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Introduction

The majority of populations in Africa live in rural areas and depend on small-scale agriculture for food and income. Faced with limited prospects for rural industrialisation, smallholder agriculture will remain the major engine of rural growth and livelihood improvement for some time. Meeting the challenge of improving rural incomes in Africa will require some form of transformation out of the semi-subsistence, low-input, low-productivity farming systems that currently characterise much of rural Africa. 

Renewed growth in African agriculture will require financially sustainable intensification of existing cropland, since most of the high-potential farmland in Africa is already under production. High valued crops’ promotion represents one potential avenue of crop intensification. Evidence from other parts of Africa shows that processes of African intensification and productivity growth are often driven by cash crops featuring the development of interlocked credit, input, and output markets. 

Theoretically this is fine, but practically there are a lot of obstacles to be overcome before semi-subsistence small-scale farers will be able to profit (completely) from the created opportunities in the liberalised market situation. The purpose of this study was to create a blue print for action to link small-scale farmers (from southern and eastern Sub-Saharan Africa) to commercial sector activities. Two countries, Tanzania and Zambia, each with its own history, were chosen as case studies (see Chapter one for methodology).  

First, the importance of agriculture for the economies in eastern and southern Sub-Saharan African countries is described in Chapter 2. 

To look for opportunities for small-scale farmers, it is important first to understand their agricultural production and marketing system, and the problems associated with these, which is described in Chapter 3.

In Chapter 4, crops with potential (niche crops and markets) to be developed for the area under research are described.  

From preliminary literature surveys and contacts it became clear that contract farming is the better, or even the best means to organise and assist farmer groups if one wants to stimulate market-oriented production of agricultural products. Therefore Chapter 5 deals with important aspects of contract farming. Advice is given how to intervene as donor or NGO to make contract farming a successful means of income generation for small-scale farmers in order to uplift them from subsistence level.  

If farmers are to undertake marketing activities, it is necessary to organise them in groups as this is the only way to lower the already very high transaction costs in Sub-Sahara Africa. Good practices for group formation are given in Chapter 6.

To conclude, an overview is given in Chapter 7 of all recommendations made during this study to create a blueprint for action. 

Methodology 

This policy paper was constructed upon information gathered through desk literature research in Belgium and field visits to Zambia and Tanzania. Used literature sources were scientific articles from policy and development magazines, books about marketing and contract farming, internet and grey literature i.e. project documents (of visited and related projects), and review articles and books from international institutions like for example FAO, IFPRI, etc. During the first visit to Tanzania (August/September 2000) information was collected, mainly through semi-structured interviews (on themes identified beforehand) with numerous resource persons working for (inter)national, multilateral and bilateral organisations and with government employees. In this way, research hypotheses could be tested and adjusted. Once a view was obtained on what was going on in relation with agriculture and initiatives to link smallholders to the commercial sector, some cases (private companies, projects and farmers) were selected and visited in a second phase (April/May 2001) to fine-tune research hypotheses. Zambia was only visited once (February 2001) because an earlier fact finding mission, carried out by the promoter in August 1998 for IFAD, allowed for a ready selection of some interesting cases to be visited and at the same time served as a base line for the present study. It also allowed describing and defining the broader framework of the present study adding an interesting time perspective like recent evolutions and developments. The field data of the second phase were confronted with theory and policy data gathered in the first phase and were used to verify the conceptual framework and hypotheses constructed after the first phase. 

Initially, it was planned to amplify the information from the field visits with data collected through interviews executed by local interviewers. Unfortunately, this part could not be executed as no case could be identified that would be capable of supplying satisfying quality information and where it was possible to involve local interviewers (still to be trained or not by the researchers) and finish (and process) this survey within the very limited time period (11 months) of this research. 
The problems analysed will be those concerning crop production on arable lands. However, the problems faced in animal husbandry are no less severe and pressing. If crop production and farm income are to be sustainably improved, animal production must also be addressed, and farming be considered as an integrated set of activities that are mutually promoting. This in itself can be considered as a ‘new’ trend away from the classic, colonial-period inspired and promoted approach of mono-crop specialisation. 

Almost all small-scale farm-households have at least one member who works outside his/her area in a salaried job, or who would like to but are currently unemployed. Hence, low household income has a double cause: low levels of non-farm employment and low farm income. The discussion will concentrate on the latter. If small-scale farmer sector is properly linked to commercial sector activities, it is to be expected that this will create off-farm employment opportunities in transformation and commerce, to name but two sectors. 

For the research leading to the policy paper on the linkage between small-scale farmers and commercial sector activities in Sub-Sahara Southern and Eastern Africa, two countries, i.e. Tanzania and Zambia, were chosen as cases to be studied in more detail. 

Zambia was selected because, as already mentioned above, data were available from an earlier fact finding mission. Zambia is a land-locked country with a specific history and political, social and economical system. For a long period, industrialisation was promoted through mining and crude processing of copper. Agriculture only focused on cotton, tobacco and, since the mid 80s, wheat. Zambia is an urbanised country with a few large cities where the majority of inhabitants are concentrated (ASIP, 2001; UN, 2001b).
Tanzania was chosen as it has totally different environmental parameters, as it borders the ocean, and its political, social and economical situation differs fundamentally from Zambia’s. Tanzania had a socialist government and a largely controlled economy. During the 1970s, Tanzania was seen as an example for other third world countries, following the ‘right’ development course with great emphasis on rural development. The conceptual basis for the development of this model, supported by the international donor community, was the African enlightened socialism of Nyerere. Now, thirty years later, almost nothing is left from the former enthusiasm although the socialistic regime put its stamp on the whole political, economical and social system. Tanzania had its first multiparty election in 1992. Liberalisation and privatisation of the economy began about 1984 when government realised that the socialist model was not working. Serious privatisation of state owned enterprises, known as parastatals in tropical Africa, did not begin until 1992, when the Parastatal Sector Reform Commission was established. (Temu & Due, 1998; van Engelen, 2000; World Bank, 2000).

Form preliminary literature surveys and contacts it became clear that contract farming is the better, or even the best means to organise and assist farmer groups if one wants to stimulate market-oriented production of agricultural products. As will be shown, it offers the best possibilities to formerly organise farmers and production. it also goes beyond the mere stimulation of production, as it allows institution and capacity building at grass roots level, creating possibilities to link organisations to money earning activities and vice versa. 

Importance of Agriculture in Sub-Saharan Countries

The question of poverty reduction is one of the major concerns to policy makers in poor Sub-Saharan countries such as Tanzania or Zambia where 50% and 86% respectively of the population is living below the national poverty line (UNDP, 1999). Given that in most Sub-Saharan countries the vast majority of people are based in rural areas, as seen in Table 2.1.,  promotion of employment and/or income generation for rural households is the key approach for poverty alleviation. An example can be found in the Poverty Reduction Strategy of Tanzania (URT, 2000) where it is stated that the strategy will aim specifically to give the poor access to income generating or gainful employment opportunities and, given the preponderance of poverty in rural areas, particular attention will be paid to strengthen rural economies especially by supporting productivity growth in smallholder agriculture. 

Table 2.1. Characteristics of population and national economy of Sub-Saharan Eastern and Southern African countries for 1997

	Countrya                                     Total                      Rural              Real           Agriculture      HDI rankc
                                                population             population    GDPb/capita      as % of 

                                                 (millions)                  (%)              (US$)               GDP

	Eritrea (EA)
	3.4
	82.3
	820
	9
	167

	Djibouti (EA)
	0.6
	17.3
	1 266
	4
	157

	Ethiopia (EA)
	58.2
	83.7
	510
	55
	172

	Somaliad (EA)
	9.1
	74.3
	/
	/
	/

	Uganda (EA)
	20.0
	86.8
	1 160
	44
	158

	Kenya (EA)
	28.4
	69.6
	1 190
	29
	136

	Tanzania (EA) (SADC)
	31.4
	74.3
	580
	47
	156

	Comoros (EA)
	0.6
	68.5
	1 530
	39
	139

	Seychelles (EA) (SADC)
	0.1
	43.9
	8 171
	4
	66

	Mauritius (EA) (SADC)
	1.1
	59.3
	9 310
	9
	59

	Madagascar (EA)
	14.6
	72.4
	930
	32
	147

	Malawi (SA) (SADC)
	10.1
	85.8
	710
	36
	159

	Zambia (SA) (SADC)
	8.6
	56.4
	960
	16
	151

	Mozambique (SA) (SADC)
	18.4
	63.5
	740
	31
	169

	Zimbabwe (SA)  (SADC)
	11.2
	66.8
	2350
	19
	130

	Angola (SA) (SADC)
	11.7
	67.7
	1 430
	9
	160

	Namibia (SA)  (SADC)
	1.6
	62.0
	5 010
	11
	115

	Botswana (SA) (SADC)
	1.5
	33.9
	7 690
	3
	122

	Swaziland (SA) (SADC)
	0.9
	67.0
	3 350
	19
	113

	Lesotho (SA) (SADC)
	2.0
	74.4
	1 860
	11
	127

	South Africa (SA) (SADC) 
	38.8
	50.3
	7 380
	5
	101

	Democratic republic of Congo (CA) (SADC)d
	48.0
	70.8
	880
	58
	141

	Rwanda (CA) (SADC)
	6.0
	94.2
	660
	37
	164

	Burundi (CA) (SADC)
	6.4
	91.9
	        630
	    53
	          170


a: EA= East Africa, SA= Southern Africa, CA= Central Africa, SADC= member of the Southern African Development Community; b: GDP= Gross Domestic Product; c: HDI-rank (Human Development Index): there are 174 countries considered, Canada is ranked 1 and Sierra Leone is ranked 174; d: Somalia/Democratic Republic of Congo data were not available 

(Source: UNDP, 1999; unless mentioned) 

Agriculture is the mainstay of African economies. In Sub-Saharan Africa it represents between 3 and 58% of GDP (Gross Domestic Product), as can been seen in Table 2.1., it employs between 65 and 80% of the labour force, and in more than half the countries it  accounts for as much as 60% of export revenue (UNDP, 1999; Kherallah et al., 2000, Whiteside, 1998). 

Although the African farm sector characterised by a majority of smallholder producers (as can be seen in Table 2.2.) is considered to be the backbone of the economy of most Sub-Saharan countries and a major source of livelihood for most rural people. Nevertheless, there is growing evidence for the fact that rural households’ incomes are becoming increasingly diversified. Households are thereby driven by shortfalls in cropping and terms of trade. In a review of several field studies on rural household income diversification in Africa, Reardon (1997) showed that non-farm earnings made up an important share of rural household incomes. The major sources of non-farm income for rural households include among others non-farm wages from off-farm employment within rural areas, such as working in agro-processing enterprises, or profits from small-scale/micro enterprises in the non-farm informal sector (Kymenye, 1998; Reardon, 1997; Whiteside, 1998). Although most micro-enterprises tend to supply consumers in towns, it is becoming widely recognized that rurally based and rurally oriented micro-enterprises are gaining considerable importance across much of Africa as sources of employment and incomes (Jaffee and Morton, 1994). Cash cropping does not appear to be a substitute for non-farm activity, but may be strong complements, given a constraint on credit for non-farm activities. However, it should be kept in mind that these income-earning activities depend directly or indirectly on agriculture. Hence, development of non-farm activities should complement the effort to develop agriculture (Reardon et al., 1992).  

Table 2.2. Share (in percent) of smallholder farmers in total crop production for 1965-1988

	Country                                    Food crops                                      Cash crops 

                                    Rice  Wheat      Maize    Other           Coffee   Cocoa    Cotton    Sugar-cane     Other 

	Burundi 
	95
	
	95 
	95
	80
	
	
	
	

	Cameroon 
	
	
	25
	25
	100
	100
	
	100
	      100

	Central African Republic
	
	80 
	80
	90
	50
	
	52
	
	        80

	Democratic Republic of Congo
	60
	
	48
	60
	60
	
	60
	
	

	Ehtiopia 
	
	90
	90
	90
	68
	
	
	
	

	Ghana
	60
	
	78 
	83
	
	6
	
	6
	

	Guinea 
	80-90
	
	80-90
	80-90
	
	
	
	
	

	Madagascar 
	70
	
	60
	90
	60
	
	60
	60
	

	Nigeria 
	90
	
	90
	90
	
	90
	90
	
	

	Sierra Leone
	61
	
	
	63
	35
	56
	
	
	

	Tanzania 
	
	
	80
	80
	75
	
	75
	
	

	Zambia
	63
	6
	32
	72
	
	
	     11
	
	


(Source: Jazairy et al., 1992)

In this respect, we can understand Yumkella et al. (1999) who state that there is a growing consensus that, at the initial stage of development in most African countries, an agro-based industrial strategy, focusing on small and medium industries would promote accelerated economic transformation and address the issues of poverty, unemployment and food insecurity.

The region’s high annual population growth, ranging from 0.6% for South Africa to 3.1% for Uganda and rapid urbanisation require an expansion of value-adding and food processing activities in order to facilitate expansion of non-farm employment and to enhance food availability, and rural and urban industrial growth (UNDP, 1999; Yumkella et al., 1999). 

In most African countries, 35% or more of agricultural production is lost as post-harvest loss and only 20 to 25% of production is marketed. In southern Tanzania, up to 90% of the agricultural production in Mtwara, Lindi and Ruvuma, called the ‘food basket of Tanzania’, (see map in Annex II) is wasted each year because bad roads and poor communication prevent buyers to come and purchase the produce. The share of processed agricultural production lies between 10 to 15% of total production in African countries compared to 80% in developed economies. It is estimated that industry adds a value of US$ 40 to each ton of agricultural raw material in developing countries compared to US$ 184 per ton in developed countries. Therefore, there is much room for expanding downstream processing (Yumkella et al. 1999; personal communication from Etukudo, economist UNDP, Tanzania).

As the prospects for rural industrialisation in Sub-Saharan Africa still remain limited, smallholder agriculture will remain the major engine of rural growth and livelihood improvement for some time, until a certain level of rural development is reached. Meeting the challenge of improving rural incomes in Africa will require some form of transformation out of the semi-subsistent, low-input, low-productivity farming systems that currently characterize much of rural Africa. Converting smallholder self-sustaining (non market-oriented) agriculture into a dynamic market-oriented sector can create multiplier effects toward other sectors, as it can stimulate production in the non-farm sector through employment creation and income generation. Types of linkages include backward and forward production linkages, and linkages from expenditure or consumption resulting from increased earnings in both farm and non-farm sector (see Annex VI for the Tanzanian case) (Al-Hassan & Egyir, 1998; Govereh et al., 1999; Poulton et al. 1998, World Bank 2000). 

