LPA) and can be summarized as follows:

(i) Establish cooperation among member states for interchange

of information and experiences in relation with food

marketing activities;

(ii) Promote and stimulate intra-regional and subregional food

trade activities;

(iii) Improve and maintain appropriate relationship with the

food marketing organizations and associations in Southern

and Eastern Africa.

Since its creation, AFMESA membership has considerably-

increased . The total membership has grown to 11 members: These

are: Ethiopia, Kenya, Lesotho, Malawi, Namibia, Somalia, Sudan,

Uganda, Tanzania, Zambia and Zimbabwe. Erithrea has shown

interest. More efforts is being made to attract more members.

In order to meet the above objectives, the Association with

the help of FAO and the Joint ECA/FAO Agriculture Division (JEFAD)

implements several activities, including annual workshops in

different AFMESA member countries.

1.2 Objectives

The purpose of the mission to Harare, Zimbabwe from 9-17

October 1993, was to service the Association of Food Marketing in

Eastern and Southern African subregion workshop on "Grain Marketing

in Transition". The activity was undertaken in fulfilment of

output 6.a(v) on strengthening of agricultural marketing services.

The three specific objectives of the workshop held in Harare,

Zimbabwe were:

(a) To exchange experiences among members of AFMESA,

concerning the implications and effects of recent changes

on their marketing agencies with regard to food marketing

subsector;



(b) To discuss the future role of the private sector and the

continued reliance on parastatals involved in grain

marketing; and

(c) To present two curricula developed for training

agricultural Marketing instructors on marketing extension

services and basic marketing principles. This was in

connection with the work programme activity 3b(xxiv).

1.3 Workshop's Participants

The workshop was attended by 15 participants representing the

FAO Office in Rome, the Secretariat from the Joint ECA/FAO

Agriculture Division and the National Grain Marketing Agencies

namely: Kenya, Malawi, Sudan, Tanzania, Uganda, Zambia and

Zimbabwe. A list of all participants is given in Annex I.

1.4 Opening Address

The workshop was officially opened by Mr. R.M. Gasella, the

Chief Executive of Grain Marketing Board in Zimbabwe.

Mr R. M. Gasella stressed that the Grain Marketing Board feels

greatly honoured to be asked to host this important AFMESA

workshop. He extended a warm welcome to all participants and hoped

that they will find this workshop interesting and fruitful.

The grain marketing system in Zimbabwe is in a transitional

period as the economy transforms from controlled to a liberalized

one, he said. In that respect, there is need for constant review of

every organisations' role as the Programme is implemented. He

stressed that in Zimbabwe, both public and private organisations

have to adjust to the new competitive environment in various ways,

some of which will be discussed at this workshop.

As far as privatization is concerned, he recognized that

demand for a greater role of private markets in food marketing

should be emphasized, but caution against wholesale liberalisation

should also be made. In that respect, Mr Gasella called for an

orderly management of change to allow for impact assessments and

reviews as the changes unfold to ensure that they remain consistent

with the intended goals.

At the end, Mr Gasella requested the participants to discuss

fully and openly their experiences, successes and failures in their

grain Marketing reforms processes, as the results of the

discussions would form the basis for the formulation of sound and

realistic policies to promote competition and smoothen reform

programmes in the food marketing subsector.



1.5 Workshop Proceedings

The proceedings of the workshop consisted of three technical

papers. Two have been delivered by Mr. Shepherd of the Marketing

and Credit Services of FAO, Rome and one by Mr. S. Carter, Project
Director of the Network and Centre for Agricultural Marketing

Training in Eastern and Southern Africa, respectively. Six national

papers have been delivered by the representatives of the National

marketing Agency concerned (Annex I) . All papers were followed by

a period of discussion and questions.

The secretariat took advantage of this workshop to present two

curricula on: (1) Training of agricultural marketing instructors on

basic marketing principles, and (2) Training of agricultural

marketing instructors on agricultural marketing extension services.

Their presentation raised a lot of interest. The discussions on

the two curricula disclosed the need for establishing agricultural

marketing extension services; and gave answers to questions like

why it is necessary to develop the two curricula for training the

trainers, how the trainers could help to propagate the services;

and the institutions that could be used in institutionalizing the

programme. At the end, the participants recognized that among other

things, governments should establish agricultural marketing

services in order to assist farmers to interpret market

information. In that respect therefore, private sector training

should require more attention. The participants also promised to

send written comments once they get back to their home countries.

Following the discussions of all papers presented, the meeting

discussed and agreed upon a set of general conclusions and

recommendations which serve to summarize the workshop's main

findings. The conclusions and recommendations are given in section

5 of Chapter I. The programme of the workshop is given in Annex II.

A summary of each paper presented is given below, together

with a briefing on the main points of discussions which followed

each presentation.

2. PRESENTATION OF TECHNICAL PAPERS

2.1 Progress with Marketing Liberalization

Paper presented by:

Andrew w. Shepherd, Marketing and Rural Finance Services,

FAO, Rome

Summary

There are signs of impatience by the World Bank and IMF in

non-implementation of market liberalization. This stems in part

from a lack of appreciation of the timing and sequencing
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requirements necessary for implementation. These may not match

with fast disbursement of adjustment support financing.

The experience of implementing these reforms has also been

varied. In some cases, private sector participation has sprung up

very quickly, while in others, it has been a much more tentative
process. This reflects, amongst other elements, different initial

starting points for the liberalization process and differences in

governments attitudes towards the process of reform. But in
general, the main reasons to the slow process of marketing

liberalization are: (i) lack of political will; (ii) lack of

understanding of how free market works, leading to policies in

compatible with liberalization; (iii) vested interests; (iv)
private sector hampered by regulations; (v) lack of credit and

other support and; (vi) contradictory role of parastatals.

Discussions

Differences of opinions emerged around the subject of steps

that countries should take in order to facilitate private sector

development. At the end, the following steps were agreed upon:

1. Need for clear statement of policy regarding long term

aim of the liberalization process;

2. Conduct and awareness campaign, so that politicians and

others know what is meant by a liberalized market;

3. Introduce a programme to monitor problems with

implementation of liberalization;

4. Review of regulations with clear statement of regulations

to be enforced communicated to all interested parties;

5. Examination of any residual price policy and constraints

to private sector development;

6. Provide support services such as market information.

7. Examine the future of parastatals and of their staff.
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2.2 A Strategic Marketing Approach for Grain Boards under

Privatisation

Paper presented by:

S.Carter, Project Director GCP/RAF/238/JPN, Network and

Centre for Agricultural Marketing Training in Eastern and

Southern Africa

Summary

The intention in this paper is to suggest an approach for

consideration by grain boards which are being subject to the

commercialisation/privatisation process under economic reform

programmes. Prior to reform, boards were operating under a price
fixing regime and had to carry a social mandate. Post reform,

bringing with it price and institutional reform, has raised
questions over the role of boards and the extent of their

operations. A strategic marketing approach enables the

organisation to choose the competitive role which it wishes to

play, rather than passively accept the role it may or may not be

assigned. By "planning itself out of business" a parastatal may be

able to metamorphose into a role which is acceptable to Government,

donors and the market place alike, rather than possibly disappear

altogether. This paper shows how the adoption of a strategic

marketing approach could be useful for boards to find a role in

post adjustment climates. The first part of the paper covers

briefly the theory of strategic marketing and the second part of

the application.

Discussions

The discussion arose around the applicability of the strategic

marketing approach. Dr. S.Carter gave five different examples on,

namely: Kenya, Tanzania, Malawi, Zambia, and Zimbabwe. In the case

of Zimbabwe, he said, in case of privatization, marketing

infrastructure and supporting system should be there, and that it
will give chance to the small scale farmers to move as fast as

larger farmers. What Dr. Carter insisted on is that small scale

farmers may move quickly that what might expect.

One participant spoke about the role of parastatals in passing

over things to private sector in the application process of the

approach. There may be problems with politicians, uncertainties

which can delay decisions, Dr. Carter said. The question of

authority should be addressed.



2.3 Credit for Agricultural Marketing: A Possible Role for

Parastatals

Paper presented by:

Andrew W. Shepherd, Marketing and Rural Finance Services,

FAO, Rome

Summary

Within the framework of Structural Adjustment Programmes, the

role of parastatals in grain marketing is being reduced. While

this trend can be seen to have a number of advantages, it is also

apparent that the process of privatization create a number of

problems. For example, private traders usually operate on the

basis of buying of consignment from farmers, and taking it to the

markets. Very little storage takes place and this system will not

permit traders to expand their businesses and be able to carry out

storage functions.

Within the present system, it is clear that if the marketing

system can no longer store grain, then grain will have to be stored

by farmers. It is evident that losses of grain stored on farm

would be higher than losses in parastatals stores.

One possible solution to the above problems is to make ±t

possible for traders to carry out storage. However, in order for

them to do this, they must have financial position. Banks are

presently reluctant to lend money to traders because they tiave
little capital. Another approach which seems worth trying is to

link credit to traders to their holding of stock in secured,

warehouses.

As far as storage of grain is concerned, grain marketing

parastatals could play a role as warehouse operation for collateral

grain. Many of them have considerable expertise in correct storage

techniques and pest control methods. There is also a possibility

for parastatals to lease their warehouses to private individuals.

Discussions

Discussions were centred around two points: the problems

associated with inventory credit, and who ^should qualify for

inventory credit. It was indicated that the main problem in Africa

is that farmers are relatively small in size and that there is a

lot of mistrust on the private individuals. "~~

It was also point out that, governments can intervene in the

market and facilitate the inventory credit. However, as it was

mentioned, inventory credit can only be successfully operated by

banks if government do not intervene excessively. There should be

a minimum of fund as far as banks are concerned in their credit

operations.



There was also a debate on whether or not inventory credit

should be in favour cooperative or individuals because of the risk

difference.

3. PRESENTATION OF COUNTRY PAPER

3.2 Grain Marketing in Transition (The ADMARC Case)

Paper presented by:

D.S. Sankhani, Marketing Services Controller, Limbe,

Malawi

Summary

The Agricultural Sector Adjustment Credit Programme (ASAC)

focused on the agricultural sector. Components under this

programme included land reform, flexible exchange rate policy,

import liberalization, expansion of the private sector in marketing

of smallholder produce and distribution of agricultural inputs,

rationalisation of ADMARC's functions, removal of subsidies,

especially on fertilizer and introduction of smallholder

production.

The role of the Agricultural Development and Marketing

Corporation has been affected quite significantly by the reforms

such as: (a) liberalization of product marketing; (b)

liberalization of fertilizer market; and (c) gradual removal of

fertilizer subsidies.

Although the total impact of smallholder produce marketing is

difficult to assess, competition between the Corporation and

private traders is focused on high value crops. How intensive this

competition will be over the years is a function of world prices

and prices offered to producers.

As far as provision of inputs/liberalisation is concerned, one

can say that recent policy on liberalization of the fertilizer

market not only encourages private sector involvement, but also

allows ADMARC to import and market fertilizer. The current

position is that ADMARC has been handling, on a consignment basis,

fertilizers from the Smallholder Farmer's Fertilizer Revolving Fund

of Malawi (SFREM). The fertilizer did not change title.

The Corporation's pricing system is pan-territorial. ADMARC

therefore has to defend such prices especially where private

traders1 consumer prices may be higher due to localised, shortages.

In some areas ADMARC may incur losses in carrying out such

functions.

Where the Government sets producer prices above what ADMARC

considers commercially advisable the Corporation incurs losses.



^ffJ^

Losses are also incurred where ADMARC is forced by Government to

open un-economic markets as buyer and seller of last resort and

when the Corporation is forced to move food crops especially maize

over long distances.

Discussions

There were no differences of opinion but some questions of an

informative nature were asked. One participant wonders if

liberalization of fertilizer market will not cause prices to go up.

He was informed that the government who set one maximum retail

price will allow traders as well as the marketing corporation to

make a reasonable profit and that it will be the corporation^ role

to defend the maximum retail price and to be seller of last resort

in areas where private traders may not operate.

3.3 Kenya: The Future Role of Grain Marketing Agencies in the

Light of Structural Adjustment Policy Changes: The Case

of Kenya

Paper presented by:

S.M. Guantai, General Manager Operation, National Cereals

and Produce Board (NCPB)

Summary ■

Since adjustment programmes were introduced in Kenya in early

1970's, there have been tremendous policy changes at the macro

level, and in particularly the last few years. The specific

changes which have affected the agricultural sector includes", the"

full liberalization of fertilizer marketing and the ongoing

programmes to liberalize cereal marketing. So far, the marketing

of all cereals, except maize, have been fully liberalized. These

changes have had, and are still having far reaching effects (both

negative and positive) on agricultural production in Kenya.

The single most important change which has occurred in the

food marketing arrangement in Kenya has been through the

implementation of the Cereal Sector Reform Programme (CSRP). The

central objective of the CSRP was to transform the National Cereal

and Produce Board (NCPB) from an inefficient operator in a■ cereal

economy dominated by the public sector, to an efficient
organization for the pursuit of public sector objectives~ (food
reserve stocking, price support etc.) in an otherwise liberalized

grain market.

The objective of increasing the role of the private sector and

market forces have largely been achieved, especially during 1991/92

season where physical control has been reduced to minimal level.

However, with respect to the streamlining and restructuring of the

NCPB, the achievements of the CSRP have been below expectations.

Specific areas like depot network rationalization and the crop

8



purchase revolving fund were identified as having inadequate

progress.

Discussions

Since it was mentioned that the area of pricing policy

continue to create problem on the operations of the Board, some

participants asked the question on whether it was necessary to

control prices, in a widen band or not. It was concluded that such

a decision is up to the government, noting that the (parastatals)

marketing body concerned should be dully reimbursed for any losses

incurred.

