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1 Introduction

Agriculture is receiving increasing attention asimstrument for growth, especially with the
World Development Report 2008 (WDR) titled “Agritule for Development” (2007b). In
that report institutional innovations are seen @g to achieve not only agricultural growth,
but also to include poor smallholders in this gfowThese institutional innovations are
expected to be able to overcome various marketr&s| including missing or incomplete
input and output markets, factor markets (includingncial markets) and insurance markets.
The Report sees a particular important role for“thed sector'—communities, collective
action, and NGOs— in overcoming some of the madwad state failures, with special
attention for producer organisations (POs, which ba defined as an agreement among
farmers to coordinate some activities, such aglyopurchasing inputs or delivering produce
to clients) as fundamental to reducing transactiosts in markets, achieving market power
and raising farmers’ voices in national and intéoval policy forums. More pointedly,
Dorward et al. (1995) argue that current emphasigesearch and policy discussions on the
institutional environment (such as property righégyulations, policies, social norms, etc.) in
Africa is at the expense of sufficient attentioniristitutional arrangemeritsThey call for
more investigation of arrangements, especiallyp$#) such as producer organisations, that do
not fit the textbook model of competition and exufpa among relatively small market
players.

In this paper we examine the case of instituti@medngements for marketing of farm produce
in the fresh fruits and vegetable (FFV) sector astAfrica, with specific focus on Tanzania.
FFV constitute high-value products that are indreglg seen as offering important growth
opportunities for farmers in many developing cowastr A concern for policy makers and
other stakeholders involved in development effestthus how marketing arrangements for
farmers’ sale of fresh vegetables can be suppantecter to promote pro-poor growth? Here,
we aim to contribute to the search for answerdhéodquestion, but limit ourselves to a more
modest objective, given how little these arrangeméiave been systematically documented
and analysed.

The principal research question addressed is in this paper is how alternativatinginal
arrangements for marketing fresh vegetables in d@azcompare in terms of transaction
costs, and how any differences are related to cterrstics of the product, market structure,
supply chain, quality requirements or farmers. Fhepose of such a comparison is to
develop a better understanding of how improvemémtgstitutional arrangements come
about and potentially how this process can be stg@poWe are thus less interested in trying
to determine which arrangements are most effigreat given situation, but more in what the
constraints are to improvements within these aearents. Such improvements could imply a
shift to another arrangement but improvements witkxisting arrangements are equally
interesting. Indeed we shall see that they may éeemore interesting.

Two alternative institutional arrangements for nedirkg fresh vegetables in Tanzania and
other East African countries, can now be observext to the ‘default’ option for most
farmers of spot market transactions: (i) producganisations (POs) and (ii) contract farming
(or combinations of the two), which is important fagh value, high quality crops (marketed
to supermarkets and export markets).



POs are currently seen by many NGOs donors as poriamt tool for strengthening market
access of smallholder farmers, thereby increasimgl rincome, enhancing smallholder
competitiveness and reducing poverty (IFAD, 2008)cEbridgeet al, 2003; Tonet al,
2007; World Bank, 2007b).

Aside from emphasis on innovations in institutionatfrangements, the WDR also
acknowledges that the state is important in coniingnthe extensive market failures and
uncertainties in agriculture. The report recognitess that agricultural development can be
constrained by good governance; in other words awgments in the institutional
environment could improve growth prospects in tggcaltural sector. In the current paper,
we are also interested in how both the relative albsblute level of transaction costs are
affected by elements of the institutional environinsuch as property rights, contract law,
and even informal (i.e. social) norms governingayedur.

This study can be seen as contributing to the reBesgenda identified at the most general
level for the agricultural sector by Masten (200M¢nard and Valceschini (2005), and

Sykuta and Cook (2001). These questions have besedpn the African context by Dorward

et al. (2005) and Fafchamps (2004) who emphasises htievibtknown about the operation

and development of markets in Sub-Saharan Africa.

1.1 Approach and outline of paper

This paper is comprised of three parts. First, ibical literature is used to establish a
framework with which we could structure our resbam@nd which would help us to
understand institutional arrangements. This frantkvi® described in chapter 2. Chapter 3
then describes which institutional arrangements banexpected on the basis of the
framework. Second, an empirical study was done amz&@nia to gather data that could
highlight several issues present in marketing Fi\simall-scale farmers and the different
institutional arrangements that they use. Thisascdbed in chapter 4. Third, the extensive
literature that exists on export marketing of aatlie chains for FFV in East Africa (Kenya,
Uganda, Ethiopia) was reviewed. Government polisighese countries have been different,
and have also contributed to a different institugiloenvironment. We will review these to
broaden the lessons learned in Tanzania. Thisseridbed in chapter 5. Chapter 6 concludes.
Together, the three parts lead to a better undetisig of the existing institutional
arrangements in use in East Africa to market FFV.

The empirical study was conducted through semesired interviews. During two weeks,
in-depth interviews were held with 47 differentks&tholders in the fresh fruit and vegetable
chain, ranging from NGOs, government officialspfars, traders, representatives of POs and
contractors of fresh fruit and vegetables (largdeséarmers and processors). An overview of
the stakeholders can be found in Annex 2. For riberviews a list of questions as well as a
list of topics for further discussion was used. Mbtitems were relevant for each interview,
and a selection was made where necessary. The lisherdn be found in Annex 1. The
interviews in Tanzania were conducted in diffenaautts of the country (Figure 1).
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2 Understanding institutional arrangements

In this paper we want to understand why certaiarggements to market fresh FFV exist and
how they are determined by transaction costs, ckenatics of the production process and
product, market structure, supply chain, qualityuieements or famers. We also want to
understand how changes in such arrangements camag ghrticularly in the form of reduced
transaction costs, in order to identify possil@ktiof encouraging this process. In order to do
this, we will outline a framework with which we canalyse these elements for Tanzania. We
will first outline how we define the institutiona@nvironment within which institutional
arrangements take place. We then focus on trapngsaotists, what they are and which factors
contribute to their absolute and relative sizetHa section on Tanzania we will use this
framework to verify if and to what extent thesenedmts exist and can explain the marketing
arrangements we observed for the FFV in Tanzania.

2.1 Institutional arrangements and the institutionalennment

Institutional arrangemerft refers to a set of rules or agreements goverringpttivities of a
specific group of people pursuing a certain obyectDifferent types of examples include a
contract (such as simply to exchange goods, omaeestopping agreement between landlord
and tenant farmer), a producers' organisation gaeesnent among farmers perhaps to jointly
purchase inputs or deliver produce to clients), aadon. Institutional arrangements thus
involve agreements to exchange or coordinate goodsrvices (such as labour). Concluding
and enforcing such agreements entails the expeadfuesources, referred to as transaction
costs, which are discussed in more detail in the s@ction.

The institutionalenvironmentconsists of the broader socio-economic framewoithimw
which different institutional arrangements takecplasuch as market transactions (agreements
to exchange goods and services), or organizatitrsngl groups involving individuals
working towards a common purpose). Figure 2 (basadWilliamson, 1998) shows
institutional arrangements in the middle of varidosmal and informal elements of the
institutional environment.

In considering the institutional environment, atidistion is often made betwedarmal and
informal institutions. Formal institutions are “embodiedcionstitutions, laws, the structure of
state decision (the number of veto players andr threidde of selection) and regulations
enforced by judges, courts, police, bureaucracy, tae like” whereas informal institutions
are “norms of conduct, perhaps historical tradgion religious precepts” enforced by custom
or habit. (Keefer and Shirley, 2000; cited in Wittison, 2002).

Within the various components making up the formstitutional environment, differences in
terms of applicable scope and specificity are tgagparent. For example, legal frameworks,
especially property and contract laws and theimpsujng institutions, have a fundamental
and broad significance for the cost and uncertaastyociated with exchanging goods and
services in general. On the other hand, governmamtroeconomic policy, which may
involve regulations concerning taxation, governnsg@nding, monetary policy and exchange
policy, is also to be viewed as part of the insittioal environment. But changes to these can
be frequent and seen as influencing relative mankiees in the econond.



Legal institutions are in fact an essential compored the institutional environment with
respect to underpinning economic growth and speai#n, though this does not imply that
there is a blueprint or single approach. Legal sutan foster efficient coordination and
contracting by providing for:

1. Clear criteria for enforcing agreements
2. Effective means of adjudicating and resolving dispu

3. The functioning of information networks that fatalie screening of potential partners and
policing of debtors and obligors and

4. A reasonably stable and honest policy environmbat protects transactions against
predation and erosion of value (2001: 3).

These mechanisms can act either directly, for el@nhy enabling parties to take disputes to
court or to arbitral bodies; or indirectly, for emple, by signalling the likelihood that state-

provided rules and adjudication systems will yiglgarticular result within a reasonable time.
This indirect influence helps set clear terms fartyp behaviour, for bilateral negotiations

between the parties where problems arise, or &pute-resolution by informal means.

A weak institutional environment, particularly irerins of legal frameworks, leads to
difficulties in enforcing impersonal contracts, aneht-seeking behaviour by politicians,
bureaucrats, criminals and the private sectorttfdse factors consume resources and inhibit
economic and technological development, which imbilaccess to markets and market
development. Low levels of economic activity leadhin markets, high transaction costs and
risks, and high unit costs for infrastructural depenent. This is one way of describing the
‘low level equilibrium traps’ afflicting the poorni many rural areas within low-income
economies (Dorwardt al, 2004b; Kydd and Dorward, 2004).

A well-functioning institutional environment is @dy important for economic development.
But what explains why poorer countries have underliged institutions, which institutions
much function effectively if countries are to deygl and what countries can do to improve
their institutions are all questions that are &itely open (Shirley, 2003). This paper aims to
help fill this gap in knowledge, with particulartexttion to the FFV sector. The discussion
above has identified the important role played hg institutional environment in the
determination of transaction costs. The next seandresses this concept in more detail.

10
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2.2 Transaction costs

Transaction costs are the resources expended inaege relations, in other words, to

agreements to exchange goods or services (i.e.rigejler relations). Transaction costs
consist thus of the efforts devoted to finding arkef negotiating, signing a contract,

controlling contract compliance, switching costscdase of premature termination of the
contract, and any lost opportunities. In genetalee types of transaction costs related to
commercial exchange can be distinguished:

1. Search and information costs: someone considering a certain transaction mastkdor
a suitable party with whom to trade and this segmatess involves costs. These costs
may consist of visits to possible traders (e.gnarkets), communication (e.g. telephone
calls), looking up prices, testing and quality eohetc. Acquiring information plays an
important role.

2. Bargaining and decision costs. these costs relate to time and (legal) advice ihaut
into bargaining and negotiating the agreement batvwarties. This agreement can be put
into a formal (written) contract or an informal (al) deal. Again information plays an
important role as some parties may have informati@at they do not disclose (called
asymmetric information).

3. Supervision and enforcement costs: these costs are related to time put into andscost
made to monitor whether the agreement is implendendeavoid opportunistic behaviour
by parties, and to enforce agreements. Informadisn plays here an important role, as
monitoring consists basically of gathering inforraat which may be costly. Parties may

11



have an incentive to hide their actions and theé taat they are not complying with the
agreement made.

These three types of costs correspond with stagesndertaking an exchange relation,
respectively termeaontact, contract and control (C-C-C) depicted in Figure 3 (North,
1990; Furubotn and Richter, 1998).

A large part of transaction costs consists of tkgeaditure of time on the part of buyers or
sellers. And this time (or other resources) is galhedevoted to acquiring information. In
many cases, the acquisition of such informationeseto reduce the extent of uncertainty the
buyer or seller confronts.

, \
T 2 i y 4+
gl by b
[ 3 $ )

Contact Contract Control

Figure 3: Three components of institutional arrangets

The essence of transaction cost economics (TCtatsrational economizing on transaction
costs by buyers and sellers (bilaterally or unikdtg) supports the use of the most efficient
institutional arrangement. Institutional arrangetseran be classified on a continuum ranging
from spot market to hierarchy (or vertical integyaj. In between these extremes, many
hybrid forms can be foufidContract farming is a typical hybrid. Shiftingofn spot market
through contracts and other hybrids to hierarchyamse reducing incentive intensity,
strengthening administrative control, reducing aataous adaptation and strengthening
coordinated adaptation (Williamson, 1991a). Foivamytype of exchange, TCE proposes that
the choice of institutional arrangement is detesdirby the size and distribution of the
transaction costs.

TCE is intended to be complementary to “traditiéredonomics with its focus on production
costs. The total costs of an economic activityraegle up of production costs (depending on
technology and inputs used, among other factorsivelk as transaction costs, which are
intended to provide an additional concept for exytg the organization of economic
activity. But these two cannot be completely sejgakaproduction costs depend also on how
the activity is organised, and transaction costmllg also have to be considered in terms of
specific products and technologies.

There are thus limits but also challenges to apglyiCE (Milgrom and Roberts, 1992). One
of these is empirical in nature. Transaction castsdifficult to specify, measure and compare
with more conventional types of costs. Researchave therefore emphasised the importance
of undertaking comparative analyses where differamangements can be found for
comparable types of transactions. Transaction ammtsthen more easily be analysed in a
relative, as opposed to absolute, manner. But iltain hypothetical arrangements often

12



cannot be observed, and the supposition is thenenthdt transaction costs of such
arrangements must be higher. But if production #madisaction costs cannot be clearly
separated in such instances, then the explanaties dot lie only in transaction costs. In
general, this problem does not arise in the prodacind marketing of FFV which is the
focus of this paper. Where we do not observe ceiitastitutional arrangements, we thus
consider the merits of an argument based on triosagosts relative to any other plausible
explanations for why certain arrangements are ouod.

The difficulties in measuring transaction costsgeparating them from other costs) can also
lead to rather imprecise statements that ascribexglanations to transaction costs. One
strategy for avoiding this is to use a systemagipraach to classifying different types of

transaction costs as well as their determinantsovAbwe have distinguished between
transaction costs at three stages of exchangenahe next section we systematically present
the main factors influencing the relative sizerahsaction costs.

Another limitation to TCE, in its simplest form, tise proposition of the theory that efficient
institutional arrangements minimize transactiontgoand that such efficient arrangements
will be chosen (Milgrom and Roberts, 1992). Tratisaccosts are incurred though by both
parties to a transaction. Each of these can bectegh¢o pursue its own objectives, including
minimizing its costs. But this is not necessarilg same as their trying to minimize the total
of their costs. This may well be the case when ttl@sacting parties have plenty of
opportunity to bargain over additional payments aodditions, and equally importantly,
where the parties’ behaviour is not influenced Hfetences in wealth or resources. But such
assumptions are clearly not applicable to manyasdans in the context of developing
countries. There, the organization of economicvégtis often clearly characterized by larger
inequalities between individuals in terms of accessvarious types of assets (financial,
human capital, natural resources, etc.). This cgpart anti-competitive behaviour and the
maintenance of dependency relationships, which eveyn be considered to be exploitative.
For example, control of market facilities or infation channels by traders or retailers might
reduce the possibilities for potential competit(@enstituting barriers to entry). This could
allow the former to favour the use of institutiomatangements that increase their net benefits
and discourage more efficient forms that woulddkea their interests.

There may thus be large overall inefficiencies ine tinstitutional arrangements.
Understanding where such constraints lie and hdiexicy gains are to be had, is thus a key
ingredient in looking for recipes for economic imapement, including for those in
unfavourable dependency exchange relationshipsgl@ssi North (1990) has demonstrated
how an understanding of both the extent and digioh of transaction costs is an important
part of explaining economic development.

Finally, Dorward and Kydd (2004b) propose that plaepose of institutional arrangements is
not to minimise transaction costs as such but toimse transactiomrisks For various
reasons, parties in an exchange face risks thafidogl transactions will fail, with the loss of
any investments in that transaction. They may fobeseneed to incur costs to protect
themselves against such transaction failure. Datveard Kydd view transaction costs as
necessary investments. Their focus is thus notednaing transaction costs but on reducing
transaction risks and finding the most appropriagtitutional arrangement that will reduce
these risks.

13



In summary, we seek to understand how differentcgsuof transaction risks and associated
transaction costs, including their distribution veeén buyers and sellers, influence the
institutional arrangements observed. In so doing,d@ not suggest that these arrangements
are necessarily the most efficient ones availdhl#eed, if anything, we hope to shed light on
how these arrangements could become both moréeeffias well as more equitable.

2.3 Factors influencing relative transaction costs

Two behavioural assumptions on which TCE relieshemended rationality and opportunism.
Opportunism extends the assumption of self-inter@uaportunistic behaviour includes
disguising attributes or preferences, distortingadaconcealing issues and otherwise
confusing or deceiving partners in exchange. Costbiwith asymmetric information it
becomes very costly to distinguish opportunistmnfrnon-opportunistic behaviour ex ante.
Bounded rationality implies that agents experielimoés in formulating and solving complex
problems and in processing (receiving, storingtieeing, transmitting) information. The
main consequences of these behavioural assumgtorezonomic organisation are that all
(complex) contracts are unavoidably incomplete g many complex incentive alignment
processes cannot be implemented, and that relyinigantract-as-promised” is fraught with
transaction risks (because of opportunism) (Wilsam 1981; Williamson, 1991b). These
assumptions provide the behavioural basis for fadtdluencing transaction costs.

There are various classifications of the factoffu@ncing transaction risks and the size of
transaction costs (see, for example ). In this pape follow a simple approach in which
transaction costs are affected by four kinds oftattes of the transaction in question

1. Asset specificity (the specificity of investmengsgjuired)

2. Uncertainty

3. Difficulty of measuring performance in fulfillindie terms of an agreed transaction
4. The need for coordination with other transactioiits wther actors

These factors are discussed in turn below. Théivelaize of transaction costs is then used in
chapter 3 to explain the use of alternative instihal arrangements for organizing exchange,
ranging from market exchange to hierarchies (irend or vertical integration) with various
hybrid forms such as contract farming or producerganisations.

2.3.1 Asset specificity

Asset specificity refers to the extent in whichastments made by one or both parties to a
transaction are specific to that transaction. Theans that such investments have less value
for alternative transactions with other partiest poor rural areas, asset specificity is mostly
the result of thin markets (i.e. few alternativangaction possibilities) (Dorward and Kydd,
2003). An agreement to sell a specific product $pecific buyer involves a certain amount of
risk for the producer in case the buyer fails ty llue product or wants to renegotiate the
price. Once the investments have been made thaigeods “locked into” the transaction.
Both parties may actually be reluctant to entev Brt agreement in the first place because of
these risks. These problems amount to a “hold-upblpm, which means that due to the risk
of becoming exploited, economic actors refrain fromaking otherwise profitable
investments. To avoid problems with asset spetjifigarties may (a) refrain from making
specific investments, (b) seek safeguards for theeeanent, that is, seek enforcement
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mechanisms, and (c) will enter into even more paabsed relationships (thus relying on
trustworthy relationships).

Three types of asset specificity are relevant ficaltural products and each is discussed
below: dedicated assets, temporal specificity dedspecificity (cf. Masten, 2000)

Dedicated assetgefer to investments in production techniques méaole a particular
customer. These investments may not be complgpelgifec to that customer, but they cannot
generate the same market value when used for anatk®mer. For agricultural production
this means that the buyer has specific requirememty as the type of product, specific
characteristics (taste, colour, quality), or prddut process (e.g. organic, Eurep/GlobalGap
certified), for which the producer has to made aiarinvestments (e.g. seeds, fertiliser etc).
For example, a farmer selling tomatoes to a trag®r not have made many investments with
only a certain transaction in mind. The farmer rhaye purchased some inputs and possibly
some equipment. Markets with fewer options to sdllincrease asset specificity. A farmer
selling organic pineapples to an exporter may WweNe invested in certain facilities and
training in order to meet the requirements foritied organic pineapple production. These
investments have less value for transactions othan with the pineapple exporter,
particularly if markets are thin and there is oohe potential exporter.

There may also be a two-way nature to this kindssiet specificity. If farmers fail to produce

the specific crops (e.g. do not completely compithwurep/GlobalGap standards), the buyer
cannot sell them on and may have to break his acinivith his customer. There is a potential
two-way hold-up problem. This may induce producard buyers to establish close personal
relationships and well-specified contracts.

The second type iemporal specificityn which timing of supply is important. The produc
might have to make certain investments to be ablaldliver on a specific time. For
agricultural production this may involve investimgirrigation, greenhouses, cold storage etc.
For many agricultural products such as FFV, tenipspacificity is related to the product’s
perishability, when the product is ripe it needsh® sold. In this sense, the farmer’s
investment in the production process is specifizeny thin markets (few potential traders
available). This situation may also arise when adr can enforce an exclusive trading
relationship. Farmers can thus be in a disadvadtagsition, compelled to sell against a
lower price because if they wait for a better pritteeir produce will be unsellable. The
potential for hold-ups is thus greater, implyingytrer transaction costs to cope with this.
These may be expended, for example, in the deveopmof personal relationships with
traders.

The final type issite specificity referring to transactions for which location @bguction is
important. Some fruits and vegetables only grow wetertain locations, which may be far
away from consumer locations. This means an ineceasle for traders such as collectors as
well as transporters. Buyers are restricted toiipereas to source produce. Information and
coordination costs increase with distance. Buyeay therefore choose to establish personal
relationships with producers in these areas satliegtare ensured of produce after they have
incurred (transport) costs, which can be seenxas investment. If the seller has already sold
to someone else, the buyer cannot recuperatentrestiment. This hold-up problem increases
when there are many buyers and few sellers. Howetlier reverse may also be true. A
producer located in a remote location may only ble & sell produce against a very low
price (local supply being abundant) and theref@gethds on traders from outside.
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In the extreme case of no asset specificity, thalynet that is produced by the farmer is
completely standard and can be sold to various rsuiyevarious markets, one would not
expect any personalised relationships betweenrsatié buyer, nor any specific agreement
(or contract) on the transaction. The expectedtiutginal arrangement would be a spot
market, with many anonymous buyers and sellers.eSstaple agricultural products come
close to this extreme case.

2.3.2 Uncertainty

Uncertainty is a basic feature of agricultural prottbn. The amount and quality of output
that will result from a given bundle of inputs aypically not known with certainty, due to
uncontrollable elements, such as weather. The teffet these uncontrollable factors are
accentuated by the fact that time itself plays diqdarly important role in agricultural
production, because long production lags are didthy the biological processes that underlie
the production of crops and the growth of animalus markets for agricultural products are
often characterised by volatile and possibly cyhcfluctuating prices. In the face of such
uncertainty, concluding agreements or contractifiult; in other words, transaction costs
are high, because renegotiating and adaptationtniighrequired when unforeseen events
emerge (Williamson, 1979).