Many of the past poverty alleviation strategies applied in the area have focused on increased commercialisation of smallholder farming (services and products), especially through the promotion of a number of ‘traditional’ export cash crops like e.g. tea, coffee and cotton. Because of declining world prices of most of these traditional export commodities in the 1980s, many African countries are attempting to diversify their agricultural export base and try to locate new (local/regional/national/international) market opportunities for these and new products. Since agrarian structure in most parts of Africa is dominated by smallholder production, crop diversification into high-value non-traditional export or niche commodities, in most cases, will have to be carried out by widely dispersed smallholders, thus increasing costs and risks (of failure) (Al-Hassan & Egyir, 1998; Govereh et al., 1999).  

However, smallholders often lack the financial resources to invest properly in production and marketing of both traditional commodities and high-value non-traditional exports. Access to credit is often limited by a lack of collateral or preliminary savings, or through physical or conceptual distance. They also lack the necessary production and marketing information, particularly for new crops and species/varieties, such as non-traditional exports and niche commodities. Uncertain and inefficient markets also undermine the ability of both large-scale producers and smallholders to fully benefit from producing high-value export commodities (raw and/or processed). In addition to a regular flow of reliable market information, coordination of production and marketing activities is also crucial, especially when production is carried out by many dispersed smallholders and products are highly perishable (Kymenye, 1994; Al-Hassan & Egyir, 1998; Govereh et al., 1999).

While liberalization of agricultural marketing in many African countries has opened new opportunities, most small-scale farmers have not yet benefited from the ongoing liberalisation. In fact, many have been greatly hurt by these changes for which they were not prepared. Efficient market linkages and vertical arrangements are generally not           (well-)developed, inaccessible or unprofitable for both individual smallholders because of the small quantities they produce, and thus the absence of scale-effects. Yet, there are two important approaches that have potential to deal with many of the production and marketing problems of smallholders (awaiting private sector to fill the void created by liberalisation through the closure of parastatal agencies and withdrawal of subsidised credit and inputs): 

1) contract farming, otherwise known as outgrower schemes; and

2) cooperation through formal cooperatives, farmer groups or associations, which are henceforth referred to collectively as Farmers Organisations (FOs) (Coulter et al., 1999; Kymenye, 1994).

Contract farming refers to a range of initiatives taken by private agribusiness companies to promote production of and secure access to smallholder produce. Companies provide services to farmers and in return receive access to some or all of the farmers’ produce. Schemes typically involve the provision of inputs (seed, fertilisers and pesticides) on credit, often with extension advice, and may also include a range of other services such as field preparation or crop spraying. Costs are recovered when the produce is sold. Well organised contract farming schemes provide market linkages, and would appear to offer an important way in which smaller producers can farm in a commercial way (Coulter et al., 1999; Eaton & Shepherd, 2001; Stringfellow, 1997).

FOs must be distinguished from the state-controlled cooperatives of the past. These failed to respond adequately to their members and needs of the market, performed poorly and were widely discredited by chairmen through misuse of members’ funds. But now they are gradually being disbanded or transformed into independent, member-run institutions that, as experience has proved, perform much better. By working together, farmers can realise economics of scale for a range of activities such as bulking up in output marketing or storage whereas they can enter into more stable relationships with suppliers or traders (Stringfellow, 1997; Coulter et al., 1999). 

Contract farming and farmer cooperation are not mutually exclusive. Their combination has the potential for increasing access to new market opportunities and services required to support smallholder intensification and diversification into more profitable cash crops. When dealing with agri-business, it is also important to have a strong negotiating position which is greater for a FO in comparison with individuals. Agri-business may also favour working with FOs, since group liability for credit enables it to reduce lending risks while scale economics involved may reduce transaction costs (Stringfellow, 1997; Coulter et al., 1999). 

However, the extent of production under contract is low in Africa. In Kenya, a country with a long history of contract farming, the proportion of Kenyan smallholders producing under contract is about 15% of all smallholders and this figure far exceeds that of any other African country. Even the literature of contract farming in Kenya alone may equal that of any whole other region of Africa (Kymenye, 1994; Little and Watts, 1994). 

Opportunities, problems and solutions of both contract farming and farmers' organisations are discussed in Chapter 5 and Chapter 6 respective

Status of Agricultural Production and Marketing in Tanzania and Zambia 

Introduction

In several Sub-Sahara African countries, and more in particular in Zambia and Tanzania, agriculture is considered as the lead sector of the economy, the engine of growth for the decade and beyond (sic; UN, 2001a). Therefore, the sector has to be transformed from a traditional subsistence one into a modern and commercial one (UN, 2001a; UN, 2001b; World Bank, 2000).

The low agricultural performance of some African countries can be partially attributed to external or unavoidable factors, including declining world prices for major export commodities, frequent drought and/or civil strife. But these do not explain everything. Since the early 1980s, there has been a growing consensus that various forms of institutional failure, particularly within the public sector, have been a central factor in Africa’s agricultural and more general economic stagnation or even decline. According to this view, African agriculture and agro-industry have been strongly and adversely affected by misguided macro-economic and pricing policies and by excessive government intervention in factor and commodity markets. These interventions, together with the imposition of inefficient, and frequently monopolistic, state-owned or state-sponsored processing and marketing organisation, are held to have undermined producer incentives and crowded out private sector development (Jaffee & Morton, 1995a; Kherallah et al. 2000; World Bank, 2000).

More recently, measures have been geared toward expanding the role of the private sector. Attention has been directed at improving the enabling environment for business (through legal and regulatory means), at reforms which strengthen domestic financial systems and at privatising selected public enterprises. Significant policy reforms are implemented in many African countries. But there is growing recognition that such reforms alone are unlikely to bring about the desired supply response from farmers, private traders and processors. This is leading both African governments and international donors to move towards more direct measures to promote private sector agribusiness development (World Bank, 2000). 

Therefore this chapter will analyse both sides: agricultural production itself and the marketing and agribusiness environment for agricultural produce as these two sides are inextricably bound up with each other when one aims at increasing farm income. To increase farm income of small-scale farmers, an increase in production and productivity must go hand in hand with improved marketing facilities and development of the overall institutional context. Both sides are linked to each other in a feedback-like relationship and can boost each other. In what follows, bottlenecks occurring at both sides (production and marketing) will be identified and suggestions to remove the encountered bottlenecks will be given. The problem analysis described will apply to Zambia and Tanzania. Only when a topic or example typical for one of both countries is raised, the country will be mentioned explicitly. Recommendations will be written in italic to highlight and accentuate them. 

Profile of Zambia 

Zambia is a landlocked country of about 750,000 km2, most of which lies on a plateau ranging from 900 to 1,500 m above sea level (see Figure 3.1.). The population of 10.9 million (Africa Monitor Southern Africa, 2000), growing about 3.4% annually, has suffered a drastic decline in its living standards with a current GDP (Gross Domestic Product) of US$ 289.5 which decreased with 3.9% between 1992 and 1996. Around 82% of the rural population is classified as poor (i.e. under the poverty line). Population density is rather low (14,5 people per km2) but it is concentrated along main road network and ‘the line of rail’ (i.e. along the railway going from Livingstone up to Tanzania passing almost through Kasama, see also the map in Annex II). 
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                           Figure 3.1. Map of Zambia 



   (Source: http://www.lib.utexas.edu/maps/cia00/zambia_sm00.jpg) 

The comprehensive programme of economic reform, on which the government embarked from 1991, has virtually eliminated market price controls and transformed Zambia into one of the most liberalised economies in Africa. But this happened not without cost, with deterioration in nearly every social sector. Nevertheless, it seems that Zambia now emerged from the most difficult stages of its economic transformation: in 1999 it achieved GDP growth of 2% (with a projected 3% for 2000), and is expected to achieve an annual GDP growth of 4 to 5% over the next decade with agriculture and tourism as the main engine of future growth (Africa Monitor Southern Africa, 2000b; ASIP, 2001; UN, 2001b).

Until 1975, Zambia’s economy was based on copper but as world prices for copper have fallen, the Government started to promote agriculture as alternative source for employment and foreign exchange and import substitution. Agriculture currently generates about 22% of GDP and provides livelihood for more than 50% of the population. The sector employs 67% of the labour force and is by far the main opportunity of income and employment for women who constitute 65% of the rural population. Zambia has abundant agricultural resources compared to population but the agricultural sector has been neglected in the past. Of the total arable land (420,000 km2), only 14% is cropped. Water bodies such as lakes and rivers are largely unexploited as only 11.8% of Zambia’s irrigation potential is utilised (Africa Monitor Southern Africa, 2000; ASIP, 2001; UN, 2001b).

Liberalisation and market reforms are the main thrust of agricultural policy in Zambia which emphasises government withdrawal from direct involvement in agricultural marketing and input supply, freeing prices, removing subsidies, privatising agro-parastatals, renting out and selling public storage facilities to the private sector and overall removal of constraints and distortions to international trade in farm products. Under this policy framework, the role of government is confined to policy formulation, legislation and development of sustainable market support services such as market information, extension, finance and infrastructure. In addition, government facilitates the maintaining of a food reserve to ensure national food security (UN, 2001b). 

Under the policy framework of liberalisation, positive developments were recorded including an increase in outgrower and contract farming, crop diversification, changes in land management practices, increased private sector involvement in the provision of services (like input supply and output marketing), though some controls still have to be put in place. Several private companies and NGOs also got involved in organising farmers in self-owned groups, associations or primary cooperatives and despite international competition and low commodity prices, the agricultural sector became the major contributor to non-traditional earnings. Major export products are fresh flowers, vegetables, cotton, coffee, Soya beans, groundnuts, and wheat (UN, 2001b).              

Profile of Tanzania 

The United Republic of Tanzania, comprising of Mainland Tanzania and the islands Zanzibar and Pemba, occupies an area of 883,749 km2 on the east coast of Africa (EIU, 1998) (see Figure 3.2.). With the current GDP of US$ 265 per capita (1999), Tanzania is ranked among the poorest countries in Sub-Saharan Africa. The population of 32.8 million people (1999) is annually growing at about 2.4%.  An estimated 60% of the population live in poverty in Tanzania, but rates are significantly higher for the population that lives in rural areas: approximately three times higher than in Dar Es Salaam and nearly twice as high as in other urban centres. Average cultivated areas per household are below 1 acre, and rural households spend an average of almost 30% of monetary income on food (Africa Monitor Southern Africa, 2000a; UN, 2001a; FAO, 2001; FAO statistical database; World Bank statistical database).  

Tanzania is heavily dependent on agriculture. The rural population accounts for 74% of the total and agriculture absorbs 90 and 78% respectively of female and male rural labour force. Agriculture, forestry and fishing generated 49.1% of GDP (1998), compared to 15% for Sub-Saharan Africa as a whole, and 73% of all exports (EIU, 2000; FAO, 2001; FAO statistical database; UN, 2001a; World Bank statistical database).  
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                               Figure 3.2. Map of the United Republic of Tanzania

                              (Source: http://www.lib.utexas.edu/maps/cia00/tanzania_sm00.jpg) 

From the mid-1960s until the mid-1980s, the Tanzanian Government followed policies characterised by central government intervention and ownership of economic resources. Over 400 parastatals were created. Efforts and expenditures were focused on ‘directed’ (i.e. government initiated) social development, including collectivisation of rural population (Ujamaa). Although relatively high rates of GDP growth were initially achieved, growth later faltered causing steep declines in per capita GDP, deterioration in social sectors and inflation (EIU, 1998; FAO, 2001; UN, 2001a).  

With the support of the World Bank and IMF, Tanzania introduced major social and economic reforms in 1986, including initial steps towards the liberalisation of the agricultural marketing system. Macro-economic fundamentals were improved by these measures but economic growth, which initially responded well, has been insufficient to significantly improve living standards or per capita GDP over the last decade (UN, 2001a; FAO, 2001). 

On the domestic front, Tanzania faces a number of constraints and challenges. These include poor record on a number of social indicators like the Human Development Index (HDI), wide-spread poverty and increasing income inequality, HIV/AIDS, low domestic resource mobilisation, low level of unsupportive development of basic infrastructure, overwhelming supply side constraints (low productivity in agriculture and low level of human resources development) and environmental degradation (UN, 2001a; FAO, 2001).

Externally, the debt overhang remains a serious constraint. Debt servicing obligations diverted the much-needed resources for enhancing economic growth and improving delivery of social services (UN, 2001a; FAO, 2001). 

Definition Small-scale Farmer

In Tanzania, smallholders typically grow 1 to 5 hectares while large-scale commercial farms average 20 hectares (Limbu, 1999). 

Zambian Government divides farmers into three categories: 

· commercial farmers who cultivate more than 10 ha of land (with large-scale farmers cultivating more than 40 ha). Their farms are generally located in high potential areas close to the line of rail with a high concentration in Lusaka and Central Provinces;

· emergent farmers are farmers who have already established market linkages and cultivate between 5 an 10 ha of land. The majority is located in Southern, Central, Lusaka and Eastern Provinces. A portion of them are retirees or retrenched government workers who have used their redundancy package to start farming. What is interesting is that in spite of the larger area under production and greater access to farm inputs, a significant portion of these farmers (possibly between 20 and 30%) has income levels which place them below the poverty line;

· smallholder farmers who have access to less than 5 ha of land and generally cultivate 2 to 3 ha, typically using only family and communal labour and no oxen or mechanised implements for cultivation. The major part of food production is used for home consumption. Smallholder farmers constitute about 75% of all farm households. About a quarter of them are female headed (widows or divorced) (IFAD, 2000b). 

In this study, the term ‘smallholder’ or ‘small-scale farmer’ will be defined as a farmer who cultivates up to 5 ha of land, growing food crops and if any, cash crops, using primarily family (and communal) labour. The major part of food crop production is consumed by the farm household. 

Agricultural production

Agriculture in Zambia and Tanzania is characterised by a majority of smallholders with low farm productivity and production. Low crop production is a result from: (1) low labour productivity; (2) lack of appropriate farm management; (3) low levels of agricultural inputs and investment; (4) and soil fertility problems (Limbu, 1999; Van Damme, 1998). 

Average plot sizes are usually small as most farmers cannot farm larger areas because they cannot afford the extra labour costs in the absence of sufficient family labour. Indeed, many families have been reduced in their effective numbers due to HIV/AIDS which is estimated to have hit 19.95% of adults in Zambia. Percentages for Tanzania are estimates as there are no adequate reporting procedures: 2% of the population contracted AIDS (between 1993 and 1999) and women, attending antenatal care in clinics of 17 sites, showed infection rates between from 7 to almost 30% (FAO, 2001). 

Single-parent and (often) women-headed households with large numbers of young children and/or elderly people are now prevailing in a number of areas, and especially these face chronic labour deficiencies. Young people prefer to work outside the area because there are no formal incentives to keep them in the villages. Hired seasonal labourers work unsupervised and are paid per day for however many days it takes until the job is done making them inefficient (FAO, 2001, Van Damme, 1998). 