Another issue raised was that of food security objectives

within the framework of liberalization. The author answered by

saying that the government continues to use movement control as the

main instrument in implementing its food security objectives. This

of course has been set back to the development of private sector

cereal trading.

3.4 Tanzaniat Grain Marketing in Transition; The Case of

Tanzania

Paper presented by:

V. Semesi, Director General, National Hilling Corporation

(NMC), Dar-es-Salaam, Tanzania

Summary

The National Milling Corporation NMC was established under

Parliament No. 19 and 22 of 1984. Toward the end of the late

1980 fs, the Food Security Department (FSD) was also established in

order to purchase surplus food grains from the farmer for the

purpose of maintaining national strategic grain reserves to be

discharged during food shortages periods at a reasonable price. In

doing so, FSD's role was that of a price stabilizer for both the

producer and the consumer. At macro-economic level, these policy

changes which are stemming up from trade liberalization greatly

have an effect on agricultural marketing.

Policies dictating price to farmers and consumers by the

government to grain marketing agencies have been removed to give

way to competition. In this context, marketing channels have been

liberalized so that enterprises from the private sector participate

fully in grain marketing i.e. private individuals are allowed to

purchase food grains from the farmers without going through the

cooperative unions. This also involved the removal of food grains

movement restrictions to smoothen marketing channels. To some

extent, this has benefited to both areas of abundancy supply and

areas of shortages. However, farmers do not benefit much because

these private enterprises arrange for purchasing prices themselves

in view of profit motives.



The impact of the policy changes has also badly affected the

organization as far as responsibilities, activities managements,

operations and staffing are concerned.

Discussions

Discussions arose around the necessary competitive tools that

NMC should make available to private sector for ease of taking

over.

The participants were informed that in terms of government

support to the private sector, the government has adopted policies

specifically meant to . encourage their development through

participation in many economic activities and the end for

parastatal sector reform including privatization as the focus of

the government's development strategy. In addition, parastatal

since 1992 has broken public holding companies/subsidiary companies

relationship into small but efficient companies.

3.5 Uganda: The future Role of Grain Marketing Agencies in

the Light of Structural Adjustment Policies Changes

Paper presented by:

J.B.S. Iyadema, Commercial Manager, Produce Marketing

Board (PMB), Kampala, Uganda

Summary

When NRM took power in 1986, Uganda!s economic and social

infrastructure had been destroyed. Production had stagnated and

inflation had run out of control. Foreign exchange earnings had

dropped and entirely depended on coffee exports.

As far as changes in food marketing arrangement are concerned,

government embarked on a policy of export diversification to expand

foreign exchange earning base. Barter trade in cereals and grains

was introduced as part of this.

Government policy on parastatals is to privatise non-profit

making ones and restructure viable ones for complete ownership or

share-holding. Parastatals affected in the grain market sector are

Produce Marketing Board, Grain Milling Company and Foods and

Beverages Ltd..

PMB is also supporting their activities by way of offering

them storage, cleaning and drying facilities at a reasonable fee.

This follows expansion of PMB storage, processing and drying

facilities.

The Impact, of SAP on Produce Marketing Board is also

significant. Trade liberalization introduced a lot of competition

into the grain marketing business, especially to international

10



relief agencies market, who were and continue to be the main buyers

of white maize and beans. (Both commodities form about 95 per cent

of PMB's trading package) . On the other hand,' PMB had set its
targets and investment programmes based on the old monopoly role

for example by investing in capital intensive grain handling

facilities.

Discussions

Discussion were centred around three points related to (i)

management and organization of PMB; (ii) financial aspects after

liberalization; (iii) marketing arrangements after liberalization.

In addition, the author recognized that the decentralization

of the PMB has necessitated staff reduction at the head office and

reorganization of some depots. As far as farmers financial aspects

are concerned, the participants were informed that PMB still has an

advantage over its competition with the banking institutions

because it has collateral securities to offer as guarantee for

loans.

As for the use of PMB facilities after liberalization, the

author said that private sector traders are being allowed to use

PMB facilities . at fees rates which depend on the space rented,

cleaning, fumigation of product, etc....

3.6 Zambia; Future Role of Grain Marketing Agencies in the

Light of Structural Adjustment Policy Changes: The Case

of Zambia

Paper presented by:

C. Sichinga, Marketing Manager ZCF, Lusaka, Zambia

Summary

Towards the end of 1991, the Movement for Multi-party

Democracy (MMD) took over the running of the economy. Unlike their

predecessor, the MMD Government has started implementing the

Structural Adjustment Policy Changes that MMD government has put in

place: (a) liberalization of interest rates; (b) liberalization of

agricultural marketing; (c) liberalization of foreign exchange

rates and removal of controls on foreign exchange; and (d) credit

squeeze, etc...

Initially, the liberalization of interest and exchange rates

resulted in a sharp increase in the interest rates and sharp

depreciation of the kwacha. Interest rates reached up to 145 per

cent per annum. The credit squeeze, cash budget and high interest

rates discouraged investment. In the agricultural sector, the

credit squeeze, cash budget and high interest rates have had

serious effects on the current marketing season. Farmers are still

11
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stuck with their grain as there is no enough cash for grain

purchase.

Liberalization of foods marketing arrangement include changes

in the seasonal pricing mechanism to encourage on farm storage and

regionality differentiated pricing system to encourage production'

of crops in line with agro-climatic conditions and transport costs.

Discussions

A question was asked on the extent of private traders

participation in grain marketing since liberalization. The author

replied by saying that available information show that the extent

to private participation is still unknown. However, according to

the records, the bulk of the maize has been Bought by the three

governments appointed agricultural financial institutions.

Concerning pricing policy, a question was raised about the

elimination of subsidies and its welfare effects. It was explained

that instead of a full financial liberalization, government

initiated credit schemes and that farmers had the assurance of

getting at least the minimum price in balance because of fewer

buyers of maize. The author further stressed that adjustment

policies in Zambia are being implemented gradually.

4. FIELD VISITS

Two half days visits were also part of the programme.

On the second day of the workshop, a tour visit of Grain

Marketing Board (GMB) Aspindale Complex was undertaken. The

participants visited the storage and processing facilities. The

participants were also shown around these establishment. The

workers explained the functions of the facilities which include

receiving, weighting, drying, preservation, storage and eventually

distributing grains. On the third day of the workshop, a second

tour was also undertaken in the afternoon to GMB Murewa bag depot

of the excess surplus of maize. The participants were also

explained how storage system is functioning. On the way back, the

mission was able to visit the site of silos construction at 40 km

from Murewa bag depot. On the whole, the tours were very educative

and informative for all the participants.

12



5. CONCLUSIONS AND RECOMMENDATIONS

5.1 Conclusions

The Workshop generally supported the concept of marketing

liberalisation. It noted that the pace of liberalisation had been

relatively uneven in AFMESA countries. In two, Tanzania and

Uganda, rapid progress had been made with grain marketing

privatisation. In others, such as Malawi and Kenya, progress with

maize marketing liberalisation had been relatively slow, although

progress had been made in other sectors.

It was felt that, while considerable attention had been paid

by proponents of Structural Adjustment to policy changes,

insufficient attention had been paid to the process of successfully

implementing those changes. Moreover, there were often

contradictions between stated long-term po1icy and short-term

measures introduced by Governments. Such short-term measures were

often in response to production extremes: for example, a low

harvest in Kenya led to the reimposition of controls on produce

movement; the drought in Zimbabwe was seen as a reason to continue

supporting producer prices to encourage stock replenishment.

Reasons for slow progress towards liberalization were

reviewed. In summary, these were seen as:

(i) Continued desire at the political level . to retain

influence over the market. This has manifested itself in

continued official price setting and lack of operational

flexibility for the parastatals;

(ii) Confusion between a "floor" price and parastatal buying

prices. it has proved impossible for parastatals to

lower buying prices in response to market conditions,

even though those prices may be above previously

announced floor prices. This may lead to expectations

among producers of guaranteed high prices, e.g. in

Zimbabwe which may make market liberalization impossible;

(iii) Lack of understanding at the policy level of the

requirements of a liberalised market and the continued

use of regulations (such as movement controls) which

affect the ability of the private sector to develop;

(iv) Uncertainty regarding consequences of liberalisation for

food security;

(v) Failure to clarify parastatals social, as opposed to

commercial functions and to take steps to fully cost

those social functions;

13



(vi) Vested interests in continuation of the existing system;

(vii) Continued operation of parastatals in competition with

the private sector, with parastatals often benefitting

from subsidies, favourable interest rates, etc. which are

not available to traders;

(viii) Lack of attention to the needs of the private sector and

of producers in terms of developing appropriate

infrastructure and business support to facilitate private

sector development;

(ix) Lack of attention with providing producers with tools to

operate in a liberalised market e.g. support for storage

improvement while, at the same time, donors continue to

support construction of inappropriate infrastructure for

existing parastatals.

The Workshop discussed in some detail the relative merits of

a gradual approach to market liberalisation compared with the more

direct approach favoured by the World Bank and IMF. It was noted

that "managed liberalisation" had its advantages, particularly

where there had not been an active private sector prior to

Structural Adjustment. On the other hand, a slow movement towards

private sector takeover could lead to distortions and could enable

some well-connected individuals. or companies to exploit

uncompetitive markets. There is evidence that this has happened in

some countries of the AFMESA region.

Participants expressed some concern about the impact of

aggressive marketing of subsidised food imports and of aid

shipments surplus to requirements, on the operations of the

domestic markets and on the process of liberalisation.

While recognising the wish of governments to maintain certain

levels of Food security Reserves, the Workshop pointed out the

potential implications of such reserves on successful

liberalisation. Release of stocks would have to be done on the

basis of clearly defined rules if trading activities were not to be

jeopardised. Moreover, a clear distinction must be made between

stocks held as Security Reserves and stocks held for market

intervention purposes.

The Workshop considered a proposal to overcome credit

constraints by grain traders through the operation of inventory

credit schemes where traders could obtain loans using stocks

deposited in warehouses as collateral. Participants were

interested to note that this is already the practice in Sudan, but

felt that there may be difficulties in extending the idea to other

countries of the region. Concern was expressed about guaranteeing

the security of the stocks, about difficulties associated with

14



stocking relatively small amounts for individual traders and about

transaction costs for banks. To overcome the final problem it was

felt that traders' associations could consider organising group

credit arrangements.

5.2 Recommendations

The Workshop felt that existing parastatals should be much

more forward looking in their approach to liberalisation. Such a

proactive approach, as opposed to their present reactive role,

would involve:

(i) A more active role in preparing policy proposals for

consideration by Government;

(ii) A detailed evaluation of strengths and weaknesses and an

identification of activities which could be profitably carried out

in the future. In this connection it was felt that parastatals had

the opportunity to offer warehousing services, to provide business

consultancy, to support farmers and traders with pest control

services and to carry out some retailing functions;

(iii) A rapid move towards restructuring, with attention being

paid to computerisation, the development of Management Information

Systems including efficient cost-accounting methods to enable,

among other things, the cost of carrying out social, as opposed to

commercial activities, to be fully worked out.

It was noted that some AFMESA members are finding some

difficulty in carrying out long-term planning because of their

Governments to address issues related to their functions on other

than a short-term, basis. The Workshop recommended Governments in

those countries where liberalisation has not fully taken place to

pay early attention to the need to clearly define future roles of

parastatals and, in particular, to specify which social functions

their parastatals would be required to carry out and what

arrangements would be made for reimbursing them for carrying out

those functions. Early decisions regarding future pricing policies

to be adopted were also essential.

AFMESA members pointed out that they were constrained in

planning for future commercial activities by the need to honour

Government payment structures. There was a danger that they would

be unable to live up to the challenge of liberalisation because of

a lack of qualified staff. It was therefore recommended that

Governments should permit parastatals to set their own salary

structures, in line with those in the private sector, to permit

them to recruit and retain appropriate staff.

Private sector development in the grain marketing sector

required support from Government. In addition to credit provision

15



the Workshop recommended governments to provide support in the form

of market information services, appropriate market infrastructure

and the offering of business development services. Market

information services, which would ease the development of private

sector trading in the short-term and provide long-term support to

producers should be initially set up by Government but in the long-
term could be taken over by the private sector. Governments should

also consider establishing Agricultural Marketing Extension

Services to, among other things, assist farmers in interpreting

market information.

Finally, the Workshop stressed the lack of attention which had

been paid to the process of implementation of liberalisation and

the frequent contradictions between macroeconomic changes and the

requirements of the liberalisation process and urged governments,

donors and the World Bank/IMF to provide more support in this area.

Areas which require more attention are the social implications of

liberalisation, private sector training, participation and credit

provision.

II. AFMESA MEETING

The AFMESA budget report was circulated and read on the last

day of the workshop. The agenda of the meeting focused on three

points.

(i) Report on activities and expenditures in 1992, by AFMESA

secretariat;

(ii) Future role and activities of AFMESA;

(iii) Proposals for expenditures of accumulated funds and

future revenue's Budget 1994.

1. REPORT ON ACTIVITIES AND EXPENDITURES IN 1992, BY THE

SECRETARIAT

1.1 Contributions/Expenditures Against 1992 Proposed Budget

(a) The approved budget was as follows:

Secretariat assistance

Newsletters

Contingencies

TCDC interchange activities

Travel secretariat to workshop

Total

16

5

1

2

2

10

us$

000

000

000

100

500

600



us$

us$

us$

1

1

1

012,

356,

645.

00

51

00.