2.3.3 Difficulty of performance measurement

Transaction costs are also affected by the extemthich it is difficult for one contracting
party to measure the performance of the other parfylfilling the terms of the contract.
When measuring performance is difficult, people swnly arrange their affairs to make
measurement easier or to reduce the importanceairae measurements (Milgrom and
Roberts, 1992:32).

Usually performance measurement is not a probleth fkiits and vegetables, as quantity
and quality is relatively easy to determine. Bumsocharacteristics may not be easily
determined, such as how the product was produced \fgthout pesticides in the case of
organic production). These types of transactios thuolve higher transaction costs.

As with asset specificity, the strategies for deghvith difficulties of measuring performance
also involve the use of more elaborate agreemenigarticular self-enforcing contracts. In
such contracts, usually called relational contratte parties have economic and social
incentives to honour it in all contingencies. Thadf-enforcement is based on trust and
reputation. Trust is built up by repetitive inteian, which generates information about the
trustworthiness of the trading partner. The rejmetibf short-term contracts often develops
into what the contracting parties interpret as regfterm contractual relationship. The trust
that is built up in the repetitive bilateral retatship has been called relational trust. The
second mechanism that makes informal contractsesétircing is reputation. The basic idea
is that if party A breaches the contract, party B (unilaterally) take action to damage the
reputation of the breaching party, for instance ihjorming third parties about the
untrustworthiness of the party A, thereby redudimg opportunities for future trade by party
A.

2.3.4 Coordination (connectedness to other transactions)

Transactions usually do not take place in an isdlabtanner and are often dependent on other
transactions in the supply chain or in the sectee (Kydd and Dorward, 2004; Dorwatal,
2007). For example, producers first need to prooyets (cash, seeds, fertilisers) before they
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can start producing and selling. In developing ¢oes, input markets may be relatively
undeveloped, inputs are not available at the righe, in the right quantities or at the right
guality. The efforts expended to coordinate them@us transactions can also be viewed as a
form of transaction cost (Milgrom and Roberts, 1992

Another example of connectedness among agriculttaiabactions is manifested by the use
of standard weights and measures which effectivelguce the costs of coordinating
otherwise unrelated transactions by a range of&cite transaction cost of selling a product
in a given market is affected by whether or notdsgyand sellers use a commonly accepted
set of weights, and this will also affect the acofstransacting between farmers and traders.

2.4 Summarising our approach

The issues that have been discussed above will foerstructure with which we will analyse
institutional arrangements for marketing FFV in EEAfrica. Together they constitute our
approach and can be summarised in three main qossti

1. To what extent can different institutional arrangens be explained as a solution to high
transaction risks resulting from the following fait (see Figure 4):

a. Asset specificity
b. Uncertainty
c. Performance measurement
d. Coordination requirements
2. Which institutional arrangements are observed farketing FFV?
a. What is the way in which contact is establishedavieen the farmer and purchaser?
b. What does the contract (agreement) entail?
c. How is the agreement monitored and enforced?

3. How has the institutional environment (includingvgmment policies) influenced the
institutional arrangements?

Factors influencing

Type of transaction cost ) )
transaction risks

Contact Asset specificity ¢ Product
) characteristics
Uncertainty
Contract Difficulty of performance Bounded
/r‘neasurement +—  rationality
Control Coordination Opportunism
requirements

Figure 4: Types of transaction costs related terd@hing factors
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We will first apply the first question above toféifent institutional arrangements which will
give us an indication of what one would expectde.sThis is done in the next chapter (3).
The second question has been addressed in theot&$e/ sector in Tanzania. We look
therefore in the subsequent chapter (4) to seeh&hetur expectations on the institutional
arrangements put forward in chapter 3 were coregt,when not, what the reasons might be.
The third question is addressed by comparing Taazaith Kenya, Uganda and Ethiopia.
These four countries have pursued different pdidie the past, and also have different
institutional environments. With this comparisore attempt to provide an indication on how
these policies and institutional environments haffected the FFV chains in East Africa
(chapter 6).
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3 Institutional arrangements explained

This chapter describes the various institutionabragements for marketing of FFV and
explains their occurrence in terms of transactiost @arguments, building on Chapter 2. We
distinguish different institutional arrangementsra a continuum with spot markets at one
extreme, hierarchy at the other, and hybrid formbeatween (Figure 5). These arrangements
can be described by a number of characteristigheftransaction: (1) relationship, which
varies from anonymous to personal; (2) coordinatiamich ranges from atomistic to
integrated; (3) duration/iteration, which rangesnir short/once to long/repetitive; (4)
formalization, which ranges from no formalizati@nfully formalized. At the one extreme are
spot markets in its purest form: transactions dva&acterized by anonymous relationships,
atomistic coordination, short term execution, nonfalization, and once-off exchange. Spot
markets in this pure form hardly exist as most raatkansactions are taking place between
persons that know each other and trade repetitivetyeach other.

A hybrid arrangement combines elements of market kierarchy, more particularly it
combines the coordination/governance mechanisnisateadominant in markets (i.e. price)
and hierarchy (i.e. authority). Under a hybrid agament parties to the transaction are still
motivated by monetary incentives (prices), but @strained in their individual decisions
because they have transferred part of their detisghts to the other party. Contract farming
(CF), producer organisation (PO) or a combinatibthe two (PO+CF) can be considered as
hybrid institutional arrangements. Both in a PO ander CF the producer has renounced part
of her individual decision rights; in the PO shea bacomply with the rules jointly agreed to,
and under CF she has to comply with the agreenwdritee contract. Placing PO and CF on
the continuum from spot market to hierarchy, we saythey involve personal relations, that
coordination is partly integrated, that duratiaevéition is variable: long + repetitive for PO,
and short + repetitive for CF, that formalizatian present (membership of a PO can be
considered as a contract).

Institutional Arrangements
Typology
TCE Market Hybrid Hierarchy
Detailed Pure Spot | Personalized| Multilateral Bilateral Equity Vertical
typology Market Market Contracting | Contracting | Participation | Integration
(SM) (PM) (MC) (BC) (EP) (W)
Examples Auction Preferred PO Contract | Joint Venture Firm
Supplier Farming
Characteristics
Relationship Anonymou  Personal Personal Persona Personal Persgnal
S
Duration /| Once-off Repetitive Repetitive Once-off /| Repetitive Repetitive
Iteration Repetitive
Formalization No No Yes Yes Yes Yes
Coordination of| Individual Individual Multilateral Bilateral Bilaral Unilateral
activities

Figure 5: Characteristics of different institutibaarangements
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3.1 Spot markets

Spot markets can be seen as the ‘default’ markejign for small rural farmers. Fafchamps
(2004:9) observes that “markets play a paramoulet iro Africa, arguably more so than in
developed countried” There are usually many intermediaries and masisactions are very
small. The market participants are either individuar very small firms (i.e. they are
atomistic). In a pure spot market, no personaticiahips are developed. The transaction is
executed “on the spot” and the three phases @ansdction (contact, contract and control) are
executed immediately. Note that there does not kabe a physical marketplace. The trader
will contact the farmer (or vice versa), inspect peducts, negotiate a price, seal the deal,
pay and collect the products all within a few hoarsess. In such a pure form of market
transaction, transaction costs are very low fohlparties.

In reality, markets in Africa are actually charaited by very high transaction costs
(Fafchamps, 2004; Kydd and Dorward, 2004) and araay from the theoretical ideal-type
spot market (Jaffee and Gordon, 1992). Evidencéeateld in Africa—and elsewhere
suggests that input and output markets, as wédaer markets (e.g. for labour or credit) are
beset with informational problems of moral hazamil adverse selectifinas well as with
contract enforcement problems, that all shape eunanexchange and determine how
efficient markets are (Bigsteet al, 1999). In this section we will discuss, using Ufe 4,
why there are such high transaction costs, whatifaplay a role, and what (organisational)
solutions market agents have found to lower trar@acosts.

Often, FFV only grow under very specific agro-climaconditions, which limits the area
where they can be grown and these areas may bevednitom main markets (e.g. in the
capital city) and consumers. The transaction cqstgjcularly for traders, involve the time
obtaining information on the likely supply in termsquantity and quality (has it been a good
season or not), which may involve travelling to tpeoduction area several times.
Establishing personal relationships may therefeedivantageous to traders — they can then
call farmers by mobile telephone to check progr&exuring supply may be difficult when
there are many buyers but few sellers and tradexg pnefer to secure an agreement in
advance to assure supply. Thus within spot marketsall transactions are characterised by
impersonal trade.

Because the coordination task is complex (sourdifigrent types and quantities of FFV
from different, remote location to different marketraders operating in the main markets
usually employ or contract other actors to confactners, gather information on supply,
quality and prices, purchase, inspect, pack anusp@t goods. This can result in a long
supply chain involving many middlemen and otheroextsuch as transporters, farmer-
collectors, packers etc.

In spot markets FFV, uncertainty and seasonalitprofiuction is reflected in pronounced
price and quantity variations (see Figure 6 foreaample). Due to climatic variability the
quality and quantity of production cannot be actlyapredicted and therefore the buyer
needs information to form expectations on the Vikelipply, so that he can match it with
demand and base price projections on this. Whevekts for a certain product are likely to
be bad, securing supply becomes more importarte Frictuations reflect this uncertainty.
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Figure 6: Price of tomato at Kilombera market iugina, 2005.
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Transactions in FFV spot markets are also shapedthiey difficulty in monitoring
performance. Information asymmetry supports opmpostic behaviour by traders,
particularly when distances between productionsaegdl main consumer markets are greater.
Information about consumer preferences, prices aim markets may not be readily available
for (remote) farmers, and obtaining them may bey vawstly. Thus traders having this
information can decide not to share it with farmergrovide farmers with misinformation
(e.g. state lower prices than those in main maykeis provide information on consumer
preferences with respect to grades or product ctersatics). The mobile phone has lowered
this asymmetric information and other systems saglproviding bus drivers with relevant
market information are also being tried out in gad developing countries.

As a result of these difficulties in checking penfiance, more personal relationships may
form in spot markets with traders and farmers @mgeinto (informal) agreements. But there
Is always the possibility of one of the parties notplying: a farmer may sell to another
trader who offers a higher price or a quick saleaarader may purchase from another
farmers for a lower price. When perishable prodiweh as FFV are involved and markets are
thin, such breaches can impose high costs. Fanostwhen a farmer cannot sell the produce
to another trader and the crop has deteriorated lmmmbme unsellable. Reducing such
uncertainty through personal relationships thaldisth trust become important, especially in
the case where the institutional environmental does offer suitable enforcement
mechanisms (formal or informal).

3.2 Contract farming

Contract farming has been defined as an agreenstwebn farmers and processing and/or
marketing firms for the production and supply ofriagitural products under forward
agreements, frequently at predetermined priceso(Eahd Shepherd, 2001). The agreement
often includes the provision of production suppbyt the buyer (the processing and/or
marketing firm) to the producer, for instance thgpy of production inputs or technical
assistance. The basis of a contract farming arraegeis a commitment on the part of the
farmer to provide a specific commodity in quanstend at quality standards determined by
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the buyer and a commitment on the part of the bto/support the farmer’s production and to
purchase the commodity.

Producing on a contractual basis is not new tocatjure. Contract farming has existed for a
long time, particularly for perishable agricultugaoducts going to the processing industry,
such as fruits and vegetables for the preserved iiodustry. In the second half of the 20th
century, contract farming has become more impoitatite agriculture and food industries of
the developed countries (Royer and Rogers, 1998)rr& by changes in (international)
competition, consumer demands, technology and gowental policies, agricultural systems
are increasingly organized into tightly alignediasaand networks, where the coordination of
production, processing and distribution activitissclosely managed. Contracting between
producers and processing/marketing agribusinessasof the methods to strengthen vertical
coordination in the agri-food chain.

Also in developing countries, contract farming iscbming more important. Developing
countries are impacted by the same trends in thefagl system as developed countries.
Thus, they also experience the effects of traderdiization and therefore increased
competition, the changes in consumer preferentesntroduction of stricter quality and
safety regulations, both public and private. Iniidid, developing countries are experiencing
a number of trends that particularly favour the d contract farming (Reardon and Barrett,
2000). One of these trends is the rapid rise oesuprkets in food retailing (Reardon and
Berdegué, 2002). Supermarket procurement praabiftes include the application of private
guality standards and a limitation of the numbeisoppliers (only working with preferred
suppliers). Another trend relevant for contract ifagrin developing countries is the reduction
of the role of the state in supporting activitiesdaservices provision. As independent
commercial service and inputs provision is oftenakvén developing countries, contract
farming can solve the problem of farmer accesspatis and technical assistance. Contract
farming is often seen as one of the methods ofrignlsmallholder farmers to domestic and
even foreign markets (Kirsten and Sartorius, 2@#=nz-Segura, 2006).

Initiating actors for contract farming are usualyyers seeking to increase capacity
utilisation of specific assets (in the case of pssing), but they may also be driven by state
concerns to promote critical commodity chains @gample in China), or they could be input
suppliers who wish to expand input sales (exangaasbe found in the feed to meat chains of
developed countries; often called chain integratohscentives for buyers to engage in
contract farming with smallholder farmers usuallys@a from some combination of the
following conditions (Poultoret al, 2005; Dorwarcet al, 2006b):

a. limited opportunities to source farm produce framleépendent or vertically integrated
larger farms either because they do not exist oalree larger farms have more profitable
production alternatives;

b. limited opportunities to source farm produce fraxseng smallholder markets;

c. more labour intensive products (giving small famiyerated farms a competitive
advantage).

d. products with lower credence characteristics (ibatvhere quality can be determined
from product inspection without, for example, qtyabr food safety monitoring processes
during production);
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e. small farmer motivations for participation that exd beyond short term direct profits
from participation;

f. some form of horizontal farmer coordination (isame firm of producers’ organisation)

Reviews of studies of contract farming (e.g. Kinséad Sartorius, 2002; Singh, 2002) suggest
that contract farming arrangements do allow snaathkrs to achieve higher yields, diversify

into new crops, and to increase income. Howevey #iso note a number of disadvantages
and threats, such as the limits to the inclusieitgontract farming schemes (often restricted
to the top tier of smallholder producers), the mftmequal relations between monopsonistic
buyers and many supplying farmers, the bearinggsf hisks by farmers, and the decline over

time of terms for farmers in the process of ‘agsibess normalisation’.

Modern (international) agri-food supply chains arghly demanding on the delivery
conditions and the quality of the products. Requ@sts on suppliers include homogeneous
and guaranteed quality, large uniform quantitiead aomplying with strict delivery
conditions. Both the increase in international $ygpains as well as the rise of supermarkets
in domestic food retailing have major implicatiofa all actors in their supply chain.
Supermarkets in general favour centralized procargnsystem, specialized and dedicated
wholesalers, preferred supplier systems, and @rigsgandards for fresh produce (Shepherd,
2005). These purchasing practices not only redaoe market transactions with contracting,
but also have a tendency to exclude smallholdendes.

Supply chain partnering among producers, tradergcgssors and retailers implies
interdependencies among the activites of the iddasd chain actors. These

interdependencies not only exist in improved logsst(such as reduced lead times and
reduced inventories), but also in targeted margetiifiorts and quality assurance systems. All
of these activities require more vertical coordmatand enhanced information exchange.
Thus, supply chain management has become more tampon the agri-food industry, also

for small farmers seeking to strengthen their pmsiin (international) agri-food markets.

3.2.1 Different types of contract farming

Dorward et al. (2006a) conclude that the wide vgrign existing contract farming
arrangements and their varied success in benefgingllholders and agribusiness farms
demonstrate that these arrangements are complexhahdheir performance and potential
benefits are highly sensitive to specific featuodsthe products, firms, communities and
contractual arrangements involved. Despite themmlexity and contingency nature, several
typologies of contracts in CF have been made. Tassical typology by Mighel and Jones
(1963) distinguishes between market-specificatioantracts, production-management
contracts, and resource-providing contracts. Tleeséracts can be compared in terms of the
main objectives, the transfer of decision-rightsr{f the farmer to the buyer), and the transfer
of risks:

1. A market-specification (or marketing) contract is a pre-harvest agreement between
producers and buyers on the conditions governiegstide of the crop/animal. Besides
time and location of sales, these conditions ineldde quality of the product, thus
affecting a few of the production decisions of tfemer. The buyer reduces the
producer’s uncertainty of locating a market for tharvest. Under the market-
specification contract the farmer maintains mosthaf decision rights over his farming
activities. Under this contract the farmer bearsinad the production risk and some of the
market risks. No pre-determined price has beereagoetween contract parties.
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2. The production-management contract gives more control to the buyer thanrtfaket-
specification contract, as the buyer will inspemduction processes and specify input
usage. Under this type of contract, producers atgréellow precise production methods
and input regimes. Under the production-manager@ntract, the farmer has delegated a
substantial part of his decision rights over caftion and harvesting practices to the
buyer; he is willing to do so because the buyeesak most of the market risks and some
of the production risks. Usually a predetermineteior price range) has been agreed
upon.

3. Under theresour ce-providing contract the buyer not only provides a marketeddtr the
product, but he also provides key inputs. Providmguts is a way of providing in-kind
credit, the cost of which is recovered upon prodigltvery. How much decision-rights
and risk is transfer from the farmer to the bugepends on the actual contract. Resource-
providing contracts can include production-manag#méehus shifting most decision-
rights and risks to the buyer, but can also foauy on providing inputs and an output
market and leaving most of the production decisiamsvell as a substantial part of the
risk with the farmer. Under a resource-providingttact, some agreement on prices also
has to be made.

Discussions of contract farming are often confusiagause there are so many different types
of contracts and actors (private sector firms, jpusdctor firms and parastatals, international
aid agencies) (Baumann, 2000). For instance, ttme eeitgrower schemeis often used for
arrangements that provide production and marketarygices to farmers on their own land.
According to Glover and Kusterer (1990) these ayeaments are generally a government
scheme with a public enterprise, purchasing crops farmers, either on its own or as a joint
venture with a private firm. They use the term cactt farming to refer to the same
arrangement in the private sectdlucleus estate-outgroweschemes are arrangements in
which a core estate and factory is establishedfamaers in the surrounding area grow crops
on part of their own land, which they sell to thactbry for processingMultipartite
arrangementds a term often used in the literature to empleatie participation of several
actors.

3.2.2 Contract farming as a transaction cost reducingaengement

In chapter 2 it was explained that institutionahagements can be considered as solutions to
transactional problems, particularly high transattcosts. It has been explained that high

transaction costs are determined by a number afactaistics of the transactions, such as

asset specificity, uncertainty, difficult perforntanmeasurement and coordination. Here we
will discuss contract farming as a tool to reducansaction costs related to those four

characteristics of transactions.

Asset specificity

Asset specificity is in general low in most FFV nsactions: products are of a generic
character, investments (by farmers) are usuallydod generally not specific to a particular
buyer. These characteristics would not favour astititional arrangement like contract
farming. However, under a number of conditions,t@et farming becomes more attractive,
both for producers and buyers. A classical exarmptbee FFV industry is the production for
the processing industry. Because processing reqguubstantial investments in plant and
machinery which cannot be used for other purpopescessors want to be assured of
sufficient quantity and quality of supplies. As spmarkets usually cannot guarantee
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sufficient quantity and quality, processors oftéro@se to source their raw material through
contracts with farmers.

Another example is when products have to compl sjtecific quality requirements (such as
organic or Eurep/GlobalGAP). Farmers will not malexessary investments to meet these
requirements because they entail a high marked.rlskestments include the effort in finding
proper inputs and technical assistance. Thus, buyfeorganic products enter into contracts
with producers, providing them with resources, techl assistance, and marketing
guarantees.

There are a few disadvantages for farmers withedsio production or resource-providing
contracts. For instance, farmers lose flexibilitytheir choice of farming activities. Bound to
a crop or livestock enterprise by a contract, fasr@annot adjust production mixes so as to
benefit from market opportunities. Second, deliveciedules may be set by buyers so as to
influence prices paid to farmers. This strategy kappen when prices are rapidly changing
and buyers adjust the delivery schedule to berfiefih market volatility. Third, the risks
normally associated with monoculture practicesigeeeased. Intensified production of single
agricultural crops, or the concentration of anitmalds, increases the chances of diseases.

Uncertainty and performance measurement

Contract farming can solve a number of problemateel to uncertainty and difficulty of
measuring contract performance, which may confomth the producer and the buyer. For
the producer uncertainty about buyers and prices raduced, as contracts provide a
guaranteed outlet and typically specify at the beigig of the growing cycle the prices to be
paid at product delivery. Thereby, income stabiltybtained, particularly if the contract is a
long term contract or can easily be renewed. Ferlitiyer, contracts reduce the risk of
obtaining sufficient produce at the right time asfdhe right quality, which may be crucial
for processing but also for traders that have eatdrfor supplying supermarkets.

Farmers’ default on contracts can occur becauspraduction failure or simply because

farmers have sold the produce to competing buparsly to avoid repaying credit and inputs

they received as part of the contract or to rechigler prices outside the contractual bond.
This is especially problematic where alternativerkats are easily accessible and where
contractual enforcement is weak. In resource piravigontracts, a known problem is the

potential use of the distributed inputs in alteilveatrop and livestock activities.

Buyers might also renege on contractual terms rketacircumstances change. For instance,
if market prices at product delivery time are sahsally different from prices agreed in the
contract, buyer may force renegotiation or may gega contractual hold-up. Such hold-up
could be the rejection of products delivered unither pretext of non-conformity to quality
regulations. For farmers it is usually impossible ai least very costly to check the
appropriateness of the buyer’s claim. Buyers magho intentionally avoid transparency in
the price determination mechanisms of the contraeking it very difficult for the farmer to
assess whether he has received a proper remumeratio

Besides reducing risk and transaction costs, buyerg experience a number of economic
benefits resulting from lower purchase prices. Bgvming inputs to all of the contracted
farmers, inputs costs per unit are reduced forfaéinmer, thus allowing output prices to be
reduced. In addition, by contracting with small lecarmers buyers can benefit from the
advantages of family farms, particularly for labdotensive crop and animal production
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systems. Moreover, buyer access to credit and dielssis facilitated. The reduction of risks
in the buyer’s supply chain and the economies alesassociated with contracting operations
are conditions that in principle increase a finagdnstitute’s willingness to lend.

Contract farming allows better performance measargnas agreements have been made on
how and when to monitor product quality. Under adoction-management contract, the
buyer has good options to influence the producfiootess (indirectly by providing inputs,
and directly by supervising the cultivation). Caatts also provide an opportunity for
repeated interaction which generates informatiorthenactions and products of particular
producers.