A key factor in increasing crop production is improving farm management. Crops require timely planting, right planting density, weeding at appropriate stages of growth and if possible proper disease and pest management. To achieve this, farmers need securing access to tractors, draft animals or other implements for land preparation, and general agricultural inputs (e.g. seeds, fertilisers, chemicals,…). Knowledge, training and advice must be provided aimed at recognising crop pests and diseases and acquiring financial management skills. Needs-based small credit schemes preferably starting from and building on savings schemes can assure timely acquisition of inputs (IFAD, 2000b; Van Damme, 1998). 
A lack of basic inputs such as fertiliser, certified seeds and adapted (high-yielding) varieties, and pesticides is prevalent in almost all farm households. Lack of (timely) access to inputs is often mentioned by farmers as a major production constraint. Access is limited due to lack of capital (as these inputs are very expensive for farmers), transport and input delivery points. In this context, farmers only seldom buy seed, and most use their own selection. Even so, purchased seed is not necessarily certified seed. Mostly it is just another farmer’s selection. Only a limited number of farmers regularly buy chemical fertiliser and if they do, they usually do not or cannot buy the required amounts to go for optimal nutrient concentration so that yields are lower than what is needed to offset purchasing costs. Crop pests and diseases form a problem for many farmers, both before harvest and in storage. Very often traditional methods are used to prevent or lower excessive losses, but they are not always effective. Only a very limited number of farmers actually buy pesticides (Limbu, 1999; Van Damme, 1998; World Bank, 2000). 

Erosion, poor soil preparation on soils often having poor basic structure, the practice of (maize) monoculture and inappropriate fertilisation in the absence of organic fertilisers, contribute to poor soil productivity. In many areas, erosion is a problem. Due to lack of erosion control measures and poor soil structure, soil quality still further declines and land is lost or becomes inaccessible. Long delays between land preparation and planting only serve to aggravate the situation. Soil is low on organic matter as a lot of crop residue is removed by livestock. Some farmers try to address the soil fertility problem by applying (kraal) manure and compost. Maize monoculture further exhausts a soil already severely limited in its nutrient supply. Cassava is a typical end-of-the-line crop, cultivated on poor soils that are beyond salvation. Soil preparation might not be adapted to the specific soil properties. Methods and timing of soil preparations vary greatly: from right before planting to up to two months before planting, with tractor or oxen, with or without disc plough, etc. (Frederickx, 1997; Van Damme, 1998).

Damage by animals (including birds) to crops can have a big negative impact on harvested yields. Although the exact extent of the damage is not know, and very hard to estimate, there are cases of farmers losing their entire harvest due to animal damage. Wild animals and grazing livestock destroy crops because of bad or absent fencing and because the fields remain unsupervised. 

Current State of Agribusiness and Agricultural Marketing 

Organisation of Stakeholders

 Farmers’ Organisation

The organisation of (small-scale) farmers in Tanzania and Zambia is described in Chapter 5  (sections 5.6. and 5.7.). Summarising, it can be said that farmers are poorly organised: most primary cooperative societies have only a few members and do not represent the majority of farmers nor do they serve the interest of the farmers. Zambia has a lead over Tanzania as farmers have the possibility to join the farmers union at national level, which is non-existent in Tanzania, and more donor/NGO programmes are concentrating on organising farmers (van Engelen, 2000; personal communication from Felix Chizhuka, Project Manager NFU-Agri-Business-Forum, Zambia 2001; Charles Chabala, Deputy Regional Representative at SCC, Zambia 2001; Robinson Manase, General Manager of Central Tobacco Growers Association, Zambia, 2001). 

As farmers are ill-organised, they mostly deal individually with obtaining inputs and selling produce and thus do not obtain the more advantageous prices that larger groups could. The current marketing system has many intermediaries, which means that the farm gate price in many cases is quite low. Together with the fact that most farmers are forced to sell straight after harvest (at times already before harvesting) due to financial problems, this means that farmers’ income is less than it could be if farmers would be able to develop their own marketing strategies within their own organisations (Van Damme, 1998; van Engelen, 2000). 

Organisation of Private Sector

The free market economy has brought many private operators in the marketing and processing sector. Unfortunately these are hardly organised and often played out against one another to their own detriment and at times the old structures’ advantage. Therefore, it will be important for private entrepreneurs to form business and trade organisations to defend the interest of their branches in national and regional forums and be able to influence both policymaking and control mechanisms (van Engelen, 2000; World Bank, 2000). 

In Tanzania there is the Tanzania Chamber of Commerce, Industry and Agriculture (TCCIA) which was set up towards the end of the eighties to support the rights of the business community. Its main task is to look for markets for all members’ products. They search the internet, get requests from embassies, and have direct contacts with partner organisations and potential customers abroad. The information obtained is made available to all members. But the problem is that TCCIA is not yet well established at district level. The Zambian Chambers of Commerce caters for the needs of the industry complementary to the Zambian National Farmers Union (ZNFU) catering for the needs of farmers. They will first act as a discussion forum for the different parties involved in commercial sector activities’ development, but could gradually take more direct initiatives geared at influencing the sector’s development and course of activities.

Private entrepreneurs wanting to start a business also lack support structures that can assist them with preparing feasibility studies, business plans, establishing contacts with potential clients and looking for finance. Local companies interested in developing local processing activities and/or starting export activities need assistance in linking them with producers and on the other side with potential buyers. There are some organisations that can assist private entrepreneurs in this matter, like for example FAIDA (see also Chapter 4) that works on backward linkages (i.e. linking companies with producers) and TechnoServe that works on forward linkages (i.e. linking companies with foreign markets), both operating in Tanzania. But these are very few and have only a limited operational area. Donors and NGOs can play an important role here in setting up such support organisations in a sustainable manner. An assessment should be made on the extent to which these organisations are needed and could operate in a sustainable way. Another question is whether backward and forward linking should be separated or could be united in one organisation. 

Marketing 

(van Englen, 2000) 

General

From independence until the early 1980s (when Tanzania started applying structural adjustment and market liberalisation programmes) there was only one channel leading from farmer to market: via primary cooperative societies (dependent on the Cooperative Union) through the various marketing boards (for export crops). Agricultural marketing has traditionally been divided between agricultural inputs, food crops and cash crops. What is referred to as food crops, are those staple crops destined principally for domestic and regional consumption (including maize, rice, wheat, sorghum, millet, cassava and potatoes). Cash crops are those crops grown principally for export outside the region (including coffee, tea, cashew, cotton, tobacco, pyrethrum and sisal). There is a third output group (including horticultural and fruit crops and non-traditional products such as flowers and spices) which has received relatively little attention, apparently on the grounds that these products are of less strategic importance. Although the intentions were good, the system led to inefficiency, poor prices for farmers and often delays in payment or even no payment at all. Prices were not market-controlled and set sometimes arbitrary with heavy government involvement. 

After liberalisation, farmers were suddenly faced with many markets to sell their produce to and allowed to enter into agreements with individual buyers and bargain prices due to the presence of competition. Although there are many advantages of liberalisation there are also disadvantages as pre-planting prices no longer exist, secure marketing channels disappear and farmers are not cushioned anymore against poor world market prices where in the past the government might at times have carried the burden of world market prices lower than agreed framers’ price. 

Nowadays the trade in major export crops, although there are private buyers, has to a certain extent still got an element of government control through the boards and the political system. The boards are supposed to make sure that everybody operates according to the ruling acts, but some interference is still occurring. 

In the case of food crops the government does not have much influence over pricing. The primary societies play no role in the marketing of food crops. All crops are sold by farmers either at farm level or on markets. For most commodities, prices are usually lowest around harvesting time and increase to a maximum just before the next season’s harvest. Besides a time gradient in prices there is also a geographical gradient: the closer to a tar or all season road and/or major centre, the higher the price. 

Marketing Strategies

The most important ‘market’ for the smallholder farmer was and still is home consumption. All his activities are geared towards achieving food security for his family. In the second plan comes the acquisition of cash in order to purchase the family’s other requirements and pay the various taxes, school fees, etc. 

The next level of marketing is selling within the farmer’s village, to neighbours and small traders/agents. Most farmers do not actively venture beyond this level. They wait for buyers to come to the doorstep. Where in the past the primary society in some cases might have assisted in grouping farmers’ produce and looking for markets, this function of the primary society has long gone if it ever existed. Most buyers arriving in the villages are middlemen/agents for bigger buyers or bring the crop to the next marketing level which is the district level.

On district level, produce is sold on markets, to rice mills and middlemen/agents who bulk up produce and sell it. Marketing on regional and national level is concentrated in the major regional centres. Most companies use small traders to buy the crops and transport them to their central stores. Export marketing is mainly centered in Arusha, Mbeya and Dar Es Salaam for Tanzania.

Many of the crop flows are not well documented nor are they controlled. Therefore it is extremely difficult to establish which part of farm production is used for home consumption, consumption within district/region/country, or which part goes to industry and which part is being exported. There is cross-border trade which is not always legal and due to existing export restrictions, part of the export is not recorded. 

A special type of marketing is the system whereby farmers and companies enter into production contracts or agreements. This is especially valid for products that are not easily marketed elsewhere because there only exists a small or very protected market (e.g. flower seed and bean seed outgrower contracts), because of stringent quality requirements for the produce (e.g. fresh vegetables for export) or because of certification of the production methods (e.g. organic farming). In other cases the need for processing makes that the farmer is bound to a certain buyer (e.g. sugar cane for sugar milling, paprika for oleoresins, fresh fruit for canning). Some markets demand certain socio-economic conditions under which the production takes place and are prepared to establish long-term relationships with the producers and to give a fairer distribution of profit made on the transformed produce between producer and buyer (e.g. fair trade coffee). Contract farming is further analysed in Chapter 4.  

A farmer will have to develop his production and commercial strategy within this whole range of crops and marketing possibilities. There are organisations that can assist farmers to make such choices and facilitate the development of production systems under contract, such as FAIDA and TechnoServe in Tanzania and CLUSA in Zambia (see also Annex IV). However, such companies/organisations are not widely (re)present(ed) in these countries. 

A farmer can choose from different strategies to maximise his/her income from the farm:

· produce more per area, increase the area under cultivation and/or reduce production costs. This strategy is the one that has received most support from government institutions and development agencies over the years. However, it depends on the market whether this extra production eventually leads to increased income for the farmer or not. A good example is the decline in maize production in the south of Tanzania during the last ten years as NMC lost its monopoly and did not buy maize anymore against fixed prices. Farmers faced problems to market their produce and thus make good returns to pay for the inputs. 

· Improve marketing in order to get higher prices. This strategy is a relatively new one as the presence of various (legal) marketing channels is only something of the last 5 to 10 years. A true primary cooperative society or farmers’ organisation could demand a better price for the produce of their members because of larger amounts of product and/or (better) grading. It often pays not to sell right after harvest but to wait for prices to go up, especially with rice, beans and maize. This strategy is only possible when farmers organise themselves in groups, start grain banks (see section 3.2.7.), get access to credit, etc.  

· Add value to product through grading or processing. Due to a long history of only selling raw material it will take a major effort to show farmers the potential of this strategy. 

· Look for alternative crops and/or markets. If farmers, because demoralised with the results of existing crops, which is the case right now for cotton, coffee and tobacco, will start looking for alternatives, their choice will depend on their technical capacity to acquire new skills, the risk they can take and the support they get in venturing into new crops or markets.

Due to lack of information and because of the often numerous steps between farmers and final buyers, farmers do not always get what they deserve on a per kg basis because middle men calculate the price for bigger traders buying from them by adding up (sometimes) 50% on the price they paid to farmers. Farmers could get more for their crops if they would be more active themselves in looking for markets, developing marketing structures and if they would have access to more information about prices and markets which is easier for groups than for individuals.  

But many farmers fail to meet the first requirement of attaining food security for their families for the whole year. A number of factors/causes can be seen: (1) funds are poorly managed due to lack of financial institutions; (2) too often returns are diminished due to bad terms of exchange as farmers have to borrow maize from traders to feed their families with future crops as collateral or they have to sell cattle for food when cattle is cheap and food expensive whereas they have to buy cattle when it is expensive whereas they get little money for their crops; (3) the sudden need to pay fees or taxes at times when there is no cash thus forcing farmers to sell cattle or stored crops at unfavourable prices. 

District Councils could plan tax collection to be done in the period of the year that most money from cash crops is available in the villages so that people are not forced to sell cattle or crops at unfavourable times. Another solution for to avoid selling at unfavourable prices, is the establishment of grain banks (see section 3.2.7.).
Infrastructure

(Jaffee & Morton, 1995b; Limbu, 1999; Temu & Due, 1998; Van Damme, 1998, van Engelen, 2000) 

One of the major constraints for commercialisation of agriculture and market development is the lack of infrastructure, both on- and off-farm.

On-farm 

There is a lack of adequate storage facilities. Maize is dried and stored in the hut or in special structures where it can be kept for several months. Families often sell part of their maize to a mill where it is ground and stored. Maize is usually sold by farmers right after harvest, when prices and thus returns on labour and investment are low. In bad years, farmers even have to buy it back at higher prices when their stocks are finished during the tiding-over period. Cassava is less of a problem as it is not harvested before it can be consumed. It is thus kept in the soil but pest and disease problems can arise. 

Vegetables (like tomatoes, cabbages, or eggplants) and fruits are particularly vulnerable to rotting once they are harvested, whereas there often are no facilities nor technology to store or transform/process them (although, in some countries tomatoes are dried). The same applies for meat and dairy products. Processing could increase farm income as products could be sold at comparatively higher prices and at other periods than at harvest (when prices are low). Processing would also alleviate some of the problems linked to fresh product storage. 

Marketing of (a part) of the harvest is hampered by lack of phones and other means of communication. The situation is even aggravated by the lack of off-farm infrastructure and market facilities, including market information on volumes and prices.  

Farms also lack fencing or else the quality of fencing is so poor that stray domestic and wild animals damage crops. Fences are destroyed by animals, stolen and not replaced due to lack of money. 

Farmers lack farm implements and good farm roads. Few farmers own their own farm implements and most of them are hand-operated. A study of Limbu (1999) showed that in Tanzania for example, out of ten smallholders, all own a hand hoe, eight own an axe, eight a big knife (machete), five a grinding stone and one owned a plough. Draught animals are mostly absent due to diseases or lack of investment capital. Other constraining factors for utilisation of animal draught power are: inadequate promotion, extension and training, competing demands for livestock products, environmental factors, lack of affordable veterinary services, low power capacities of animals due to type of breed or poor nutrition, social tradition together with gender issues. 

Seasonal water shortages and sometimes flooding cause yield uncertainty and all too often crops fail. As in most tropical areas, rainfall in Tanzania and Zambia is an unreliable source of water. Water management practices are not applied, nor has the irrigation potential been fully investigated and/or developed. Especially in Zambia there is a large potential which is basically left untapped. 