(b) Contributions

ECA secretariat reported that according to their records, the

secretariat had been informed of the receipt of contributions from

three members for the year 1992/93, namely, Zambia, Uganda and

Zimbabwe.

FAO Representative, Mr. A. Shepherd informed the meeting that

most of the agencies have paid their contributions through the FAO

offices. He also reported that a total contribution of US$ 19,000

has been made during 1992 and 1993. A full detail of all accounts

will be sent to the secretariat for their information later on.

(c) Expenditures

The secretariat stressed that it was informed that only three

countries paid their contributions, but that the money was not made

available to the secretariat. There was an amount of US$ 4 023

which was validated by FAO Headquarters in 1992. Thus, all

expenses were based on US$ 4 023.

The activities in 1992/93 included:

1992 secretariat assistance

AFMESA travel (1992)

AFMESA travel (1993)

The balance as of October 1993 US$ 9,56.

The secretariat mentioned that some important activities costs

were borne by the Joint ECA/FAO Division, although they should have

been borne by AFMESA, as there was a proposed budget for them.

The newsletters and the report on the workshop were reproduced

and distributed at the cost of JEFAD.

The secretariat stressed that:

There is need for serious consideration on the most

effective way to collect information from the member

states for the newsletters;

It is important that the secretariat be informed about

all contributions on time so it can plan its activities

on time, as all the expenses from the secretariat must

come from AFMESA contributions.

2. FUTURE ROLE AND ACTIVITIES OF AFMESA

This was very open for discussion.
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It was mentioned that the principal role of AFMESA is to learn

about countries experiences, no matter which policy reform is going
on, and how far each country has gone through restructuration.

Thus, AFMESA should still continue to exist and function as in the

past. In that respect, Mr. Shepherd said that this workshop was

one of the liveliest one he attended since AFMESA creation. The

debate was very fruitful and informative, he said.

The participants suggested that more emphasis be put on TCDC

activities. Mr. Shepherd stressed that TCDC-network be improved.

He mentioned that the Marketing Section in FAO Office in Rome spend

at least 50 per cent of its Eastern and Southern programme's budget

on AFMESA. Therefore, it is important that, the Association be

more dynamic and that the activities should not only be to organize

workshops but to identify areas for TCDC, external cooperation and

assistance. Areas such as exchange of experience and staff among

African countries and financial assistance for the construction of

storage facilities should be strengthen.

The secretariat also suggested that the Association include

Western and Central African countries. This proposition was

rejected, simply because of its financial implications. Instead,

the participants proposed that an association of the same kind be

created for Western and Central African countries, and that from

time to time, FAO could organize joint meetings for exchange of

ideas and experiences.

3. PROPOSALS FOR EXPENDITURES OP ACCUMULATED FUNDS AND FUTURE

REVENUES BUDGET 1994

The secretariat mentioned that, as far as future revenues

(1994) are concerned, it is still very important that each member

state pay its contribution. The Association cannot function

without money and all the secretariat activities come from

contributions.

(i) Accumulated funds can be used for TCDC activities. For

example the grain storage system and credits provision to traders

in Sudan can be studied. A feasibility study can be done and

information disseminated to all member countries. A pilot project

can then be implemented afterwards if applicable. The experience

of Kenya can also be studied;

(ii) Accumulated funds can be left until an important activity

which can supplement the annual workshop is found.

The proposed budget for 1994 will be similar to the 1992 one

in total; but money allocated to TCDC activities should be

increased. The proposed budget for 1994 however will be based on

expenditures.
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3.1 Topic of Next Workshop

The meeting agreed that no unique topic be chosen for the next

workshop. Three subjects were considered important for the next

workshop: (i) Food security implication once reforms are completed;

(ii) Improvement of credit provisions and/or market information

system after reforms; and (iii) Development of training tools for

private traders. This suggestion was made because countries are at

different stages of their reform process, thus, either one of these

subjects will be attributed to each member state accordingly.

3.2 Location of Next Year Workshop

Zambia and Uganda were approached to host the next year

workshop. It was also agreed that FAO Rome should write to them at

the opportune time for the final agreement of either one. The date

for the next workshop is yet to be determined.
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Agricultural Development and Marketing Corporation
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Deputy Managing Director
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4. Mr. V. Semesi

Director General
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P.O.Box 8014

Causeway
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C/O FAO
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Addis Ababa, Ethiopia

2. Mrs. D.C. Iwuji

UNECA/JEFAD
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Annex II- Programme of Work

Monday 11 October 1993

09.3 0-10.3 0 Collection of DSA by participants at FAO

11.00-12.30 Official Opening (General Manager of Grain

Marketing Board)

Introduction of Country Ex-Chief Executive of

Zimbabwe and welcome address

Introduction to topic by Mr. A. Shepherd, Marketing

and Rural Finance Service, FAO

12.30-14.00 Lunch

14.00-15.15 "Privatisation of the Grain Marketing Sector and

the Future of the Grain Marketing Board in

Zimbabwe" by Mr. L. Zana, GMB

Discussions

15.15-15.45 Tea/Coffee

15.45-17.00 Country papers - Malawi, Kenya

19.00-21.30 Reception, Amethyst Room, Sheraton Hotel.

Tuesday 12 October 1993

09.00-10.45 "A Strategic Marketing Approach for Grain

Parastatals: by Dr. S. Carter, FAO

10.45-11.15 Tea/Coffee

14.00 Visit to GMB Aspindale complex.

Wednesday 13 October 1993

09.00-10.00 "Credit for Grain Marketing - A Possible Role for

Former Parastatals" by Mr. A. Shepherd, Marketing

and Rural Finance Service, FAO

10.00-11.00 Country papers - Tanzania, Uganda

11.00-11.30 Tea/Coffee

11.30-12.30 Country Paper, Zambia and Final discussion on main

issues

12.30-13.00 Improving Agricultural Marketing Extension Services

14.00 Visit to GMB Murewa bag depot.
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Thursday 14 October 1993

09.00-10.15 Finalisation of workshop findings and conclusions

10.15-10.45 Tea/Coffee

10.45-11.00 Introduction of the Curricula

11.00-12.00 AFMESA meeting

12.3 0-14.00 Lunch.
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Annex III- Progress with Marketing Liberalization

Andrew W. Shepherd, Marketing and Rural Finance

Services. FAQ. Rome

Progress with Liberalisation

There are signs of impatience by the World Bank & IMF in-non-

implementation of market liberalization. This stems in part from

a lack of appreciation of the timing and sequencing requirements

necessary. These may not match with fast disbursement of BoP and

Adjustment support financing.

The experience of implementing these reforms has been varied.

In some cases, private sector participation has spring up very

quickly, whilst in others it has been a much more tentative

process. This reflects amongst other elements, different initial

starting points for the liberalization process and differences in

government attitudes towards the process of reform.

Lack of Political Will

In some cases, liberalization has been seen as the necessary

price to be paid for structural adjustment loans, but the

government is often still distrustful of potential private sector

"exploitation". SAP requirements for market liberalization and

privatization for agricultural outputs and inputs rank among the

least popular of SAP features, and very often are the

conditionalities most reluctantly implemented, if at all.

In many countries in Sub-Saharan Africa such is the aversion

to traders and markets outside of state control that no serious

attempt has been made to give the alternative system - the

indigenous free market - a chance.

It is legitimate that the politician should be concerned about

low food supplies for the people, good crop prices for his farmer

constituents, even though these obligations conflict. The

politician is under no obligation to any constituency to balance

and trade-off these conflicting requirements. And they don't.

Perhaps, however, his concern is a loss of political control and

power if shocks should disrupt food supplies?

Thus liberalization programme design cannot begin without

first an analysis of political power and its institutionalized

sources.

Lack of Understanding

One of the problems in implementing market liberalisation is

a lack of appreciation by the public sector of the importance of
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setting up a market structure which provides incentives for private

sector participation.

Conflicts appear to be particularly strong as regards the

relative importance of regulation and control of the private
sector, and the benefits of liberalisation; of market stabilization
versus free markets; between costly food security and equity
objectives and the reduction in government, budget costs arising

from privatisation.

Regulation of the prices at which traders can buy and sell

commodities is also a feature of some post-liberalisation systems.

Governments may permit private traders to operate, in the belief
that this will reduce marketing costs.

Lack of Support

Agricultural market liberalisation is only one aspect of a

range of adjustment programmes, and its success can be dependent on

how other macroeconomic policies are implemented. Exchange rate

policy, domestic stabilisation policy and financial market
liberalisation can all be very significant in determining the

incentives for the private sector to enter the agricultural

marketing system.

Other than transport, access to credit is the other major

problem facing entrants into private agricultural trade. In

Tanzania and in Malawi surveys indicate that agriculture was the

main source of finance for traders, either in terms of farmer

setting up as small traders themselves, marketing their own surplus

and using their own savings to buy the surplus of neighbouring

farmers, or in terms of credit in kind given by farmers to traders,

i.e. the farmers only receive payment for their crops after the

traders have sold the crop on. Most small traders have little

access to formal credit markets, and tend to borrow on informal
markets, where they exist. Much informal borrowing takes place

within the family.

Commercial lending institutions are unused to lending to small

marketing enterprises and have little incentive to do so. Given
the choice, banks prefer to lend in large amounts to a few clients.

Problems can arise in the marketing system as a whole, if the

financial system cannot change its institutions in such a way as to

service a large number of small private sector agents as opposed to

a very few predominantly public sector organisations. In a number

of countries the finance needed to mobilise the harvest has been of

the order of 3 0 per cent of the total money supply. It is a

considerable challenge to re-direct a significant proportion of the

credit to a section of the community which may be relatively

inexperienced and have little credit history. However, unless the
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credit issue is tackled, there could be moves back towards more on-

farm storage and away from commercialisation of agriculture.

In Malawi, substantial price differentials exist between

markets, of which traders are ignorant. The lack of effective
information networks mean that traders miss out on opportunities
for profitable trade which would have also increased market

efficiency. Lack of information may reduce market integration.

Developing a system of publicly broadcast price reports may

encourage greater movement of commodities, particularly if
transport bottlenecks are also tackled. A regular radio programme

is probably the most effective approach.

Adequate access to transport can be constrained by credit.

Where vehicles or fuel are scarce, this can deter entry into
agricultural marketing. Often the underlying problem is a

combination of lack of credit and foreign exchange. Devising a

credit programme for vehicle purchase is less of a problem than for

general trader operations, because the vehicle itself can

effectively act as collateral. The constraint is more likely to be

funding for such a programme, both in terms of foreign exchange and

domestic credit.

Lack of proper marketing facilities can hinder market entry

and increase the costs of market participants, through grain
spoilage. A programme of providing and rehabilitating market

infrastructure could be required. Again, this is more likely to be

successful if devised in conjunction with local traders.

Role of Parastatals

Often public sector bodies, whether parastatals or

cooperatives, benefit from support which is not extended to the

private sector. Subsidies on inputs or fuel may only be available

through public sector agents. In some cases regulations as to who

can legally buy commodities may be sufficiently unclear as to deter

farmers from selling to the private trade.

In Tanzania, on the other hand, the constraint imposed in
1990, that parastatals should only have access to credit on

commercial terms, was equivalent to food market liberalisation by

the back door. The inability of the National Milling Corporation
to finance crop-purchasing activities, because it was not seen as

a commercially viable agency, and the restriction of credit to

cooperative unions for the same reason, left the mobilization of

the grain harvest largely in the hands of the private sector.

There are two views on the best way to reduce the influence of

state marketing agencies. The first takes the "sharp-shock"

approach. As long as state marketing agencies are in operation

they will inhibit private sector involvement, whereas their removal

will create a vacuum into which the private sector will be pulled.
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There may be transitional problems, but there are bound to be some

problems whatever the approach to institutional change and the

sudden removal of parastatals ensures substantial private sector

involvement. The second adopts a more gradual approach.

The Conventional Approach involves:

a) Rapid market liberalization through the removal of

administrative controls: mainly on the participation of

(and legalization of) private sector traders, truckers

and processors, on inter-regional produce movement, and

perhaps exports and imports;

b) An almost immediate reduction in the role of the

parastatal Marketing Boards, whose responsibilities are

redefined to market stabi1i zation (price support

functions for food and export crops), reserve stock

activities (food crops), and perhaps regulation or

oversight of export crop quality and international

commodity agreement compliances;

c) An increased role for the private sector to take up the

activities removed from the mandate of the Marketing

Boards.

Potential negative aspects of the conventional approach:

a) moving on too many fronts too fast for either the

Marketing Boards or the other institutions to manage the

process effectively, and for the private sector to

respond cost-effectively without 'significant disruption1

of the market;

b) a conflict between the retained role of the Marketing

Boards and their financial viability;

c) absence of technical and managerial skills in the private

sector; and

d) inadequate support and complementary functions (which

take time to build up) to ensure effective functioning of

the private sector.

The Gradualist Approach proposed as an alternative to overcome

the negative effects, and governments have successfully suppressed

the private sector over a number of years, the experience and

culture of entrepreneurial activity and risk-taking may have been

lost, or at least significantly diminished. The informal networks

amongst traders, which provide information and reduce the costs of

trading, may have been eroded and skills lost. In this case

response will be slower, and the process must be undertaken more

cautiously to avoid market domination by small groups.
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Where the state marketing board has had a more effective
presence in commodity markets, and has been used to achieve .social
objectives, then the process of disengagement from markets has been

much slower, possibly reflecting government reservations about the

distributional effects of a fully liberalised market structure.