However, when dealing with large numbers of farméxsyers still face high transaction
costs. Managing a commercial relationship with ariagy of partners is a complex task,
requiring investments in personnel, in controls snchonitoring systems.

Coordination

Key and Runsten (1999) have argued that contrantirig is considered an institutional
response to imperfections in markets for credisurance, technical assistance, inputs for
production, etc. Producers often face productisksribecause of the uncertainty about the
availability and quality of inputs. Failures in uipmarkets are circumvented by direct
provision of these inputs through contract farmiaugg the economies of scale allowed by the
larger purchases of inputs by the buyer which capdssed on to farmers via reduced costs.
Contracts commonly include provisions on technasaistance, often to help farmers to raise
product quality and thus obtain a higher produateprWithout such assistance, farmers may
not be willing or able to venture into innovativeop and livestock enterprises as these
innovative activities involve higher risks. At tleame time, this technical assistance can
enhance farm production and the management sKilkheo farmer, and spill-over effects
might happen if farmers also have non-contracted and livestock activities.

Access to credit is also enhanced under a resquoseding contract, in which the buyer
supplies working capital in kind, via input prowsi Such a transaction is guaranteed by the
commercial commitment between farmer and buyertH&ysame token, access to credit for
both working capital and fixed capital is enhandadthe case of market specification
contracts, because banks may accept the contraconthitment as a sufficient guarantee for
the granting of loans. This credit can be seenmsdvance payment. There are various
systems possible for determining prices or shapince risk. The trader could fix a price in
advance, taking into account price expectationsyhich case the risk lies completely with
the trader. The trader could offer the price tkaturrent at the time of collecting the goods,
or the price the trader received when selling tloglpce in the market, in which case the risk
lies completely with the farmer. Any price betweabase two in which the trader and farmer
share price risk is possible. The difference bebhnbe cost of inputs supplied and the price
paid can be quite large, reflecting a high interagt. The system is therefore often seen as a
distortion, reflecting on the power imbalance betwéraders and farmers. However, Hayami
and Kawagoe (2001) show that this does not alwags o be the case, and that farmers may
actually benefit from such schemealthough the risk of indebtedness can be a pnoblée
downside of easy access to credit is the possidiitincur mounting debts. As Da Silva
(2005) has emphasized, most of these negative tssplemontract farming result from the fact
that the relationship between individual farmerd #re buyer is uneven, the latter often in a
position to exercise power and uncompetitive cohdiuche definition of the terms of the
transactions.
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Also for buyers, contract farming may have varidgnefits with respect to coordination

costs as a greater regularity of agricultural pobdsupplies makes possible a better
coordination of processing activities or with timaibhg of the demands from their own clients.
On the other hand, this may be costly to buyersthay internalize the cost of support
services, such as extension, transportation, gualinitoring and financial services, which in

competing regions may be provided free of chargepbplic agencies. Finally, contract

farming may lead a loss of flexibility to seek aftative supply sources, which is particularly
problematic if economic conditions change in favoliseeking alternative sources.

Bogetoft and Olesen (2004) have applied the is§geardination to the design of production

contracts. They argue that coordination must enthaeproduction is optimized throughout

the entire supply chain. Lack of coordination leadssub-optimization where decision-

makers ‘optimize’ their own decisions without catesing all the consequences for other
decision makers in the supply chain.

In a situation where many producers supply to oageb (e.g. a processor), an important
aspect of coordination is the minimization of protlon costs. From an efficiency
perspective, producers with lower marginal costsukhbe allocated a larger share of the
production. The allocation can be handled throughmaaket approach, where producers
compete for the right to produce through auctigasther approach is centralized decision-
making, where the buyer chooses the producershaidproduction levels. Coordination can
generally be achieved using instructions or prigmals, or a combination of the two.
Bogetoft and Olesen (2004) state that it is oft@raetive to coordinate qualitative aspects as
well as matching and synchronizing problems vidrutdions, and quantitative aspects via
prices.

This implies that when quality and synchronizatisetome more important, such as in high-
quality chains, supermarket supply chains, andspalle product chains, contractual
arrangements are more likely to include hierardhtcardination elements (i.e., centralized
decision-making and giving instructions). Modemtérnational) agrifood supply chains are
highly demanding on the delivery conditions and theality of the products (thus on
coordination in the supply chain). Requirements soppliers include homogeneous and
guaranteed quality, large uniform quantities, anthglying with strict delivery conditions.
Particularly the rise of supermarkets in retailiffgesh) agricultural products has major
implications for all actors in their supply chaBupermarkets in general favour centralized
procurement systems, specialized and dedicatedesdlelrs, preferred supplier systems, and
private standards for fresh produce (Shepherd, 2F@s traders/wholesalers to supply these
demanding supermarkets, they need sufficient qiyamthd homogeneous quality. Spot
markets have difficulty in meeting these retailuiegments, thus providing an incentive for
traders/wholesalers to set up contract farminghgements with multiple producers.
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3.3 Producers’ organisations

While contract farming is an institutional arrangarhinitiated by the processor/ marketing
firm as a tool to reduce costs in its sourcing geations, farmers themselves can choose
another arrangement to give them more control dwerprocessing and marketing of their
products. This alternative arrangement is the Rrexdu Organisation (PO). A PO can be
defined as a member-based organisation createdolygers to provide services that support
the members’ farming activities. A PO is an ecormorganisation, often legally a firm, and
therefore distinguishes itself from a farmers’ arigation (or farmers’ union) that is usually
an advocacy organisation. A major distinction cannlade among POs into cooperattVes
and bargaining associations. Although both are neeghipp based service providers, the
cooperative usually is a collectively owned firmtlwieconomic activities, assets and
strategies, while the association should not ba ase firm itself but as an economic interest
organisation. In reality, however, this distinctia not clear-cut, with associations often
taking up different economic functions.

POs may have different functions. Bosc et al., {30distinguish five types of functions:
economic functions, social functions, representationformation sharing, and coordination.
The World Bank (2007b) distinguished three catezpof functions: economic services by
commodity-specific organizations, broad interegtresentation by advocacy groups, and
diverse economic and social services by multipugparganizations. In this paper the focus is
on POs that play a role in supporting the farmeprimducing and marketing fresh fruits and
vegetables. POs can provide their members witlfioll@ving services (Bijman, 2002):

Direct supply chain coordination: collecting, sogj grading, processing, logistics;
Market information collection and provision;

Credit: collective schemes including microfinance;

Bargaining: with input suppliers or purchaserskdibrs/traders;

Innovation and knowledge transfer;

Establishing a quality assurance system;

N o o M w DR

Risk sharing.

Why would farmers set up a PO to provide such sesvicollectively, as opposed to
attempting to undertake themselves, or to pay atberice providers, if available? The basic
economic rationale for such collective action maydassified according to the following
areas, all of which relate to reducing transactiosts:

1. Market structure and bargaining power: collectoasiers may benefit from barriers to
entry and thus be able to exercise market powsrain relationships with producers.
Producers may wish to market their produce colletyiin order to counteract this
market power and in order to obtain more favouradims/prices.

2. Information asymmetry: collectors/traders may hawmeinformation advantage about
market conditions and do not have an interest iaris this information with
producers. In other words, the interests of su¢brags not aligned with those of the
farmers. This form of asymmetric information camdeto high transaction costs,
particularly in negotiating contracts.

3. Asset specificity and hold-up risks: Buyers mayuieg specific produce or production
processes that involve certain investments (egdssanputs, training), which would
make the producer(s) dependent on the buyer. Wihem iasvestments are made by a
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group of farmers, or when the buyer participatethese investments, it reduces the
vulnerability of the individual farmer.

4. Risk sharing: Farmers may not have many optiongBuring against particular risks,
including environmental and weather risks. They rbayable to reduce transaction
costs of such insurance by sharing risk.

5. Fragmented production/structural barriers to adhgeveconomies of scale: When
landholdings (or individual farm production) are amin relation to demand by
individual collectors/traders, this raises the sost transacting (on a physical unit
basis). By reducing these costs through joint ctth@, sorting and grading the PO
can offer a profitable opportunity to buyers.

The first four of these justifications for coordied action by a PO essentially serve to
alleviate problems experienced by farmers, whike st one is based more on lowering
(transaction) costs for their clients (thus alsoddting producers indirectly by increasing the
volume of profitable transactions).

Thus one can hypothesise that the economic feigibil collective undertaking of some
functions by a PO depends on the extent to whidsehfactors offer gains in terms of
transaction costs, relative to individual, “atondiséulfilment of these functions. The specific
circumstances of the fresh vegetable sector, winiclude relatively high perishability and a
wider diversity of products and qualities, leadspecific predictions in this regard, partly
based on observed experience in industrialisedtdeanFor example, a more concentrated
market of collectors/traders may indicate potengains for farmers from undertaking
collective bargaining through a PO, but will beueed by the extent to which farmers face
competition. And a less concentrated market, acemmep by strong demand, can make the
collective organisation of sale through an aucttiractive.

A study on the incidence and economic rationale dargaining associations in the US
agricultural markets showed that bargaining isjast about increasing price paid to farmers
(Hueth and Marcoul, 2003). They found no empiriealdence indicating that cooperative
bargaining has any direct influence on price. N#nhatess, the price negotiation process
turned out to be useful in itself as a form of pridiscovery in markets where there is
uncertainty about market supply and demand comitio

Another example concerns the fragmented nature roflystion; the gains from a PO
undertaking bargaining or selling of produce w#! greater if farmers are relatively uniform
in productivity and quality. If there are large &ityadifferences, the higher quality farmers
will have less interest in allowing a PO to negetiaontracts, or in selling collectively with
lower quality farmers. Related to this, achievimpreomies of scale in transactions depends
on whether these are also realised at the tradhulésale scale. There are fewer gains to
collective sale of produce when traders also remalatively small-scale. On the other hand,
when scale is important in trading and wholesaliog,instance when the buyer (especially
perhaps in the case of processing or exportinglires large quantities of relatively uniform
quality, then a PO might provide gains in both oigiag sale and delivery, but also
collection and sorting. Other factors influencirtge tpotential for economies of scale in
transactions include the technical possibilitiesl aosts of storage (again in relation to
demand), which is in turn strongly affected by degree of perishability.

A further example concerns the asset specificisoasted with investments in marketing
(including branding) of lower volume specialty oicle products. This is related to the
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fragmented nature of production, in that there iastitutional constraints to one producer
expanding so that she is able to achieve a scal@llows the capture of the benefits from the
asset-specific investments.

The nature of information asymmetry can affecttyge of gains from a PO. When farmers
have less information about prices and market tutlean collectors/traders, then a PO can
bargain on their behalf. When farmers have les®rindtion about specific quality
requirements (as in the case of export marketsjy the information transfer and production
function of a PO is relatively more important.

Finally, it is worth noting that the economic batefrom a PO may also be less feasible in a
situation of historical relational exchange betwegeowers and collectors/traders. There are
effectively barriers (higher costs) to changingling partners. The exchange could even be
tied to other types of exchange between the pariffier instance when kinship is at stake, or
when producer and collector are tied by credities

Taking these considerations into account, we catagxthe general pattern of where POs are
found to be active in sale and marketing in the BE®tor of industrialised countries (Bijman,
2002). First of all, POs may function as auctionmeratives when the demand is larger than
supply and various qualities are supported in theket, for instance for high quality
perishable seasonal products, like asparagus. 8gcoRPOs function as bargaining
associations in the case of products for the psdegsndustry. And finally POs function as
marketing associations (in the sense of brandirgy @oduct promotion), particularly for
specialty products.

One of the strong points of a PO in organising retnk) transactions on behalf of the
member-producer is that it can make use of soaipital present in the community in which
the PO functions and/or that is present in the risgdion itself. Social capital reduces the
transaction costs that are caused by informatigmmametry. The PO can use informal
mechanisms, in the community and in the organisatio improve information exchange
among the members and between members and outsililegt partners. The social capital in
the PO, in the form of social norms, identificatiand commitment, reduces the transaction
costs caused by uncertainty and difficulties in soei@g performance (Borgen, 2001). Thus,
producers as members of a PO have lower risk obrdyppistic behaviour by the marketing
firm (as it is collectively owned and controlled llgemselves) and have lower risk of
opportunistic behaviour by other member-producerssacial mechanisms keep members
from such behaviour. In fact, member behaviour PQais constrained by three mechanisms
that work together in a delicate balance: powetttobnmaterial incentives and social norms
of cooperation (Thorgt al, 2005). Power/control relates to the decisionteghat have been
transferred from the individual to the group (thaghe PO); material incentives relate to the
economic benefit that the producers obtain now amdthe future from committed
membership; and cooperation refers to the abovdiomea willingness to identify with the
common goal. This is not to say that POs are thalidiorld, and we acknowledge the many
examples of their malfunctioning, however, POs dwehsubstantial potential to reduce
transaction costs.

A distinction can be made between formal and infdrfAOs. There are advantages and
disadvantages of both formalization and stayingrmfl, very often depending on the

particular social and political, and legal contéitte following arguments can be put forward
for formalization. First, a formal legal status yides POs, just like other legal persons, with
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the ability to enter into contracts and to borrowray. Without legal status for the PO, any
contract with a third party must be with an indivad member or with individual members of
the PO. Second, without a legal framework, eachugrof associated individuals must
determine the nature of their relationship to eattier and their governing structure. Third, a
formal PO and its membership can more easily beepted from abuses such as fraudulent
use of funds or the misuse of name and identitthefPO. Fourth, a special legal status also
facilitates the (inter)national collaboration of $Ofor instance in dedicated federative
organisations. Fifth, having a legal status clesifthe rules on liability of the PO and its
members. While full liability of the members foretldebts of the PO is attractive to any
borrower, as the loans can be recouped from the bmemin case the PO is no longer
solvable, it is less attractive for the memberse Bdvantages of formalization may become
more important when POs want to enter into condragth buyers about the delivery of
special quantities and special qualities of farmdpcts. Thus, formalization seems to be a
basic requirement for POs that want to establisbustainable trading relationship with
downstream actors in the agrifood supply chain.

3.4 Contract farming with producer organisations

Although contract farming and POs are often preskas two different, and even opposing,
institutional arrangements, they can also be cemnsdlas complementary solutions. POs can
solve a number of barriers to efficient use of cactt farming, thus making CF more
attractive for farmers.

Basically, POs can play two roles in facilitatingnéract farming. First, they can become part
of the supply chain themselves by collecting, sgrtgrading, etc of the products. Thus, they
are actually organizing part of the supply chairtivéiees. Second, they can bargain
favourable terms with the contractor. In additibeyt can lobby the national government, and
they can collect information on markets and othgpastunities. In industrialised countries,
POs that take up the first role are calleabperatives while the POs that restrict their
activities to negotiating are call&a@rgaining associations

Coulteret al (1999) state that POs such as farmer associagiotscooperatives can tackle
the problem of contract default as well as theasstithe small scale of farmer operations.
POs are used as an intermediary between farmersanichctor: the provision of inputs to
the farmers is organized by the PO. Costly momitpof contract compliance is not necessary
because farmer default on contract is reduced gtirdbe social mechanisms such as social
sanctions, reputation, and common norms, whichpaesent in producer organisations. In
other words, these informal institutions reducendextions costs in the contractual
arrangement. The problem of scale of operationligesl as the PO organizes the exchange of
information, both the technical advice on produttimethods as well as other information
farmers need to comply with quality requirements.

Not every buyer-contractor is prepared to work vathassociation of its contract partners,
being afraid of the association turning into angbaming organisation. However, there is
evidence, at least from the developed countriest biargaining associations can play an
important role in ensuring contract reliability (et and Marcoul, 2003).

POs can play a supporting role in contract farmingt least five different ways, leading to
more efficient contracting and a higher willingnesshe farmer to enter into CF. First, the
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PO can build countervailing power to reduce themftineven bargaining balance between
farmers and agribusiness firm (see section 3.3&@bov

Second, the PO can reduce transaction costs faghieusiness firm in dealing with multiple
agents. A major source of transaction cost is fyenaetric information between farmer and
buyer on farmer performance. The PO can solve (p@rthis problem, as it has better
information on the quality and reliability of thegolucer. Having better information on the
characteristics of the producer can be based onstwmeces. First, when the PO is strongly
embedded in a (local) community, the informal comioation channels within this
community can be used to collect information orntipalar producers (Bonus, 1986; Bingen
et al, 2003). Second, because most farmers (and faan@lids) are long-term members of
the PO, the latter has ample opportunities to cbilgformation on the characteristics of the
producer.

A third role for the PO is in delivering technicsistance, either independently or on behalf
of the contractor. The PO can benefit from econsnoiscale and scope in generating or
collecting the necessary information, and in digeating this information to its members. In
addition, the technical experts from their own P@yrbe better trusted than the experts sent
by the contractor (which is often still consideesdadversary).

A fourth role for the PO is in dispute resolutiand therefore dispute prevention). The PO
can provide a solution to the bilateral equity (amdltilateral efficiency) problem. When the
producer can rely on the PO to help him solve léputes with buyers, he will be more
willing to enter into contracts, such as for spkng products. The PO may have dispute
resolution expertise itself, or it may have theoteses to hire such expertise (making use of
the scale economies it embodies).

Finally, a fifth role for POs in contract farming$ in providing access to inputs and credit.
Although in developing countries interlinkages {een input and output markets) is often a
major characteristic of CF, one may ask whethercRB@improve access to inputs and credit
beyond the service of the buyer (as part of thdraot).

3.5 Summary

This chapter has discussed the principal formsstitutional arrangements that are relevant
for marketing of FFV in East Africa. Next to spofrket transactions, the possible reasons
for contract farming, POs and a combination of th® have been reviewed, from a
transaction cost perspective.

A basic understanding of these alternative arraegésnn a comparative manner contributes
to an analysis of their ongoing development, irmterof both successes and constraints.
Growth and diversification in the FFV sector goesdirin-hand with improvements in the
functioning of these marketing arrangements, inogdalso the replacement of one with
another (for example, spot market transactions Idpirey into contract farming). The
remainder of this paper examines these issueseirslecific case of Tanzania, with some
comparative attention to experiences in other B&stan countries.

The next chapter provides some background on theslg@ment of the institutional
environment for agriculture in Tanzania, includingparticular the history of state policies.
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Chapter 5 then proceeds to describe the institatiarrangements for the marketing of FFV
observed in fieldwork in Tanzania in 2007. Thisadowed in Chapter 6 by a comparison of
development in the Tanzanian sector relative teroHast African countries, with the aim of
drawing some insights on the role of the institadilbenvironment.
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4 The development of the institutional environment for agriculture
in Tanzania

This chapter summarises important aspects of @téutional environment for agriculture in
Tanzania. The specific historical experiences,i@aerly with respect to state policies in the
agricultural sector, are essential to understandivg context within which institutional
arrangements for marketing by farmers of FFV culyetake place. As discussed earlier, the
institutional environment, consisting of the comxpket of rules and regulations governing
behaviour (including also unwritten norms and codésonduct), conditions the cost of
transacting in goods and services. Thus, we ardrigan this chapter for elements of this
institutional environment that will provide an eaphtion, in terms of transaction costs, of the
situation in the FFV sector in the subsequent @rapt

We begin with a short summary of the developmentaizanian agricultural policies since
independence. This is followed in turn by a discus®f recent decentralization efforts, the
cooperative movement in Tanzania, and the countegal institutions affecting the costs of
contracting and exchange.

4.1 Background: From Ujamaa socialism to a liberalisstbnomy

The British colony Tanganyika became independenDeocember 9, 1961, with Nyerere as
its first prime minister. In 1964 Tanganyika unitedth Zanzibar, and was renamed the
United Republic of Tanzania. In 1967, the Governmmade the “Arusha Declaration”,
which placed the entire country on the path towdsghmaa” or self-reliancé. In the
agricultural sector this meant the following (Uliaad Fischer, 2004):

1. Coallectivization of agricultural production in planned villages. shuof the country's
rural population was resettled into villages tdedivize agricultural production.

2. Largesubsidies for fertilizer, pesticides and improved seed, gsiechnology and ideas
from the green revolution

3. An elimination of taxes on agricultural products

4. Establishment of th@rimary and Regional Cooperatives, which had a monopoly on
crop purchasing and marketing. These were oftanddrby Government staff, rather than
farmers, and they paid uniform prices across thentg. Prices for staple commaodities,
like maize, were often set below market rates.

5. A goal of nationafood self-sufficiency
6. Extremelyhigh levels of taxation on private farms and processing companies

7. Nationalization of most estates, plantations, import and expodinasses and food
processing plants. The largest food processorsnidae National Milling Company
(NMC), while the largest exporters became the GanAgricultural Foods Exporting
Company (GAPEX). These companies, along with natim@mpanies dedicated to the
various cash crops, became the third tier in thstesy of Primary and Regional
Cooperatives.
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From 1963 to 1976, the market for most food crops monopolised by Cooperative Unions
(CUs), although marketing of fruit and vegetableswever regulated by the government. By
1976, there were 1,300 CUs, covering nearly albsrand geographic areas. The rapid
expansion of the cooperative system led to problehmismanagement and fraud. In many
cases, crops were collected from farmers who negsived payment. This led to a decline in
production. In 1976, the Village Act was passedicivigave all registered villages the legal

status of cooperatives and which made the inhabitantomatically members. However,

there was no sense of ownership felt by membetbeoriginal cooperatives, because the
Government installed the management structure,ifgafarmers powerless to control the

actions of the management (Uliwa and Fischer, 2004)

Up to 1987, the government prohibited all commérsaes of food crops, although retail
sales were allowed at local markets, and indivislwegre free to carry a limited quantity of
food. Despite official regulation, a considerablmoaint of grain was marketed through
parallel channels, which was designated as “illegalle”. Pan-territorial pricing was
introduced in 1987, which meant that farmers resgithe same price for a particular crop
regardless of their location in the country. Thimstituted in effect a subsidy on transport
costs, benefitting farmers in remote locations.tHa late 1980s and beginning 1990s the
government began to implement the first liberalsateforms (Ponte, 1998):

» The pan-territorial pricing system was abolished @&ade in goods was allowed up to 500
kg, after failed attempts by the government to ki@awn on “illegal” traders of food and
consumer goods.

» Official food prices became floor prices.
* Consumer subsidies on maize flour were abolished.

» All restrictions on the transport and movement igs were lifted and private traders
were allowed to buy from CUs; and in 1989 they wallewed to buy directly from
producers.