Off-farm 

Off-farm infrastructure could be improved through provision of better, easier, cheaper and numerous connections to other areas, particularly urban areas, where inputs could be purchased and produce marketed. Bad and underdeveloped roads isolate communities and prevent access to a wider range of goods and services. On the other side, they cause substantial risks for traders and private processors who incur considerable costs and face more general constraints in market development. The cost of transport is an important aspect for the competitiveness on the major domestic and export market. It determines whether a crop can compete with the same crop on markets further away from the production area. Prices for transport vary according to the condition of the roads. To give an example (from van Engelen, 2000): it will cost a trader around Tsh 800,000 to hire a 40 ton lorry from Isaka to Dar Es Salaam (1,100 km) compared to Tsh 300,000 for the same lorry from Mbeya to Dar Es Salaam (900 km). With bad roads, the traffic police can always find something wrong with the truck and make the drivers pay between Tsh 5,000 and 10,000 to be allowed to continue till the next traffic police post (Jaffee and Morton, 1995b; Van Damme, 1998). 

A way to reduce transport costs could be through grouping of cargo and better planning of transport. Companies with long distance buses have their offices and employees who try to get customers. Similarly freight forwarding offices for cargo could be organised. Lorries going one direction give an estimated time when they are coming back empty. The broker tries to get cargo for his return trip. This would enable people to transport smaller consignments at affordable prices. The freight forwarding offices could take a commission and could be operated by farmer groups themselves when the latter are well organised.  

Rail transport in Tanzania is used only in a limited way because transport has to be paid in cash in advance (as opposed to most truck drivers accepting payment at destination) and goods have to be brought to the station with lorries, loaded at the station of departure and off-loaded at the end station where loaded again on a lorry for final destination. This extra handling increase prices in comparison to truck transport (Jaffee and Morton, 1995b; Van Damme, 1998; van Engelen, 2000). 

Limited telephone services and congested mail services are likely to impede long-distance trade and raise trader transaction costs by necessitating alternative, more expensive communication methods or more frequent direct visits to producing areas and markets. Communication bottlenecks also hinder the responsiveness of traders to new market opportunities and changes in trade partner requirements (Jaffee and Morton, 1995b; Van Damme, 1998; van Engelen, 2000).  

Another infrastuctural bottleneck is the lack of physical adequate market facilities (places and times where people come together to buy and sell) in rural areas so traders are not coming to these areas to buy produce. Markets do not spring up spontaneously but need to be created and organised. Costs are likely to be minimal and by making market centres broadly available to farmers (through public investment), farm productivity would improve because distance from market centres reduces farm yields (Evenson & Germano; 2001). Currently, most surplus produce is sold from home and/or from a road if any is present. Market places and corresponding facilities (storage, transportation, etc.) are imperative in promoting trade in both agricultural and non-agricultural commodities, in input and output products. 

Lack of rural electrification and water supply/sanitation facilities place constraints on where processing and storage activities can be located, or also necessitates additional investment in power generators and sanitation facilities. The latter is important when high-value food commodities for export are involved because these have to fulfil quality and hygienic standards as can be seen from the example of Agriflora (Zambia) in Box 3.1. (Jaffee and Morton, 1995b; Van Damme, 1998; van Engelen, 2000).

Box 3.1. Collection and grading by Agriflora, Zambia 

	Agriflora in Zambia, a company exporting fresh vegetables, was setting up grading activities at the peri-urban/rural collection points to save time at the factory and to create more transparency in grading towards the farmers. Therefore, the collection points that until now only consisted of a refrigerated container, had to be provided with running water and toilet facilities to meet hygienic standards. 


(Source: personal communication from Jacob Mwale, Project Manager Smallholder Cooperative Scheme Agriflora, Zambia 2001)

Information   

There is a lack of market information and farmers who are not aware of current prices are easy victims for the middlemen who come to buy their crop. The major companies communicate their commodity buying prices to their agents, who keep it a secret. They probably tell their middlemen another price again and the farmer gets a price far below the amount he could get if he knew the price the company is willing to pay. If farmers knew this price, they could bring their crop directly to the agent, cutting out the middlemen. Farmers also need complete information on market prospects and prices to be able to chose the most profitable markets for which to produce. 

Trade in less important commodities is seasonal and depends on buyers coming in when there is a market demand for e.g. pigeon pea, chick pea, skins, Arabic gum, etc. This means that there is no steady information flow to farmers from such exporters/companies through their agents and the demands of the market are not made known to the farmers (as in the case of cotton) or market mechanisms may not be known at all. Therefore farmers keep on thinking that there is no market for such crops while the market is there. Through better information, the organisation and possibilities of markets can become clear and potential markets can be explored and opened. 

Although indicative market prices are being published on a regular basis in various newspapers, these are not widely known within the districts and especially not in the villages. Market information broadcasted by radio is limit and even then only for a certain number of commodities. In Tanzania for example, community ratio stations were used quite effectively to communicate price information but the problem is that they are available in only few districts. In some cases the word of mouth information system however travels fast and farmers know very quickly when buyers start buying, what the going prices are. As in many (outlaying) rural areas there is no alternative to this verbal information, farmers have to make decisions on the basis of this rather limited or incomplete information (Van Damme, 1998; van Engelen, 2000; personal communication through Felix Chika, Projects Manager National Farmers Union Support to Farmer Association Project, Zambia 2001). 

Information exchange mechanisms within and between districts (and regions) should be developed in order to give producers up to date price information and the business community information about potential producer markets. Various options are possible: 

· broadcasting on radios could be used, starting a programme in which major buyers could announce the price they are willing to pay for a certain crop so that farmers know what percentage middlemen take and can decide whether or not to leave out the middlemen. An example from Whiteside (1998) is the Zimbabwe Farmers Union that runs a weekly radio programme giving marketing information, as well as putting groups of farmers directly in touch with potential purchasers.
· District magazines in which potential buyers can announce their prices and crop buying plans so that farmers can start planting if the price offered is right. Ideally this initiative (in the beginning government driven/supported) should develop into a privately produced publication earning its income from selling the magazine and advertisement fees.

· As e-mail access is now almost available in all districts, a central ‘wanting to buy or sell’ exchange point could be established where a classified type e-mail message is produced in order for supply and demand to meet. Full internet access, however, is still very costly to use and limited to specific places. 

· Setting up of community information centres 
Farmers organisations also play an important role in information gathering as they should be able to gather information on markets and carry out a strategic analysis to members, and, on that basis, define with them how much and what quality to produce, for what markets, and how much and which inputs to purchase to achieve the targeted production. This, however, requires well-established organisations with analytical and strategic capabilities that are able to communicate effectively the information to their members at grass root levels in a two-way information flow. 

Input supply

Seed sources in Tanzania and Zambia are becoming more and more of a problem. The introduction of new varieties (often of the hybrid type) is more and more done by private companies (e.g. Monstanto, Pioneer Hybrid International and Panner). In particular the open pollinating varieties of maize, sunflower, sorghum and millet are increasingly harder to get through the existing seed-marketing network. There are programmes that try do design systems to secure seed production but with increasing demand for hybrid seed and less control on the multiplication of the open pollinating varieties there is a risk that open pollinating varieties become contaminated with other genetic material. Unfortunately, seed producing programmes in Tanzania (and Zambia) often do not know of each other’s efforts. Therefore it would be a good idea to establish a production/exchange/sales organisation to promote the production of good pure open pollinating varieties and exchange information on potential and performance of seeds developed. 

Since the onset of economic reform programmes government has withdrawn subsidies on fertilisers and cereals, which made it uneconomic for smallholders in many areas to use bought fertiliser on cereals. This because inorganic fertiliser became very expensive and because of low/erratic rain fall and other production constraints, responses to fertiliser use are low and risks high (World Bank, 2000; Whiteside, 1998). 

Despite these adverse trends in the relative prices of seasonal inputs and harvested output for many crops, the use of purchased inputs (not only inorganic fertilisers, but also improved seed, crop protection chemicals, etc.) remains profitable on smallholder cash crops in many parts of Sub-Saharan Africa. Moreover, given current population growth, rapid urbanisation and declining soil fertility, significant increases in use of purchased inputs by smallholders are required to complement initiatives for better soil and water conservation. But as farmers, at the start of the growing season, do not posses cash with which to purchase inputs, seasonal credit becomes a precondition for purchased input use. Box 3.2. describes the organisation of input supply in Tanzania. 

Box 3.2. Organisation of input supply in Tanzania 

Before liberalisation (in Tanzania), agricultural input provision was undertaken either by the Cooperative Unions and their dependent primary societies, or by the Tanganyika Farmers Association (TFA). However, TFA input sales were confined largely to pesticides and hybrid seeds to larger, commercial farmers. Cooperatives focused largely on fertiliser and improved seed provision (the latter sourced through Tanseed, a parastatal). Out of food security considerations (rather than economical ones) government financed these inputs that were distributed free of charge or at heavily subsidised prices. Although input marketing since liberalisation is theoretically undertaken solely by the private sector, in practise there is still considerable intervention within the system either through the Cooperative Unions, or through direct subsidies to growers. Fertiliser use declined during the second half of the 1990s, due to poorly functioning of private sector distribution channel and lack of farmers’ finance to purchase these inputs. But in fact, input use has held steady or been increased for export crops which have seen gains in real farm gate prices (e.g. cotton, tobacco and until recently cashew). For maize, Tanzania’s principal food crop, detailed research had identified no relationship between fertiliser and production levels of maize, suggesting that input use may simply have returned to economically justifiable levels, and that higher previous levels were wasteful. There is also still government regulatory control over inputs, principally through the medium of the Tanzania Pesticide Research Institute (TPRI) and the Tanzania Official Seed Certification Agency (TOSCA), both who provide quality assurance functions. But declining input quality and adulteration of chemicals has been one of the key farmer complaints related to input supply in recent years (World Bank, 2000).  Seed sources in Tanzania are becoming more and more of a problem since the limping function of Tanseed, a Tanzanian parastatal that worked closely with agricultural research institutes and which used to be the sole improved seed producer, distributor and importer in the country. Seed production has severely declined both in quantity and variety. The introduction of new varieties (often of the hybrid type) is more and more done by private companies (e.g. Monstanto, Pioneer Hybrid International and Panner). In particular the open pollinating varieties of maize, sunflower, sorghum and millet are increasingly harder to get through the existing seed-marketing network. 

(Source: van Engelen, 2000; World Bank 2000)

Research and Extension

Government-run extension is currently of poor standard: extension service is understaffed, and extension officers are discouraged and preoccupied with surviving on meagre salaries, they have no transport facilities and lack proper background and training. Extension workers have also become responsible for a wide range of tasks such as managing input supplies, drought relief and credit programmes. Divestment of some of these tasks can provide opportunities for re-defining core extension roles and creating an optimum allocation of responsibilities between a range of government, commercial and non-profit organisations (Mdjunguli et al. 2000; Van Damme, 1998; Whiteside, 1998). 

Private companies or associations with an interest in outgrower schemes provide (inputs and) good quality extension support but their interventions are concentrated in a limited number of areas and confined to a limited number of farmers/farmer groups. Within the outgrower scheme approach, there has recently been a shift towards complementing advice on outgrowers’ cash crops with extension of appropriate and more modern methods for traditional/subsistence staple production. Contract farming and farmers' organisations are further described in Chapter 4 and 5 respectively. 

International and local NGOs and churches also promote certain practices and help farmers with seeds and advise. Unfortunately, there is only a weak, if any at all, link between research, government extension services and these other initiatives. There is, however, scope for exploring the possibilities of more contracting out of extension tasks to local NGOs or farmer associations, especially where these organisations are strong. Because NGOs’ skills vary widely, there is need for more independent and systematised evaluation of their efforts. Some that appear successful at a small scale are too expensive to be scaled up or replicated (van Engelen, 2000; Whiteside, 1998). 

Apart from production information (including new production methods or new small-scale processing technologies), extension should include financial management and information about institutional help available. Farmers/small-scale processors require these services to become aware of innovations in products, production and processing methods as well as to improve their knowledge of marketing procedures (for the sale of any surplus produce or processed products). There is wide agreement that extension has an invaluable role to play in assisting farmers in their efforts to make the transition from a subsistence over a partly to a more commercialised method of production, in farm management and the use of external services such as credit and marketing. As development of new businesses depends partly on the development and/or introduction of technologies so far not known or used in a particular area, extension has also an important role to play in this field (Jaffee and Morton, 1995b; Van Damme, 1998; van Engelen, 2000). 

Extension officers can also serve as ‘translators’ of farmers’ voices to various stakeholders in development in the area and beyond. They can also help farmers to exercise their influence on the research agenda, as there is need for more involvement and participation of farmers in setting research agendas and in analysing the impact of research and extension (Van Damme, 1998; van Engelen, 2000). Participation of various stakeholders is not easy to organise as can be seen in the example of the Tanzanian District Steering Committee in Box 3.3. 

Box 3.3. Tanzanian District Steering Committee 

The District Extension Steering Committee Meeting (DESCM) is supposed to create a forum in which relevant heads of department, NGOs, private entrepreneurs active in agribusiness and representatives from the farmers would meet to set out the plans for agricultural development and follow up on the work so far done. It has turned out to be a committee that meets very irregularly and with an extremely poor attendance, especially from the side of NGOs and the private sector. According to van Engelen (2000) the choice of the District Commissioner as chairperson, especially after the Agricultural Department was brought straight under the District Executive Director, was not a logical one and brings with it politics where it is not wanted. As government officials usually set the agenda, members from outside the district government do not feel very involved.  

(Source: van Engelen, 2000)

Agricultural research capacity is well developed in Zambia and Tanzania. There are a couple of private and government facilities. But despite the sizable research network in Tanzania, research services have not been able to fulfil their role in developing appropriate technological packages for farmers in the past few years as they were constrained by: fragmentation of research system, poor coordination, inadequate funding, lack of priorities, poor research-extension linkage, and poor research management. Recently, the Ministry of Agriculture and Cooperatives (MAC) has evolved a National Agricultural Extension Programme where the services are now demand driven and will address then needs of the farmers (Limbu, 1999). 

In the last years, research institutes does have included small-scale subsistence farmers’ research needs in their programmes. Still a lot of research and on-farm trials need to be done in order to understand and optimise the existing farming systems. Solutions should address farmer-defined and understood problems, and research and development be more demand-driven. Small-scale farmers are particularly vulnerable when new technology or higher cost inputs are introduced. Not only must the innovations themselves be carefully researched, but also the manner of introducing them. To be able to do this, a general meeting of stakeholders should be called that sets its own agenda (contrary to the above mentioned DESCM) and chooses its own steering committee. 