This appears to be the case for food grains in Malawi and Kenya.
In Malawi decisions to reduce ADMARC■s involvement in certain
regions were reversed. The difficulty with this approach is to

achieve a continuing momentum towards increased private sector

involvement. The current Cereals Market Restructuring Programme in
Kenya appeared to be developing a consistent approach to gradual

liberalisation. However, the overall time framework for this
programme was eight years, much longer than was generally conceived

when liberalisation processes first started and progress has

recently been halted.

Future Role of Parastatals

Typically the parastatal is very well invested in countrywide
physical facilities. By comparison to the private sector only

recently entered into grain trading, the parastatal has a very high

calibre of technical staff, and logistics managers.

Certainly in a transition period and perhaps in the long term,

the parastatal could offer specialized non-trading services to the

private sector based on this staff and the facilities. Equally the

parastatal managers with the technical staff could set up a private

sector company to offer these services, provided they have access

(at a market-rent fee basis) to the parastatal's infrastructure).

The Government will wish to operate a strategic stock. This

could be a residual function of the parastatal fully funded by the

government. However, the very existence of a strategic grain
reserve demands that it be rolled over through active market

participation by the reserves managers.

If Government is unwilling to dispose of its grain storage

infrastructure to the private sector, and maintains the grain

parastatal as the owner and manager of these facilities, then

prudent management would demand the hiring out of space to the

private sector for self-managed storage (of any product), or the

offering of the parastatals storage management services as an

inducement to use the storage space.

Factors to be considered in Implementing Liberalization

Where are the barriers to entry?

What are the barriers to growth of individual traders?
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What are .the anti-competitive elements existing * pre-

liberalization?

Have existing regulations (e.g. on licensing or produce
movement) been reviewed and, where necessary, repealed in
order not to hinder trading activities?

Has legislation relating to parastatals/marketing boards been

reviewed/revised to remove constraints on privatization.

Are there sufficient private companies and individuals willing
to take over agricultural marketing activities from the

boards/parastatals?

If not, have the maj or constraints to entrepreneurial
development been identified and programmes initiated?

Have procedures been adopted to ensure that parastatal assets,
if divested to the private sector, do not concentrate in so

few hands as to replace the state monopoly with a private

monopoly or cartel?

Is there a role for the parastatal/marketing board to provide

technical training?

Has price policy adequately assessed the incentives required
for active participation of the private sector?

If price controls are retained, are the margins permitted to
private traders adequate to cover realistic costs and proved

a profit incentive?

Have the implications of existing pricing practices such as
pan-territorial and pan seasonal prices, on the private sector

been fully considered?

Have the changes in expected farm-gate prices (harvest and
seasonal) been assessed for farmers.1 expected responses both
to actual levels of production (the supply price-elasticity)
and to post-harvest disposal-timing and on-farm storage

decisions?

What are the implications of these responses for the trade?

Future Role for Marketing Boards and Parastatals

Have the remaining functions of these institutions been

defined?

Is the use of such an institution the most cost-effective

method of delivering these functions?

30



Has accountability and oversight been improved?

Has then level of parastatal autonomy^been increased so that
it can operate as efficiently as possible?

To what extent are the parastatal reforms in parallel to, and
consistent with, other PE reforms being instituted by the

government?

Have the prpcedures been adopted for divesting surplus assets?

If the institution is to be retained for specific functions,
does the private sector have the opportunity to provide
complementary services (e.g. transport)?

Have steps been taken to strengthen management, procedures,
etc. to ensure cost-effective implementation of these

remaining functions?

Has financial restructuring of the institution been considered
to ensure that its future operations are not burdened by past

debt?

Has a manpower retrenchment programme been developed
consistent with the manpower requirements of the institution s

new mandate?

Has a "safety net" been devised for the retrenched employees?

Do the labour laws permit this retrenchment?

Have the nation's food security needs been defined?

Can the private sector meet these needs or is there the need
to maintain a direct role for the parastatal?

Have arrangements been made to coordinate imported grains
marketing (both commercial and aid) with domestic private

sector procurement and sales?

Has a system been developed to monitor domestic food
consumption levels and household food prices after

liberalization?

also as a more palatable solution involves:

a) a phased approach in the reform programme design, with

attention to sequencing;

b) establishing cost-allocation systems that identify the
actual cost of the Marketing Board commercial and social

(non-commercial) functions;
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c) greater emphasis on Marketing Board operational cost

reductions;

d) establishing appropriate government oversight functions;

e) active programme to accelerate private sector development
and participation in parallel and in competition with the

Marketing Boards.

The potential negative consequences of the gradualist

approach:

a) this retains a near-monopoly with nearly all the
undesirable features of the old situation;

b) there is so much overlap of commercial and non-commercial
activities that excessive administrative time will be
spent in assessing and justifying cost allocations;

c) that Boards will not be effective in cost reductions in
the absence of strong external competitive pressures;

d) proposed government oversight is more government controls

and intervention instead of less;

e) that the Board will determine in which sector to permit
the private sector to compete, and these may not be the
most commercially viable opportunities;

f) that the Marketing Board will present 'unfair■
competition to the private sector because of its
continued favoured position vis-a-vis access to aid and
imported stocks, its role as government exporter,
government finance on favourable terms, marginal

commercial operations costs (much of the overhead being

charged against social activities) etc.

Where the government has decided to maintain a direct public
presence, then the activities of the public sector body can create
uncertainty for the private sector and crowd it out with respect to
credit and foreign exchange. It is important that the private
sector knows exactly what the regulations governing its operations
are, and what government policy is with respect to the public

sector.

Lack of Traders

Where the process of privatization is fundamentally one of
bringing large-scale parallel market activity into the formal
sector, then many of the conditions for successful privatisation
are already in place. Response to deregulation of markets can be
very quick. Where distrusts what it regards as the exploitative
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nature of private trade, price bands are imposed within which the
private trade has to operate. Depending on the level of these

floor and ceiling prices, and the way in which they are enforced,
these restrictions can have quite an impact on private traders who

need a return on the resources they invest in the marketing

process.

Vested Interests

The essence of liberalization and privatization is the

dismembering of the parastatals. We cannot expect your bodies to

be willing partners to their own suicide.

Even when government is committed to liberalisation of

agricultural markets, the bureaucracy which implements policy
change may be less committed. Years of market controls and
licensing may have created large vested interests in an underpaid
civil service, which therefore does not see deregulation as being
in its own best interests. This could result in significant

undermining of government policy at the implementation stage.
Promoting private sector participation may require substantial
rethinking of attitudes, both towards the private sector itself,

and to its interaction with bureaucracy. In some countries, groups

with vested interests, such as the police, may disseminate

incorrect information about changes in regulations. Where local

government administrative structures and financing are linked into
existing marketing systems, this has to be taken into consideration
in planning liberalisation, to avoid conflict over the

implementation of central government policy.

Regulations

Liberalisation has not removed all government impediments to

private trade development. In many countries, private traders have

to be licensed; they still work within quantitative restrictions

and regulated prices. These impose costs on the private sector and

can inhibit private trader activities.

One of the most common post-liberalisation regulations is the

requirement for traders to be licensed. Licence-holders have been

required to report returns in order to allow the state to monitor
the liberalization process. Private traders are also limited as to

the times and places at which trading can take place. In Uganda,

licence fees have been used as an overt income tax on traders. In

Senegal, regulation is centred on the wholesale market, where

traders dealing in more than 2 00 kg of grain have to obtain a

licence, and an authorization to collect a specific product. This

latter is only forthcoming on proof that the trader has a minimum

balance in his bank account.

Licensing requirements have often been applied inconsistently.

Sometimes the bureaucracy involved in applying for licences imposes
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substantial costs on traders, in time, bribes and fees. At the

beginning of a liberalisation process, licensing regulations may

not be well publicised, or may change, leading to uncertainty on

the part of traders.

Quantitative restrictions on commodity movements may be linked

to licensing regulations. Traders may simply be forbidden to

transport loads of more than a certain amount. Again, this in an

area where changes in regulations can lead to uncertainty,

inhibiting private trade. A study in Kenya showed that less than

15 per cent of farmers and market women knew the current maize

movement regulations.
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Annex IV. A Strategic Marketing Approach for Grain Boards under

Privatization

X

s. Carter, Project Director. Network and Centre for

Agricultural Marketing Training in Eastern and Southern

Africa - GCP/RAF/238/JPN

Introduction

The intention of this paper is to suggest an approach for

consideration by grain boards which are being subject to the

commercialisation/privatisation process under economic reform

programmes. Prior to reform, boards were operating under a price

fixing regime and had "to carry a social mandate. Post reform,

bringing with it price and institutional reform, has raised

questions over the role of boards, the extent of their operations

and modus operandi. This paper shows how the adoption of a

strategic marketing approach could be useful for boards to find a

role in post adjustment climates. The first part of the paper

covers briefly the theory of strategic marketing and the second

part of the application.

Strategic Marketing

Definition

Strategic marketing differs from marketing strategy in terms

of time horizon, scope of operations, the environment and the

direction which an organisation wishes to take.

McCarthy (1975) defines marketing strategy as:

"A marketing strategy focuses on some target customers

with a view to developing a more satisfying and

profitable marketing mix - one that will give the firm

differential advantage over its competitors".

Carter (1993) defines strategic marketing as:

"Strategic marketing initiates, negotiates and manages

acceptable exchange relationships with key interest

groups or constituencies in the pursuit of sustainable

competitive advantage in chosen product markets".

Why Emphasis on Strategic Marketing?

Under an era of control, prices, markets, channels of

distribution, storage and products were very much known, -as were

producer. The choice of markets and the marketing mix were very
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much controllable and by and large predictable (except droughts!),

although unlike McCarthy's ideal, these activities rarely produced

a "profit". Reform programmes brought a very different scenario.
The few years proceeding reform were often marked by chaos or near

chaos (e.g. Zambia), unpredictable prices, the emergence of new

traders, uncertain institutional format (commercial v privatised

parastatals) and the breaking down of predictable patterns of

storage, transport, purchasing and distribution. Boards were and

as in the case of Zimbabwe are being forced into deciding where and

how they are compete. In other words, as in Carter's definition,
the boards are faced with competition or obliteration and need to

decide where and how they are to fit into the system, if indeed,

there is still a role for them. Enter the strategic marketing
concept - boards can exercise choice. Of course, they may be

forced into accepting the role of holding strategic reserves or a

buyer and seller of last resort. This is not in any way

detrimental as long as this role is "commercialised".

Overview of Strategic Marketing Planning (SMP)

Whilst SMP is an ongoing and inter-related process, for the

purposes of analysis it can be divided into four parts (see Figure

I). These are a) anatomical analysis; b) situation assessment; c)

developing and evaluating strategic options; and d) implementation 1

FIGURE I
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(a) Anatomical Analysis

Anatomical analysis, as the phrase suggests, is an analysis of

the internal set up and workings of an organisation, with a view to

reassessing these according to the evolving needs of 'the market

place and environment. It comprises five separate but inter

related analyses - defining the business, the formation (or

reformation) of strategic business units (SBU's) defining the

SBUfs, a current position analysis and setting business goals and

objectives.

Business definition is crucial. It is often called a "mission

statement" but goes beyond that. it defines the scope of the

current and future business. For a grain board it could be:

"The provision of bulk food and cash crop marketing and

ancillary services".

For companies in the horticultural industry it could be:

"The marketing of high quality, rare flower species".

Both these definitions call for very different strategies,

marketing mixes and skills and resources.

The formation of SBU's is another critical activity. It

involves breaking the business down into manageable parts for which

a distinct and discrete marketing strategy is developed. SUBfs can

be market or product centred and aggregated or disaggregated (see

Figure II). Lately the nomenclature has been somewhat changed, as

has the method of SBU formation, to make them even more market

centred. Now one talks about customer focus groups, centres of

service or affinity groups and these may even cut across

traditional SBU■s. Note SBU■s must not be confused with

"divisionalisation". For example ASEA Brown Boveri has 215,000

employees split into 5,000 largely independent profit centres of up

to 50 people on average. These centres of service are fully

empowered to do what it takes to respond to the customer or other

members of the value added chain.
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FIGURE II
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Defining the SBU establishes the boundaries of effort and

horizon for growth and provides the basis for detailed strategy

analysis. The definition of an SBU may be multi dimensional but is

usually based on one of four possibilities:

customer function - benefits sought;

technology dimension - several different techniques may

provide the same function;

- customer segment dimension - customers seeking same

benefits;

- stages in the value added system - where to participate

in stage of raw materials to completed products.

It has to be said that definitions based on customer functions

are very costly in terms of manufacturing response. Once defined,

specific annual goals have to be set for the SBU's. These are

usually concrete, short-term points of measurement couched in terms

of economic definitions like profitability, cash flow, market

position, contribution etc.

Current position analysis is a must, and if done on at least

an annual basis may lead to a redefinition of the business unit and
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its goals and objectives. This redefinition is predicated on the

current position analysis which may show that threats or new

opportunities have arisen which could affect the initiating and
negotiating process with current or new customers/markets. It

could even lead to a withdrawal from a chosen business segment.

Current position analysis is often called a SWOT or PEST analysis
(see Appendix I) and is used to identify key internal strengths and

weaknesses and external threats and opportunities. When quantified

these analysis can give a "snap shot" of the SBU's, or indeed the

overall organization's position. It enables management to see

quickly if the SBU, or the organization is in a troubled, mature,

speculative or ideal business position (see Figure III).

FIGURE III
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(b) Situation Assessment

Having examined the internal workings of the organization, via
the anatomical analysis, the next stage is to bring in _ an
"external" viewpoint via a situation assessment. Situation
assessment involves customer and market segmentation and _ a

competitive analysis involving looking at via a situation
assessment. Situation assessment involves customer and market
segmentation and a competitive analysis involving looking at the
costs of the business vis-a-vis competition and a concept known as

the product life cycle (PLC).