The liberalisation reforms were implemented diffeéle for different crops. Reform was
much slower for the traditional cash crops. Nomlitranal export crops and food crops were
liberalised first. Traditional export crops werbdralised later, the cashew sector in 1991, the
coffee and cotton sectors in 1994 and the tobandosanallholder tea sectors in 1997. In a
study about rent-seeking in Tanzania, Fischer (ROféscribes that despite the poor
performance of the traditional export sector, tll@egnment was not prepared to initiate a
rapid transition to a more efficient competitive rket that included private sector
participation. Reasons for preventing or postporibgralisation were partly institutional:
marketing boards and cooperatives had several apofunctions such as supplying credit,
maintaining links with remote less profitable aredm® control and efficient distribution of
inputs and adequate processing of outputs. Howévisrdoes not account completely for the
lack of progress. According to Fischer, many coapee and marketing board officials
believed that private traders were inherently qairdid not care about the rules of the game
and thus operated without licenses, evaded payewged, engaged in smuggling, used
transfer-pricing methods and even stole the farmemsps. Fischer points out that the
sequencing of liberalisation indicates rent-seelpagerns rather than a logical approach to
(slow) reforms (Fischer, 2006: 370-371):

“It appears that Tanzania reformed selected padirits @griculture sector either when

rents had “evaporated” or when pressures from éntlié sector became sufficiently

high. Given the balance of payment problems inl®&0s, it would have made sense
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to first reform and liberalise the most relevantefgn-exchange earning sectors, i.e.
the traditional export sector with coffee and cottdvhat actually happened was the
contrary. Tanzania began by liberalising non-traddl exports —not surprising as
they were never included in the monopsonic margetimannels (...)— and within the
traditional export sector, it started with the nelevant sisal production. Coffee and
cotton were only liberalised at a time when theegoment no longer depended on
cheap foreign exchange to subsidise selected imgotbeneficiaries. With the
unification of the exchange rate in 1993, rentsnftbe allocation of foreign exchange
disappeared, and almost simultaneously the stresigtance of policy makers against
private-sector participation vanished (participativas finally allowed in the season
of 1994/95).”

Fischer thus argues that pressure from inside rteaedeo helped to push through reform in
some cases and gives two examples:

* Limited liberalisation of the cashew nut sector peped in 1991/92 when the
industry was according to the World bank “at thiekof collapse”.

* Non-traditional export and food products such a¥ Were already liberalised in the
early 1980s because they were perishable and demandhore efficient and faster
distribution. Embezzlement and other modes of aggropriation that undermine
efficiency would have implied much higher coststfugse products.

Liberalisation had a greater influence in areas rehtarmers had many alternative
opportunities of production. Ponte (1998) descriheg the reforms influenced the crop
choice of farmers. The government monopolised aystaith the CUs buying up crops and
providing farmers with cheap inputs on credit— fanem the cultivation of traditional crops,
which Ponte describes as “slow crops” (maize, &ftebacco and sunflower) which are
often also high input crops. In contrast, in anelere there were more private traders and in
the period after liberalisation, farmers switchedfast crops” (beans, fruits and vegetables),
because these can be harvested several times gergpeing farmers a stream of cash
throughout the year. The CUs, however, avoided etanly fast crops because they had
neither the operational flexibility not the admingive speed to market them properly. A
consequence was that in remote areas such as Satgwacrops were preferred up to the
1990s when private traders became more active raadeias such as Morogoro, which had
active involvement of private traders, fast crogsenpreferred (Figure 7).

Figure 7: share of total sales by crop typology Gacash crops)
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Finally, Fischer ipid) points out that part of the problems relatedh® implementation of
reforms was lack of capacity, many people in thetestoureaucracy did not effectively
understand what liberalisation and market forceanheThus although the government had
embarked on a liberalisation agenda, there wadsastiillingness to assist ailing parastatal
companies and industries, and implement conflictpadicies. In 1994 for instance, the
Tanzanian Ministry of Agriculture suggested for thsgsal industry both “complete
deregulation of the industry” as well as severaasuees to increase protection, and one-off
measures such as the banning of jute bags for exjpdiavour of homemade sisal bags.

Fischer bid: p. 372-73) mentions that rent-seeking forces seehave been most apparent
in the strong resistance against private sectdicgaation: “Cooperatives were reluctant to
work together with the private sector investors.)(Once private sector participants were
finally tolerated, countervailing rent-seeking aos from cooperatives, marketing boards and
the Ministry of Agriculture again hampered the ti@a of a “level playing field”. The
challenge to limit rent-seeking behaviour remaimhallenge in Tanzania. On the one hand, it
is relatively easy for the government to fall bacid reintroduce restrictive and competition-
limiting measures. On the other hand, there is alstanger that new institutions will be
captured and misused by the old rent-seeking elite.saw an example of the first issue
during our visit to Tanzania in September 2007thim local newspapers it was reported that
imports of several FFV were banned in order to mi@mthe local production of FFV.
However, a large processor of tomatoes in Dar éma8acomplained that this was affecting
his business: when domestic supply is low (duestsgnality or crop failure) processing can
be maintained by importing from neighbouring coig®tr With the new ban this would
become difficult.

Besides an apparent distrust of government officath respect to the private sector, and the
tendency to impose policies that limit competit@nd the freedom of the private sector, a
multitude of bureaucratic rules issued by differegdvernmental bodies hamper the

functioning of businesses. For instance, formaistegtion of a food vending business in

Tanzania requires the entrepreneur to go througha@Bities in various agencies. The

procedures are often also unclear to the entrepreméhich creates conditions for rent-

seeking and exploitation by officials (Nkya, 2003@g also chapter 6, particularly section 6.3
on doing business in Tanzania.

4.2 Land tenure

The dual system of land tenure introduced by thenf@a Colonial power and maintained
during the British colonial period was preservediemthe Ujamaa system. The dual system
consisted of declaring all land to be crown lan@¢hwhe German, British colonial governor
and later the Tanzanian president as the custadfiall land. This implies that the state,
through the president, operates not only as aigallisovereign but also as the owner of land.
This role was further strengthened by the Land Asigjan Act of 1967 which empowers the
president to acquire any portion of public landddipublic purpose”, or grant land either as a
conveyance of ownership constituting of a perpeteralire with a clause allowing the state to
acquire the property on a number of public integestinds, or as a leasehold with the option
to purchase and enlarge the tenure to ownershigetJ@erman and British rule, land rights
of chiefs or clan heads of communities were alsogaized, thus establishing a system of use
rights and customary land tenure (Kauzeral, 1998).
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While the crown/public land was maintained undex Wjaama system, the customary land
tenure system underwent major changes. The Ujaitlagization programme devolved land
resource management to the resettled villages@nugafly eliminated customary tenure laws.
However, customary tenure laws continued to egistfacto After the mid-1980s new
agricultural policies allowed people to move backheir original home areas, leading many
to reclaim rights to land they had previously audlted. The legacy of the Ujaama system, the
continuation of customary tenure laws and the @dinent of farmers has led to the
emergence of a mixed land tenure system (Odga@é®)?2

* Indigenous customary rights. These rights are bglgpeople who are indigenous to
the area. Rights differ in accordance with agetusteand gender. Indigenous
customary claims to seemingly unoccupied land hgrosvn as a result of increased
competition for land. Indigenous customary righte aonsidered locally to be as
secure as private title deeds. Customary rightsismally associated with obligations
to use the land.

» Customary rights rooted in non-indigenous custonrafgs and norms. Such rights
are held mainly by groups of immigrants. Distriloatiof specific use rights are
conferred to individuals and families by internaigcognised traditional authorities in
accordance with the way they interpret their owecHr ethnic customary rules.
These groups may or may not have approval frontoited authorities to use the areas
they occupy. While using the land, some of them rgay involved in negotiation
processes in which they try to increase their tesecurity.

* Rights through allocation by official village autitees. Many people in the area have
received rights to some or all their land by thisams. Such rights are held by both
“indigenous” villagers and immigrants, mostly menda(some) women (married
women are generally not allocated land withoutdtiesent of their husbands).

* Borrowed or rented land rights. The major distiogtibetween the conditions
associated with borrowed and rented land rights ithe nature of the relationship
between landowner and borrower/renter, and the fofrpayment. There are several
types of arrangements possible (rent in cash,nd &r in labour). Both borrowed and
rented land rights are also often associated with delivery of various types of
services to the landowner, restrictions relatedth® use of land (short-term, no
permission to plant perennial crops or to make stments of any kind which may
lead to later claims of property rights for thedst).

* Land rights obtained through commercial transactién increasing number of
particularly urban people try to obtain accesatallthis way for investment purposes.
Some of these rights are formally sanctioned byféinially approved title deed, but
more informal written evidence, signed by represtves for the official or traditional
village authorities and witnesses, is becoming conpltace as a first step to
formalisation.

 Communal lands. Villagers use communal lands foloua purposes such as grazing,
firewood and fruit collection. Everyone who is aaognised member of a certain
village does, in principle, have such rights, amdreises them to varying degrees.
However, rights to village public lands are a frequobject of struggle. There are
many cases of village boundary disputes in the, alisputes about whether outsiders
have the same rights as indigenous inhabitantsdh areas, while some people claim
that they have customary rights to various pied¢damal in these areas. There are also
conflicts related to the relationship between cwmsty rights and obligations. While
everyone feels free to use these resources, iffisutt to hold specific individuals or
groups of individuals directly responsible for suisaéble management.
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Although land tenure seems to be fairly secure anzZinia, obtaining (new) land rights or
land use rights is rather complex, with differenttherities (local government officials,
traditional community leaders, the state) grantrights. During our visit in 2007, some
foreign commercial farmers involved in export houtture, indicated that the ease of
obtaining land also depends on government polityclvkeeps changing.

4.3 Cooperative movement

In this section we will focus on the cooperativeveiment in Tanzania, which was one of the
main features of the Ujamaa period, and which hapead the performance of the cooperative
movement (including producers’ organisations) todanzania’s experience with producers’

organisations (POs) dates back to 1925. Followimdgpendence and under influence of
Ujamaa Socialism, the number of POs were incretsedver nearly all small-scale farmers.

The POs were structured in Primary Societies &gal level, which were part of Cooperative

Unions. At the national level, there was a natidiealeration of Cooperative Unions, Crop

Marketing Boards for export crops and Parastatat€ssing Industries for domestic products.
These were all initiated and controlled by theestatliwa and Fischer, 2004).

After liberalisation of the Tanzania economy in @80s and 1990s, this system has been
dismantled, although the remnants continue to tifieg new initiatives to develop farmer-
owned producer organizations. These remnants iaciutleavy government structure in the
form of the Ministry of Marketing and Cooperativegmplex registration requirements and
the continued existence of the export crop margebpards. Some Primary Societies and
Cooperative Unions continue to exist, but mostiaaetive, due to debts and lack of working
capital. In 2002 the Government passed a new “Gatipe Development Policy”. The main
changes from the old policy include an eliminatainthe Government’s role in cooperative
management and recognition that cooperatives shtald a commercial rather than a civil
service motivation. Uliwa and Fischer (2004), hoarewnote that throughout the policy
document, there are hints that the Government isomifortable with completely
relinquishing its control over the cooperative muoeat.

Besides the several typesfofmal cooperatives (such as primary societies), sewsi@mal

POs exist in Tanzania. While informal POs may curgito perform well, there are a number

of reasons why POs may want to become formal osgéions (which were discussed in

section 3.3). Informal POs have several optionsfésmalization under Tanzanian law,

depending on their goals and activities. Many Pfstavithout formal registration, and are

able to conduct their activities without interfecerfrom the Government. However, when a

group wants to open a bank account, take out g kgn a contract or own property, it must

be formally registered. A PO has several registratiptions:

» Cooperative Union with the Cooperative Departméntational level under Cooperative
Law.

* Farmers’ association (CBO or NGO) with the MinistdyHome Affairs under the NGO
Bill

» A trust body (which is able to own property andhisiness) with the Attorney General
under the Law of Trust

* A company limited with guarantee or shares, with Registrar of Companies under the
Company Ordinance
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Some of our interviewees were of the opinion thateoa PO has become a legal entity, it
does not matter how it is registered. When it gistered, it is still difficult to obtain a loan
because of the need for a collateral. Land canaottion as collateral as land is never
formally owned (all land is state owned, see presigection). Usually 50% of produce is
used as collateral, or another entity or personvoach for you (such as an NGO).

Cooperative Unions are unpopular because of thativegexperiences farmers have had with
them in the past (Uliwa and Fischer, 2004 and figdiof review team). The main criticism is
that farmers had had very little say in the managerof the cooperative (which was usually
appointed by the government). They are thereforg kesitant to hand over authority without
any mechanisms to influence decisions taken byntaeagement. Farmers are not against
producer organisations as such, but are critici®fwvay they are organised and managed.

Some of the newer Cooperative Unions (CUs) have Iseecessful in terms of increasing
their numbers and membership, such as the Savimtj€=edit Associations (SACCOSs). After
the collapse of the cooperative system, most fesrdigl not have access to financial services.
The main sources of financing are inputs providgdagribusinesses (as part of contract
farming) and a limited, but growing, number of SAQE Table 1 shows the recent growth of
SACCOs.

Table 1: Development of SACCOS in Tanzania, 2000220

Y ear Number of | Number of | Valueof shares Deposits Loansissued
SACCOs members (billion TSh) (billion (billion TSh)
TSh)
2000 803 133,100 5.6 8.4 11.6
2001 927 137,300 6.6 8.6 124
2002 1,035 142,700 6.6 8.y 122

Source: Public Expenditure Review for the AgricudiuBector 2002/03 (cied in Fischer, 2003)

Fischer (2003) remarks that the members of the SBELQrobably do not add significantly to
the number of farmers with access to financingabee the members are relatively well off
and have less need for credit. In fact, SACCOstfandoest in high potential regions where
farmers have money to save and input loans makeoedo sense.

Women comprise only about 15% of the SACCO memiger§lor many members, the ability
to save money is more important than borrowingabse it provides a safety for the family
in case of illness or other emergency. This pototghe fact that the relatively well-off
farmers profit more from SACCOs than very poor farsa In section 3.2.2 we concluded that
one of the reasons why contract farming existshes fact that financial markets do not
function properly, and that especially poor farnteerefore depend on traders to supply them
with credit.

Concluding, the fact that farmers have had negaieriences with cooperatives in the past
has made them sceptical about joining cooperatiespecially when decision rules and
transparency are not adequately implemented. &@bls df trust in the cooperative movement
can be seen as an informal institutional constr&uatthermore, it is not yet easy to formalise
producer organisations in Tanzania, which can lem & a formal institutional constraint.
These two reasons may have contributed to the thaadt there are few well-functioning
producers’ organisations in Tanzania, especialhgéhthat have been established by farmers
themselves.
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4.4 The role of governmental bodies in shaping thatirtginal environment

The role of the government has been decreasedeirpaist decades as described in 4.1,
however, it is still influencing the agriculturaécor through several governmental bodies.
These governmental bodies shape the institutiomak@mental of agricultural crop trade
through their role in (enforcing) regulation. Wellvdiscuss those governmental bodies and
their policies that have an impact on agricultwralp trade (and FFV specifically).

Product boards

For all the major cash crops there are semi-autongnproduct boards, appointed by the
Ministry. These boards have nearly unlimited powersegulate all aspects of production,
processing and export of their crops. Each boagbirned by its own legislation, and has
the power to raise its own funds. FFV are not iis ttategory, and therefore this sector
experiences less government intervention. Fiscl803) puts forward that excessive
regulation by the government through these boaastitutes a policy distortions that is
affecting agricultural growth. Generally, agribusss views the crop boards as burdensome
regulatory bodies, covering many functions that Mdoe better left to the private sector.
Thus, the fact that there is relatively little intention with respect to FFV can be viewed as a
positive sign.

District office

Tanzania has implemented several decentralisatiolicigs, one of them consists of
decentralising government authority to the distiéstel. The District Office (DO) has been
given greater authority and autonomy: it falls dikg under the Prime Minister’s Office and
IS not accountable to any Ministry. A disadvantafi¢his system is that policies formulated
at Ministry level are not always translated dowrdistrict levels, thus limiting the ability of

Ministries to implement policies at district level.

The DOs have limited capacity to formulate impletgolicies or programs and a common
complaint noted during the interviews held in 200&s that they have tended to focus on
mainly tax collecting to generate revenues, instdaidking up other functions (in line with
Ministries policies). District governments can irspaheir own taxes and fees on agricultural
products. The taxes, called “cesses”, are leviedoatts of sale and road blocks. In some
cases, the crop must be produced or sold in theadi® levy the tax. In other cases, cesses
are charged on goods as they move across thecfjistrivhen they arrive at their destination.
Fees are charged for bicycle and push cart ownerpbity business licenses, and a variety of
other activities (Fischer, 2003).

District Produce Cess is only levied on marketestiforops as a percentage of the value of
produce sold. The DOs can decide the percentatp@ugh there is a ceiling of 5%. A study
of agricultural sectors in Tanzania (ECI, 2004)ortgd that the government was not able to
provide a listing of applicable District producesserates, which reflects the fact that DOs
have a great deal of autonomy in setting and cingndgihe rates. Some of our 2007
interviewees complained that there is much unagstaiver the Cess rates because DOs keep
changing the rate, and also that the DOs see tlse @& a revenue and therefore aim to
increase it to its maximum level. Fischer (2003g<ia speech by the Minister of Finance
made on June 2003 in which it becomes clear thatraleGovernment recognizes the
problems caused by a multitude of agricultural essnd fees, as well as the need for change.
However, changing the situation is difficult coresithg that Tanzania has 125 districts, each
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with its own structure of fees and cesses on a wédiety of cash and food crops. In addition,
the districts have every incentive to maintain tiaes, since they fund the district
Government (including the salaries of the tax abties). Finally, it is evident that there will
be a tension between rural districts that wanaxoctops at production and urban districts that
want to tax crops at market.

District Produce Cess is levied per bag. When predanters a market a market fee is levied
per bag. This practice has led to traders incrgatia volumes of bags, the more produce a
bag contains, the lower the taxes that need toaimeqver a unit of transacted produce. This
widespread tax evasion is made easier by theHatthere are no standard measures for bags
per produce. Producers are disadvantaged by tlitigeabecause they are paid per bag and
not per standard unit of weight or volume.

Concluding, the DOs have in theory the ability hajge agricultural markets by implementing

policies in line with those of different Ministriesd forging public-private partnerships that

could possibly reduce transaction costs. Howevepractice the DOs have limited capacity

and resources. Possibly this is the reason whingedind raising taxes has become one of
their main tasks. But this may actually increasagaction costs by increasing uncertainty
over taxes (requiring those engaged in trade tkectoinformation on taxes) and imposing

high taxes (inducing those engaged in trade to Wiags to evade taxes thus complicating
trade).

4.5 The role of legal institutions on the institutiorelvironmerit

As formal institutions are enforced by judges, tsupolice, and bureaucracy, the legal
institutions play an important role in shaping msional arrangements. In this section we
will briefly describe the legal institutions in Tzamia and how they impact on institutional
arrangements.

Major parts of Tanzanian legislation and regulatiare inherited from British legal rules that
are several decades old, and in a few cases ogentary old. In addition, the judiciary in
Tanzania, like elsewhere in Africa, was devalued placed in a subordinate position relative
to the legislative and executive bodies of govemmmender socialism. Judges were thus
subject to one-party dictates.

The practice of private litigation, suppressed mgigocialism, has not significantly revived in
the post-liberalisation period. The court systemticmes to be severely underfunded. The
effects include seriously dilapidated and crowdeghpses, lack of materials and furniture,
lack of trained personnel with resulting disorgatien and loss of files, growing backlogs at
the lower levels, assessors and witnesses whotdadppear for lack of payments, and
underpaid judges. Moreover, the rules and practaésved in appeals unduly prolong cases
and tax the resources of the courts. Finally, thez&nian courts have been found to take a
flexible view of the law, and regard themselveshasing a duty to protect those who are
“poor and less fortunate” and rule against thegigsector.

As a result, the private sector in Tanzania haspfeted a great reliance on the law as a
means of resolving disputes. In a study on whetimel how legal institutions in Tanzania
facilitate growth-oriented transactions, Kahkoretnal, (2001) survey 140 industrial firms
and their suppliefd. They find that long-term patterns of mutual dejecy provide the
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primary guarantee of contractual discipline. Tratisas tend to be documented by simple
purchase orders, and the use of legal counselas Fams’ perceptions of the legal system
are consistent with research showing a weakly &skadnl rule of law, wide judicial
discretion, and outdated commercial laws.
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Figure 8: Contract enforcement mechanisms of im@ligirms in Tanzania 2001
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Source: (Kéahkoneast al, 2001)

Although Figure 8 shows that firms did not havdisignt confidence in the legal institutions
for dispute resolution, at the same time, theymditlrank weaknesses in contract enforcement
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as the most important obstacles to their developmdost felt quite satisfied with their
ability to sort out disputes without third-partytenvention. The need to preserve stable
relationships appears to lead to informal bargaineompromise, flexibility, and sometimes
recourse to alternative options in the markets. él@x, Kahkonen et al. (2001)find that the
firms tend to confine their dealings to those firtinat are known quantities to avoid disputes.
There are two main problems with the strategy miting contacts to a tight network. First,
the size of such a network is likely to be smadlad more homogeneous than optimal for
purposes of learning about new techniques and mapgortunities. Second, such tight-knit
networks tend to be based on ethnicity, which waosdderely constrain the size of any
potential network available to most firms in coiggrsuch as Tanzania.

They put forward that there are two important kinflsosts to self-enforcing contracts. First,

self-enforcing contracts cannot by definition bempdex, embody asset-specific fixed

investments, or as a result, promote robust groamid development. Second, self-

enforcement appears to be a viable option onlpéminesses owned by Tanzanians of Asian
origin. Neither firms owned by African Tanzaniansr rforeign business seem to use this
option. This leaves both the diverse majority ofnZanians as well as the sources of
international investment capital, with few workablgtions, or out of the picture altogether.

The finding of Kahkdnen et alib{d) are applicable to the FFV sector. First, the syrv
included small and medium sized food firms and sd¢the findings correspond to several
comments made by interviewees in our survey in 20Biey indicated that they never or
hardly ever used formal institutions such as thiecepcourts or lawyers to enforce contracts
or resolve disputes. The lack of effective fornmadtitutions that can reduce transaction costs
of contract enforcement and dispute resolution &saols to self-enforcing contracts in the
FFV sector with the associated costs identifie&Bizkonen et al.ilfid). Complex and asset-
specific fixed investments (e.g. in processing fprand growth in the FFV sector are
limited. The 2007 survey found little evidence @ding partners being of the same ethnicity.
We did find that local traders rely on social tasd local informal institutions for contract
enforcement and dispute resolution. Secondly, th@nnFFV processor in Tanzania
(Dabaaga) is owned by an Asian family.
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5 Transactions in the fresh fruit and vegetable (FF V) sector in
Tanzania

This chapter examines institutional arrangementseatly found for the marketing of FFV in
Tanzania. The information is based primarily oremtews held in September 2007 (see
Chapter 1 and Annexes 1 and 2). The following typiearrangements are discussed in turn:
spot markets, contract farming, POs, and contachihg with POs. For each arrangement,
the transaction costs framework developed in chaptes applied. The analysis seeks to
understand the rationale for the arrangementsrimstef relative transaction costs, as well as
identifying potential constraints to growth and ampion due to the overall level of
transaction costs.