For less common crops such as organic products, fair trade coffee, paprika, flower seeds, unconventional oils such as baobab or Moringa, more research is needed to study the market potential to be developed further. 

Technology and Processing

The government buying agencies and the cooperative unions in the past were the ones to add value to the farm products. For this purpose, many large plants were constructed. At present, private buyers sometimes use the machines on payment, but only few process quantities that are sufficient enough to start the machines up. In Zambia for example, Zambia Leaf Tobacco Company hires a tobacco processing plant in Lusaka from the Tobacco Association of Zambia (see also Chapter 4). 

In Tanzania and Zambia, small entrepreneurs have taken an important place on the market for processing crops, e.g. for oil processing, rice dehusking and polishing, and grain grinding. SIDO (Small Industries Development Organisation) successfully organises training programmes for women on processing technologies and entrepreneurship as can be seen in Box 3.4. (van Engelen, 2000). 

Donors should continue to support the development of new and improved technologies used in artisanal and small-scale industrial food processing (e.g. fruit drying and processing, pressing of non-conventional oil seeds/essential oils, manufacturing of sausages and other processed meat, wider use of existing food stuffs by product development like for example making weaning foods, etc.). Such improvements can enhance the productivity of small enterprises while retaining the advantages of the informal sector in terms of its receptivity to consumer preferences, its lower costs and investment requirements, its capacity to provide employment, and its geographically decentralised nature. Given the importance of women in the informal sector, their requirements should be given particular attention and their possible displacements in the course of technological upgrading carefully monitored. Donors should continue to support the development and extension of new and improved technologies through research institutes, universities, private firms and NGOs. The establishment of an organisation/institute in which information on technology and processing is pooled and made available to everybody, is of eminent importance to the development of processing technologies.  Encouraging local value added should be done through support to set up (which requires training and financial means), but not long-term subsidy of, local agro-processing capacity (Jaffee & Morton 1995b; van Engelen, 2000).

More research is needed to develop affordable processing equipment suitable for production at micro-level. 

Box 3.4. Women training programme of Small Industries Development Organisation (SIDO)

SIDO is supported in its service delivery by the government of Tanzania, national and international organisations. A project under SIDO in cooperation with UNIDO (United Nations Industrial Development Organisation) comprises a training programme for women entrepreneurs. Women are learned business management and technology skills of food processing (e.g. food processing facilities, food quality assurance, maintenance and repairs of equipment, etc.). Women entrepreneurs trained in this programme formed in 1996 the Tanzania Food Processors Association (TAFOPA). TAFOPA has currently about 200 members from seven regions, producing a variety of processed food products which include mango pickles, peanut butter, tomato sauce/paste, dried fruit and vegetables, fruit wines, juices, garlic paste, ginger paste, green chilli sauce/past, nutritious flour, sausages, cheese, and yoghurt. These products are sold at supermarkets, shops, and markets. They have established a market share with potential for growth. Preliminary analysis done by the programme indicates that its activities have had an impact on the income and food security of entrepreneurs and their families as food can be conserved which otherwise is spoiled. Some women operate at micro level, 1 or 2 days a week, others produce 6 to7 days. Most women buy the required raw material from farmers, only a few have their own farm. 

The programme, however, experienced also some constraints: (1) there is a lack of credit for business development, though women have started their own savings and credit schemes, these amounts are not sufficient for buying equipment and construction of production premises to increase the level of production; (2) there is a lack of proper food packaging materials, making these locally produced products difficult to compete with imported products being flooded into the market. Competing with larger firms which van afford to invest in expensive and better packaging is also a reality to reckon with; (3) there is lack of equipment and major processing ingredients and inputs (e.g. sausage casings, milk cultures, stabilisers, etc.); (4) because of budgetary constraints, including training facilities, the programme has only reached a small part of potential market. 
(Source: personal communication from Happy Mchomvu, Programme Coordinator & Ms. Janet Minja, Director of Marketing , Advocacy and Information, SIDO, Tanzania 2000)
Financial Services 

Financial institutions in Sub-Saharan Africa have traditionally been characterised by weak resource mobilisation, low credit repayment rates, high transaction costs and extensive political interference. In many countries, the formal financial sector – comprising commercial, cooperative, development and savings banks – is not well developed. Together with stringent state controls on interest, sectoral allocations and quantitative prescriptions made by government, this has tended to stifle competition (Jaffee and Morton, 1995b). 

This situation does not differ for Tanzania and Zambia where there are no formal financial institutions aimed specifically at subsistence or small-scale farmers at all and at the local business community only to a limited extent as these groups are considered a bad risk factor for credit programmes. Farmers and small processing and trading enterprises are frequently unable to provide the collateral required by formal credit organisations since most are asset-poor. In most cases they are unable to use as collateral land held under traditional land tenure systems as there is no (proof of) ownership of the land. Present farm income insecurity and low total incomes, mean farmers are not eager to risk taking out a loan which they might not be able to repay. However, a majority of farmers is aware of the fact that lack of credit is an important to very important factor in constraining agricultural production. Limited or complete absence of access to capital keeps farmers at subsistence level, and prevents them from acquiring an attitude of profit maximisation over risk aversion or make investments on the basis of longer term planning. In numerous cases, farmers still expect the government to come in with grants and/or subsidies/subsidised loans. This attitude prevents them from acquiring a free market to commercial attitude geared towards sustainable self-promoted development. The situation described here is aggravated by the complete absence of a ‘culture’ of formal saving: high inflation and lack of interest of the formal banking sector prevents a saving towards credit logic from building up (Van Damme, 1998; van Engelen, 2000; personal communication from Daniel Kobb, Director for K consult, Tanzania 2000; James J. Obama Operations Manager Deputy for Promotion of Rural Initiatives and Development Enterprises, Tanzania 2000)

On national level, banks still do not cover rural areas with their services (because transaction costs are too high) as can be seen in Box 3.5. for the example of Tanzania. Where projects or programmes have started micro-finance activities (mostly credit provision), agricultural producers other than commercial farmers have not been targeted, and urban-based activities been preferred over rural production. Examples in Tanzania are PRIDE and MEEDA (see Annex IV), where individuals, guaranteed by a small group, can obtain a loan (for non-farming activities). These commercial micro-finance schemes are inspired by the Grameen Bank, where one relays on regular repayments as a substitute for monitoring of loan use which makes it less applicable for seasonal agricultural credit where repayment periods are at least 6 months. Group liability approaches are also limited by certain characteristics of agricultural/seasonal credit as all group members have to borrow at the same time and all face the same patterns of risks, so that in bad years group liability actually encourages group default (Dorward, et al., 1998; personal communication from James J. Obama, Operations Manager Deputy for Promotion of Rural Initiatives and Development Enterprises, Tanzania 2000). Loan experiences from District Rural Development Programme (DRDP, Dutch finance) show that loan funds cannot be run under council management due to political pressure, interference and nepotism. They also no longer consider it as a core task of the government to give out loans, either from their own funds or donor funds. People probably associate the government too much with donation to take a loan seriously. A possibility is to privatise such funds but the bottleneck here will be finding a proper structure to run such loan schemes (Dorward et. al., 1998; van Engelen, 2000). 

For special groups that would not be eligible for a formal loan due to the lack of collateral and/or guarantors, a guarantee fund could be established and lodged with a formal bank to enable them to get a loan. This guarantee fund could be managed by a finance company such as the USAID private sector development fund at the moment in Tanzania. 

As transaction costs are too high for commercial banks to operate in rural areas, they could lend to intermediary NGOs with an existing network in the field, or to retailers at the beginning of the season and to truck owners for grain purchasing. With the growth of the retail network, retailers could provide a sustainable source of seasonal credit for inputs. This is currently limited because of low liquidity and a short-term perspective among many retailers (Whiteside, 1998). 

Another source of commercial credit, which has been expanding rapidly in Southern Africa, has been supply (of inputs) trough outgrower schemes (see Chapter 4 on Contract Farming), or through interlocking of input and output transactions (not necessarily linked to outgrowing or contract farming) (Dorward et al., 1998). Traders’ incentives to develop interlocked input and output transaction are provided by the desire to increase market share in the relevant input or output markets. Government policy can encourage such developments by encouraging investment in crop processing. Policy should also stimulate competition between traders (to maintain attractive output prices for producers), by fostering strong, liberalised financial sectors and reducing the cost of information, especially through investments in rural infrastructure.  

Box 3.5. The National Bank of Commerce in Tanzania 

After independence, all commercial banks were nationalised and merged in the National Bank of Commerce (NBC). This bank was giving credit to the produce boards and cooperative unions to buy crops. The cooperatives and produce boards were often unable to return the loans and built up substantial debts over the years. Stimulated by the government, the NBC experimented with rural savings and credit schemes, especially in the tobacco areas. The aim was to make farmers use banks and save more of their money through developing financial services such as cumulative deposit schemes, payment of farmers for their crops through the bank, fixed and short-term deposit schemes, money box schemes, etc. Unfortunately nobody kept his promise to the farmers: the primary society was too weak to make the schemes work, the cooperative unions were reluctant to implement this savings and credit system and the promised training on savings and credit from the government never took place. In 1997, the NBC was split into the NBC Holding, NBC (1997) and the National Micro Finance Bank (NMB). Only the regional centres have a branch of the NBC (1997) while most district capitals only have a branch of the NMB. The latter only offers a limited service to its clients. They have a passbook for savings and recently a type of business account was established. Its cheques can only be used to pay in one’s own branch. There is no possibility (as yet) to get a loan although the national micro-finance policy was completed at the beginning of 1999 and trials with loans started in Dar Es Salaam. 

(Source: van Engelen, 2000)  

Next to formal credit, there are distinct and highly visible forms of informal credit, such as rotating savings and credit associations, consisting of members with social, ethnic, religious, employment or other bonds. Hence, risk capital for small-scale enterprises must generally come from the personal savings of entrepreneurs and their families, and funds for expansion or facility modernisation typically come from the same personal savings and retained earnings (Jaffe and Morton, 1995b). 

Savings and Credit Cooperative Organisations (SACCOs) (in Tanzania) can be formally registered by the Cooperative Department. They should have a constitution stating what minimum contribution members have to make, what the conditions are to be given credit, the maximum amount that can be borrowed, interest rates and repayment period. They have to keep accounts and a system of auditing should be established. For a SACCO to succeed, there should be a common bond between members (see above). The funds not lent should be well kept in a bank and its operation costs should be kept as low as possible. 

Experiences in various places have shown that SACCOs do work and that their working capital can increase rapidly. The availability of small credits at difficult moments could avoid the sale of crops or livestock at low prices. It could also increase the trust among people, which presently is at very low level after the experiences farmers have had during the last decades with cooperatives. The urge felt by many government officials to formalise this system should be studied carefully. Is there a need for a complete administration or does the power of the SACCOs lie in their informality: people deciding together under a tree which member will get the next loan?

A next step could be to form an apex organisation of these SACCOs to be able to shift money between SACCOs. This apex organisation should be eligible to become a shareholder in a district community bank or trust fund. At this level the organisation should be formally registered and a more worked out administration is needed. Unfortunately too often this type of banks or funds is very donor or politically driven and it is doubtful whether these will survive. People have to gain confidence, trust and feel that it is their money they are handling. 

In West Africa, the establishment of grain banks has been quite successful. Farmers put in their crop, get paid and have the right to buy back the stored grain from the village grain bank later on for a slightly higher price to pay for the capital used to purchase their crop. 

The same applies for inventory credit schemes, but in this case the crop is mostly sold later on in the season when prices are higher. The profit can be shared between the group (to pay for the credit and build up more own capital) and the members as a second payment for their crop. 

Grain banks and inventory credit can help improving farmers’ terms of exchange (as farmers mostly need cash as soon as possible to repay their loan as interest rates are high, i.e. 40% in Zambia) whereas improved storage techniques can help in decreasing losses and optimising stored volumes. This form of saving in kind can be a solution for people who have not ready cash to build up their share capital for joining a SACCO or other form of informal saving and credit scheme.

Policies: Legislation, Supervision and Statistics

With liberalisation, marketing has changed from a responsibility of parastatals to a responsibility

y of the farmers and private sector. This change still requires adaptation on the side of both farmers (to play the game of marketing properly) and government (let go old mechanisms of influencing and controlling the market). Governments’ roles to play becomes legislative and supervisory ones, creating an enabling environment for agribusiness. Collection of statistics will stay their responsibility as these are needed for forward planning and policymaking. The most prominent role of local government related to agribusiness at the moment is tax collection through the crops cess, licenses and other fees. 

The gathering of statistics (crop production and marketing), essential for government planning and design of programmes and projects, as done in the past, cannot produce reliable data on which to base plans and predictions. The current system in Tanzania of gathering statistics per village, especially because there is no longer one extension worker per village, should be reconsidered (van Engelen, 2000). 

In Tanzania, every major export crop has its own act, which contains the guiding principle for all stakeholders associated with that crop. The supervision on whether everybody is following the rules is principally a task for the produce boards. District councils are mainly concerned with making sure that the crop cess is being paid and its bylaws are geared towards this. Issuing licenses for buying in the districts was done before by the Regional Commissioner, but is now the responsibility of the council. However, there is still at times pressure from the Region or District Commissioners to accept or refuse certain buyers which indicates that control is still exerted. 

Nevertheless, not all old interests and control mechanisms of governments disappeared with liberalisation and they are still disturbing the creation of an enabling environment for doing business. An example from Tanzania is the vegetable oil industry where the local market is severely disturbed by large-scale imports of cheap vegetable oil, presumably with import permits while the Tanzanian oil industry is facing 20% of VAT compared to all other food commodities which are exempted from VAT. Regional and local officials seem to have  vested interest in retaining control over important resources of taxes and transport contracts with local parastatals thereby interpreting and implementing policy reforms in an ‘adjusted’ way. Ranking officials can exploit poorly informed traders by adding fictitious fees or regulations to Variation in the appear to be a common feature of reform programs. Local government officials may their own advantage (Jaffee and Morton, 1995b).

If governments are serious about promoting local industry development a plan should be made to assist industry and discussions should be held with the relevant trade organisations to iron out the problems; in brief: the stakeholders should develop an industrial policy and shift some of the donor attention from the primary production sector to the processing sector. 

Another hindrance to create an enabling environment for agricultural production is the way District Councils in Tanzania are collecting taxes. Almost everyone interviewed in Tanzania and Zambia, both farmers and traders/processors mentioned the burden of excessive taxation. District Councils should reconsider the way they collect tax and try as much as possible to shift away from direct taxation of farmers towards indirect taxation via traders and processors. The paying of crop cess is one of the bottlenecks for farmers to market their food crops. Taxes charged are unevenly applied across local districts and some districts even charge both farmers and buyers. This leads to farmers selling outside official markets which creates a system where it becomes common practice to avoid paying cess. If a buyer has to pay crop cess, he will discount it from the price paid to the farmers. Therefore it might be better to exempt the farmer and charge the buyer. If this will not be the case, the moment of tax collection should be well considered as it is now taking place at moments when farmers have little cash, i.e. immediately after harvesting (van Engelen, 2000; World Bank, 2000).