Customer segmentation enables the organisation to segment the

total market in such a way that it minimises competitor's strengths

and maximises the organisations. There many ways to segment the

market including geodemographics (age, sex, income, social class,

location etc.) product features, value added, positioning, market

leakage analysis and so on.

Competitive analysis involves cost dynamics and product life
cycles. No organization can survive if its costs are above those

of its competitors in the same product or market field. It

behooves any organization to reduce its costs by looking at its
overheads, production and process facilities, marketing costs etc.

This is called "experience curve" analysis. Organizations should

strive to get on the lowest experience curve possible. Research in

other industries have shown that a unit cost reduction of between

10-30 per cent can occur as experience doubles. The Product Life

Cycle (see Figure IV) is a useful tool, although again, much

maligned in recent years, in order for an organisation to put into

action the most appropriate strategy at the right stage. If a

competitor is in a different stage to yourself (for example a new

entrant into the industry - say a hew trader with lower operating
costs) then it behooves you to reduce costs and prices to compete,

or think of alternative distribution methods.
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FIGURE IV
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FIGURE IV (Cont'd)

IMPLICATIONS OF PLC (DOYLE)
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(c) Developing and Evaluating Strategic Options

Having completed a situation analysis the organisation is in

a position to develop a number of strategic options for itself or

its SBU's. This is called "choosing a strategic focus". There are

four main approaches to developing strategic options, generic

management strategies, generic competitive strategies,

methodological approaches and creative approaches.

Generic management strategies are so called because they are

"natural" strategies. They involve four, not necessarily, mutually

exclusive approaches. These intend to improve profits through

increased sales volume, productivity (cost reduction) harvesting or

turnround. The way to achieve these are set out in Figure V.
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FrGURE V
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Generic competitive strategies again are so called because

they are "natural" strategies based on customer price sensitivity
and perceived or real differentiations among products in the market

(see Figure VI for detail).

FIGURE VI
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Methodological approaches are recent developments based on

work conducted by the Boston Consulting Groups (USA), and

enterprises like GEC and SHELL. Essentially they developed a

matrix approach to strategy generation based on market share and
industry growth (see Appendix II for an example and construction).

Other analyses, like the PIMS analysis are of limited value.

Creative approaches include Porters (1979) challenging the

structural forces, copying, enhancing customer value etc. all of

limited value.
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Evaluating Strategic Options

Once having generated strategic options for the SBU's or the

organization, these have to be evaluated an a choice made.
Criteria can be economic (profitability and so on) or descriptive.
What is important is that the option is subjective to relevant

criteria including "suitability" (is there a sustainable

advantage?) "validity" (are the assumptions realistic)
"consistency" (does the strategy hang together?) "feasibility" (has
the organization got the skills and resources?) "vulnerability"

(risks?) and "potential rewards" (profit, volume, market share).

See Figure VII for detail.
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FIGURE VII
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(d) Implementation

Implementation of the planned option(s) is often the most

difficult task of all. It involves a specific course of action,
budgets, procedures for monitoring and control and a feedback-
alteration mechanism. Often the organization will need a total
rethink. Detailed thinking and costing is required on prices,
product form, distribution channels and methods and promotion.
Tasks, deadlines and responsibilities need to be clearly spelled

out. (See Figure VIII).

FIGURE VIII
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N.B. KEEP THE ORGANIZATIONAL ELEMENTS AS "LOOSE" AS POSSIBLE - THE

MORE RIGID THE IMPLEMENTATION SYSTEM THE LESS EFFECTIVE IT

WILL BE DEVOLVE TO "FRONT LINE" ACTIVISTS.

It will be noted that at every stage, particularly a) andB)

market and other information is imperative. The implementation

stage is the final stage of the strategic marketing process. Above

all, it is essential that the process does not create a "planning

paralysis" but that the organization remains responsible and loose

to changes in the market place.
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How Grain Boards Could Use the SMP Concept under Commercialisation
and/or Privatization

Having considered the theory of SMP, we can now see how the
grain boards could have used and where they still exist, still can
use the concept to advantage. Before that it is prudent to look

briefly at the history of parastatal activity on five selected
countries Kenya, Tanzania, Malawi, Zambia and Zimbabwe.

KENYA

Deregulated its meat and dairy markets, and divested

parastatal involvement in these sectors. In 1983, it was agreed

that the National cereals and Produce Board (NCPB) should become a

buyer of last resort, rather than a monopoly buyer, and that

cooperatives of growers should be set up to market maize and wheat.
This has not been implemented, and instead NCPB is embarking on a
gradualism approach of introducing the private sector into the

cereals market (Spooner (1992). Some liberalization has been

introduced raising the minimum number of maize bags that can be
transported without permit. There are reports that harassment of
small traders continues as if the regulation were still in place,

complaints that this permit-free minimum is still below one small
truckload, therefore negating the financial cost-effectiveness of
the deregulation. (Kenya Standard, July 15, 1992).

Analysis is now being undertaken of the option to define and
separate out the social role of NCPB, divest it of significant

portions of its infrastructure, and cease its commercial
operations. However this is presently an internal exercise and
does not reflect any move to an actual decision. It is only
analyzing the implications for management's consideration.

No consideration seems to have been given to the future roles
of parastatal export crop processing and marketing boards (e.g.
tea, coffee). There is some private sector and cooperatives

involvement in inputs marketing, accompanied by a level of
government control on prices and margins [FAO/FIAC (1987)].

TANZANIA

In 1984 removed maize meal and agricultural input subsidies
and raised official producer prices (which became floor prices) and
has adjusted these regularly since. It removed road blocks and
permitted private traders to buy and transport up to 500 kg of
grain. In 1986 it decontrolled all prices except those of 12
essential commodities. In 1987 it lifted all restrictions on the
transport and movement of grain by the private sector, limited the

role of National Milling Corporation (NMC), reconfined importation
and distribution of agricultural inputs (except fertilizer and
seed) and liberalized inter-regional trucking rates. since the
1990/91 season NMC has ceased nation-wide food grains procurement
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services, instead only milling grains procured from large scale

farmers. NMCfs large scale milling works alongside private sector

small-scale hammer mills.

Since 1987 NMC has ceased its nationwide monopolistic grain

supply role, and today confines itself to urban sales of its milled

products in a competitive market. Management of the Food Security
reserve, formerly with the NMC, has been taken over by the Ministry

of Agriculture. NMC has acted as a commissioned buying agent for

the reserve in the last two years.

Tanzania is an example of abrupt change from controlled prices

to free market. NMC was caught unawares by this change, and has

not fully adjusted to its new commercial role [Lisso (1992)].

However, from a macro economic point of view the economy adjusted

to market clearing within two years. Crop volumes produced and

reaching market increased in response to liberalization, even

though real crop prices are estimated to have declined in the post

liberalization period, perhaps because farmers were producing more

so as to have more cash to buy consumer goods. [Collier and

Gunning (1991)].

MALAWI

Liberalized trading in 1987 (with the exception of cotton and

dark-fired tobacco). The public sector retains a major role, but

competes with the private sector. A fertilizer subsidy removal

program was only partially implemented. ADMARC the marketing

parastatal (the largest parastatal in Malawi) operates the

Strategic Grain Reserve Soil of 180 000 Tons on contract with the

Government. ADMARC•s marketing involvement in all major crops

(except groundnut and rice) has risen steadily throughout the

period after liberalization. While the World Bank's Agricultural

Sector Adjustment Credit allocated specific funding for the

development of private sector infrastructure (warehouses) and

services (trader credit) there have been "considerable delays" in

implementation. Under liberalization price restructuring has taken

place, to the benefit of producers. Now ADMARC purchases

"significant amounts" of produce at depot from intermediary

traders. Therefore liberalization has served not to remove ADMARC

from the market, but to introduce private sector complementary

service functions at the farm gate, with ADMARC concentrating on
depot-based functions. Agro-processors may now buy raw materials

directly from producers/traders and not as in the past only from

ADMARC [ADMARC (1992)].

A framework agreement has been drafted defining ADMARC's

social functions to be carried out on behalf of the Government for

a fee. Definition of costs and their assignments, and performance

targets is the next step in separating out clearly the social and

commercial operations of ADMARC to give this agreement an operative

context.
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ZAMBIA

In 1981 transferred inter-provincial trading frora NAMBOARD to

cooperatives, although in 1985 a maize marketing monopoly was

restored to NAMBOARD with the cooperatives acting as its marketing
agents. Since 1981 official producer prices for many crops have

been increased progressively and substantially. In 1984 wheat
prices were deregulated and the official price became minimum
support, while fertilizer prices were substantially increased. In

1986 the maize tirade was liberalized and NAMBOARD became buyer of

last resort (although its continued subsidization in practice meant
it remained the sole marketing agent). An unsuccessful attempt was

made to decontrol breakfast meal prices, but subsidies have been

reduced and redirected from NAMBOARD and privatization of the

retail trade. In 1987 the reform programme was abandoned and the

World Bank suspended loan disbursements. Lending resumed in 1991
and two additional ESAP loans were signed in July 1992, amounting
to over US$ 2 00 million in additional fast disbursing resources.

Continuously overvalued foreign exchange in the 1970's and the

early 1980's did not permit the structural shift of the economy

away from the declining copper mining sector to high potential
agriculture. As a consequence both the mining sector and

agriculture faced internally artificially protectionist prices,

with resulting inefficiencies and mis-allocation of resources. The

attempt at a change in exchange rate policies (the 1985 to 1986

auction) and food price adjustments (1986) so severely effected

real wages, . particularly in the Copperbelt, that political
stability was threatened. Zambia reversed its policies,
reintroducing price controls, revaluing and fixing the exchange

rate at 40 per cent of the last auction rate, nationalized all

maize mills, restricting maize marketing to NAMBOARD and the

Provincial Cooperative Unions (PCUs), inter-alia. [Claassen et al

(1991)].

In 1988 NAMBOARD was excluded from primary maize marketing,

this falling solely on the PCUfs. Later in 1988/89 District
Cooperative Unions (DCUs) were formed to take on maize marketing,

and PCUs were-to relinquish maize marketing, concentrating on ago-

processing. In 1989 NAMBOARD was dissolved and its functions

transferred to the Zambia Cooperative Federation (ZCF), the apex

organization of the primary cooperative societies, the DCU's and
PCUfs. ZCF however is the buyer of last resort for grains, while
acting as the sole importer or exporter of grains, and manager of

the governments strategic grain stocks. However, the DCU's

continued to hold the monopoly for grain purchases and

distribution, on their own account. In late 1990 the cooperatives

monopoly on grain marketing was abolished.

In 1991 with a new government committed to liberalization and

privatization the following policy measures were announced:

abolition of all price controls except for maize; removal of all
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maize and fertilizer subsidies by June 1992; complete
liberalization of maize and fertilizer imports. At the end of 1991

ZCF decided to hand back to the Government all the NAMBOARD

functions it had been "given" in 1987. These are essentially the
social welfare and safety net functions. The Government was

initially expected to reconstitute a Board to handle these

functions, instead it has been decided to subcontract these
functions to the private sector on a fee-for=services basis. ZCF

has returned resolutely to fulfilling exclusively its member
services mandate. [ZCF (1992)]. Agents have been appointed to
handle the maize crop (with some viable cooperatives taking part).
A Crop Marketing Board has been established.

ZIMBABWE

Prior to entering into SAL I in early 1992, the government has

begun to implement its own "Economic reform Program": SAL I is a
direct extension of this program. It had removed grain transfer
restrictions in selected production regions, and provided further

autonomy to the Cotton Marketing Board and the Cold Storage

Commission. It depreciated the currency by 3 0 per cent during
1991. It lifted price freezes and raised prices, and then

decontrolled all except 8 critical items. Transport regulations
especially for light trucks were relaxed. During 1992 under the
SAL it pledged to separate the commercial and social -roles of the

Grain Marketing Board.(GMB), allow differential prices to reflect

transport and storage costs, and remove crop marketing restrictions
for maize and other agricultural products. It will permit import
of foods under OGIL, and then remove these items from price
worthiness requirements. It will implement a safety net program

with targeted maize distribution. [World Bank (1991b)].

In season 1992/93 natural regions IV and V were deregulated

and maize was permitted to be by traders as well as GMB resulting
in more traded direct sales to millers. Major changes have been

announced for the 1993/94 season.

The drought of 1991/92 spread throughout the region with only
12 000 tonnes of maize being delivered to GMB for example. Whilst

the above resume is reasonably up to date it clearly shows:

There is no common regional policy on the role of the

boards under ESAP;

Boards have not developed an internal cohesive plan of

what to do with themselves post ESAP;

Governments are uncertain what to do with boards during

and post ESAP. This raises vital questions on the future

role of Marketing Boards and parastatals viz:
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Have the remaining functions of these institutions been
defined?

Is the use of such an institution the most cost-effective

method of delivering these functions?

Has accountability and oversight been improved?

Has the level of parastatal autonomy been increased so

that it can operate as efficiently as possible?

To what extent is the parastatal reforms in parallel to,

and consistent with, other PE reforms being instituted by
the government?

Have the procedures been adopted for divesting surplus
assets?

If the institution is to be retained for specific
functions, does the private sector have the opportunity

to provide complementary services (e.g. transport)?

Have steps been taken to strengthen management,

procedures, etc., to ensure cost-effective implementation
of these remaining functions?

Has financial restructuring of the institution been

considered to ensure that its future operations are not
burdened by past debt?