The previous chapter presented some elements ahsh&utional environment in Tanzania
that could affect the cost of transacting in thé/Fector. After the discussion here of the
various arrangements, the next chapter will briethynpare the evolution of the institutional
environment in Tanzania with that in some neighbaucountries in East Africa, particularly
with respect to the FFV sector.

5.1 FFV Markets

In Tanzania, marketing FFV, i.e. getting FFV frame fproducer to the consumer is a complex
task. Produce has to be sourced from various lmtatind transported to distant markets (see
Figure 9). FFV in Tanzania are grown in variouse(sfic) areas that are often remote from
(major) consumer areas (see Figure 9).

Figure 9: Areas suitable for growing vegetable$amzania

=N

Areas suitable ‘
for vegetables

Source;_http://www.agriculture.go.tz/
NB the different colours indicate different agrakgical zones in which specific crops can be groWwime areas suitable for
vegetables are indicated by a red circle.
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Communication infrastructure is poor, thus informaton supply and demand and market-
clearing prices must also be coordinated over Idisgances and between various market
actors.

In Tanzania, spot markets constitute the defaulbogor marketing fruits and vegetables for
most farmers. Our focus is on small-scale farmeng sell their surplus produce to rural
traders called collectors (or brokéfs)Four different output markets can be discernee (s
also Eskola, 2005).

Local village markets: the farmers themselves bring the produce to iyaafbrmal markets,
which are often located near (main) roads. The yreds often sold by women or children,
who sell to an established circle of customergardllers on the road. These small roadside
markets usually have little or no link to largerrkets in the region.

Regional markets. these are the most important consumer marketeo@dth some farmers
may bring their produce to these markets, theyrarstly dominated by traders, which can be
divided into collectors, wholesalers and retaildrs.Tanzania, wholesalers buy from the
collectors (who are organised into a collectorsoagtion). Eskola (2005) reports that even
large traders are unlikely to move from the regianarkets into national markets even for
marginally higher profit because they are committed serving the existing base of
customers. This commitment is usually social rattteen economic, and the loyalty to
customers, friends and relatives is more importhan the “short-term opportunistic profits
available in other markets”.

National markets: these are usually located in the capital city eawl be characterised by a
large number of small-scale producers and localetrma (wholesalers and retailers), a few
large-scale traders who are able to finance trahspaw marketing costs. In Tanzania, the
national market is Kariakoo Market located in DarSalaam. It was established in 1974 and
now has the largest wholesale facility in Tanzahlihandles a daily average of 250 tonnes of
produce. It provides services in four submarketsuiad 89 retail shops, cereals retail market,
wholesale market in green vegetables, fruits, dfigld, yams and coconuts, and the open
market that surrounds the main market building witbund 2000 petty traders). In total there
are 3876 registered traders, who are organisegistered organisations.

Collectors play a key role. They are the ones wiatchvarying supply from a multitude of
small farmers that are geographically dispersett witnore or less steady demand in a few
centralised markets (regional, national or abraad.g. Nairobi). This function is combined
with transport, grading, and often financing. Aiadiy actors occasionally appear for
specialised functions such as transport, packingiaking (oranges). Because collectors pay
farmers in cash on the spot they travel with lamgeounts of cash, which constitutes a big
risk. One wholesaler in Kariakoo market indicatb twas why it was preferable to work
with many collectors who handle smaller amountprofiuce and cash than to work with one
big collector. Most traders have liquidity problembich is a symptom of imperfections in
credit markets (and thus of coordination). Espécighe small traders are financially
constrained. This also limits the amount of casé wader can carry, and will thus limit the
extent of trade that can be executed by one trader.

Collectors have formed their own association. Alllectors sell their collected produce to

this association, which then sells to wholesalesratailers. This makes it almost impossible
for farmers to directly sell in Kariakoo market. Wave heard reports of farmers who have
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tried this, but were offered an extremely low priGollectors need to travel long distances
over roads that are often in bad shape. Colleaorsusually ‘specialised’ in a certain area
and crop, and have detailed knowledge of the andatlae farmers. Because there are many
farmers that produce FFV, collectors are fairlyta@ier that they will be able to procure
sufficient amounts. However, much time and efferspent in collecting (e.g. waiting time)
and transporting the goods.

The export market for non-traditional cash crops (e.g. cashew) dpsraeparately from the
national markets for food crops. The traders opegah export markets are large-scale and
usually foreign, have large financial resources emasiderable bargaining power relative to
producers.

There is a variety of traders with respect to sizdusiness (from small-scale to large). In
Tanzania, large traders have a wider geographeeahrand a higher turnover (US$ 30-90 per
day). Medium-scale traders buy their produce maidgn local producers and trade a limited
number of goods. Turnover is around US$ 20 per diagir working capital is sufficient to
run the business but is not sufficient to finarfee transport cost or purchase large quantities
of goods from other regions. Their business knogded weaker than the large-scale traders
(e.g. they are unable to carry out bookkeeping)alBstale traders are often very poor and
have no other means of income. They are often éasdhave no means of transport and are
unable to give credit or receive it (due to thefficlilties of paying back). Trading gives them

a very small income (their turnover is around USSger day) (Eskola, 2005).

Wholesalers on regional and national markets bagyre from the collectors and sell it on to
retailers who stock small quantities mainly duethie limited demand among consumers.
Wholesalers have a right to a certain market spadéis right can be formal, in the case
where they are assigned a spot by the market awytlaord pay for it, or informal, in the case
where no such arrangement is made with officialketaauthorities, although an informal
agreement may have been struck with other tradeskdre space in an unauthorized location
(e.g. next to the market facilities). In Tanzanilae traders must register to be granted
permission to trade at the markets. They pay & ded to the market authority for cleaning
and security.

5.1.1 Asset specificity

Asset specificity as used in most of the literatore developed countries, indicatesing
specialized investments for a particular customgerdow in markets transactions in FFV.

However, temporal specificity and site specificity play a role and thin markets increase
temporal and site specificity and associated hplgrnoblems (Dorwaret al, 2004a).

Perishability seems to be an important factor iot sparkets for FFV. Most produce that is
sold is highly perishable, once picked it needbdaraded and transported within a certain
time span as product quality deteriorates rapitilie found that farmers avoid hold-up
problems with tomatoes by picking tomatoes onlgrafihey have secured an agreement with
collectors who have arrived in the village. Coltestare forced to wait up to a day before
they have filled up their quota (truck) and canvieaAnother way farmers avoid potential
hold-up problems is that they will sell it to thiest collector who offers a reasonable price.
There is a trade-off between risk of not sellingdarce in time and obtaining a good price.
Because farmers do not know what price the nexéeciolr will offer they take a risk when
they decide not to sell and wait for another catieto pay a better price.
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This begs the question why farmers and collectorasat establish an agreement about when
the collector will pick up the produce, or establielationships by repeated contracting.
Reasons for not doing this are the combinatioriséf aversion by the farmer, the availability
of many collectors, high price fluctuations and arighable product. Apparently the
advantages of being able to sell to more collectarslifferent prices and at different times)
outweigh the advantages of relying on one colledistablishing a relationship with one
collector through repeated transactions may alsol\ie high costs of coordinating the timing
of transactions, failure to do so will involve higiosts of unsold and spoilt produce or
unfulfilled orders.

5.1.2 Uncertainty

Due to climatic variability, farmers in Tanzaniaatlevith production uncertainty and risk of
crop failure, which will have a direct impact orfaamers’ income. Production fluctuation in
turn causes price fluctuation, when in a regiorvéstis are low, prices rise and vice versa. In
the spot markets, production risks are borne mdmtlihe farmer. Farmers reduce this risk by
avoiding to rely on one (high income) cash crop divérsify the range of crops, including
subsistence crops. This means that they will oelalie to offer small amounts on the market
and are not able to specialise. This will incretigar transaction costs in the market where
different traders buy different crops.

5.1.3 Difficulty of performance measurement

Spot markets leave much room for opportunistic bieha of market participants, especially
in the form of incomplete or distorted disclosufénformation. We will go over the different
sources of information asymmetry in the next paapgs which are linked to performance
measurement.

First of all, in transactions with FFV in spot matk there does not seem to be a problem of
performance measurement with respecptoduction Collectors have little interest in the
way the FFV are produced and are merely interastélde end product. When performance
measurement does become an issue, for instancedegecansumers demand pesticide-free
FFV, a spot market arrangement would no longericifas the pesticide content of a FFV
cannot be determined by the end product (withopegegive testing). This would give rise to
asymmetric information problems and possible oppustic behaviour, requiring a different
institutional arrangement. We saw one instance rgamic produce being sold in a spot
market. This was part of a CABI Farmer Field Scholject with the objective of growing
organic vegetables near Arusha. A share of thetablgs were sold directly to hotels, the
other share was sold on a local market, in whislga was placed stating the vegetables were
produced organically. However, without any addigibmstitutional arrangement, it remains
difficult to certify whether these products havallgbeen grown organically.

Besides possible asymmetric information on proadwuctithere are other problems with
determining the performance of the other partyuifiling the terms of the contract. Through
packaging, produce of an inferior quality may beden. In Arusha for instance, some
vegetables are sold per bucket in street marketsnenheard some buyers complain that the
bottom of the buckets were filled with paper, iast®f fruit or vegetables. In the markets for
tomatoes we noticed that the unripe tomatoes wackegul at the bottom of crates, while the
best quality (red unblemished) tomatoes were paakaa the top. In fact packaging of
tomatoes was such an important task, that colledvired special packers for this. They
apparently did not trust the farmers or local pedpldo thi§’ and bought tomatoes from the
farmers in unpacked quantities. After purchase, tbreatoes were packed in crates in a
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specific way: tomatoes of inferior quality at thettom and top quality at the top, and all
tomatoes are tightly packed together so that imsprart they will not move about and become
damaged. Thus the information asymmetry here ioatween the farmer and collector, but
between collector and subsequent buyer (wholesadtiler etc). Finally, although quality
can be easily assessed by appearance, there agrewxd and standardized quality grades,
leaving much room for negotiation between farmerd raders, and between traders (e.g.
collectors and wholesalers).

Another source of information asymmetry stems froarket conditions (e.g. prices). Many

farmers we talked to complained about lacking uplate information about prices, which

puts them in a disadvantaged bargaining positioobi phones have the potential to reduce
this information asymmetry greatly, but in Tanzafsiamers seem not to have profited much.
Even when they have a mobile telephone (which tenotery expensive), they have no

contacts in the relevant markets to call. Howewar,did hear of an initiative by Celtel that

offers a SMS subscription that will give regulafoirmation on market prices (which has also
been introduced in Uganda by OneWorld).

Transaction risks are very and farmers and coltscgpend much time bargaining over
guantity, quality and price. They could, througheaated personal relationships, more quickly
agree on quantity, quality and price and thus redwansaction costs. However, when we
asked market participants (in different market3amzania), they specifically indicated they

had no personal and exclusive relationships. Theam for this is not clear. Collectors may
not have an incentive to decrease information asgtmnibecause they are the ones who profit
most from it. In fact, we found that collectors bagstablished a close-knit network by
forming associations (which are divided accordinogntarket segment). Many farmers we

spoke to complained that collectors collude ongagreements. Collectors we spoke to in
the main Dar es Salaam Kariakoo market informedthat they coordinate amongst

themselves where and from whom to source from, tleeseasing competition. Collectors do

compete with other collectors from other marketthoagh even amongst collectors from

different locations and associations price agre¢smsgem to exist.

5.1.4 Coordination (connectedness to other transactions)

Coordination was defined as the extent to whichdaations dependent on other transactions
in the supply chain or in the sector. Producerst fireed to procure inputs (cash, seeds,
fertilisers) before they can start producing antlirge In Tanzania, input markets are
relatively undeveloped, with inputs are not avdéadt the right time, in the right quantities or
at the right quality. For seeds, the situation imaproved after liberalisation. Nueno &
Tschirley (2004) report that in Tanzania, liberatian of output markets was followed by
revisions to the Seed Act. The Tanzanian law ndewel and encourages seed to be produced
at village level under what is termed Quality DeethSeed (QDS). This approach appears to
have resulted in lower prices to farmers for someit¢ultural seeds, greater availability, and
in at least one case (Mang’ola Red onion), devetopnof a variety that has substantially
improved Tanzanian competitiveness in regional etzrk

Another example of need for connectedness amongudtgral transactions is manifested by
the lack of standard weights and measures whidtfely reduce the costs of coordinating
otherwise unrelated transactions by a range ofsi.cRyoduce in spot markets is not weighed
and paid by kilogram, but by crate or bags (of déad size but they are usually topped up to
150%, a system that is callegmbesd® in Tanzania), and locally used measures such ss tin
debe, kosovo, can vary in weight. A report on selvEFV sectors in Tanzania describes the
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uncertainty about bag weight for onions (ECI, 2004)hen the investigators weighed a
sample in the main market in Iringa, the averagmgeseemed to be 120 kg with maximum
variance of 20kg. However, Kariakoo market in DarSalaam insists that bags are 160 kg.
Collectors in Tanzania seem to have the advantagefarmers in this and have demanded
increasingly higher top-ups from farmers, while thace of a bag has not increased
accordingly. However, we found a second reason edtigctors favour big bags, and that is
that cess tax is paid per bag to local governmieyptthe collectors (see also 4.4). The more
produce can be transported in fewer bags, thedass paid. The bargaining over weight and
measures increases transaction costs.

5.1.5 The impact of the institutional environment on FHiR¥rkets

The FFV market is in general characterised by akvirestitutional environment and lack of
enforcement mechanisms. Chapter 4 described th#utimnal environment and we can
distinguish three main effects on the spot markets.

First, the lack of capacity of governmental bodiggoordinate their actions and implement
policies. There is no enforcement on standardsgaades in the spot markets, although there
Is a Weights and Measures Authority. The lack afrdmation can be illustrated by a report
(ECI, 2004) that described how nearly all the vigsidhat are used to transport FFV are
overloaded. Transporters operating vehicles of @it are legally required to pass over
weighbridges. Traders face costs of compulsory wetgtions as well as illegitimate controls
by police for bribes. The delays emanating fromséhéhold-ups” can cause the product
guality to deteriorate and increase transactionscdhe Weights and Measures Authority is
aware that transporters have developed a varietymethods to avoid detection and
prosecution but is unable to intervene, as the heigges fall under the auspices of the
Tanzania National Roads Agency (Tanroads) and timsivly of Works. These government
bodies put priority in the maintenance of highways.

Second, the influence of the District Offices es@igcon local cess taxes. Because taxes are
levied by district government on bags instead tf &f produce, traders have an incentive to

increase the quantity of produce per bag. As fasnaee paid per bag they receive a lower

price when traders increase the amount of prodac&gg. Negotiations about the volumes of

bags increase transaction costs.

Finally, the lack of a well-functioning legal systealso affects the agreements between
buyers and sellers. Informal enforcement mechanismmechanisms that avoid disputes
(such as bargaining, exchange, inspection and payomethe spot) are used to fill this void
in the institutional environment. One could questiethether market participants would use a
costly legal system even if it were functioning eivthat the value of agricultural produce is
low. However, what Kahkonen et al (2001) call “stnadbf the law” could be useful in spot
market settings. This is a situation where marlketigipants can use the existence of a well-
functioning legal system as a sufficient threagméorce contracts. During the 2007 survey we
heard an interesting example of this. In one ofvilages where we interviewed farmers, we
were told that a few weeks back there had beenategethefts from fields. The village
leaders invited a judge and some policemen ovehdovillage and asked every villager to
report any information about the thefts prior teithvisit. Although the judge nor the police
took any action, their visit to the village was aghb to stop the thefts. One may question
whether this initiative was appropriate in a legahse, but it does illustrate how effective the
“shadow of the law” can be.
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5.1.6 Discussion

Potential transaction risks in FFV markets in Tamaare high, and originate from different
sources. The market participants all incur highgeation costs to protect themselves against
transaction failures. Because of asymmetric infeionaand the fact that different market
participants have different possibilities to behapportunistically, transaction costs incurred
are distributed unequally.

Markets may be able to function to a certain exierthe absence of well-established formal
rules through the use of self-enforcing contraatd @nformal institutions. However, the

absence of some formal rules hampers the develdpohéine FFV sector, e.g. through long-
distance transactions and the development of tcéinsa with high quality products.

Improvements in spot markets are possible, thoBgix. 1 gives an example of how spot
market transactions were improved by establishimgew market place (Nyandira market).
Besides improving infra-structure, two institutibeéements seem to have contributed to the
success of Nyandira market. First, the establishmia market authority which manages the
functioning of the market. However, to ensure ttteg MA functions well (in terms of
transparency, decision-making) much was investedapacity developed (through training
courses). These investments may be seen as tlgadtem costs associated to institutional
change. Second, part of the institutional envirominveas changed. Rules relating to weights
and measures were imposed and enforced by the MA.

Box 1. Improving transactions in spot markets throughdteation of Nyandira market

In Nyandira, a market was established consisting iiysical structure (with ramps on which
trucks could easily offload, locked storage spacg @and a specific institutional arrangement
to manage the market. This institutional arrangdgnoamsisted of establishing a Market

Association (MA) that manages the market. Otherketsrin Tanzania are managed by the
District Office. Members of the Nyandira MA (5 irotal) are elected from various
associations that already exist: the Road maintangroups (with 56 members), the farmers’
associations linked to MVIWATA (crop production Wwit600 members and livestock
production with 86 members), the credit and savigiggips (SACCOS with 300 members)
and finally the traders’ association (with 32 mensheThe MA members received training|in
management and other functions (e.g. accountimgnéial reporting), thus increasing the
organisational capital of the MA. The market is aperation every day during peak
agricultural season and two days a week during@dfson. It is financed by demanding fees
for services (traders pay a fee per traded volunteproducers pay a small fee per kilogram
for the obligatory use of the weighing equipmebBt)ring high season, a profit is made which

Is put at the SACCOS to cover for costs during kmason when income is insufficient|to

recover costs. The District Office (DO) owns th&astructure, while the MA is in charge pf
the management and owns the furniture, weightisgruments etc. The MA pays a monthly
fee to the DO, which can be considered as rerthiophysical infrastructure.

Around 10.000 farmers from 11 villages bring th@ioduce to the market, and this number is
apparently increasing. The market has lowered &Gt costs for both farmers and traders.
Traders prefer to visit the market with its sergicend where many farmers bring their
produce instead of going to several villages anchéas and waiting there until the produce is
picked. Farmers prefer to go to the market as thezemany traders and they have a better
chance of selling their produce. In Nyandira martkety also receive higher prices because
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there is more competition among traders. In theinpégg, traders would bring their own

weighing equipment, although it was difficult toectk how these were calibrated and whether

they were reliable. Thus the MA installed the rthat all produce is weighed on weighing
equipment that is owned by the MA and by persormedd by the MA, thus increasing

transparency and reducing information asymmetries.

Nyandira market has managed to solve several prabikat exist in spot markets for FFV.
somewhat reduces the problems connected to petlishgbemporal specificity). Farmer
seem to be fairly confident they can sell theirquae at Nyandira market for a higher pr

Y

t

ce

compared to selling to traders who visit the vidagThere is no need to wait for traders,

bargain and then pick the FFV. The traders also bgibuying at Nyandira market. They no

longer need to wait for farmers to pick their FRWare assured of a large range of supply at

the Nyandira market.

Travel costs are somewhat reduced for tradersoAfh Nyandira market is located far aw

ay

from the main roads, up the mountains where mastetables are grown, requiring traders
to travel over small winding mountain roads, tralean now source their produce from

Nyandira market instead of visiting many disperechers. The location of Nyandira mark

et

benefits the remote farmers up on the mountaintsdisadvantages other farmers. We talked
to farmers that would like to sell at Nyandira netrkut cannot because of the distance (and

lack of transport).

Nyandira market has reduced information asymmeryirbposing rules about weighin

g

produce, as well as by the fact that prices offénedlifferent traders can now be determined
fairly quickly and easily by farmers. It may notepent collusion among collectors, but the

fact that in Nyandira market higher prices are reffie may point at a higher degree

competition and thus less collusion between varimaders. The MA of Nyandira market

of

consists of representatives of the main stakehsldérmers, traders, SACCO, road
maintenance) and if there are disputes with reg@arthe behaviour of one of these groups,

these can be solved by the MA. The MA can enforeeisibn by threatening to excludge

traders or farmers from trading at the market.

The MA can also function as a powerful lobby totpod the interests of all market parties.

The MA has for instance negotiated the level olsdex that is paid to DO officials. Bot

traders and farmers have an interests in lowerrggd taxes. The MA thus allows 6jor
nd

bridging distrust between marketing parties by diog towards common interests
fostering mutual trust and collaboration. It hastHarmore improved security by offerin
locked spaces for produce and cash.

h

g

Finally, certain coordination costs have been impdoby centralising transactions that that

used to be dispersed over 11 villages and somé&Q@a8bmers to one place, and to spec
days of the week in the high and low season. ItHmshowever, solved problems linked
missing markets for credit and inputs. However, iNfea market has the potential to exte

ific
to
nd

to offer such services as well. Space has beenihtol the market for small businesses and

traders were seen to not only buy FFV but alsomelluce that is not cultivated in the a
such as grains and beans.
There are plans to use the market for selling mputh as fertiliser.
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5.2 Contract farming

As was outlined in section 3.2, contract farminfere to a range of initiatives taken by
private agribusiness firms to secure access toysmdCompanies provide services to farmers
and in return receive access to some or all ofg¢hmers’ produce. Schemes typically involve
the provision of inputs (seed, fertilisers, pesigd) on credit, often with extension advice, but
may also include a range of other services sucpl@agghing and crop spraying. Costs are
recovered when the produce is sold.

In Tanzania, two types of contract farming can is¢ijuished. First, collectors and farmers
enter intomarketing contractswhere the collector provides the farmers withdirer inputs
that are repaid when the produce is sold by thiecolr. And second, a more extensive form
of vertical coordination, can be seenpsduction contractsvhich include agreements on
production practices, extension services, inputgpked by the contractor, quality and
guantity of the commodity and the price.