Government can facilitate improved performance on the part of private entrepreneurs by providing a range of basic public goods: physical infrastructure including roads, ports, electricity, telecommunications and water supply. Another is support for or direct provision of research, training and advisory services on agricultural, post-harvest techniques and food technology. Yet another is the adoption and enforcement of standard weights and measures and (in collaboration with the private sector) the development of grades, packaging standards, and quality control procedures (Jaffee and morton 1995b). 

Control and certification institutions are in many cases not reliable as can be seen from the following example. Oil manufacturing plants in Tanzania need a permit from the National Food Control Commission. The application is made through the district/regional trade officers who will also take a sample of the produced oil. This oil is tested once a year for appearance, smell, colour, Free Fatty Acids, etc. More tests are required to be eligible under the TBS quality label. But as oil millers complain about the reliability of these control institutions, a control of the control system is needed (Van Engelen, 2000). Tanzanian and Zambian certification bodies for organic farming in are not fully reliable (see Chapter 4). Besides improved testing, it would be good for the small oil mills to have a place where they can regularly send a sample of seeds and cake to help them checking the extraction rate and maximising their oil extraction rate by correcting their pressing method. This task could be taken up for example by universities at low costs. Reliable control and certification bodies are necessary if exporting companies want to establish themselves in European markets in a sustainable manner.   

According to the EIU (2000) Tanzania has little done to attract foreign investors and the government seems to have encountered further problems in its attempt to establish Tanzania as an attractive investment location. The government, however, seems to have made a concerted effort in 2000 to highlight how attractive Tanzania is as a location for foreign investors, especially from South Africa. The government has also announced that it is to look into establishing an export-processing zone (EPZ) for foreign investors. This would be a similar arrangement to the EPZ legislation in Mauritius, where there is no actual physical EPZ site, but where individual factories can apply for EPZ status. The Mauritanian approach has some advantages in that it is easier to implement quickly and requires far less initial investment, compared to the approach of Tanzania (and some other developing countries) of creating a physical EPZ site, the government can actually provide superior infrastructure, and often at subsidised rates (requiring much government capital), which is often attractive to foreign investors and whose lack is an important constraint to industrial development in the wider economy. 

Greater attention should be given to measures and procedures to boost the confidence of the private sector. These might centre around an expanded role for private sector representatives (e.g. from manufacturer, trade or producer associations) in policy-making decisions, increased transparency in the implementation of policy changes (e.g. pertaining to import, export, and trade licensing), greater consistency between announced government policies and local-level implementation, increased transparency in the bids and negations pertaining to the privatisations of public enterprises, and improved public relations vis-à-vis the private sector. 

Although present in all societies, problems of bureaucratic delays and official corruption are especially severe in many Africa countries and have been mentioned by almost all companies visited in Tanzania and Zambia. Bureaucracy and corruption contribute to the obstacles facing private sector development as it considerably raises the costs of private processing and trading activity making them less efficient and competitive (Jaffee & Morton, 1995b; Temu & Due, 1998). Several forms of corruption are common. One involves the issue of payments to officials in order to reduce the time for them to complete the procedures for issuing licenses, certificates, and other trade or financial documentation. The trader may face a trade-off between the direct costs of such payments and the opportunity costs associated with a delay. A second from involves payments for illicit services such as official sanctioning of extra-legal activities. This would apply to official disregard for faulty and overloaded vehicles, unsanitary processing and trading facilities, mislabelling of products and loss or falsification of trading and financial documents. A third form of corruption is outright extortion where payments are needed to prevent arrest, confiscation of goods or other severe penalties due to trumped up charges. 

Conclusion

As mentioned before, farmers do not have access to markets because of poor marketing and a physical lack of local markets. Marketing is poor because of the lack of communication, transport facilities, physical markets and knowledge of the marketing processes which make it very difficult or impossible for farmers to take advantage of any market opportunity that may present itself (and is basically present). 

Which Crops/Commodities to Promote 

Criteria for Crops/Commodities to Promote

Important cash crops, grown by many Tanzanian and Zambian farmers, like cotton (Gossypium spp.), tobacco (Nicotiana tabacum), cashew nut (Anacardium occidentale), coffee (e.g. Coffea arabica), sugar cane (Saccharum officinarum), tea (Camellia sinensis), and sisal (Agagve sisalana) only offer little perspectives for further development as there is a lot of competition on world markets for these products (cotton, coffee, cashew, sugar), or other issues are limiting their development and thus potential interest for small-scale farmers like for example tobacco where health issues become more and more important together with religious opinions and environmental issues as curing of tobacco needs a lot of firewood. More in general, there is a feeling that any effort towards linking small-scale farmers to commercial sector activities should avoid to promote what we could call traditional cash crops, such as tobacco, coffee or sugarcane, for which world market positions are already taken and occupied, and on which countries like Tanzania and Zambia have no influence as they are only small producers of these crops. Only for cashew, Tanzania once was one of the major world producers (30% of world production between World War II and 1970s) but lost this position in the mid 1970s due to failed functioning of the multi-tiered marketing system (featuring local cooperative societies, regional cooperative unions and a national marketing board) which was put in place during the 1960s (FAO, 2000; Jaffee, 1995; Jaffee and Morton, 1995b; USAID, 1997; Van Damme, 1998). Therefore, we concentrate in this section on other (than the traditional export) crops and niche products that could play a role in diversifying agricultural production of Zambia and Tanzania. Although traditional export crops can still play a role when developed as niche commodities (e.g. through organic agriculture or faire trade, see below). 

According to Jaffee & Morton (1995b), many African decision makers and donors were inspired by the positive experience of Kenya’s successful exports of horticultural products and there has been particularly strong interest in the prospects for developing export-oriented production and trade in high-value horticultural commodities. Although international market trends in these commodities have been favourable, only a small number of developing countries (South Africa, Kenya, Côte d’Ivoire, Zimbabwe and Cameroon) have been able to take advantage of the market opportunities because they could cope with the exacting demands for quality and marketing services as well as the hard competition faced in these markets from both development and industrialised countries. Many African countries lack the infrastructure and technical, organisational and marketing know-how required for internationally competitive fresh horticultural trades. Therefore, de development of fresh horticultural exports is more akin to industrial export development than it is to agricultural development. Thus, a broad-based agricultural diversification strategy should not be centred upon exports of exotic or off-season perishable commodities although there will be opportunities for individual products and firms, especially those which can form linkages with European trading companies. Yet, both past experience and considerations of risk and logistical barriers indicate that it will be many years before emerging horticultural export subsectors effectively incorporate large numbers of producers and traders. Many of the more immediate and viable opportunities for private sector-led diversification lie in domestic, regional or international markets for animal and fish products, oilseeds/vegetable oil, spices/flavourings, and less perishable (including processed) fruit and vegetable products. There is growing demand for these products in rural as well as urban areas and among different income strata. International market demand is also generally favourable. There is much unrealised potential in servicing particular market segments in domestic and regional markets and in deriving new products and uses from existing raw materials. Instead of promoting leaps into the unknown, greatest attention should be given to assessing the scope for and modalities of natural extensions of existing activities through vertical and horizontal diversification.

According to Van Damme (1998), crops to promote should ideally have the following profile: 

(1) be multi-purpose, combining a cash finality, with erosion control and/or another function which makes them interesting to integrate in the cropping cycle and farming system; 

(2) have a local market (potential) so that dependency on regional and/or international markets and prices remains limited; 

(3) preferably combine food and non-food properties so that when the formal market collapses, producers can continue to use the commodity for autoconsumption; 

(4) be annual, or short-cycle, crops as this allows for a quick, i.e. on a seasonal basis, change of commodity produced when economic/environmental needs arise; 

(5) have high rusticity, i.e. be well-adapted to local circumstances and have enough plasticity to guarantee high yields in different and/or changing environments, whereas they are tolerant of/resistant to the most important pests and diseases which are known to be a problem; ideally, the latter property should be combined with 

(6) limited need for modern/imported inputs; 

(7) limited need for qualified/specialised labour; whereas still 

(8) guarantee high yields and (by extrapolation returns on investment through) rewarding prices; 

(9) be easy to store without excessive losses; whereas it should 

(10) be easy to dry/process harvests locally with limited level of costly technology; and also 

(11) easy to transport the commodity or its processed products at later periods over large distances at low cost; 

(12) bulking of produce is a further plus; whereas it should also be possible 

(13) to grow these crops intensively on small plots. 

Gender issues should be considered and addressed whenever they occur.

In a number of cases, perennial crops should also be considered, especially when they can be combined in a farming system geared at sustainable use/exploitation of any region’s/farm’s natural resources. Perennial crops need less planting material (i.e. only once at crop establishment), can stabilise soils through more extensive root systems, and can become the main component in a farming system combining (woody) perennials and annuals (and animals). They need, however, high initial investment whereas returns are often late in coming, resulting in relatively long payback periods and low initial internal rate of returns. Replacement of perennial crops hit by (fatal) diseases and/or pests can be a problem. In general, perennial crops are less flexible to manage and demand more specialised follow-up and care. A distinction can and should be made between woody perennials, i.e. trees or shrubs (such as rubber and mango, and tea or coffee, respectively), and non-woody perennials, such as Aloë or Agave.

There are many (small) crops that could be grown and further developed but first a willing and cooperating market will have to be found which needs marketing research. It is of no use to promote a crop if there is no market for it. In several cases, production requires adaptations (especially concerning quality) in order to get access to the market. Research and extension are important to identify possibilities for quality improvement and processing possibilities. 

Participatory Product Marketing Opportunity (PPMO) is a methodology used by VECO Tanzania and is a valuable tool to evaluate (together with farmers) market possibilities and opportunities to promote a crop. The main information collected for the analysis consists of (1) identification of actors and product characteristics (volume, quality, timing) for the whole marketing chain; (2) marketing opportunities as seen by actors on the different main markets of the region; and (3) problem tree analysis with producers. The broader context of the analysis is not price and season analysis, but actors and linkages of products and markets. Business opportunities are identified and problem tree analysis is used to identify the major constraints producers face to fit into the market. When properly executed, the PPMO should have taken into account all characteristics described above in the ‘ideal crop profile’ (Mdjunguli et al., 2000; personal communication from Katrien Holvoet, VECO Cluster Advisor, Tanzania 2001). 

Below, some crops with definite potential for the area under research are described but first some niche market possibilities are defined. 

Potential Crops/Commodities  for Agricultural Diversification and Development

Niche markets 

Ecological/organic products

Over the last years, some niche markets have developed in the Western world. Data on commercial activities indicate that there is a growing market for ecologically/organically produced both crop and animal agricultural products. More and more people especially in North America and Europe have their reservations about traditional agricultural production methods in which large amounts of fossil energy are being used in the form of fuel, fertilisers and crop chemicals. These consumers prefer a production system based on natural principles of nutrient cycling and pest control, respecting nature and all people involved in the production process. Production per area unit is usually lower than in the conventional agricultural production system but this is offset by higher prices paid to the producer. At the annual report of IFOAM (2000), the International Federation of Organic Agriculture, it is mentioned that that both the market for and production of organic produce is growing in the range of 20 to 25% per year and this growth  is not only restricted to western countries (IFOAM, 2000; van Engelen, 2000). 

In Tanzania, currently organic coffee is grown (OXFAM, EPOPA), cotton, spices (Za-Ge, VECO, MAYAWA), cocoa (EPOPA), garlic (VECO),… In Zambia, there is the Organic Producers and Processors Association of Zambia (OPPAZ) which was founded in 1999 by both large and small-scale farmers and local NGOs. OPPAZ is supported by the Zambia National Farmers Union (ZNFU) and is member of IFOAM which acts as international regulatory body for organic certification. OPPAZ also plans to link up with the African Council of Organic Associations (ACOA), an organic coordination body for the Southern African countries which has recently (2000) established and is based in Zambia. The function of ACOA is to coordinate and develop production, certification and marketing of organic products, and to support new farmer groups and clubs (engaged in organic farming) that are expanding within the Southern African Countries. OPPAZ-members are mainly engaged in production and export of fresh produce to supermarkets in UK, and honey, beeswax and mushrooms to Europe. Other products like organic pulses, seed products, vegetable oils, coffee, herbs and spices will develop in response to the growing demand from international organic buyers. Zambili d’Afrique (Zambia) is engaged in marketing of organic and ethical produced agricultural products like honey, essential oils, mushrooms and herbs (personal communication from Joaquina Vedruna Santana, Acting Managing Director Zambili d’ Afrique, Zambia 2001). 

The initiatives from Tanzania and Zambia together with IFOAM information show that organic production is gaining while the organic industry is still in its infancy stage. In order to gain from this opportunity and to establish their name on the global market as supplier of organic produce, organic farming in Zambia and Tanzania requires the dynamic input and commitment of the farming sector, trade organisations, the donor community and government. 

According to van Engelen (2000) and personal communication from the previously mentioned organisations involved in organic farming, problems encountered in this farming method comprise biological control measures and certification. 

· Biological control measures are still limited, and for organic cotton cultivation, only pyrethrum is available in sufficient quantities. A programme should be set up to increase the production of alternatives. 

· Certification bodies in Tanzania and Zambia are not really reliable or do not operate in accordance with directives/requirements from European (import) companies. Therefore the latter do not accept certificates issued in Tanzania and Zambia. Companies engaged in organic farming therefore are obliged to work with expensive European certification bodies, e.g. ZaGe sends samples for certification to Germany (see also section XX), OPPAZ has arranged its certification through Ecocert and Soil Association which are European accredited certification bodies. If Tanzania and Zambia want to profile themselves in the niche market for organic products, they have to invest in reliable, non-bureaucratic certification bodies that own credibility from and are recognised by European companies and that could possibly function in cooperation with European certification bodies.  

Wood/timber is also a commodity offering special possibilities and potential as the Forest Stewardship Council (FSC) certifies wood that has been produced from sustainably managed forests (both in the tropics and Western world). WWF UK and WWF Belgium have a special programme through which commercialisation of certified timber produced in tropical forests of Central Africa is promoted via the normal commercial sector, including big concerns such as IKEA in Western Europe.  

Fair Trade 

Some organisations promote ethically products for which there also is a growing market in the West. Fair Trade can be defined as an alternative approach to conventional international trade. It is a trading partnership which aims at sustainable development for excluded and disadvantaged producers. It seeks to do this by providing better trading conditions, by awareness raising and campaigning (IFAT, 2001). 