Has a manpower retrenchment program been developed

consistent with the manpower requirements of the
institution's new mandate?

Has a "safety net" been devised for the retrenched
employees?

. - Do the labour laws permit this retrenchment?

It is posited that with a Strategic Marketing outlook. Boards
could have proactively found many answers to these questions and
some which have disappeared may well have survived. As an example,
the Grain Marketing Board of Zimbabwe (GMB) can be considered.

Brief Overview of Agricultural Policy in Zimbabwe 1993/1994

On the 18th July 1993, the Hon. Minister for Agriculture,.
produced a positive agricultural statement for the 1993/94
marketing season. Couched in terms of objectives of ESAP its
relevant parts for our analysis are as follows. For maize a regime
of further liberalization was announced covering issues as to how
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to develop a distribution, storage and milling system at least

cost, whilst guaranteeing long term food security, how to promote

rural income growth, how to redesign the GMB so that it may perform

competitive and socially valuable functions without impeding the

development of private trading channels that might perform other

functions more efficiently and how to provide inexpensive staple

food to low-income consumers without the need for massive subsidies

of GMB operating losses while providing incentives for the

development of competitive grain trading networks. Zones A and D

have been redefined, effectively deregulating maize prices. The

GMB will continue to operate as residual buyer and seller in all

areas defending a floor price and selling white maize at wholesale

price to all individuals and firms. There is now only one GMB

selling price. No preferential buying from GMB allowed. Seasonal

GMB producer and selling prices will be developed. GMB prices will

be revised periodically, commensurate with storage costs.

GMB will also be responsible for holding the majority of the

reserve of 936,000 tonnes, but they can buy and sell stocks as they

go above or below the desired level.

The price of wheat will be determined by GMB after

consultation with producer organizations.

As to the structure of the maize marketing system, the

Minister announced the development of a multi channel system and so

the regulatory framework would revert from GMB to the Ministry of

Lands, Agriculture and Water Development. He also stressed the

need for Board efficiencies and consideration would be given to

their transition to Government owned companies.

Consideration would be given to whether the boards need to buy

all that is offered to them at a uniform price and consideration

should be given to contracts at a graduated price scheme

arrangement.

All non commercial activities of the Marketing Boards will be

reviewed and only those specifically approved by Government will be

maintained with the cost paid directly by Government. Boards must

obtain Government approval for all non commercial activities.

Government would consider the capital structure of all the major

parastatals. Proposals for debt-equity swaps and debt write offs

will be considered and implemented where appropriate.

A number of these changes will require changes in legislation

and the existing legislation needs examination.

Consideration would also be given to the export and import

monopoly of the Boards. Other important measures were announced

but the one cited above are relevant to this discussion.
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How SMP Could Aid GMB's Operations

How could the Grain Marketing Board turn it self pro-actively

into a viable commercial/private enterprise given privatization of

the marketing system? The following is a proposal utilising the

theoretical outline given above.

(a) Anatomical Analysis

Business Definition

The provision of bulk food and cash crops marketing and

ancillary services. This is a very different definition of the

mission of GMB' to what it is currently.

Current Position Analysis

The general current position of the GMB is given in Figure IX.

The cruciform reveals the GMBf s main strengths as its

infrastructure and management of any areas in cash/food crop

procurement and marketing; its main weakness is financial and

general management, its main threat is commercialization and

privatization of the system and its main opportunities as utilising

its services, knowledge and skills plus its assets.
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FIGURE IX

THE GENERALIZED CURRENT POSITION ANALYSIS OF GMB (1992)

STRENGTHS

Economies of size

- 5000 workers

Marketing

- 598,500 tonnes silo capacity

- 147,000 tonnes sheds capacity

- 4,125,000 tonnes platforms

capacity

- 74 depots

- variety of produce handled

- access to information

- 716,000 registered

farmers/producers

- links with millers

- fleet of vehicles

Human Resources

- storage management

- grains management

- computer services

- research skills

- import/export skills

- procurement skills (maize, wheat,

sorghum, mhunga, soyabeans,

rapoko, groundnuts, sunflowers,

coffee, rice)

- international skills

- foreign exchange skills

Strategic Grain Reserve

THREATS

1993/94 Policy on deregulation

Private traders - multi channel

marketing

No preferential buying

Capital structure - turn into

Government enterprise
Export/import monopoly cessation

Orientation of floor price

How to buy and sell in Operating

Strategic Grain Reserve

. WEAKNESSES

Heavily dependent on maize and wheat

(90%)

Transport costs ($60m) 1/3 of

parastatal costs

Losses - $6075m trading deficit

(soyabeans etc.)

Debt to Government - $68,007,00Oxn

(loans)

Liabilities exceeding current assets

- $182,105

Too many staff-facilities

High turnover of skilled staff

Poor pay structure

Millers subsidies - prejudiced $42m

AMA link

Sack handling

2 000 stackers - injuries/poor health

record

Still to have a social role

Strategic grain reserve

OPPORTUNITIES

Storage^grain management services

Let out storage capacity

consultants - transport, export,

import, storage, computers,

research, produce handling

Grain trading

Stock feed

Credit Handling

Agricultural implements dealer
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Strategic Business Units

An analysis of the opportunities would throw up the

possibility of the GMB capitalising on its technical knowledge

skills and infrastructure and reorganising it into a number of

SBU's. The basis of the SBU's would be market and disaggregated.

Three likely and three possible SBU's are considered.

SBU1 Storage Management

Offer to private trader or producer or miller a full storage

and delivery facility i.e. store and grains management, delivery to

warehouse of deposit and any storage location. If import ^and
export is allowed by traders then it could offer port facilities.
A trader could deposit his grain in the GMB facility, obtaining a
deposit certificate and be assured of grain quality management to

redemption. The GMB would offer cleaning and fumigation services.
Redemption at any store in the system would be on payment of the

storage and transport differential costs.

Why is this an advantage to the trader?

a) He does not have to manage stocks and is assured

delivered quality.

b) He gets access to handling and storage technology that he

otherwise may not have been able to get.

c) He does not have to arrange transport.

d) Perhaps with good logistics management the parastatal may

be able to achieve economies of handling and therefore

offer the private trader effectively lower transport

costs.

Why is it good for the GMB?

a) It permits the GMB to roll-over his strategic stocks

through a swop. He delivers strategic grain stocks to

the depositor replacing this with the recently deposited

grains.

b) It permits at-the-margin use of managerial and technical

skills that, in any event, are employed to manage the

strategic reserve and the social purchase and supply

program.

Why is this good for the economy and not in contravention to

the intent of the ESAP?

a) It has the potential to offer technical skills at a

higher level to the nascent private sector than would
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have been possible otherwise. Therefore potential
increases in post-harvest losses and post structural
development hiccoughs can be contained.

b) It^may_introduce economies of scale into the system by
maintaining some of the economies of scale of large-scale
operations with the flexibility and decision making
advantages of small-scale entrepreneurs.

c) It will encourage other large traders with warehousing
networks to offer competitive services (including
certificates) to smaller traders.

d) The certificates of deposit in themselves can be traded
between traders, thereby acting as a national clearing
house for the grain trade. This would contribute
significantly to the smoothing of both the inter-regional
and inter-temporal grain markets, reduce buyer/seller
search costs, and promote trader liquidity.

e) This resulting grain certificates market becomes the
transparent national grain market - the price setter.

f) Government intervention to "stabilize prices" could be
cost effectively conducted through the sale of deposit
certificates on this market.

g) Grain certificates can be pledged as loan collateral,
thereby solving one of the basic problems of providing
working capital credit to traders.

h) An essentially financial market for grain certificates,
and based on grain certificates, will develop ensuring
that the grain trade is bearing the full costs of intra-
seasonal storage and inter-regional transport. It would
not be far fetched to expect, in time, a forward market,
or options market, in grains to develop on the basis of
these certificates.

If the GMB has to maintain the strategic grain reserve it
should do so on the strict understanding that all stocks maintained
for Government should be paid by Government in full, inclusive a
storage management facilities (fumigation, transport etc.).

SBU2 Management Services

Offer to any trader or other private or government
organization transport, import/export, storage, computers
research, produce handling consultancy skills.
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SBU3 Trading

Continue to act as a buyer and seller of grains and/or as last

resort but on a strictly commercial basis. This SBU may envisage

going into commodity broking or grain marketing.

Possible SBU4 Credit

GMB could, because of its infrastructure, become a provider of

credit to traders, especially if this is worked in with the

proposal under SBU1. Owing credit would also, therefore, be
deducted on redemption.

Possible SBU5 Retailing

Again, because of its infrastructure GMB may consider going

into a line -of merchandise to producers, including farm inputs,
implements, and so on.

SBU6 Integrated Operations

By contracting with producers and investing in or contracting
surplus capacity downstream, the GMB might consider going into the

production of finished products e.g. coffee, tea, stock feeds.

(b) Situation Assessment

The SBU's so defined need to operate in customer segments. As

they have been defined on a market/disaggregated basis then the
definition of the customer must be on a customer/market dimension
viz.

SBU1

Private traders, producers,. Government (strategic grain
reserve), marketers, stockfeeders.

SBU2

Private traders, producers, private, parastatal, government or
any other enterprise whether it be in grains or not.

SBU3

Producers, millers, stock feeders.

SBU4

Private traders.

SBU5

Private traders, producers/farmers.

SBU6

Wholesalers, farmers/producers, retailers, general public.

58



(c) Developing and Evaluating Strategic Options

The choice of strategic farms has to be decided on for each

SBU. Possible strategic options for each SBU are as follows.

SBU1

Generic competitive hybrid strategy (low cost and quality

difference).

SBU2

Generic competitive focus strategy.

SBU3

Generic management strategy of volume and lowest cost.

SBU4

Generic competitive focus strategy.

SBU5

Generic management strategy of column by market and product

development.

SBU6

Generic management productivity strategy by vertical

integration.

To evaluate the viability of the options a full market,

financial and resources analysis would have to be undertaken.

(d) Implementation

For each SBU an implementation programme has to be developed.

First of all, the legal situation needs to be addressed to make

sure that the GMB can do what it plans to do and therefore, it will

need to come under the Company's Act, rather than the office of the

Auditor General. Resources and budget will need to be developed,

but also, attention will have to be paid to management in

particular. Market orientated commercial minds are required, other

than a parastatal mentality and this may require ' training of

current personnel and/or recruitment of new personnel.

Much detail will be required on elements of the marketing mix-

distribution, advertising and promotion, pricing and product forms.

This can only be determined after a full potential market analysis

has been completed. Without doubt GMB management will have to be

more market driven and led. A summary of the strategic marketing

approach to the GMB is given in Figure X. By extension, this could

be adapted to other parastatals in the region e.g. ADMARC.
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It should be noted that the GMB thus organized can still play
a role of stabilization (SBU4), a social market developer (SBU's 4

and 5) and holder of the strategic grain reserve (SBU2) but this
time a-t a "profit", due, in' part, to the contribution of the other

SBU's.

FIGURE X

POSSIBLE STRATEGIC MARKETING PLAN FOR GMB

BUSINESS UNIT

SBU1 Storage

Management

SBU2 Management

Services

SBU3 Trading

SBU4 Credit

SBU5 Retailing

SBU5 Integrated

Operations

CUSTOMER SEGMENT

Private traders

Producers

Government

Millers

Stock feeders

Private traders

producers

Private Government

organizations

Services

Producers

Millers

Stock feeders

Private traders

Private traders

Producer/farmers

Producers/farmers

Wholesalers

Retailers

General public

STRATEGIC FOCUS

Hybrid

Focus

Volume and lowest

cost

Focus

Volume-market and

product

development

Vertical

integration

IMPLEMENTATION

Active marketing -

pricing,

advertising,

distribution "above

and below line"

Active Marketing

Active Marketing

Selective marketing

after credit worthy

search

Active marketing

Active marketing

capitalization
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Conclusion

The foregoing has posited a pro-active approach for Grain

Marketing Board in order to maintain an active role in the process

of grain privatization. The approach suggested has been that of

"Strategic Marketing". A strategic marketing approach enables the

organization to choose the competitive role which it wishes to

play, rather than passively accept the role it may or may not be

assigned. By "planning itself out of business" a parastatal may be

able to metamorphose into a role which is acceptable Government,

donors and the market place alike rather than possibly disappear

altogether. It behooves every parastatal in an era of transition,

to pro-actively plan for its future and present these plans to

relevant authorities. Its failure to do so, will reinforce the

view that it is not suitably equipped, especially managerially, to

a changed environment. As in the example given above of the GMB,

it can still play a role of stabilization institution, holder of

the strategic grain reserve and as a market developer (social role)

but do it at no cost to Government except the SGR) . In this way it

can still play an active "parastatal" role but on a commercial

basis.
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Appendix I: A SITUATION ANALYSIS OF SWOT ANALYSIS OF AN

ORGANIZATION

Summary

Introduction

There are two questions to consider when analyzing the

position of a company. Firstly, what is the current position of a
company and, secondly, what is the future for this company?

PART 1: What is the current position of this company?

The task of answering this question is tackled by undertaking

an examination of the internal operation and characteristics of the

firm, known here as the INTERNAL ANALYSIS. Also a search is made

to determine those factors in the external environment which will
affect the performance of the company, this is known as the

EXTERNAL ANALYSIS.

The broad areas for investigation are as follows:

1. INTERNAL ANALYSIS

Obj ectives

Strategy

Structure

2. Finance

Marketing

Operations

Personnel

Resources

2. EXTERNAL ANALYSIS

Factor Inputs

Factor Markets

Technological Environment

Economic Environment

Social Environment

Political Environment

PART 2: What is the future for this company?