Marketing contracts were observed in only a fewesa®ne is in orange growing, although it
appears to be rather uncommon in this sector amtell to relatively poor farmers who need
cash on a short time notice. A study on the orasgesector in Tanzania (ECI, 2003)
describes that the collector estimates on the lmdidifossoms or unripe oranges on a tree the
number of oranges and pays the farmer 25% of thehpse price upfront. The price will be
around 1 TSh per blossom, compared to TSh 3 peraipnge (2003 price levéls The
difference in price is a function of the risk thallector takes that not all blossoms will turn
into ripe oranges, the interest rate of the upfpayment, and the fact that the collector is in a
“take it or leave it” position with respect to tlFeemer who is in need of cash. Another case
was a village in which farmers called the contfaciming the ‘ufasili system’. The farmers
receive credit and inputs (e.g. seeds) from thaetrarhe profit is equally shared between the
trader and the farmer.

Production contracts are a more common type of €Rwvhich large scale farmers or
processors enter into (formal or informal) contsaatith smallholders to supply a certain
product with particular quality requirements. Wevédabserved various forms of contract
farming in Tanzania, from large scale vegetablen&as (often Europeans) who in order to
fulfill a contract with a supermarket contract simstale farmers, to flower and seed
companies (usually European) that use contractifg;nto a large processing company that
uses spot markets and brokers for tomato and ainfemming for fruits (pineapple).
Processors usually demand fewer quality requirespdnit need a minimum constant flow of
produce, which may be difficult to attain in the-séason. Contracts become more formal
when more stringent quality requirements are demdusdch as Eurep/GlobalGap.

We found that contract farming is often combinethva PO. Apparently, the combination is
often preferred by both producers and contractdhe reasons for this will be discussed
below.

5.3 Producers’ organisations

In their analysis of POs in Tanzania, Uliwa andckes (2004) estimate that there are more

than 6,000 active POs throughout Tanzania, witlotal tmembership of about 250,000
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farmers. A total of 44 projects that support orrpote POs were identified in 2004, with
annual funding estimated at $76.5 million. Howevkey remark that they found it difficult
to obtain concrete data on the numbers of POs lamdinancial benefits that PO members
were achieving. They divided support programs sitdoroad categories:

Providers of business training services to POs

Providers of financial services to POs

Providers of technical and extension services te PO

Organizations linking POs together for advocacy jpolicy formulation

Providers of group development and governanceitigin

Organizations linking POs to markets

ouhswnhE

Some of the benefits of a PO outlined in the festtion of this paper (see 3.3) are taken up
by MVIWATA, which is the national network of farm&rgroups in Tanzania. It was
established in 1993 by small-scale farmers fromes®wegions in Tanzania who wanted to
establish a farmer-to-farmer exchange forum. MVIWAMRas members in more than 100
local networks with some 1000 affiliations. Netwaike varies from 5070 affiliated farmers
groups, each with an average of 5-200 members.eThez around 10.000 MVIWATA
cardholders (Kaburire and Ruvuga, 2006). Its maskg include lobbying, advocacy, training
in agronomic management and marketing.

However, these POs usually do not engage in madke€onsidering that the transaction
risks and costs in the FFV chain in Tanzania amy ¥gh, it raises the question whether
some of these can be reduced by collective actiaie farmers’ part through a PO. POs may
be able to overcome credit constraints, achieveti@bbargaining position, or even find new
outlets for their produce. In their study on POS anzania, Uliwa and Fischer (2004) found
only two examples of POs engaged in marketingoiifee, supported by Technoserve, a US
NGO; and in organic coffee, canned pineaffpleashew nuts and safflower oil produce,
supported by the EPOPA project (Export PromotionQufianic Products from Africa),
funded by Swedish Development Cooperation. MVIWATBcuses on strengthening
marketing skills but this is limited to exchangimformation (about markets and prices) and
conducting market studies.

In our 2007 survey we have found very few self arged POs of farmers for the purpose of
marketing’, although we did find several organised by an N&® the District Office. One
self organised PO of 12 members we found sellsgas (in Kilongo, Muheza). Their reason
for establishing a PO in 1998 was the difficultyoibtaining credit. Some farmers would sell
their oranges early against a low price. By orgagishemselves into a PO, they try to save
money by regularly putting small amounts into aisgs fund that can be used to provide
credit to members that experience financial comgga By bridging this constraint, the
members do no longer need to sell their orangdy, @end can wait for a higher price. We did
not find any evidence of farmers organising thereslo bargain for a higher price with the
collectors. In fact, one farmer remarked that tléy not organise themselves into a PO
because “that would be the end of the market, Heator would buy from us”.

We found that most POs set up by NGOs seemed mptuecessful in improving marketing.
The NGOs put much emphasis on training (e.g. inkkeeping and agronomic practices),
while marketing or “linking farmers to markets” se® to be a difficult issue. Sometimes
contacts are made with buyers such as hotels, $pdgesupermarkets, which occasionally
results in a contract. Experiments with connectoligectly to markets (thus avoiding
collectors) almost always failed. We heard a nundi@ases whereby a truckload of produce
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(oranges, carrots) was sent to the main marketrg@NaiDar es Salaam) but failed to obtain a
reasonable price of turned out to be unsalableeHasers at such markets are not keen to buy
directly from outsiders and prefer to keep the taxgssystem in which they purchase only
from collectors. This was confirmed by our intewse with wholesalers in the Kariakoo
market in Dar es Salaam.

What emerges from our findings, is that a PO mighlp lower transaction costs in spot
markets, but that it is not used as an instrumenhdrease the bargaining power of small
scale farmers. When farmers undertake collectiv®ra¢o set up an PO, the costs of doing
this (i.e. the organisational costs) need to bepmsated by higher direct earnings, lower
risk andor more security of sales. However, in Tanzanighéi direct earnings do not seem
to be possible for POs in FFV markets, becaused®@®t have any market power to demand
higher prices. Nor do strong farmer-led POs seasilide in contract farming for the export
horticulture industry, which is still a relativegynall sector in Tanzania, but which demands a
high degree of organisational capacity of POs toplg with complex production processes
and related monitoring. Uliwa and Fischer (20043eled that most POs in Tanzania lack
marketing and business skills and despite the tsffof lobby organisations such as
MVIWATA and TCCIA?® most small-scale farmers have little influencepoticy at district
level. The POs that do seem relatively successfelthose that focus on extension and
training.

5.4 Contract farming with POs

Because contract farming seems to be growing int Bfsca partly in relation to the
reduction in government procurement (previouslydhadh by state marketing boards) and
market regulation, growth in FFV exports and suekats, the number of POs engaging in
contract farming has also been increasing. In Keoyanstance, several examples can be
found of farmers who have organised themselvesR@s to link up with exporters through
contract farming. This was not found in Tanzania, however. Thishnige explained by the
fact that the export sector for FFV and supermarkeétich are often linked to CF, has not
taken off in Tanzania (see chapter 6).

Some of the large scale farmers and companies lkedt#éo in Tanzania said that in theory
they would prefer to contract via POs as it wodduce their transaction costs but that there
were several constraining factors. Some indicatatl their scale of operation was too small
to work with a PO and they preferred to work witiod-term contracts for specific crops
with a limited number of small holders. Others sHidt because they were producing for
certified (Eurep/Globalgap) produce, they could redy on a PO to implement all required
operations under Eurep/Globalgap. Thus, even ¥f theuld work through a PO, they would
still have to individually monitor all farmers, witi would not reduce transaction costs. Some
contractors prefer to work with individual farmdrscause they can select those who have the
highest chance of supplying high quality. Two seethpanies (multiplying stock seed) we
interviewed used outgrowers scheme with smallhsld€hey train farmers and select those
who perform best. This system of only working wishhmers who excel may be at odds with
working with a PO, in which farmers producing dréfat quality are united. The costs (in
terms of training and enforcement) of achievinghifghest standard by all farmers in the PO
may be extremely high.
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A few contractors we interviewed did work with P@&wever, in all of these cases the POs
were established by the contractor. One large geicg company for instance decided to
establish a PO to produce (certified) organic gapéa The processing company invested
heavily in establishing the PO (organising elediom choose a leader, training the members
in organic production etc.). Reducing transactiost€ was an important reason to work via a
PO. Instead of talking to several farmers on déiferissues, they preferred to communicate
through the PO, and take up issues of farmerstiéheadership of the PO.

Another contractor we interviewed had established NGO to function as a market
intermediary. This organisation used the followmgdel:

* Family groups and clubs are established (25 fagribyps form a club);

» Each family group is required to use 0.15 hectéoesa specific crop (in this case
babycorn). In total a club cultivates 3.75 ha;

* A field (management) team is formed to providenirag, etc, this team takes care of
all the (Eurep/GlobalGAP) paperwork, and also talkipsother activities, such as
spraying;

» The farmers only focus on cultivation;

» The harvests are exported via the export compawju{s form a society that signs an
outgrowers contract with the export company).

The contracts in this model consist of two parts:
1. Fresh produce sub-contract: outgrowers + exquortpany
2. Management sub-contract: outgrowers + NGO

As was pointed out in chapter 3, opportunistic veha by the contractor is a risk for the
farmer, especially when the level of transactioaesiic investment is high and there is a lack
of alternative output markets. In Tanzania, we ldgdr complaints that contractors offer a
very low price to the contracted farmers. Contrdictarmers are limited in organising
themselves into producers’ organisations after tiexe signed individual contracts. A report
on paprika contract farming is also relevant toenwt this respect (ECI, 2004). A large
company specialising in spices has started to peoand process paprika for export in 2000,
sourcing from 49 farmers’ groups and 7 large staimers. Seed supply is controlled by the
company to ensure quality produce. But all othgegtments have been made by the farmers.
As a response to the contractual requirements ef cbmpany, farmers have organised
themselves into farmers’ groups and formalised eegistered the groups. However, the
report indicates that the company is the only buyethe country, which removes the
farmers’ ability to negotiate prices. It also posesisk for the farmers when the company
decides to terminate operations.

Vice versa, the contractor incurs the risk thadpieers will default on the supply agreement.
When the contractor has made investments (e.g. takks, airfreight to transport the

produce at a certain point in time, or has mad&atecontract obligations with other buyers)
there is a potential hold-up problem when the peceds do not supply the correct quality,
quantity or on the right time. One (European) farnme Arusha complained about such
problems when contracting one or two farmers tblffuéquirements for a supermarket order.
In one instance, the farmer had not delivered oretidue to problems connected to the
harvest, which had largely failed. The farmer hatlreported this until it was time to deliver.

Difficulty of performance measurement (see 2.318y® an important role in explaining the
type of contract farming with POs as observed bynu$anzania. Much of the contracted
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produce has not only specific requirements in teofinsize, quality, etc, but also in terms of
specific production processes, such as organicugtaoh (no pesticides) or Eurep/GlobalGap
certified production. This entails a significanftarmation asymmetry and a potential moral
hazard problem for the contractor. The farmers havermation on whether they
implemented all the required processes but theacior does not, unless he monitors closely
the implementation of the processes. Because migmgtentails high costs (in terms of time
spent by the contractor or a supervisor inspedtiegarmers’ fields) the contractor will try to
minimize this. In theory, the contractor could miame monitoring by allowing the PO to take
up the monitoring of its members. The contractentbnly needs to monitor whether the PO
has been fulfilling this obligation (e.g. by randamspections of members). When we asked
contractors in Tanzania whether they employed suslgstem none of them did. The most
important reason indicated for this is that theagdy of the PO was not sufficient to
implement such a monitoring scheme. Especially webkpect to Eurep/GlobalGap, the
requirements are very specific and numerous. Whemarrect production processes have not
been implemented, the contractor might lose higraohwith the next buyer (e.g. exporter or
supermarket), which could entail very high costeskcontractors we spoke to thus preferred
to contract individual farmers. In sum, the conedoess between the farmer-contractor
transaction and the contractor-supermarket trammsattads to high (potential) transaction
costs, which results in the contractor choosingiqular institutional arrangement such as
contract farming.

5.5 Summary

Potential transaction risks in FFV markets in Tamaare high, and originate from inherent
uncertainties regarding FFV production; thin maskebmbined with perishable produce
leading to temporal specificity and specific grogviconditions leading to local specificity;
asymmetric information leading to difficulties ineasuring performance of the other party in
fulfilling the terms of the contract, which all flitate opportunistic behaviour in spot
markets. Market participants incur high transactosts to protect themselves against these
transaction risks. The institutional environmentTianzania is characterised by a lack of
enforcement mechanisms, such as for enforcing tgustiitndards and quantity measures or
for dispute resolution that would reduce pre-casitral and post-contractual transaction
costs. In some cases certain policies by governbuies actually increase transaction costs,
such as by imposing high cess tax rates. We hame st it is possible to improve spot
markets, but only through high investments in mdy émproved infrastructure (market place,
weighing equipment, storage facilities) but alsocapacity development so that a Market
Authority could be established who represent theketgparticipants, establish and enforce
rules, increase transparency etc. This highlighésfact that institutional change is possible
without major changes in governmental bodies oicpes, but will probably be very costly.

Other institutional arrangements such as diffetgmés of contract farming have emerged but
only under certain conditions, depending on specfgatures of the products, firms,
communities and contractual arrangements involMatketing contracts are well-known but
not widely used. In these arrangements the buyelle(tor) reduces the producer’s
uncertainty of locating a market for the harvest pre-financed the production. However, the
producer receives a substantially lower price fog produce. This type of arrangement is
therefore only used by producers who are in needtadit and have few alternative sources.
In a few cases we have seen resource-providingamstwhereby the collector not only
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provides a market outlet for the product, but Is® gdrovides key inputs, usually fertiliser or
seeds. Such contracts thus improve coordinatiomdset input and output markets.

Production-management contracts have emerged heatldévelopment of the supermarkets
and the export sector, which usually require spepifoducts of a specific quality. Under this
type of contract, producers agree to follow pre@seduction methods and input regimes
required by for instance Eurep/GlobalGap or consghtemands in export markets.

The combination of production contract farming wétlproducer organisation is preferred by
contractors because it reduces transaction costerfns of communication, training, dispute
resolution). Most POs in production contract fargninave been initiated by contractors
(occasionally with the help of NGO which providaihing). It is uncertain though, to what

extent these POs can take up other functions ssidfagaining and lobbying because they
seem to be rather dependent on the contractor.

In general in Tanzania, hardly any independenthéarinitiated POs exist that engage in

marketing, especially in the FFV sector (althougms examples have been found in cash
crops such as coffee). The main reasons seemsatothté costs of establishing a well-

functioning and transparent PO requires substantighnisational skills and investments.

These will be justified when farmers will benefhdncially, e.g. through receiving a higher

price. However, this appears to be unlikely as &srhave very little market power, even if

the organised themselves in a PO. Because theraarg farmers producing FFV, collectors

could easily terminate purchasing from the PO.
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6 Institutional environment: comparison with other east African
countries

In section 4 we have analysed the different instihal arrangements for FFV in Tanzania. In
this section, we will draw a few comparisons withghbouring countriekenya, Uganda and
Ethiopia. Although the domestic markets for FFVteexare comparable in these countries,
the higher value market segments (export and sup&ets) have developed differently.
Kenya has been very successful in promoting exporticulture and the number of
supermarkets has increased rapidly in recent y@&gen and Reardon, 2004). The export
value of vegetables has increased in Uganda dtinmgast decade and Ethiopia has started
investing in export horticulture (with a specialcis on flowers) and attracting foreign
investments. Tanzania seems not as successful. Wefosus on the differences in
institutional environment and the (macro-economujcies pursued in the four countries and
how these have shaped the FFV sector as well aypks of institutional arrangements that
have emerged. We start by giving an overview of(éxport) FFV sector in each country and
will then describe the government policies withpesst to the FFV sector in each country and
the governance structure.

6.1 The fresh fruit and vegetable sector: an overview

Vegetable production constitutes only a small shafrearable land in East Africa. For
Tanzania this is 6%, Kenya 3%, Uganda 1% and Eihitgss than 1% (FAOSTAT, 2007).
Vegetables include many different crops, some awstlyn for local consumptions (such as
cabbage, onion and tomato) while others are moexedetowards export markets (e.g.
paprika). Over the past decade, production hastsligncreased according to official
statistics, although it is difficult to assess thesliability (figure 11). Most vegetables are
produced for the domestic market and only parkpoged.

Exports vary considerably across years (figure EXport shares are highest for Kenya and
rather low for Tanzania (FAOSTAT, 2007). The expaatues of vegetables are highest for
Kenya, with over 20 million US$ in 2005, althoudtey have come down relative to the peak
year of 2003 when the export value was over 50ianillUS$. The value of vegetable

production sold and consumed domestically in Keisyaven larger than the value exported
in fresh and processed form (four-fold). In Ethapiranzania and Uganda the value of
exported vegetables is much lower. Uganda hasaee@rcrease rise in export value since the
mid-1990s, while in Tanzania the export value haly started to increase after 2000. In

Ethiopia the export value are negligible: hortiawdl products’ share in total exports from

1994 to 2001 was 6% in volume and below 2% in védues (Mussa and Greenhalgh, 2007).
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Figure 10: Production and export of vegetables 1330b
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6.2 Government policies in East Africa

Behind the figures presented in figure 11 are thffié government policies. In this section we
will review how government policies in Kenya, Etpia, Uganda and Tanzania have shaped

the FFV sector, with a special focus on the expector.

6.2.1 Keny&>

The horticultural sector has a relatively long diigtin Kenya, which began in the late 1950s.
The development of the horticultural sector in Karyas been gradual and eclectic, with
many ups and downs involving many different actérss primarily a private sector story,
with entrepreneurs and farmers innovating and tpkhmances. The government has played an
ambiguous role, being broadly supportive but oarsly interfering. For instance Kenya’s
experience in promoting joint ventures betweenifpreompanies and state enterprises was

almost uniformly unsuccessful.

After independence the agricultural sector was daieid by government parastatals (boards
and cooperatives) which were intended to assisiym@rs in processing and marketing of
important (export) commodities such as coffee, psaethrum, and maize. They provided a
market for farmers and some would offer crop insaesthrough guaranteed minimum returns
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to farmers. In the period when these parastatate well managed, the agricultural sector
performed relatively well. However, by the mid-8@syas becoming evident that because of
mismanagement, marketing through government owragdsfatals could not be sustained.
The corruption and mismanagement of the parastd¢glsto inflated marketing costs,
reducing farmers’ prices. In 1986, the governmatbduced a sessional paper on Renewed
Growth and Economic Management which recommended tihe economy should be
liberalised by removing government monopolies andoearaging the private sector. The
reform did not result in the desired economic recgwof the agricultural sector. Reasons
included hurried implementation without adequateparation for some components and
reluctance to undertake reform for other componeggravated by frequent reversals, a lack
of ownership by government agencies, poor sequgnaimd lack of synchronisation with
other policies and finally a poor response by theape sector due to the unattractiveness of
agriculture especially in remote areas and for imilue bulky crops. The result was that
marketing of most commaodities in disarray and imeaases a total collapse of the industry,
such as for cotton. Some parastatals continuegéacate (e.g. the Pyrethrum Board of Kenya
or the Coffee Board). Only during the 1990s didgbetor slowly recover.

In contrast, the FFV sector in Kenya experiencéatively little government interference and
was therefore also relatively unaffected by the rpouplementation of reform. The
production, wholesaling, transport and marketindg-B¥ had largely been performed by the
private sector and success of the FFV sector iny&dmas been attributed to this. However, it
should be pointed out that some government polaigsupport the sector.

One was the establishment of the Kenya'’s HorticaltCrop Development Agency (HCDA)
in 1967, which was run by a board of directors apieal by the Minister for Agriculture. It
has had a facilitative role, attempting to coortkmaarious participants in the industry rather
than directly intervening as a buyer in the markethe 2001 Horticulture Bill a new set-up
for the HCDA was proposed, whereby the board @aars would include representatives of
consumers, processors and exporters as well agahernment and a subsidiary trading
company under the HCDA to deal with export markgtifhe Bill also included increased
attention for improving domestic marketing of houltural crops. After the liberalisation
agenda, the HCD Authority Order removed controlgwaltivation, picking, purchase and sale
of crops and planting materials, crop inspecticemgportation and marketing of horticultural
crops and establishment of processing factories paved the way for rapid expansion of
the private sector.

The Fresh Produce Exporters Association of KenRE@K), established in 1975, also plays
an important role in export markets. It represehésinterests of horticultural companies. It
grew from 7 members to 58 members currently, ctingiof growers and exporters of FFV
(as well as flowers). The association provides mamwith various services: lobbying for
the interests of the horticultural industry in Kenyroviding marketing & technical support
and information; promoting members compliance taerimtional standards; and
administering KenyaGAP, an internationally recogdiZode of practice for the horticulture
industry. Coulteret al (1999) provide an interesting example of the @fié=PEAK on the
link between PO and contract farming: “In the oatger schemes promoted by the Fresh
Produce Exporters’ Association of Kenya (FPEAKJnfars are organised in small groups of
15 to 20 to obtain information, inputs, and techhand quality assistance.”

A policy of relative non-interference combined wghpportive organisations that represent
the interests of the FFV (export) sector has ledsteuccess. The export market involves a

62



few large scale company farmers, an increasing eumdf contracted commercial
horticultural farms and a declining but still sificant number of contracted smallholder
farms. Production contracts have thus become aortat institutional arrangement for FFV
in Kenya.

Besides an increasing export sector, the role pésuarkets is growing and spreading out of
Nairobi’s middle and upper class areas into poareas and rural towns and cities. The
emergence of supermarkets has implications foirtitutional arrangements for marketing
FFV. It has led to an increase in production can$rébecause most supermarkets apply
stringent private standards regarding pesticides raicrobial residues, as well as quality
requirements regarding size, colour, etc. This iy wiost supermarkets do not procure their
produce from wholesale markets. Supermarket suptems will increasingly determine the
conditions and the potential for domestic produdersell food products to the domestic
urban markets, so that the distinction in qualéguirements between export and local food
markets will disappear (Weatherspoenal, 2003; Neven and Reardon, 2004; Mayer and
Fajarnes, 2005).

6.2.2 Ethiopia®

Although the export sector for FFV has been veralbim Ethiopia, privatization of state
enterprise, promotion of commercial FFV productaomd exports have become part of the
Government's policy towards economic growth andeptyvreduction (as formulated in the
Plan for Accelerated and Sustained Developmentrid Boverty or PASDEP; September
2006). The Ethiopian government has set out toter@aanore favourable investment climate
(especially for FDI) and a more enabling environtrfenprivate sector development.