Several organisations are involved in fair trading or alternative trading and receive NGO support (from OXFAM or other related organisations). There are two main networking organisations: the International Federation for Alternative Trade (IFAT) and the European Fair Trade Association (EFTA) that bring together people from north and south to promote fair trade. They also lovvy for the adoption of tair trade principles and work on the development of common policies to support small producers. 

At the Zambian level, interesting examples are DGIS’s support to activities monitored by African Farmers Trade Associates bv (AFTA, a Holland-based NGO promoting small-scale farmers’ commercial activities and integration into Western markets) in collaboration with Farmers’ Fair Trade Zambia (with maize as commodity), or Zambili d’ Afrique, which wants to promote ethical and effective business in support of Fair Trade, and has links with Traidcraft Exchange, a UK-based NGO, and has started with handicrafts but also took up marketing of agricultural products like organic honey, essential oils, mushrooms and herbs (Van Damme, 1998; personal communication from Joaquina Vedruna Santana, Acting Managing Director Zambili d’ Afrique, Zambia 2001). 

In Tanzania, OXFAM is currently working with the two large coffee cooperatives KCU (Kagera Cooperative Union) and KNCU (Kilimanjaro Native Cooperative Union) that would like to increase the amount of coffee bought by OXFAM. OXFAM also engaged in tea and is looking to extend its contacts. SIDA runs a programme called EPOPA (Export Promotion of Organic Products from Africa) that set up a project in Tanzania for Robusta coffee to be grown according to both organic and fair trade standards. AMKA is a Tanzanian NGO (established with support of Traidcraft) that is also engaged in fair trade. It has a branch in Moshi where women market dried fruit and vegetables (personal communication with Mr. Sika, General Manager KCU Bukoba, Tanzania 2001; Elke van Lerberghe, OXFAM Belgium). 

A number of the above mentioned products are now entering the market through normal commercial channels which should normally mean greater exposure and increased interest from (potential) clients. The Body Shop and related organisations remain a border case and have been specifically created to combine fair trade ideas with normal commercial principles.  

High quality/ specialty products

Another niche market can be created through development of high quality or specialty products. Coffee is a good example to transform in a specialty product because world market prices keep on declining.  Since the events of 11 September 2001 in US, raw material prices (coffee included) declined even more and poor countries are affected as their economy is based on exporting raw materials (De Standaard, 13/14 oktober, 2001). By transforming coffee into a specialty product, it can fetch higher prices and become again a profitable crop.  TechnoServe in Tanzania promotes high quality coffee and is looking for funding to create a Specialty Coffee Association in Tanzania to market Tanzanian specialty coffee internationally and locally and to eventually take over TechnoServe activities in supporting farmer-owned groups. TechnoServe currently supports farmer-owned businesses to overcome the key problems of coffee production in Tanzania through supporting smallholders to improve the quality of their coffee and increase yields, as well as through providing a marketing linkage direct to the Moshi auction. Considerable successes in this work were already achieved by TechnoServe as they obtained a 79% and 40% price premium in 1999 and 2000 respectively despite severe drought and depressed global coffee prices. Members of  a specialty group (called Kotela Specialty Coffee Group) for example could raise the quality of their coffee from class 9 to class 6 which enabled the farmers to obtain prices double those paid by their primary cooperative union for the 1998/1999 season. They received 1,100 Tsh/kg compared to 550 Tsh/kg offered by the cooperatives and 700 Tsh/kg offered by private buyers (personal communication from William Massawe, Monitoring and Evaluation Co-ordinator Technoserve & Emma Herbert, Tanzania 2001).

Cereal Crops

Rice (van Engelen, 2000)

In the case of Tanzania, van Engelen (2000) concluded that rice is a high potential crop because it has good returns for labour as the price for labour for rice is between Tsh 1,250 and 1,763 per labour day compared to Tsh 750 and 950 for cotton at 1998 prices. Another proof for the good returns rice will give is the fact that the area under cultivation constantly increased over the years whereas rice output has expanded three-fold since 1985 (World Bank, 2000). The limiting factor for further expansion of rice cultivation is availability of suitable areas i.e. areas with poorly draining soils and sufficient (run off) water. Traditionally, rice cultivation was practiced on the lower parts of slopes and in valley bottoms with a risk of flooding. In recent years, rice cultivation has moved upwards on the slopes. Now a large large part of former grazing land and catchment areas for run-off water has been put under cultivation which decreased run-off water availability for rice fields. Unsurprisingly, there are many requests for irrigation systems and dams to increase the availability of water in rice growing areas. An alternative could be the growing of upland rice which does not require irrigation and is until now grown in the Coastal Region and in Morogoro. Trials are needed to see whether upland rice can be adapted to the traditionally rice farming systems and to ascertain its yield potential, productivity and positive economic returns. 

In the past (in Tanzania), rice was food for special occasions but it is increasingly becoming a staple food in rice growing areas although poorer farmers still exchange it against cheaper maize. With liberalisation, rice became a ‘free’ commodity and its production increased rapidly due to more lucrative marketing channels and potential export markets. 

Rice is harvested manually with knives and usually dried inside the house on heaps. After some weeks rice is threshed, further dried and sacked. Unfortunately, these activities take place on the ground without using a tarpaulin and this is where contamination with sand and stones occurs which makes rice fetch a lower price than when it would be properly conditioned. 

Already before paddy is marketed, a considerable part of the harvest is committed to traders. They support resource-poor farmers with recurrent food shortages with bags of maize. The exchange rate is usually one bag of maize for two bags of rice. Paddy also has a much easier and predictable market than maize and is stored more easily. Grain banks and inventory credit, run by some farmers’ groups, associations or societies  could be a solution for farmers to obtain better prices for their produce (while the cash need around harvesting time can be fulfilled) and be a source of seed for some farmers, as at times they do not have enough seed to sow when the next season starts. According to van Engelen (2000), it also seems that price speculation for rice is less risky compared to maize as the interviewed traders admitted that they have never seen the price of paddy drop later on during the year under the price paid at harvest time (which already happened with maize).  

Only with the arrival of smaller rice mills, farmers started milling paddy and selling rice themselves. Another way of adding value is by parboiling. This process is quite common in West Africa and Asia and entails the soaking of the paddy for some time followed by a heat treatment. After drying, paddy is milled as usual. Besides technological research, there is need for a market study as parboiled rice can be cooked in a shorter time than ordinary rice. It means that less firewood or charcoal is needed to cook and for places where these are expensive it could be a reason for consumers to accept parboiled rice. Value can also be added by processing the by-products (husks and polishing meal). Instead of burning, dumping or using them as a fertiliser, by products could be used to burn bricks, make cement or ceiling board (all with rice chaff) or else rice polishing meal could be sold for poultry and pig food. In order to decide on the most lucrative venture, research should be carried out to determine how much is available of both by-products and how economic it is to use them in the above- mentioned ways. 

Oil Crops

In the late eighties, after liberalisation of the economy, various privately owned oil mills have been opened in Tanzania. A lot of them are crushing sunflower and safflower and there is competition between oil mills for locally irregularly supplied raw material. An example is a small factory in Monduli (near Arusha), that was started up with support of ACT but where the support has now faded out; it cannot find enough safflower or sunflower seeds from the neighbouring farmers to operate profitably and has to buy it from somewhere else. Other problems that decrease the competitive advantage of Tanzanian vegetable oil industry are (1) the addition of 20% VAT on oil, which is a basic food requirement and should be exempted; (2) high electricity charges for industry as Tanzania is the only country in the world where one pays more for electricity when using more units; (3) large quantities of imported refined oils from Kenya and other countries which depress the price of locally produced oils; (4) a local consumer market that cares little and is not willing to pay for quality oil; (5) diversion of oils imported for soap making to the vegetable oils/margarine production lines by some big companies; and (6) poor quality of locally produced oils, (7) donated Soya or canola oil to  refugees which is sold and enters the local market at an extremely low price. 

As the market for locally produced oil is not very good at the moment due to large amounts of imported oil, there should come more insight in what the local production capacity is and whether the country needs all this imported oil. There should also come a marketing study to find out where the various types of oil (also the little known like neem and baobab) can be produced and sold. Markets for the industrial oils are as yet not or little known which might lead to the dependency on one buyer who has found the market (like for example Optima of Africa in Tanzania for Moringa). 

There is need for more research on oil extraction methods from the various types of seeds. At the moment, the only types of seeds from which acceptable amounts of oil are extracted with a simple expeller are sunflower and safflower. Especially for Moringa and Jathropha this should be very useful because the raw material is readily available and currently not being used (see Box 4.1. for the example of Moringa). 

Box 4.1. Importance of local oil processing for Moringa  
Optima of Africa promoted Moringa cropping in a lot of areas in Tanzania and promised to buy all the seeds. Optima is currently the only company buying Moringa seeds in Tanzania. Moringa is a new crop for the farmers and could be intercropped with food crops, but is not promoted by Optima as such. GTZ in Handeni introduced the crop to its farmers to reach them a fairly sustainable (environment-friendly) cash crop. Problems started when Optima did not come to collect the seeds as promised because there was not enough volume to make transport to Dar Es Salaam profitable. They let the farmers know that they could bring the seeds to Dar Es Salaam by themselves and that Optima would pay their fare. This, however, is difficult for farmers as they have no cash available to pay the fare upfront. The farmers are now left with their Moringa trees, without a market for the seeds. As it is a new crop for them, farmers do not know alternative usage of the tree, although there are some possibilities: seeds can be used for water purification, leaves can be eaten as spinach or used as (excellent) fodder, and edible oil with characteristics comparable to olive oil can be extracted from the seeds. But again, more research is needed to learn how this tree can be intercropped with food crops and how oil can be extracted locally at village level so people do not have to buy expensive imported oil anymore. 

(Source: personal communication from Heile Heinz-Josef, Project coordinator Handeni Integrated Agroforestry Project, Tanzania 2001)

The manufacture of soap is usually done with bought tallow and coconut or palm oil although locally extracted oils might be an alternative. Therefore, a strong extension drive is needed to show production groups the potential of locally produced oils. This will also mean that (simple) oil extraction techniques will have to be brought to the villages. This might start up a cottage industry of oil pressing and soap manufacturing in the long run. 

Sunflower (Helianthus annuus)
Sunflower tolerates light frost. It prefers low to medium altitudes and is relatively drought-tolerant with some dwarf cultivars growing with as little as 400 mm of rain. Humid conditions favour severe attacks of grey mould (Botrytis cinerea). Deep well-drained soils are most suitable (Banda et al., 1997).

The advantages of including sunflower in the crop rotation are that it requires very little inputs and in areas with a high incidence of Striga, it helps to reduce seed stocks of Striga as the roots of the sunflower activate the seeds to germinate but do not allow the seedlings to parasitise (trap crop function) (van Engelen, 2000). 

In Tanzania, it is difficult for sunflower oil to compete with other oils available on the market is difficult. All the cheaply imported oil depresses prices paid for sunflower oil. The local industry can thus only survive by lowering prices paid to farmers (van Engelen, 2000). 

Safflower (Carthamus tinctorius)
This crop produces oil which is high in vitamin E and is claimed to be very healthy but few people are willing to pay extra money for that. There are possibilities for export, especially when organically produced. Seeds contain around 40% oil. 

Safflower comes in two distinct types: one with very spinous leaves that is used for oil production and a less spinous one that is used for production of yellow dye. In order to obtain good yields the plant needs an area with 600-1,000 mm annual rainfall, but does not like high rainfall and humidity as this promotes diseases in the crop. A dry atmosphere is required to enhance flowering, and proper seed set and high oil content. Therefore, the crop should be sown towards the end of the rainy season, similar to chickpeas. Also with 400 mm there will still be a harvestable crop. Safflower prefers moderately heavy soils. After maturing the crop is uprooted or cut, heaped for a few days to dry, threshed and winnowed. The rainfed crop is sown in rows 45-65 cm apart or broadcast. It has been shown to be able to produce a crop on residual moisture in rice fields after harvesting and removing the straw of the rice, yielding 400 kg/ha without any further work involved after sowing. Seed rate is around 11-17kg/ha. The growing period is between 120 to 160 days. 

Moringa (Moringa oleifera)
The seeds of Moringa have an oil content of 40%. The oil resembles olive oil in its chemical composition. There is one company in Tanzania, Optima of Africa (with mother company Optima Velvet in Switzerland) that actively promotes the production of this tree. Morgina is a perennial but intercropping with food crops is possible which makes it a less risky crop for farmers to embark on. See also Annex III.  

Groundnuts (Arachis hypogaea) 
Groundnuts must be grown in areas which are free of frost, at least during the growing period and where rainfall is 400 mm or more. Drought during the growth period restricts vegetative development and hinders peg penetration if the soil becomes dry and crusted. Fairly dry conditions are required for ripening, harvesting and drying of the crop. Light sandy loam soils are preferred to heavier clays, but heavy or waterlogged soils are not favoured for vegetative growth and when they dry out make harvesting difficult. The crop is considered day neutral and tolerates a wide range of acidity. Weeding should be done in the earlier stages of growth. Cultivation after peg elongation has started disturbs the pegs and makes it easier for the rosette virus to spread (Banda et al., 1997). 

Apparently, there is no strategic market in Tanzania for groundnuts as domestic consumption is the major market. Export to neighbouring countries (e.g. Rwanda, Democratic Republic of Congo, Burundi) is done unofficially. Usually groundnuts produced in small-scale production systems have a too high aflatoxin content to be acceptable at European markets. There is also no local oil manufacturing from groundnuts in Tanzania as there is in e.g. West Africa. At the moment it is unlikely that such an industry could compete with the existing oil packaging industry and in the absence of protection against uncontrolled import of oils and fats into the country, groundnut will remain a crop for domestic use only. As production is only on very small scale, it is hard to get quantities large enough for wholesalers and export orders, not to mention of an acceptable quality (van Engelen, 2000). 

Baobab (Adansonia digitata) 
Baobabs are quite common in the drier parts of Tanzania and Zambia. The white pulp around the seeds is used in the production of juice, or is coloured and eaten by children as sweets. The oil extracted from the seeds is used in cosmetics. There is a factory in Arusha pressing the oil and it imposes stringent quality requirements, according to the quality requirements of its main client (the Body Shop).  

Jatropha (Jatropha curcas) 
Jatropha oil is not edible but can be used as diesel fuel in special engines. The bottom line for the economic importance of this oil is the price of diesel. As Jatropha is commonly planted as fence, the cost of its oil would be the price of collection and pressing. For the cultivation of vanilla (Kagera Region and Pemba, see section XX) Jatropha can also be used as support and shadowing plant (see Annex III). 

In low rainfall areas the best propagation method is with cuttings or seedlings raised in a nursery. In other areas, direct sowing will give a good result. Up to one kg of seeds could be harvested per year per m of fence. With an oil extraction rate of 20%, a hectare fenced with Jatropha could give an additional income of 80 litres of fuel oil. 