No action should be taken until the analysis is complete.

(The steps necessary in this process are outlined in the

text).

3. The search for alternative strategies.

4. Evaluation of and choice between alternative strategies.

5. Implementing strategy.

6. Control and feedback.
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PART i: What is the current position of this company?

1. Internal Analysis

a. Objectives

What are the company' s long term obj ectives? Are they

quantifiable and achievable? These will be both economic and non-

economic. They will NOT be concerned with desired product/market

goals.

b. Strategy

What is the major direction in which the company is going in

terms of products and markets? Also, will the company be pursuing

Stability, Growth or Retrenchment? If Growth,, what direction?

c• Structure

How is the company organised? What is the past record of top

management?

d. Finance

(i) Financial Analysis

What main strengths and weaknesses of the firm emerge from

analysis of the trends in the traditional financial data; earnings

ratios (to sales, to tangible net worth, to working capital and
earnings per share; debt ratios (current and .acid tests, to

tangible net worth, to working capital, to inventory); inventory

turnover; cash flow; and the capitalization structure? What do the

trends in the basic financial facts indicate as to the firm's

prospects for growth in sales volume and rate of earnings? Does

"quality earnings" warrant compounding of the earnings rate?

(ii) Financial Management

What is the quality of financial management? Is there a

should programme for steadily increasing return of investment? Do

the long range financial plans indicate that management understands

the cost of capital and how to make money work hard? Have balance

sheets and operating statements been realistically projected for a

number of years into the future? Is there careful cash planning?

e. Marketing

Nature of the Marketing Capability - What channels of

distribution are used? How much of the total marketing job

(research, sales, services, advertising and promotion) is covered?

Is this capability correctly tailored to match the nature and

diversity of the firm!s product lines? Is there a capability for
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exploiting the new products and developing new markets? Qualityof

the marketing capability - is market research capable of providing

the factual basis that will keep the firm, especially its new
product development and $ & D programmes, truly customer-oriented?

Is there a capability for doing broad economic studies and studies

of particular industries that will help management set sound growth

and/or diversification strategies? Use life cycle concept for

finding competitive position. See text.

f. Operating Departments

(i) Manufacturing

What is the nature of the manufacturing processes, the

facilities and the skills - are they appropriate to today•s

competition? How flexible are they - will they be, or can they be

made, appropriate to tomorrow's competition? What is the quality

of the manufacturing management in terms of planning and

controlling work schedule-wise, cost-wise, and quality-wise? Is

there evidence of an industrial engineering capability that

steadily improves products and methods? Does manufacturing

management effectively perform its part of the process of achieving

new products?

g. Personnel

Is attention devoted to the human side of the enterprise in

formal departments (like personnel and industrial relations) and

more importantly, in the overall managerial philosophies of the

organisation?

Are there clear and equitable policies covering people

associated with the organisation?

Is there effective communication, action, and results in the

areas of hiring, training and placement of /individuals within the

firm?

Is the firm "competitive" with others in its policies of

wages, promotion, education, benefits, and the like?

How are policies communicated throughout the organisation?

If unionised, how does the company deal with the unions and

have relations been at least adequate and perhaps even beneficial?

In all areas, does the organisation have adequate and well-

qualified personnel backed up by others being trained for further

responsibility?

Is management sensitive to the entire spectrum of human

behaviour in the organisation, and has it shown wisdom in dealing
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with these aspects of organisational life? Or has management

relied upon a mechanistic view of the organisation with a ultimate
neglect of important human considerations?

h. Resources and Assets

Does the company have some resources and assets not appearing
in the analysis of the functional departments, such as valuable

land and buildings?

(i) Summary of Internal Analysis

Is this a complete, integrated, balanced operational or have

certain strong personalities emphasised some functions and

neglected others? What is the quality of performance of key R and
D and operating executives; do they understand the fundamental

processes, of management, namely planning, controlling, organising,
staffing and directing? Are plans and controls in each department
inadequate, adequate or over-developed into a "paperwork mill"? Is

there throughout the departments a habit of steady progress _ in
reducing overheads, lowering break-even points and improving
.quality? Do they cooperate effectively in developing worthy new

products geared to meet the customer's future needs?

2. External Analysis

a• introduction

For any firm the 'environment' in which it operates will

provide far greater scope for research then it needs, or has

resources to analyze. Therefore, as it has to be selective, it is
essential that a comprehensive framework is developed in order that

the firm when faced with the analysis may be able to scan the total

environment and concentrate on specific issues that emerge from the

scanning process.

For convenience the environment is considered in six parts -

social, political, technological, factor inputs, and factor

markets. The first four in general have a smaller influence on the

performance of the firm than those external factors on which it

directly depends, namely supply inputs on one hand and customers

and competitors on the other.

b. Factor Inputs

1. Raw Materials and Supplies;

2. Finance;

3. Manpower.

Is the company highly dependent on a raw material? If so, are

there price or availability problems? Is the company dependent on
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a particular manpower skill? If so, is this available in numbers

and at the right price?

c. Factor Markets

1. Customers;

2. Competitors

How do customers and potential customers regard this firm's
products? Are the various product lines compatible market-wise,
engineering-wise and manufacturing-wise? If not, is each product
line substantial enough to stand on its own feet? Is the market(s)

as a whole expanding or contracting and at what rate? What is the
trend of this firm's share of the market(s)? What competitive
trends are developing in numbers of competitors, technology,

marketing, pricing?

What is its vulnerability to business cycle (or defence

spending) change? Is management capable of effectively integrating
market research, R & D, and market development into a development

programme for a new product or products?

d. Technology

The most apparent and dramatic environmental force is often
technology. Technology can affect the resource inputs, the

production process and/or the product markets.

There are seven major areas in which technological change

takes place.

The seven areas are:

1. Increased transportation capability;

2. Increased mastery of energy;

3. Increased ability to control the life of anomate and

inanimate things;

4. Increased ability to alter the characteristics of

materials;

5. Extension of man's sensory capabilities;

6. Growing mechanisation of physical activities;

7. Growing mechanisation of intellectual processes. (for

technological environment see J. Bright, pp 10-19).
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e. Economic Environment

In monitoring the effects of economic environment on the

operation of the firm, there are four major indicators:

1. Rate of economic growth;

2. Level of unemployment;

3. Level of prices and rate of price changes;

4. Balance of payments (BOP) position;

Further, in order to regulate the economy there are

a large number of measures which can be used.

5. Monetary policy;

6. Fiscal policy;

7. Specific BOP regulators such as tariffs, quotas,

exchange rate changes, etc;

8. Specific prices and/or income legislation;

9. Measures to reduce unemployment.

In addition, further information may be necessary if expansion

is to take place in an economy in which the company has no grievous

experience.

The economic environment can have a significant effect on the

performance of companies manufacturing intermediate goods; that is

goods manufactured for use by other firms.

Monitoring the economic environment is now relatively well

developed and surveys and information on major indicators are

published regularly. The art of economic forecasting is increasing
in sophistication, thus enabling the purchase of syndicated or

personalised forecasts from consultants if in-house facilities are

not available.

f. Social Environment

In order to view the topic comprehensively and yet separately

from the other environments it is necessary to develop the major

areas of social change. The following eight major areas are

suggested as a comprehensive view of the social environment. These

'Areas of Potential Change1 need to be developed into 'Direction of

Change' and then into "Consequences of Change".

68



g. Political Environment

Before outlining specific political areas, it will be useful

to attempt some demarcation between the social and( political

environments. Any attempt to distinguish between them is, to some

extent, arbitrary but some preliminary comment should help to

clarify the position.

a) The fact that some issues are debated by politicians and

are subject to statutes laid down in Parliament, does not

remove them, for the purposes of monitoring the social

environment, into the political sphere, likewise for

technological and economies issues.

b) The 'areas' considered in the political environment are

based on the role of the state in the business

environment.

It has been suggested that there are nine major areas of

influence in the political environment as far as the firm is

concerned.

1. Socio-economic System - ownership and control;

2. Competition Policy - monopoly and restrictive practices;

3. Government as Financier - guarantor, 'subsidiser;

4. Government as Owner - of productive and non-productive

resources;

5. Government as Buyer - of products for defence, health,

for offices;

6. Government as Decision-maker - balancing conflicting

obj ectives, legislation;

7. International - dependence or inter-dependence;

8. Protector - rights, harmful products, environment;

9. Promoter - of causes through information, institutions.

SUMMARY

At the end of a comprehensive corporate analysis, it is

important to summarise the key (not. all) issues, there will only be

a few KEY issues, although other issues will be important.
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A useful way of summarising the KEY issue is to use what

Agenti calls cruciform chart

STRENGTHS WEAKNESSES

THREATS OPPORTUNITIES

Core skills and resources

Core skills are those in which the company has developed a

special expertise. Core resources which are capable of future

development

Core skills and resources will be identified as a result of

the internal and external analysis. The reasons for their special
identification is that hopefully they will provide a basis for

future strategy.
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Appendix II: CONSTRUCTION OP THE PORTFOLIO MODELS

The BCG Model

The BCG model is very easy to understand and use.

on two premises:

It is based

* The experience curve, which states that unit cost

decreases by 2 0-30 per cent for each doubling of

cumulative volume/experience. The greater the volume

relative to competitors1 the lower the costs, which gives

better competitiveness.

* The product life-cycle, which states that market

competition is less heavy at the beginning of a product

life-cycle and freedom of action considerably greater.

We should therefore in the introduction phase work harder

than our competitors to be come the market leader.

The cardinal rule is to concentrate on growth markets. By

putting more effort than competitors do into some company problem

children, these will grow faster than competitors' products.

One will thus run down the experience curve faster than

competitors do and> on account of one's size, will become a more

attractive supplier and business partner.

When the market eventually stagnates and everybody's freedom

of action shrinks, one is well-placed to exploit one's position as

market leader.

Growth of the market

20:

18

16

14

12

10

8

6

4

2

Stars

2 O <-

Cash cows

Problem child

Dogs

10 x 4x 2x 1.5x 1.0 x 0.5x

Relative

market

share

2x
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The model is really a cash flow grid. By working out how much

surplus liquidity the cash cows generate, one can plan how may new
products and/or activities the company can afford to invest

energetically in.

The next figure shows the result and the liquidity situation
in the various boxes in the BCG model:

Growth of the market

30!

10%

Result + + +

Investments - - -

Liquidity 0

Result + + +

Investments -

Liquidity + +

Result +

Investments - -

Liquidity 0

Result +

Investments -

Liquidity

lOx

Relative

market

share

1.5x 1.0 x O.lx

This figure tells us that the products or activities in the
problem child box require more capital than the result is able to

self-finance. This means that we get negative liquidity. In the
star box, the result balances the investment and liquidity is thus
neither positive nor negative. In the cash cow box we have a
liquidity surplus since the result is now considerably larger than
the need for investment. Lastly, in the dog box we have a small

result surplus and small investments that cancel each other out in
terms of liquidity.

Electrolux use the BCG model in a way which deviates from the
main rule of concentrating on growth industries.

Electrolux buys up companies which, like itself, are operating
in stagnating fields. However, when Electrolux buys up a number of
dogs the result is a fine a cash cow anyway. In this way
Electrolux achieves greater volumes than its competitors. This,

coupled with the fact that Electrolux is world rationalization
champion, leads to greater and greater competitiveness.
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The GE Model

The GE model employs two strategic variables:

attractiveness and competitive position:

market

Market

attractiveness

A

5-

High

Low

4-

Medium 3

1- -« 1-

Theoretical choice

of strategy:

= Invest,expand

= Invest,

selectively

= Harvest,

rundown

Strong Average

1 Competitive

Weak position

Some common factors determining whether a market is attractive

for a company are:

* Market growth

* Market size

■* Profitability

* Intensity of competition

* Seasonal variations

* Size of competition

* Frequency of new product

* Technological development

* Legislation

* Buyer concentration

The competitive position depends on the following factors,

among others:

* Relative market share

* Absolute market share

* R & D capacity

* Marketing and distribution

* Quality, image

* Product/service range

* Position of product in life-cycle

* Technological level

* Capacity utilization

* Capital turnover

After deciding which,factors regarding market attractiveness

and competitive position apply, one can then weight these factors

(total weight 1.0) and score from 1 to 5 (5 is best) how well the
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company's various Strategic Business Units do on each factor

result might be as follows:

The

Market Foodstuffs (part-segment)

Market attractiveness

Success factors

1.

2.

3.

4.

5.

Market size

Profitability

Growth

Competition

intensity

New product

frequency

Weighing

0.25

0.2

0.2

0.2

0.15

£1.0

Points

(segment 1)

4

4

5

2

3

S

1.0

0.8

1.0

0.4

0.45

3.65

Points

(segment 2)

4

3

2

5

2

2

1.0

0.6

0.4

1.0

0.3

3.3

Market: Foodstuffs (part-segment)

Competitive ability

Success factors

1.

2.

3.

4.

5.

Product quality

Delivery service

Product range

Trademarks

Development capacity

etc.

Weighing

0.2

0.2

0.1

0.1

0.1

21.0

Points

(segment 1)

4

5

3

3

2

2

0.8

1.0

0.3

0.3

0.2

4.2

Points

(segment 2)

5

3

4

3

3

2

1.0

0.6

0.4

0.3

0.3

3.8

We then enter the position of the two Strategic Business Units

in the GE model. The size of the circle shows the size of the

market and the size of the pie slice shows our market share. The

placing of the two SBU's in the GE grid is arrived at by drawing a
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FIGURE V

GENERIC PERFORMANCE IMPROVEMENT STRATEGIES
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line to the right from 3.65 on the market attractiveness axis and

a line up from 4.2 on the competitive position axis. Where the

lines cross is the centre of the SBU. Repeat for the second SBU.