One of the strategies employed by the governmerdréate an enabling environment is
making available relevant resources, especiallgl lamich can be obtained with relative ease
and without size restrictions. Land is considertatesproperty and a company can easily
obtain access to land to develop export production.

Investing in export projects is facilitated by awher of factors. The Ethiopian Development
Bank lends 70% of required capital at a rate o¥6t6 export projects, without restrictions on
nationality. The Ethiopian Government has also kdistaed the Ethiopian Investment
Authority (EIA) to serve as a “one-stop shop” favestors. Besides investment promotion,
the EIA provides information, receives and approwegstment applications and permits.
Furthermore the Ethiopian government provides a-figar tax holiday and an exemption
from VAT and duties on imported inputs and hasadtrced duty draw backs, duty free
import, income tax holidays, custom warehouse ifasl export guarantee schemes, etc.
Finally, Ethiopia—EU exports have been assisteduitin the provision of air-freight capacity
through the producer formed Ethio-Horti Share Comypawhich organises regular
horticulture freight shipments, particularly foethapidly expanding cut flower sector.

As a result of these policies, the number of lsgale private commercial farmers is
increasing. Large state farms that dominate thelymtion and export of fresh fruits and
vegetables are slowly being privatized (althouglvess still exist). The Ethiopian

government also sees small-scale farmers as kggrglan the Agricultural Development-led
Industrialisation (ADLI) strategy of the government

However, there are still several limiting factofhe main constraints are poor physical
infrastructure, energy, transportation, the unaslity of a skilled labour force and the
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remaining bureaucratic procedures in acquiringresgddanputs such as fertilizers, pesticides
and herbicides. The domestic FFV markets have veddess attention than the export sector
and face several additional difficulties. In getenaroducers lack information on the
distribution of fruit and vegetables in Addis Ababad the preference of the consumers.
Similarly, retailers including supermarkets havailed knowledge of farm gate prices. This
lack of market information has affected both snsaltle producers as well as relatively large-
scale commercial farmers (Mussa and Greenhalgly;)200

For export production, the access to technology suygport seems to have been limiting.
Commercial farmers wanting to invest in FFV needmake choices on feasibility and
technology which require detailed work, includirte tavailability and access to necessary
technical data. National supporting organisationshis area do not exist and consequently
there is a lack of assistance. Currently, largdestarmers rely on technical assistance
provided by a Kenya based organization, the Agtical Production Development Fund
(APDF) and a foreign expert consultant.

Because the private involvement in the FFV sectdtthiopia is still relatively recent there is
not much information available on the institutiomatangements such as contract farming or
a combination of contract farming and POs. Fewgtavnvestors are for instance involved in
the expansion of banana, oranges, mangos, pinsagjtigte enterprises like Upper Awash
Agro Industrial Share Company and Etfruit still doate the production and marketing of
(domestic) fruit business.

Ethiopia has had a long (and tumultuous) historthvdooperatives. During the military
regime (the Derg, 1974-1991), a communist-styler@ggh was taken and cooperatives
played a major role in this. The largely negatiwperiences of cooperatives led to their
dissolution following the fall of the Derg. Howevefter 1994, the Government of Ethiopia
expressed renewed interest in collective actioprtomote greater market participation by
smallholders. Subsequently, in 2002, the Federabp€ative Agency of Ethiopia was
created. Its five-year development plan (2006—2@i®)s to provide cooperative services to
70 percent of the population. In 2005, the peragnta districts with at least one cooperative
reached nearly 35 percent, although this natiomafteage hides important disparities across
and within regions. Bernar@t al, (2007) find a positive and significant impact of
membership of cooperatives on price through betirket opportunities, higher bargaining
power, or reduced transaction costs. However, ssfalecooperatives tend to be located in
places with better market access and lower expasusmvironmental and price risks, and
cooperative members are better educated and fama laod. Membership in cooperatives
remains low though (less than 10 percent). Poaraséholds in a given community appear to
be less likely to participate, although the coopeea themselves are meant to be non-
discriminatory. Bernarcet al, (2007) indicate that farmers have a sense ofidospand
wariness of cooperatives, which has continued beyible era of the Derg regime when
cooperatives were used to extend strong governowritol to the local level and promote
socialist ideology through compulsory participation

Ethiopia shows that focused and supportive poliies the government can foster growth,

as is illustrated by the export sector. Howeveg,dticcess of government interventions in the
cooperative movement seem to be mixed. In favoarabhditions with better market access
and lower exposure to risks they seem to serventdréeting requirements of farmers that are
relatively better off. In less favourable areas &ordpoorer farmers they are less effective. In
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general, there is also a degree of distrust witkpeet to government involvement in
cooperatives.

6.2.3 Ugandd’

Since 1986, when president Museveni came into patlvergovernment (with the support of
foreign countries and international agencies) hiasl to rehabilitate an economy decimated
during the regime of Idi Amin and subsequent ciwirs. It has started a program of
liberalising input and output markets, trade, inment and tax regimes, and has reduced the
direct involvement of the government in productiemd commercial activities. Marketing
boards (for coffee, lint and food crops) have bperatised. The government's efforts to
enhance the performance of agriculture to alleviatal poverty did not achieve the expected
results, largely due to the low world prices fornooodities such as robusta coffee,
traditionally Uganda's main export crop and foreaxthange earner. However, the higher
value horticulture crops such as flowers, youngtslaand vanilla have become the fastest
growing export sector with values increasing frggpr@ximately $22 million in 2000 to more
than $40 million in 2002. The export value of flerdas almost quintupled since 1995 and
still growing while export value for vegetables teen growing steadily over the past decade
(see Figure 10).

Several associations have been set up to prometantkrests of the FFV sector. The
Horticultural Exporters’ Association (HORTEXA) ongiaes growers and exporters of
horticultural products to increase production ajthguality fruits, vegetables and spices for
export. It assists horticultural farmers to obt#we right inputs and adopt internationally
acceptable farming practices, establishes posebaand packaging standards and lobbies the
government and advocates favourable policies bpgeis a link between policy makers and
horticultural farmers

Besides HORTEXA there are also the Association resk Produce Exporting Companies
(AFPEC), the Uganda National Farmers FederationHEHR), the Federation of Association
of Uganda Exporters (FAUEX), the Vanilla Exportékssociation (VANEX), the Uganda
National Vanilla Association (UNVA) and the Uganddower Exporters Association
(UFEA). UFEA has set up the Fresh Handling Air @arigs own cool store and handling
facilities at Entebbe Airport. Run as a commerogération, Fresh Handling Air Cargo helps
to ensure proper handling and procedures for egggrtoduce. Uganda was also one of the
earlier ACP countries to recognize the importanicdeveloping a social and environmental
Code of Practice that was subsequently incorporatéal the Europe-Africa-Caribbean-
Pacific Liaison Committee (COLEACP) harmonized Codbich has now been overtaken by
other codes such as that under the Dutch MPS séheme

Despite the government policy of liberalisation dne FFV sector’s success in exports, there
have been several problems. The private sectolittiastrust in many public institutions,
especially in the ability of courts to enforce qats and collect debts, and the competence
and ability of public sector institutions dealingthvtrade and taxation (e.g. the Uganda
Revenue Authority). A study of Ugandan firms showleak corruption is perceived to be one
of the most serious impediments to business, eslhedn the formal sector and that
corruption hurts investment and growth more thasatian. Despite liberalisation and reform
of the financial sector (more effective superviseommd enforcement, opening the sector to
foreign banks), banks in Uganda are still not vefficient. They usually have excess
liquidity, while businesses have difficulties iropuring affordable capital.
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The performance of government agencies is charsetey much bureaucracy. Public
responsibilities for handling trade issues for amse is fragmented among numerous
ministries and agencies (e.g. agriculture, foreiffairs and regional cooperation, justice and
constitutional affairs, Uganda Investment Authqrifgxport Promotion Board). Besides,
Uganda still lacks capacity in supportive instibas such as developing and enforcing rules
of standardization and quality assurance.

6.2.4 Tanzanid’

Despite the good growing conditions around Arushd ®loshi in the north, the export of
FFV has not taken off as in some of its neighbaudauntries. The horticultural sector faces
several obstacles.

Although the government claims to be pro-busingssrrouraging international investment,
private management of infrastructure and continagdamlining of the “costs of doing

business”, the private sector expects more efforhfthe government in facilitating business
and trade. The government of Tanzania seems tedsealctive in promoting the FFV export
industry than its neighbouring countries Kenya, i@fita and Uganda. Although export

horticulture is mentioned in several policy docuisethere is no clear policy framework for
the development of the sector as a whole and tperesector in particular. According to

Nyambo and Verschoor (2005), the industry is neegimuch weight by the government
because it is considered as a non-traditionaltivelg unknown and risky business. Several
constraints therefore remain that limit the growathhe horticultural export sector.

The procedure for registering and complying withprapal procedures for pesticides for
instance is cumbersome: it requires field testBiggqnsecutive crops) verifying effectiveness,
registration costs around 5.000 USD and takes w@méoand a half years. lllegal imports and
sale of unregistered chemicals are common.

Cargo services are limited. Often production issgported to Nairobi via the Namanga border
crossing for export, which results in additionasisp delays and the inevitable risk of quality
loss. Only high value produce (such as cuttingd)iclv is labour intensive seems to be
sufficiently profitable to warrant investments aridng air cargo.

Laboratories, standards and certification are mgsdin our 2007 survey it was reported that
to circumvent export hassles, some exporters rg-ldlanzanian goods as Kenyan. The
Tanzania Certification Board was established régevith support from USAID and ADF to
certify, conduct studies and establish laboratagjlities (this will be done through USAID
money). The Tanzanian Board of Standards has tdsi@d recently to set standards (grades)
for vegetables and fruits and testing programsCEaihis the only body that provides services
for inspection, certification and quality assuranbet only for organic produce. It was
seeking accreditation with IFOAM (International Eeation of Organic Agriculture
Movements) in 2007. Certification used to be doneKenya by KEBS and private
companies. Some interviewed mentioned the Kenya@ambeing useful to Tanzania to
obtain quality. Apparently efforts are underwaydstablish an East African organisation
(with 8 East African Countries) to develop netwoakal implement KenyaGAP.

Tanzania Investment Centre (TIC) provides weak stppr issues such as the exemption of
payment of duties or value added tax on inputs iamdstment goods, allowance to carry
losses forward, facilitation of obtaining work pétsnand land leases. Horticulture exporters
for instance, are reimbursed for duty and VAT pagtsevith long delays (two years).
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To address some of the obstacles, main horticlilex@orters (mostly European) have set up
the Tanzanian Horticultural Association (TAHA) i®@. It now has 45 members with 13
large producers involved in the production and expmd cut roses, vegetables, flower
cuttings, fruits and seed and 32 associate menmdtgling professionals in different fields,
small growers groups and associations, consultaooypanies, development partners, etc.
TAHA engages in lobbying and advocacy, informatiissemination, technical support and
promotion of the horticultural sector and memberxipcts. The association is still relatively
small.

6.2.5 Conclusion

There are several similarities between Kenya, ihioUganda and Tanzania. All have
transitioned from a government-led economy, witstrang focus on cooperatives and state
marketing bodies to a more or less liberalised espn Reforms were occasionally
implemented inadequately or not at all. Not all gmment-led bodies have been privatised,
such as some export commodity parastatals or state frms. In all four countries, the
government saw the FFV sector as relatively uningmdr and consequently has not
intervened much, leaving relatively much room fbe tprivate sector to engage in FFV
marketing. Only in the past decades has the hdxirah sector become an important export
sector. The government of Kenya was the first tppsut (but not intervene in) export
horticulture by establishing supporting facilitiesd the sector has been very successful. It
was accompanied with a rise in supermarkets thissngathe value of FFV for domestic
consumption. Institutional arrangements such asraonfarming (with small-holders) have
increased as a result. Uganda has followed laripelypolicies of Kenya later on and also its
horticultural sector for export and supermarkets imareased. Ethiopia’s effort to stimulate
export horticulture (especially in cut flowers) islatively recent. The government of
Tanzania, by contrast, has lagged behind in crgaim enabling environment. Although it
purports to stimulate horticultural exports, it Haded to provide some of the necessary
facilities. Some interviewed have pointed at a kbdicand egg problem: the government is
reluctant to invest in a sector that as yet hasritwal mass. But to attain this critical mass,
some government investments are needed.

In Tanzania and Ethiopia, supermarkets play a nsachller role than in Kenya and Uganda,
thus limiting the possibility to produce high valBBV for domestic consumption. Because of
this, and a limited horticultural export sectorstitutional arrangements such as production-
contract farming are scarce in these countries.

Ethiopia and Tanzania have had long histories watlgovernment-coerced cooperative
movement. After liberalisation, the governmentshafse countries still stimulate cooperatives
in a top-down manner, although membership is ngdorobligatory. Farmers in these two

countries, however, have become distrustful of sccbperatives, hesitant to hand over
decision power. The success of cooperatives inethe® countries is mixed, at best. In

contrast, in Kenya, less emphasis has been pub@pecatives and farmers are less distrustful
of associating themselves.

6.3 Governance

While the previous section highlighted differenaegolicies regarding the high value FFV
sector, this section will highlight the overall gmaance framework, which is often linked to
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the institutional environment. The East African owies are in general characterised by weak
institutional capacity and a relative high degreke corruption in the public sector
(Transparency Internatioridl. In general, corruption poses high costs on $pciBent-
seeking activities of government officials negdfvaffect the quality of public service
delivery (Fischer, 2006). It leads to high expemdis in non-priority sectors, poor investment
decisions, major underfunding of critical expendiiin health, education and infrastructure.

The World Bank distinguishes six different indiaatofor governance, which can be
interpreted as an indicator for the capacity ofitistitutional environment:

Voice and Accountability

Political Stability

Government Effectiveness

Regulatory Quality

Rule of Law

Control of Corruption

ok~ whE

Figure 11 shows these indicators for Tanzania, Kebjganda and Ethiopia Kenya scores
the worst for all indicators, which are below zeand which have deteriorated the past
decade, except notably the one for government taflaeess. By contrast, for almost all the
indicators, the situation in Tanzania has improsede 1998, be it not much. The maximum
score a country can obtain is 2.5, and the scoreBanzania are well below this. For Uganda,
the indicators have slightly deteriorated the phestade. Political stability in Uganda is the
lowest of all four countries, due to the presenicthe Lord's Resistance Army (LRA) in the
North and East, which seeks to overthrow the Ugart&iavernment, and which has murdered
and kidnapped civilians since 1986In Ethiopia, after an improvement in 1998, most
indicators deteriorated. It is interesting to notewever, that control of corruption has
improved significantly, relative to the other coues.
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Figure 11: Governance indicators for East Africg98-2002
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The World Bank also lists indicators for doing mesi€®>. Many of these reflects the relative

weakness of the institutional environment, sucHesding with licences, in which Tanzania is

the 8th worst performing country in the world. lontrast, Kenya, Ethiopia and Uganda score
much higher on this. However, on other indicatoesmnely trading across borders, starting a
business, protecting investors and enforcing cotdyal anzania fares slightly better than its
neighbouring countries (Table 2). It is interestiognote that Kenya generally scores worst
compared to its neighbours on the governance itaticavhile it generally scores highest on
the doing business indicators.
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Table 2: Indicators for doing Business in East @édr2008 (rank out of 178 economies)

Indicator Tanzania | Kenya Uganda Ethiopia
Ease of Doing Business 130 T2 118 102
Dealing with Licenses 170 4] 81 58
Registering Property 16D 114 163 147
Employing Workers 151 64 11 89
Getting Credit 115 13 158 o
Closing a Business 109 76 48 o
Paying Taxes 104 154 556 29
Trading Across Borders 10D 148 141 150
Starting a Business b 112 114 106
Protecting Investors 83 8B 122 107
Enforcing Contracts 35 10y 119 17

Source: (World Bank, 2007a)

6.4 Discussion

The history of Tanzania shows that its Ujamaa $igsoiahas had a great impact on how
marketing arrangements were shaped, also in thensqdkets. Government involvement was
extensive; it specified in part what farmers shagrdw, which crops to sell to whom to sell

and at what price. Traders were regarded with simpibecause they were thought to be
exploitative. This is illustrated by the quote fravyerere that capitalism “seeks to build a
happy society on the basis of the exploitation ahrby man” (see also endnote 11).

While traditional export crops and some of the lstsguch as grains were heavily regulated,
FFV were relatively unaffected by government regaka In part because they were an
economically unimportant crop and in part becauseheair perishability, it was difficult for
the government to handle them in a quick and efficiwvay. Only when the economy became
more liberalised and traders assumed a greater fegsl@ers began to grow more FFV. For
farmers, FFV represent a “fast crop”, which canhbevested several times a year and thus
securing a cash flow that is spread over the yasropposed to “slow crops” that can be
harvested and generate cash once a year).

Export of FFV is still lagging behind that of Kenyand even Uganda. Although the
government of Tanzania claims to promote exportitwture, and is putting some of the
necessary policies in place, it is not activelygoimg policies and setting up agencies that
facilitate and support the private sector in expgrhorticulture. In contrast, Ethiopia, which
is lagging behind also, is putting such policiepiace. The lack of horticulture export has
resulted in a relative low degree of contract faugnin Tanzania. Because the institutional
arrangements in horticulture export are changingidha (from contract farming with
smallholders to contracting with large farms), iight be expected that when export
horticulture takes off in Tanzania, the institutdmrrangements used by exporters might be
different from contract farming with smallholders.

Tanzania has had a long experience with coopemt@evernment involvement has been
pervasive, with the government establishing thepeoatives, putting in place management
and defining the rules. Farmers had no authoritgr diiem, and little influence to change
things or make their own decisions. Many coopeestiwere ineffective and inefficient and

70



subsequently collapsed. Some of them remained &fieralisation, but the farmers in
Tanzania have developed many misgivings about alesed cooperatives. They also have
had few chances to develop experience on how toar@wooperative democratically in a
transparent and accountable way. Although there moev many new cooperative
organisations in Tanzania, some relatively sucaéssich as the SACCOs, there are very few
producers’ organisations that have been initiatedabmers, as well as few POs involved in
marketing.

Very few combinations of PO involved in contractnfégng can be found. This can be
explained by the small horticulture export sectehich diminished the scope for contract
farming, and the fact that there are hardly angaife POs involved in marketing export
FFV. Most POs have been initiated by the contraatal have very little bargaining power.

It is interesting to note that Kenya, which hasrbse successful in export horticulture, scores
lowest on many of the governance indicators. Thisep the question whether a “good
governance” is indeed a necessary requirementamqte a successful expansion of export
horticulture. Dolan and Humphrey (2000:160) havelgsed the governance in global
horticulture chains and point out several factbist have facilitated the horticultural boom,
including:

* Non-interference by government in the commercialatisions of the business.

» Preferential trade agreements such as the Loméebton.

* The achievement of sub-regional/cross-border eca®of clustering, which provides a
critical mass of activity for technical learning, arket information flows, the
development/spread of trained manpower.

* International technical and marketing strategictrmaships which have assisted in
technology transfer, logistics, market penetratang the creation of a market identity for
African products.

» The effective coordination of internal and interoaal logistics at the industry level,
involving intra-firm co-operation.

Fischer (2003) compares Tanzania and other eadtaffrcountries with respect to
agricultural exports. Kenya and Tanzania had tineesaxport levels in the 1970s. Since then
however, Kenya’s agricultural exports (especiatbyticultural products) have grown steadily,
whereas Tanzania’s have stagnated. The main pdiffgrences between the two countries
were (and still are):

» Government intervention in the economy was muchtgran Tanzania

» There is stronger agricultural research and extenfair export crops in Kenya

* Marketing boards have much greater control in Taithan in Kenya

» Kenya taxes agricultural exports at a much lowes tiaan Tanzania
This confirms the analysis of Dolan and Humphresywell as our findings in the previous
sections. The high government intervention in Tareaas, in fact, slowed down progress in
agricultural exports.

This seems to indicate that a situation in whiaréhs little “good governance” (according to
the criteria listed above) but in which there igyéttle government interference in the
commercial dimensions of the business, combineld hiijh scores on indicators on “ease of
doing business” is preferable to a situation inaclilthere is slightly better “good governance”
(although by all standards not a great one), bitwimich there is strong government
intervention. However, we need to point out thatldck of good governance is linked to high
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levels of corruption and rent-seeking. Fischer @Qbints out in his book about rent-seeking
in Africa that this is usually at the expense o tbss powerful groups in society, which
include for a great part the poor. It remains tosben therefore, to what extent a successful
export horticulture combined with corruption anahtrseeking has had an impact on equity
and poverty reduction.
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7 Conclusion

This paper has examined how alternative organizakiarrangements for marketing fresh
vegetables in Tanzania compare in terms of tramgacdtosts, and to what extent any
differences can be explained by the characterigifcthe product, market, supply chain,
quality requirements, and farmers. The followingaagements were considered:

* spot market

* marketing by a producer organization (PO)

» contract farming

* contract farming with a PO

A rather simple yet fundamental proposition aridiragn this research is that transaction costs
in FFV markets in Tanzania are high. As these cosie not directly measured, it is not
possible at this stage to substantiate this in tpa#ime terms. Nonetheless, discussions with
various actors in FFV supply chains strongly sutgydsat the costs, primarily in terms of the
time of farmers or traders in the three stagesotact, contract and control are high relative
to the costs of production and market prices. Tlgmiude of transaction costs probably
plays an important role in inhibiting two kinds ohprovements from taking place: an
increase in the scale of production and marketamgt a greater use of contract farming or
other more sophisticated arrangements (e.g. adtitm improve the quality (value) of
products.

Growth in production and incomes in the FFV chaii8 have to come primarily from
decreases in either production costs or transadomts (ignoring any sudden increase in
demand such as through new export markets). Thenadttons made in this research seem to
indicate that reductions in transaction costs riedze found in order to facilitate the adoption
of measures that decrease production costs (ooirapyuality), which are generally already
available in the form of improved cultivation anolsp-harvest technologies.

The spot market is the most common institutionedragement by which FFV are marketed in
Tanzania. It is characterised by a procedure ircvicertain quantities of FFV are ordered,
inspected, their price bargained over, and packagexhe spot and in a very short period
(less than one day). Trading partners choose arspdktet arrangement because of the risks
emanating from asymmetric information and from plossibility of defaulting on contracts.
Such risk exist in a situation that lacks (formsdjpporting institutions for assuring quality
and standards, information provision, and conteafbrcement. Although spot markets are
effective in the FFV sector in the sense that emgbaoccurs, they incur relatively high
transaction costs (mainly in terms of time spenttlom exchange) for the actors involved
compared to a situation in which better (and sameti more formal) supporting institutions
would have existed.

This paper identified several possible roles thR©acould fulfil in reducing transaction costs
in contact, contract and control. These roles ankkitg produce, contacting buyers,
negotiating price and other delivery conditiongamizing payment, and enforcing contracts.
It is therefore significant that virtually no POagk an active role in FFV transactions in
Tanzania. The reasons for this may be three-faldt,ft seems difficult to achieve bulk that
is coordinated by a PO. Farmers harvest differssjiscat different times (during the growing
season), according to ripeness of crop and cadsiisrafefarmers. A PO wanting to achieve
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bulk would need to coordinate the needs of manfemht farmers to achieve a certain
guantity (and quality) required by a buyer. Thegserdination activities are transaction costs
of their own and it is doubtful whether these wouolfset the potential benefits of a PO.
Secondly, setting up and running a PO entails costtself, called organisational costs or
governance costs. In many developing countries,pamticularly in Tanzania, cooperatives
have a reputation of bad governance, capture bitigadl elites and fraud. Any farmer
considering PO membership takes these potentig$ ao® account, and if he does become
member he requires sufficient safeguards agaiastifand other governance problems. Third,
establishing a PO involves transition cbthat arise when a shift is made from one form of
institutional arrangement to another (Challen, 200Bese transition costs consist of fixed,
upfront investment costs made to establish a P@hoAgh this study made no attempt to
quantify these potential costs, the interviews cateld with farmers indicated that such costs
might be an impediment. Furthermore, it is worthing that the demand for high quality
vegetable crops is not yet strong enough to sugperestablishment of an auction by a PO,
and would also entail even larger transition coatsa PO covering substantial numbers of
farmers would be necessary.

Two forms of contract farming are found in the FB&ttor in East Africa. The first is found
between small producers and traders, whereby #ueitrprovides credit to the producer in
exchange for an assured supply at the time of barRResks of contract default is avoided by
close contacts between trader and producer anéliance on informal institutions (such as
reputation, social pressure, village leadershijs Type of contract farming is seen only in
situations with relatively undeveloped financial rkets and where farmers need credit
urgently. The interest rates are reported to bh,aghough no calculations have been made
that factor in alternative interest rates and rafedefault.

The second form of contract farming consists ofca-growers scheme whereby small
producers supply a company or contractor with oagtpthat fulfils specific (quality)
requirements that the contractor may have. Often dbntractors are engaged in export
production. Because export of FFV is still relatlyvmited in Tanzania, contract farming is
less widespread than in other East African coumt(eg. Kenya). For small producers,
contract farming seems a profitable arrangement assures a stable and assured output
market, thus lowering transaction costs.

Often contract farming is combined with a PO. Thanbined institutional arrangement
seems to arise out of the desire of the contraiiolower transaction costs. Instead of
informing and training multiple farmers, the cowt@ prefers to centralise this function
through a PO. The POs found in the study had weligtiittle autonomy or bargaining power.
Most POs were initiated by the contractor, and siccally the rules on how the PO would
function were set by the contractor. The POs bHgidawer transaction costs for the
contractor by facilitating communication, disputselution and training. Virtually none of
the POs in the study has taken up the functiomspecting the output and guaranteeing
(quality) requirements, e.g. for Eurep/GlobalGariifteation. This is interesting as this is one
of the reasons often cited why a contractor woutdgy to engage a PO. The reasons why the
POs in the study do not take up this function hethe fact that most POs lack the
organisationdP and human capital (or simply put capacity). EspléciEurep/GlobalGap
requirements involve a high degree of expertise.

In the recent renewed attention for agricultureaasriver for development, much emphasis
has been put on POs and their role in linking fasrte markets. However, our study in
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Tanzania has outlined the limitation of POs in élyabis role. In the attention for POs, much

emphasis is put on the roles they can and shokidup, but less on the organisational capital
this requires and the transition costs involvedngpared to the benefits (e.g. in terms of
higher output prices) of a PO taking up marketimgctions. Donor support could therefore be
directed at developing capacity of farmers to dstaband manage POs, provide credit to
establish a PO etc.

However, besides focusing on how to strengthen B@se should be more consideration for
alternative institutional arrangements. Nyandiraketis a case in point. There the Market
Association consisting of elected members fromdradnd producers, mandated to increase
transparency, set standards and enforce complidrase Jowered transaction costs for all
parties involved in the FFV (small producers aratiérs) and has facilitated growth in the
FFV sector. In fact, it has increased the reasaonefastence of traders’ association and
producers organisations that were present. Thewsproducers organisations did not play a
role in marketing before the establishment of Nyancdharket, but by linking them with the
Market Association an innovative institutional aigament has been found. Nevertheless, it
must be underlined that institutional innovationoiten costly. The Nynadira market for
instance, did not emerge spontaneously, but wagostgal heavily by donors and
MVIWATA. The role of MVIWATA illustrates how such ra umbrella organisation can
improve market access for small scale farmers.réason why so much support was needed
may be found in transition codtand much effort was spent on building up the cisggional
capital necessary to run the Market Association.

A brief contrast of the experiences in Tanzaniehwitose in Kenya, Uganda and Ethiopia
highlights the importance of the institutional eviment in facilitating growth in the FFV
sector. In terms of formal rules, the policy andulatory environment in Kenya has adopted
a less interventionist attitude towards the FF\tare(@as well as to agribusiness in general).
This appears to be an important factor behind trenger growth in this sector in Kenya.
Various policy frameworks in Tanzania, going backitie early post-Independence period,
have arguably created higher transaction costdrémle and commerce in the agribusiness
sector, including FFV. In Kenya, the relatively lemtransaction costs may have enabled the
expansion of production, but also stimulated thepéidn of institutional arrangements, in
particular forms of contract farming, that are resaey for higher-quality (and thus higher
value) supply chains to emerge.

It is interesting to note that in contrast, Kengargs relatively worse on various governance
indicators while Tanzania scores relatively betitem its neighbours. This seems to indicate
that in order for the FFV sector to grow, a sitoatdf “good governance” is less important
than specific government policies that increase“éase of doing business” combined with
little government interference in the commerciainensions of the business. However, it
remains to be seen to what extent a successfulrteRpdiculture combined with a lack of
good governance has an impact on equity and poxeityction.

So what does transaction cost economics (TCE) haveffer for understanding, and
supporting, the development of the FFV sector istE&rica or possibly other developing
countries? This research has attempted to applyb#sic framework that was initially
intended to explain the existence of differentitnibnal arrangements within a developed
market economy context. But in a developing couctgtext, interest focuses as much on
understanding how the use of each of these arragmgsndevelops and grows, as production
increases. In other words, the focus of analysigtssirom understanding why one
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arrangement ‘is chosen’ over another to how theieffcy of each arrangement can be
further improved. This does also involve insighttoithe configuration of transaction costs
and their determinants. This shift in focus iseeféd in the conclusions above concerning the
opportunities to improve the efficiency of spot kets, rather than looking only, or first, at
shifts within supply chains to other marketing agements.

This paper constitutes a first attempt at undedstan institutional arrangements in the
vegetable sector in East Africa. Several questarasstill open for further investigation. For
instance, there is little information documentedawailable on how farmers in Kenya who
have formed producers’ organisations to engage dntract farming have overcome
transaction costs related to contact. How wererdetions with the exporters established?
What role did social capital and trust play in thire poorer farmers likely to be excluded
from participation in such schemes? And what ispibiential to stimulate the development of
these new institutional arrangements? Such quessioould be examined in future research.
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8 Annexl1

Resear ch questions
This study aims to contribute to answeringeaeral question:

How can organisational (marketing) arrangementsfammers’ sale of fresh vegetables be
supported in order to promote pro-poor growth? éftative organisational—marketing—
arrangements include selling to spot markets, amitrfarming, and selling through
producers’ organisations on either the spot marketith contracts.)

While not being able to answer the general questampletely, the project will contribute to
that goal by seeking to answer the mggecific questions:

1. How do alternative marketing arrangements for mérgfresh vegetables in Kenya
and Tanzania compare in terms of transaction cosig] how are any differences
related to characteristics of the product, markétusture, supply chain, quality
requirements or farmers?

2. How has external support to marketing arrangemdatsfresh vegetables in Kenya
and Tanzania contributed to their performance?

To answer the specific questions, the followingormation gathering questions are
proposed for Tanzania, tentatively structured atiogrto level of generality (which could be
complemented with a classification according torsewf information):

General information about marketing arrangements

1. How can the various market segments (for examptg-elated, quality-related, type of
retail—wet market, supermarket, etc.) for freshetaples be defined and what are their
relative shares in terms of quantity of producelu@a cultivated area, farms, and
employment?

2. Which marketing arrangements for fresh vegetabtest and what are the proportions of
marketed produce accounted for by the various gements (according to the different
market segments)?

3. Under which circumstances are each of the marketimgngements found in the fresh
vegetable sector? (Products, location, distanae frarket, number of farmers/cultivated
area, volume of produce, structure of downstreamketaetc.)

4. How are the characteristics of farmers relatedhto dhoice of marketing arrangement?
(Socioeconomic characteristics, characteristichei farming systems, role of vegetable
farming in livelihoods, access to natural resour(espital), financial capital, social
capital)

5. Are farmers able to choose the marketing arrangethem best suits them, or are there
constraints to this choice (if so, what)? Do othetors in the supply chain have more
influence over the choice of arrangement?

6. How do the marketing arrangements compare with e#oér in terms of efficiencies in
transaction costs? Can these be quantified in @ayPw

7. How do the marketing arrangements compare with edlclr in terms of information
sharing between purchasers and farmers?

8. How do the marketing arrangements compare with edlear in terms of information
sharing among farmers?
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9. How do the marketing arrangements rely on both &mnd informal institutions?

10.Which stakeholders are active in promoting theatsgimarketing arrangements and what
means and approaches (strategies) do they usethis@o

11.How are the different marketing arrangements rdldte the sustainability of natural
resource use?

Questionsrelated specifically to contracts
12.How are contracts initiated?

13.What do contracts look like? How formal (written) imformal (oral agreements) are
they? What is included and what is excluded (i.ew hcomplete and flexible are
contracts?)

14.How do contracts account for production risks (&gather, disease) or price risks, if at
all?

15.How common are disputes over contracts, and howhase resolved?
Questionsrelated specifically to POs

16.How do such POs get started? Who takes the ingatiWhat are constraints (especially
in terms of transaction costs, formal rules andulagns, and informal rules) to the
establishment and development of POs? How do P@sceninternal rules (delivery,
timing, payment, quality) amongst themselves (mas)band external rules with their
buyers (delivery, timing, payment, quality)?

17.How common are conflicts and disputes, both intérrend with clients/suppliers, and
how are they resolved?

18.How can the relationships of POs with their inpup@iers be characterised? Are POs
better able to source inputs than individual fasr(ey reducing transaction costs?

19.What support do POs receive from government bqgigefinical assistance, training etc)?
20.How do POs deal with production risks (e.g. weattiesease) or price risks, if at all?
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9 Annex?2

List of interviews; 15-27 September 2007

1 AFD (dare s Salaam)

2 AMSDP (Arusha)

3 AVRDC (Arusha)

4 Banana Investments Ltd.

5 CSDI (Dar es Salaam)

6 Dabaga Veg/Fruit Canning Ltd

7 DAI/PESA Growers Apex (Morogoro)
8 DALDO (Arumeru District)

9 East African Seed Ltd.

10 EnviroCare Dar es Salaam

11 Envirocare regional office (Moshi)
12 Faida MaLi (Arusha)

13 Farmer groups—HAI

14 Farmers (Muheza)

15 Nyandira market (Nyandira)

16 Independent Consultant (Arusha)
17 Kariakoo Market

18 KiliCafe Farmers Cofee Cooperative
19 Kilihortex (Arusha)

20 Kilongo Farmers Assoc.

21 Kittau and Company

22 Kwabada Farmers Assoc.

23 Market Intermediary Man. (Arusha)
24 MatchMakers Associates (Arusha)
25 MDF (Arusha)

26 Ministry of Agriculture Dar es Salaam

Farmers Group (Mlangarini
27  Arumeru District)
28 Muheza Food Processing
29 Multiflower (Arusha)
30 MVIWAMO (chapter MVIWATA)
31 MVIWATA (Morogoro)
Amkeni  Farmer Group
32  Village, Arumeru District)
33 Nyika Marketing Consultants

34 Orange Grower Apex Group (Muheza)
(near

Orange Growers Association

35  Muheza)

36 Organic Growers Group (Rauya village)

37 Rotian Seed Co (Arusha)
38 SACCOS

39 SNV (Arusha)

40 TABIC (Tanga)

41 TAHA (Arusha)

42 TCCIA (Morogoro)

43 TCCIA Head Office, Dar es Salaam
44 TechnoServe (Arusha)
45 Tengeru Horti (Arusha)
46 TPRI Pesticide Registrar
47 Traders (TCCIA Tanga)
48 Winbo (Arusha)

Village,

(Nduruma

Mr Abel Lyimo & Mr Otto Ringer
Mr. Walter E. Swai
Mr. Detlef Virchow & Mr. Stefan &kziger
Mr. A.R. Olomi
Mr William Massawe
Mr Vikram Desai
Representatives
Mr. Paul Kessey & Ms. MalLucas
Mr. Surendra R. Bakshi
Mrs. Loyce Lema, Director
Mrs. Redyy KgsRegional Coordinator
Ms. Maria ljumba
Faida — Hai
Farmers
Jonas Robero, ManafjBiyandira market
Ms. Chira Saout
Mr Ng’'ungu, GM, 1 broker, 2 whalrs, 1 retailer
Chairman
Mr. Erik Koster
Board and members
Alois S. Kittau
Board and members
Mr. Mussa Mgun
Mr. Henri vanldend
Mr Rogier Vereschoor
Ms Adah Ebkha

Farmers Group, Board and members
Micro-entrepreneurs
Mr. T Scheltema, Mr. M Ngom8aMr. J Nambua

Mr. Richard Masandivu
Steven Ruvunga, Coordinator

Board and members
G. E. Ulomi, Director
Board and neesnb

Board and members
Board ienetinber
Mr Sjouke & Mrs YokaiBsma
Board and members
Mr. Nsanya Ndanshau
Micro-entrepreneurs
Ms. Jacqueline Mkindi
TCCIA representative
| Dallushi-VP, Rg_anya, M Naluyaga, M Mkocha
Mr. Alex Mkindi & Mr. Wynonks Kapaliswa
Mr Samali, Director
Mr Johnathan Ak’habuhaya

Mr Mike Chambers
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11 NOTES

! See also Kydd and Dorward (2004). The discussioa fodlows the same distinction between institugion
arrangements (governance structures, formalisezbagants, contractual arrangements between specific
actors) and the institutional environment (the ngereral formal and informal rules mediating inticn)
best associated with Williamson (2000) and buildimgthe work of North (1990). See Figure 2 in the
appendix.

Z Institutional arrangements are also often terngedérnance structure”.

% Keefer and Shirley corroborate the conjecture tiaisecurity of property rights and the credipitif
contracting is relatively more important for economperformance than the more common economic policy
instruments: “countries with high levels of institunal quality and poor macroeconomic policies gtexice
as fast as countries with the reverse combinaiie&fer and Shirley, 2000, p. 94 cited in Williamso
2002).

* See for a discussion on hybrids (Ménard, 2004)

® Another common attribute is the frequency and tilomaof the transaction (see, for example, Williams
1979, and Milgrom and Roberts, 1992). Because @tpi@l products are in general produced regulanya
seasonal basis with relatively little variationfrequency, we will not discuss this factor. It bems more
relevant in an analysis of transactions involviiffedent types of agricultural and processed prdsiuc

® We omit physical and human specificity as theyless relevant for agricultural transactions.

’ Although gift exchange plays an even more impdntale.

8 Moral hazard refers to a situation in which onehaf contracting parties does not have informasibaut the
actions of the other party (as specified in thettemt). Adverse selection refers to a situatiowlich one of
the contracting parties does not have informationother party’s type (e.g. whether the other pasty
efficient and can delivers produce against low cmsinefficient and needs to incur high costs).

° Hayami & Kawagoe calculate that while the impliaiterest for inputs of fertiliser and chemicalattiraders
earn amounts to 3.9% per month, which is a luceatihedit operation for traders, the system is also
advantageous for farmers. The traders earn this @inbgubuying inputs against a lower price in blkey
can thus offer fertilisers at a lower price to farsmithan those offered by other sources. If farmersd
purchase the input on credit from fertiliser desldye implicit interest rate would be 1.9% per roiftthey
purchased them based on institutional loans fragtivernment bank the implicit interest rate wdagd
3.8%. Hayami and Kawagoe calculate that the effedtiterest for farmers in contract farming is@s bs
0.2% per month.

19 Unlike cooperatives in developed countries, whigle independent, farmer-controlled and farmerefireal
self-help organizations, cooperatives in develogiogntries were largely the result of governmetibac
Many of these traditional cooperatives have nownlamlished or restructured into POs that are ilcge
coops in developed countries. This process of retstring, however, is often hampered by lack of
experienced leadership, lack of legitimacy and laicgredit.

M In a book on this topic Julius Nyere explains Ugam“Ujamaa’ then, or ‘familyhood,’ describes our
socialism. It is opposed to capitalism, which seteKsuild a happy society on the basis of the datqtion of
man by man; and it is equally opposed to doctrinadrcialism which seeks to build its happy soaitya
philosophy of inevitable conflict between man anahi(Nyerere, 1962).

2 This section is entirely based on (Kahkoeel, 2001)

13 Firms surveyed were selected randomly from thestritl sectors and geographic areas, using dasaffom
Tanzania’'s Central Bureau of Statistics. Firms wkt&o in food industry, 11% in chemicals, 45% in wood
and furniture industry. 80% were owned by Tanzaniahsvhich 59% were of African origin, 37% Asian,
and five percent Middle Eastern.

1 In Tanzania, these collectors were typically reféio as brokers. However, we have decided nasedhis
term as normally a broker is someone who bring8gsatogether, or who may execute a transaction on
behalf of a seller/buyer. We avoided the term tradi&o, as this term is rather generic.

5 The export market is usually limited to non-traatil crops which have a limited market. The crossio
trade with neighbouring countries can be an impadrsaurce of livelihood for communities living near
border, but the traditional exports constitute aalymall amount of total export earnings in thentgu
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® These are usually (open air) markets operated uitgese of local municipal governments and somesim
referred to as “wet markets” (Bear al, 2005).

We heard from collectors in Morogoro that theyetioutsiders for this job.

18 Rumbesaneans “in excess” (Mundy, 2006). The bags area#limbesa (160 kg bag). Because of the
overfilling of bags, the carriers run increasingltie risks, as reported by the Sunday Observet. ombesa
men’ court big risks (2007-09-09 10:38:34 at
http://www.ippmedia.com/ipp/observer/2007/09/09/28mtml).

¥ In our interviews, it was reported that the farsneceive 10-20 TSH per orange, while the tradeksraa
profit of 5 TSH (receiving 15-25 TSH). The transpoktéro picks, collects and loads the oranges and snake
a profit of 2-3 TSH per orange. In another regiorerehfarmers cultivate late growing Valencia varigtyy
acquire a price premium of 40 to 100 Tsh per orange.

Y Through a partnership with a major Vegetable & F@znning Company. The review team interviewed the
manager responsible for organic pineapple exports.

2 Many NGOs are actively promoting organisationarfiers in associations and/or cooperative strusture
They are also very active in identifying and estdhiig market linkages between farmers and markets /
processors. But the field study in Tanzania didfimak any self-organisation of farmers without extar
assistance and guiding. Also the Tanzanian goverhisi@ccasionally involved in setting up farmers’
groups. One example was where the Department aEdlgire and Livestock District Officer (DALDO)
had supported farmers to grow organic produce (thightechnical support of CABI on IPM) and estdblis
an agreement with a hotel to supply pesticide iegetables. (Uliwa and Fischer, 2004) also note tha
“determining whether a group was “self-initiatedasvdifficult, because every group has had some
interaction with Government, local NGOs or develepmtnprograms”.

%2 Especially Faida Market Linkages, and the DAl PES@jqut (Private Enterprise Support Activities)

3 Tanzania Chamber of Commerce, Industry and Agricellt

24 During field visits in Kenya to Maragua in 2006dasbserved by Minot and Ngigi ((2004)However, init
clear how widespread in Kenya this is.

5 Based on: (Nyoro, 2002; Minot and Ngigi, 2004; Nyet al, 2004; Tschirleyet al, 2004; World Bank,
2004; Wiersinga and Jager, 2007); http://www.kenyaweb.com/horticulture/ ;
http://www.fpeak.org/home/index.asp

%6 Based on (UN, 2002; EHPEA, 2006; Mussa and Greehhaigo7)(Laws, 2006) http://www.business-
ethiopia.com/pineapple.html

" This section is based on (Fisman and Svensson,;286Bko et al, 2005; Bernardet al, 2007),
http://www.ufea.com/About%20UFEA.htm http://www.ugandaexportsonline.com/business;htm
http://www.agro-info.net/?website_id=7317

28 Milieu Project Sierteelt or Environment Project @mental Plant Cultivation

29 Based on interviews conducted in Tanzania in Semem  2007;
http://www.floricultureintl.com/archive/articles/3tasp(Wijnands, 2003; Nyambo and Verschoor, 2005)

% Defined as the abuse of public office for privgéén. Transparency International, 2007. See
http://www.transparency.orgiccessed on 10/12/07

31 Care has to be taken when comparing countries towet as small changes may be caused by thetisttis
construction of these indicators (Arndt and Oma&)

32 http://www.state.gov/r/pa/ei/bgn/2963.htm

3 For Tanzania see the country report on http://wwingbusiness.org/Documents/CountryProfiles/TZA.pdf

% The analysis of alternative institutional arrangetaave have undertaken compares transaction coges u
alternative arrangements. This is essentially &cstatlysis. The transaction costs consideratiating) to
the process of institutional change is a dynansigds Transaction costs arise in institutional changlee
form of transition costs, that is, the costs ofisiea making for institutional change and the casdts
implementing institutional reforms.

% Organizational capital or managerial coordinatian be defined as the ability to share and exchange
knowledge and to combine each other kinds of kndgdeand harness it where it is needed (Basu, 2004)

% The analysis of alternative institutional arrangetseve have undertaken compares transaction cogés u
alternative arrangements. This is essentially &csatlysis. The transaction costs consideratiating to
the process of institutional change is a dynansigds Transaction costs arise in institutional changlee
form of transition costs, that is, the costs ofisiea making for institutional change and the cadts
implementing institutional reforms.
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