In this case, the product portfolio assumes the following

appearance:

Market

attractiveness

A

High

Medium 3-

Low

1-

Principal choice

of strategy:

t==l = Invest, expand

' ' = Invest,
selectively

= Harvest,

divest

Strong

2 1 Competitive

Weak position

We now have a rough theoretical picture of the chief

strategies to be applied to the different SBU's thoroughly before

deciding on any strategy, but this must not turn into an academic

game.

If we wish to improve the position of our SBU's in the model,

we now have clear indications of where it will pay to place our

punches. The higher weighting a factor has, the greater the result

of an improvement in score will be.

SOURCE: DURO 1989.
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Appendix III: CREDIT FOR AGRICULTURAL MARKETING - A POSSIBLE ROLE

FOR FARASTATALS

By Andrew W. Shepherd

Marketing and Rural Finance Service, FAO, Rome

The Problem

In many countries of Africa there has been a trend, mainly-

inspired by Structural Adjustment measures, away from marketing by

grain parastatals towards increased marketing by the private

sector.

While this trend can be seen to have a number of advantages,

it is also becoming apparent that it is being accompanied by a

number of problems, the answers to which are not immediately

apparent. In particular, the stockholding function which was

previously carried out by grain boards is not, generally, being

carried out by the private sector. Private traders usually operate

on the basis of buying a consignment from farmers, taking it to an

urban market and selling it and then returning to by more from the

farmers. Very little storage takes place and this system would not

appear to permit traders to expand their businesses to the extent

that they can contemplate carrying out storage.

Does this lack of storage within the marketing system present

problems? It is clear that if the marketing system can no longer

store grain (with the exception of a Food Security Reserve)" then

grain will have to be stored by farmers. It is probable that

losses of grain stored on-farm would be higher than losses • in

parastatal stores. While parastatals in the AFMESA region have in

the past witnessed significant losses of grain stored by them this

has often resulted from excessive production induced by subsidised

prices leading to storage in excess of one year and often in

unsuitable conditions. Storage of normal quantities in proper

warehouses ■has, on the other hand, normally been carried out

relatively well.

In addition to overcoming potential on-farm losses, a further

reason for promoting storage within the marketing system is the

fact that farmers are generally believed to require cash

immediately on harvest and would thus prefer to sell their crop as

soon as possible. I should stress that this problem does not

appear to have been verified by much empirical research and that

there may be alternative solutions to the problem, such as the

encouragement of Savings Associations which would permit farmers to

sell their crop throughout the year and save money for demands such

as taxes, school fees, etc.

A further possible problem is that in some parts of the region

rains make roads impassable for several months. The concern is

that if grains are not purchased before the onset of the rains they
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will not become available until after the rainy season, i.e. almost

when the new harvest is becoming available. . This is certainly the

concern in Zambia, for example. Under ta liberalised marketing

system which offers no storage there is a real possibility that all

of the production will not be purchased before the rains. Another

school of thought, however, argues that while some roads may not be

passable to large parastatal trucks they will still be passable for

animal-drawn carts, bicycles and .people walking. This view

suggests that the problem may be exaggerated.

A Possible Solution

One logical solution to the above problems is to make it

possible for traders to carry out storage. However, in order that

they can do this they require finance. Banks are presently very

reluctant to lend money to traders. Meeting the credit needs for

domestic agricultural traders, particularly those operating on a

small scale, is complex. Traders often have little in the way of

fixed capital and, in the absence of other collateral, are regarded

as very poor risks. At the same time there is little evidence of

agricultural traders being able to build up their businesses

quickly. There are no easy answers in this area, nor are there any

examples of successful, replicable credit schemes.

However, one approach which seems worth trying is to link

credit to traders to their holding of stocks in secured warehouses.

This is something which is done for grains in Asia, e.g. in the

Philippines where millers obtain loans against paddy stored in

their own warehouses and in India, and is done for other products

worldwide, e.g. where importers obtain loans on goods held in

bonded warehouses.

The basic structure of "inventory credit" involves the trader

and/or farmer depositing stock in a controlled warehouse and then

raising finance from a bank against the warehouse receipt.

Repayment of the loan, either in part or in its entirety, permits

the miller, trader or farmer to reclaim his grain from the

warehouse. In addition to the advantages of storage in the

marketing system listed above, inventory credit would, in theory,

permit greater competition for the farmer's grain at harvest time,

so slightly increasing prices to the farmer and may lead to

increased availability for consumers during the relatively lean
season, so slightly lowering consumer prices.

Of course, inventory credit will only work.if there is a free

market in grains and if the price spread between harvest and end-

of-season is adequate to provide an incentive to traders to store

(without being accused of speculating!). Evidence from Tanzania

and Ghana, two countries where the private sector now controls the

market, suggest that the price spread should be more than adequate

in most years.
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Who will qualify for inventory credit?

The pattern of grain marketing in Africa varies from country

to country, even under more liberalised regimes. In some countries

where there are large-scale millers, e.g. Zambia, credit may be

required by the millers to ensure the availability of sufficient

stocks to keep the mill operating on a continuous basis. It can be

assumed that in normal circumstances, when interseasonal price

variations are not too pronounced, storage space available to a

mill will be more profitably employed in storing grain required for

milling operations than in being used for speculative purposes,

because the latter implies that the mill will not be functioning.

In many African countries, small-scale maize milling is

carried out primarily on a contract basis, either for farmer

consumers or for traders. In these circumstances it may not be

necessary to make provision for inventory credit for millers,

although increased market liberalisation may encourage some to

start milling for their own account.

In most countries the main users of inventory credit will be

grain traders. If the pledging of stock in secure warehouses

controlled by a third party is found to provide a satisfactory

alternative to the use of other types of collateral then banks may

be persuaded to finance traders who have no previous credit

history. However, there is some doubt about this.

Problems with Introducing Inventory Credit

In the Philippines, commercial banks have for many years been

lending to rice millers for stocks held on the mill premises under

Government guarantee. Repayment rates have always exceeded 99

percent but banks remain reluctant to lend to millers against stock

without guarantee, even to millers with whom they have had

conventional banking relationships for many years.

It is possible that such an approach will be taken by

commercial banks operating in Africa. Despite the fact that the

bank will not be lending the entire value of the stock at the time

of deposit (it is recommended that loans should be based on 70-80

per cent of the value) and that the value of that stock can be

expected to rise, it may still wish to take title to fixed assets

of traders. This may present problems, given that many smaller

grain traders lack appropriate assets against which a mortgage can

be charged.

If banks are prepared to lend under inventory credit

arrangements without other collateral they will, of course, wish to

pre-quality borrowers and fix their credit limits in advance of the

season. This will require a sympathetic approach given that many

traders requiring such loans are relatively small, have a limited
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or non-existent banking history and may not be able to provide

balance sheets or cash flow statements.

Inventory credit should ideally be a commercial transaction

between trader and lender without the intervention of other

agencies. Experience with a trial operation of inventory credit in

Mali suggests that problems can arise when government agencies

become involved and seek to restrict the disbursement of loans

through banks for political reasons. In India, excessive

regulation of the percentage of the value of the stored crop

against which funds could be loaned, limits on quantities which

traders and millers could store and the fact that grain trading did

not qualify for priority lending made inventory credit almost

unworkable, despite the availability of excellent warehouse

networks.

There are thus responsibilities of Government to ensure the

correct environment for marketing credit to work. Foremost among

these is the need to ensure consistent policy relating to grain

marketing. Traders are not going to undertake storage even for a

few months if they sense a danger that the Government may impose

price controls, seize stocks on the grounds that the traders are

"hoarding", ban exports and permit unscheduled food aid imports or

suddenly release food security reserve stocks in response to only

modest price rices.

The temptation for Governments in Africa to adopt a similar

approach to that adopted in India and try to control the grain

market, even after liberalisation has supposedly taken place, will

remain strong. Policy changes will not remove the residual,

mistrust of the private sector. Moreover, the provision of

inventory credit may actually assist the private trade to

"speculate". At the outset it needs to be stressed to Governments

that traders will not undertake the important inter-seasonal

storage function unless it is profitable. If traders do not carry

out this function it will be done by farmers who are often not in

a position to bear this responsibility.

Although governments may be reluctant to divorce themselves

entirely from involvement in and regulation of grain markets, for

inventory credit to work any government involvement must be on the

basis of clearly defined parameters. As a minimum, the following

are suggested.

there should be no "official" minimum or maximum prices;

if' there is a market intervention Reserve, the farmgate

and retail price at which the Reserve might intervene in

the market should be specified at the beginning of the

season and not changed during the season;
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if there is a Food Security Reserve, the conditions under

which grain will be released from that Reserve should be

clearly stated. All Food Aid supplies should be released

on to the market under the same conditions as apply to

the Reserve. Food aid should not be sold solely for

monetization purposes unless annual quantities to be

released in this way are specified in advance of the

harvest;

there should be no regulations regarding quantities which

can be stocked by traders and others and where they can

stock. If regulations are deemed necessary they should

be specified before the harvest commences and not be

changed during the season;

there should be free movement of produce throughout the

country;

"commercial" imports and exports of grain should be
permitted.

There is no real reason why governments should be actively

involved in controlling inventory credit. The role of governments

should be primarily to bring to the attention of banks and traders

the possibility of such credit and to facilitate it through the.

passing of appropriate legislation and the provision of support
services, such as market price information systems, to enable banks
to make informed assessments of loan viability.

Inventory credit can only be successfully operated by banks if

governments refrain from intervening excessively in credit markets.

Thus/ as a minimum:

banks should be free to decide the percentage of the

value of the stock accepted as collateral;

banks should be f*ree to charge market rates of interest

in order to be able to cover their costs;

the total amount of money which can be lent for inventory

credit in any one year should, ideally, not be controlled
by governments and, if it is, this should be based on

parameters announced prior to the harvest which should
not be changed during the season.

Several countries in Africa undergoing structural adjustment

have experienced or are experiencing extremely high interest rates.

It would appear unlikely that inventory credit would appeal to

traders in such circumstances. Even though high interest rates

usually go hand-in-hand with high price inflation, the risks

associated with borrowing money at 100 percent per annum will be
higher than the risks involved in borrowing at ten percent.
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Moreover, at times of rapid price inflation the temptation for

governments to interfere in the market to control prices are so

much greater, with the danger that traders undertaking stockholding

will be unable to realise the expected profit and thus be unable to

pay back the loan.

To decide on whether to stock grains traders need information

about prices. Similarly, banks need this information to decide on

the viability of loans. Governments can support inventory credit

by providing the information necessary to enable traders and banks

to make informed decisions regarding the likely profitability of
stockholding.

Market Information services should primarily be designed to

provide immediate information to farmers and traders regarding

market price movements in order that the can decide in which

locations to sell and buy and when to release stocks onto the
market. The essence of an effective market information service is

thus its immediacy. Nevertheless, information generated and

disseminated on a daily or weekly basis over several years can be

used to identify seasonal price movements and hence assess storage
profitability. This is best done when correlated with production
information. One likely problem is that countries which have

recently undergone market liberalisation will not have a sufficient

number of years of open market price time series with which to make
an informed judgment.

By comparing seasonal price movements with production levels
over several previous years, it should be possible to assess, on

the basis of production forecasts, the likely profitability of
stockholding in the present year. Thus, at a very simple level; if

a harvest of x million tons in 1989 was followed by a price rise

over the season of 30 percent, which was sufficient to make

stockholding profitable, it could be assumed that a harvest of x-1
million tons in 1993 would also be profitable, assuming no
carryover stocks.

The Role of Parastatals

If the above problems can be resolved there still remains the

question of where private traders can store their grains. Criteria
for choice of storage agent are:

quality of storage facilities (warehouses and silos) and,

preferably, of associated grain handling equipment (grain
dryers and cleaners);

knowledge of grain handling and storage procedures;

demonstrated business skills, adequate funds to employ

appropriate warehouse staff, and to pay salaries
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sufficient to motivate them, and to purchase needed
supplies;

established relationships with banks and insurance
companies;

independence from trading interests. It would clearly be

untenable for a manager of collateral grain to also be a

grain trader. Ideally a warehousing company should not

engage in any trading activities which could possibly
jeopardise its viability.

In addition to the above points, traders will need to be
satisfied that the warehousing company has the ability to withstand

political interference. In times of food shortage, for example,

governments, whether national or local, may be tempted to

requisition stocks. The warehousing company must have the
authority to resist such attempts.

On the basis of the above where do parastatals fit in? Such

agencies have large storage capacities, often supplied by foreign
donors and of excellent quality. To date, only a few countries

have successfully identified alternative uses for these warehouses.

Some have been leased to private operators; on rare occasions
others have been sold.

Grain marketing parastatals could thus play a role as

warehouse operators for collateral grain. Many have considerable

expertise in correct storage techniques and pest-control
unexplained "leakages" which may mean that private traders or banks
are unlikely to entrust stock to them for safe keeping and

insurance companies are likely to charge excessively high premiums.
Parastatals will also lack the political independence to resist

possible attempts by governments concerned about "hoarding" to
seize stocks. Even so, inventory credit is being developed in
Ghana in close association with the former grain marketing board.

An alternative to using parastatals to provide such storage is

for the parastatals to lease their warehouses to private
individuals (former employees?) or companies. Parastatals have
generally tended to limit the use of their stores to products

falling within their remit, i.e. usually foodgrains and, perhaps,
farm inputs. However, there is scope for a network of warehouses
in urban and rural areas which offer secure storage for a wide
range of products.
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