Jatropha fences are also assisting in erosion control. The plant contains strong insecticides and an extract of the cakes or a mixture with the oil can be used as a biological means to control pests. The seed cake, like all other non-edible cakes, makes a good manure. 

Neem (Azadirachta indica) 
Neem seeds have a high oil content (40%) and the oil is suitable for soap manufacturing resulting in soap with disinfectant/medicinal properties, useful to control scabies or pests in organic agricultural production. Press cake has many application possibilities, like for example as mosquito repellent, medicine (chicken typhoid, deworming pigs and young cattle), pesticide (berry disease and leaf miners in coffee and ants in coconut cultivation, all under research), and in grain storage to control weevils. A mixture of leaves and press cake can be used as fertiliser and nematod controller at once (in tomato and tobacco crop) (personal communication from Mr. Nicolas Eriyo, Chair Person, Tanzania 2000). 

Neem seeds loose their viability rapidly and should be sown within 2-3 weeks after harvesting. The fruits of the Neem tree should be soaked in water for one or two days in order to remove the fruit pulp. The seeds should then be dried and can then be pressed or used for sowing. Neem seedlings are raised in nurseries and have a relatively slow growth rate. Trees can produce seeds twice a year (van Engelen, 2000). 

In Tanga (Tanzania), there is a Neem Botanical Research Association Ltd. (NBRA) which has tree departments:  a medicinal, agricultural and industrial one. In the agricultural department, research is carried out to find new applications of Neem cake as bio-pesticide. NBRA does not contract farmers to grow Neem trees but buys the seeds (at Tsh 250/kg first grade seeds) from children and elderly people collecting the seeds from the trees in streets of Tanga. If more seed is needed, they ask neighbouring districts to collect seeds and purchase from them. In the near future (2001), however, NBRA plans to plant a ten acre field with Neem trees.

Castor (Ricinus communis)  
Castor is drought-resistant needing between 380 and 500 mm of rain during a growing season of 140 to 180 days. It does not tolerate heavy rainfall or waterlogging, and grows best on deep well-drained soils. Poor seed set results from temperatures greater than 40°C during the flowering period. Sometimes the plants are topped when 1 m high to encourage branching. Castor needs a hot, dry climate for proper development of fruits and seeds for harvesting. The advantage of Castor for smallholders is that the crop only needs a minimum of inputs (else it grows too high and harvest is hampered) and it can be managed without much experience. Farmers can grow any variety or even pick wild seeds as oil content does not differ much along varieties (Banda et al., 1997).

Castor used to be an important crop in Tanzania but has faded a bit. The oil is very toxic but has special characteristics for industrial use. It is commercially grown in the USA and other countries. In Tanzania it usually grows along streams and roadsides.  Its price depends totally on the international market but at Tsh 80/kg, this crop is no option to be cultivated although collection of seeds might still be interesting as there are buyers for this crop in Arusha (Tanzania) (van Engelen, 2000). 

In Zambia, there is a Castor Company of Zambia Ltd., owned by the Castor Growers Association Zambia (CGAZ), which was formed and registered in 1997 by small-scale farmers who experienced problems to access inputs and market their produce. CGAZ is presented in Box 4.2.

Box 4.2. Presentation of Castor Company of Zambia Ltd. (CCZ)

Castor Company of Zambia Ltd. was established in 1997 out of the Castor Growers Association Zambia (CGAZ). To be eligible for funding from the World Bank, the association had to transform itself into a company (CCZ) operating in a commercial way. The members of the association own the company and participate in profits made through payment of dividends. The company sells inputs and buys produce from its members (US$ 0.22/kg Castor beans compared to 400 Kw or US$ 0.10/kg maize). Castor beans are then exported to Zimbabwe where the oil is extracted which is imported back to Zambia in 20 litre drums. CCZ buys Castor oil, adds other oils and fragrance, put it in bottles and labels it so value is added into the end product: Castor Hair Oil which can generate enough profits to make CCZ self-sustaining (already by 2002) as they can easily export the hair oil to South Africa, Malawi, Democratic Republic of Congo, and Zimbabwe. There has been taken care of the marketing aspect (posters were made), customer lists and orders are there but CCZ cannot deliver the end product or buy produce from farmers because there is no working capital anymore as the third part of the World Bank fund (which should be delivered in time through MAFF) did not arrive. This puts the existence of CCZ in serious danger and farmers are not motivated anymore to grow castor for the next season.

(Source: personal communication from Mr. Billy Chilila, Managing Director of CCZ, Zambia 22001)

Sesame (Sesamum indicum)
Sesame is quite drought-tolerant and grows in areas with an annual rainfall of 500 to        1,140 mm. The crop is sensitive to frost but is tolerant of many types of soils and can grow well on poor soils. Deep, well-drained sandy loams are the best, however, and is usually intercropped with maize and/or sorghum.. Sesame is a low-input crop requiring minimum or no fertiliser. Sesame seeds have an oil content between 40 and 50%. There are varieties with different colours. For oil extraction the colour of the seed is not very important but for confectionery purposes it should be white (Banda et al., 1997; van Engelen, 2000).

According to van Engelen (2000), farmers in Tanzania (Lake zone) are not aware of the fact that there is a demand for the crop. When farmers are asked why they do not grow this crop to a larger extent, they answer that there is no market. After an internet search and after talking with trading houses, van Engelen (2000) found parties interested to buy sesame. Again there seems to be a missing link between farmers and the market. 

Essential oils 

Essential oils fit in well with the constraint on transport infrastructure in Tanzania and Zambia as their value per volume is very high. Market research is needed to find possible markets. Lemon grass (Cymbopogon citratus), Vetiver grass (Vetiveria zizanioides), etc. are also suitable to be cultivated in Tanzania or Zambia.  

In Zambia, OPPAZ and Zambili d’Afrique (see also section 3.4.1.) are engaged in organic growing of herbs. It was mentioned by Zambili d’Afrique that this crop is limited to farmers who live near Lusaka (at maximum 50 km away) as oil extraction has to take place soon after harvesting and there is only one place (i.e. Lusaka) where oil is extracted. 

Pulses

Pulses can play a big role in the markets but marketing research is needed to develop better markets accompanied by research for better varieties (pest/disease tolerant or varieties (of chickpeas and green grams) for specific buyers in Europe).

Most ordinary (kidney) beans (Phaseolus vulgaris) are for the local market and local consumption. There are different types of beans: yellow, red, mixed, red speckled beans, etc. Beans are not drought-resistant and ideally they need moist throughout the growing period. High temperatures cause poor fruit set. Beans demand free-draining soils with a reasonably high nutrient content. In Tanzania, common bean accounts for 80% of the total of pulses produced. Most beans are intercropped with maize, bananas, coffee, and root and tree crops. Most important varieties in Tanzania are the red, yellow medium sized, and grey spotted types (Banda et al., 1997; Limbu, 1999; van Engelen, 2000). 

A study by Mdjunguli & Holvoet (2000) in Ndalambo  (Mbeya Region) on savings and credit scheme feasibility for small-scale bean production, showed that common beans (Phaseolus vulgaris) are an important food and cash crop in the study area. Market prospects make it the major cash crop on which farmers depend. Most of the harvest is sold during monthly markets where also inputs can be purchased. However, bean yields can be extremely low (to 400 kg/ha) because of poor soil fertility, pests and diseases, lack of high yielding, disease-resistant varieties, and lack of income/cash to purchase inputs or hire/buy farm implements to facilitate activities. Identified business actors have capital but do not pre-finance purchases and they need big volumes. But as farmers are not organised, they are not able to provide the necessary volumes to make traders come in (especially those coming from Dar Es Salaam and Lusaka). High yielding varieties are important as according to Limbu (1999), who compared a traditional (Masai red) and high yielding (Lyamungu 90) variety, returns per labour day are US$ 240 and US$ 920 respectively for the different varieties. So, farmers need help to increase yields, improve uniformity of produce, get organised and linked up to major buyers (possibly through contracts). Accessibility to high yielding varieties is also important as these are much more profitable than traditional ones. 

Pigeonpea (Cajanus cajan) is a multipurpose (protein rich, fuel, fodder, fencing material, improved soil fertility and control of soil erosion) drought-tolerant crop. Kenya is the second highest producer in the world after India. A survey on pigeonpea production in Kenya from Mergeai et al. (2001) indicated that improved varieties yield much less (200 to 500 kg/ha) than results obtained in research plots (1,500 to 2,500 kg/ha) due to drought problems, pests and Fusarium wilt. Farmers growing pigeonpea as cash crop use pesticides (in spite of their high cost and low availability) but pesticide application is not correct. Improved varieties (high yielding but not more disease-resistant) are difficult to obtain due to low diffusion, and some of them are not preferred as they produce seeds which were too small to sell on the market. Most farmers consume 25% of their production as green pods, 15% is eaten as dried grain, and the rest (about 60%) is sold. According to van Engelen (2000), a large part of the pigeonpeas produced in Tanzania is exported to India where it is cleaned, treated and processed. The major players in this export trade are major traders from Dar Es Salaam. There has been an attempt by a company, in collaboration with FAIDA and TechnoServe in Arusha, to open up a channel to the Indian community in England. A marketing study was done and seeds of the required large-seeded white variety distributed. But the extremely high prices offered by a major buyer made farmers sell to him instead of to the aforementioned company so the farmers lost their contract with this company and will depend again on the fluctuating prices of the market (personal communication from (van Engelen 2000, personal communication from Raninder Singh Mand, Director Planning, Dodoma Transport Agency Ltd., Tanzania 2001). 

Trade in chickpeas (Cicer arietinum) is a very lucrative one. There are many local buyers who sell to the major export houses in Dar Es Salaam, most of which are of Indian origin. The European market prefers the larger seeded white varieties. 

Most green and black gram or mung bean (Vigna radiata) are locally consumed and hard to store due to storage pests. Many farmers complain that there are no buyers but the reason for this is probably that only small quantities reach the markets. Combined selling might attract buyers and traders and thus make the crop more attractive. 

The oil of Soya beans (Glycine max) takes third place in world oil consumption and it is gaining market share over oil palm due to GM (Genetic Modification) technology being introduced to toya. It is amazing, however, that except for a few exceptions in Southern Africa when it is grown on commercial farms, Soya beans have never taken off in Africa. This is probably due to the fact that it needs processing before it can be eaten. As there is a processing unit in Dar Es Salaam, there should be some market for Soya. Production in Uganda is increasing and beans are locally processed. Kenya has a well-developed food industry and is also a potential market for Tanzanian Soya beans. 

Lablab beans (Dolichos lablab) are grown under maize and are extremely drought tolerant. They flower after maize has been harvested giving a second crop on the same field (staggered cultivation). Being a leguminous crop it increases soil fertility and gives a high quality crop residue which can be used as animal fodder. In Tanzania they are grown under irrigation by large-scale farmers and milled into gram flour or exported to Kenya.

Lentils (Lens esculenta) are little known in Tanzania and there is also little trade in cowpeas (Vigna unguiculata). Cowpeas are among the more heat and drought tolerant legumes. They are best adapted to sub-humid and semi-arid regions that receive 250 to 1,000 mm of rainfall a year. The crop is sensible to waterlogging and is often intercropped with maize (Banda et al., 1997; van Engelen, 2000)

Bambara  (Vigna subterranea) is known as the ‘crop of women’ as it mainly produced as a subsistence crop, usually by resource-poor women farmers on soils that are too poor to support the growth of other corps. Hampson et al. (2000) investigated opportunities for increased utilisation of bambara groundnut in Southern Africa through a case study in Zimbabwe and Swaziland. They judged consumer demand to be high and therefore opportunities for increasing production and utilisation exist. No small-scale processing of bambara groundnut was found in either country. Only one company in Harare is canning the product for a small domestic market. The crop is mostly consumed cooked from fresh, as a snack, and is very popular among the peri-urban people and therefore it fetches a higher price than comparable species, such as groundnut and cowpea, particularly during the brief period when it is sold. Very few recipes are known for the dried bean, due to the length of cooking time and associated resources (water and fuel) needed. Factors limiting increased utilisation included: (1) lack of awareness of best agronomic practices, recipes, nutritional value and the crops’ potential as cash crop; (2) lack of availability and access to markets; (3) the cookability issue; (4) gender implications (as it is a women’s crop, and therefore is less valued and has less priority on the farm); (5) lack of government support; (6) urbanisation; and (7) lack of funding. International interest in bambara groundnut is just beginning to grow as researchers start to understand the role and importance of this crop in livelihood security. An information exchange network ‘BAMNET’ (http://www.dainet.de/genres/bambara/) has been established through which researchers disseminate their knowledge. Recommendations of Hampson et al. (2000) to increase the utilisation of bambara groundnut include:

· involve farmers in agronomic trials (fallow land, issue, seed colour, fertiliser use, improvement of seed quality);

· development of recipes and agro-processing techniques to address the issues of time consuming shelling and long cooking time (e.g. by soaking);

· development and implementation of an extension package for communal and small-scale farmers (including marketing opportunities, nutrition, cooking techniques, crop management, etc.);

· establishment of market links and support mechanisms and promotion of final products by retailers together with further exploration of the possibility of export market (fair trade or organic niche markets);

· contract growing possibilities need stability of yields which can be reached by irrigation schemes or farmer managed trials to improve yield stability to suit local agro-ecosystems;

· government support through more active promotions and research.

Tuber Crops – Cassava and Sweet Potatoes

Cassava (Manihot esculenta) is widespread in areas below 1,500m, occasionally higher. It is very drought-resistant and is able to give good yields on poor soils. Cassava is suitable for areas with erratic rainfall where other crops may fail in bad years. Its main requirement is well-drained soil. As a result, cassava is one of the few crops that fits into a definite rotational pattern on smallholdings and owing to its undemanding nature is often planted as the last crop in the arable period before the land reverts to fallow. Weeding is only required in the first year as later weeds are tolerated. Cassava has been demonstrated to be a soil improver (Banda et al., 1997). 

Udaga (Tanzania) is the processed and dried root of the cassava plant. Prices for udaga are low in comparison to maize. With unreliability of rainfall in some areas, cassava could become more and more important for farmers to achieve food security. At the moment, the cultivation of cassava in Kagera and Mara is threatened by the new cassava mosaic virus from Uganda. However, a study done by Mdjunguli et al. (2000) on cassava production and its marketing and processing opportunities in Ngara district (Kagera region) showed that there are opportunities for marketing cassava because there is a large deficit between supply and demand and price differences between buying and selling allow enough margin for profitable business. Farmers could organise themselves and establish linkages with stockists on nearby markets or with wholesalers (who represent the end of the marketing chain). The latter option might be limited to ‘wealthier’ farmers who have the capacity to invest in processing, packaging and transport facilities. To take advantage of the marketing opportunity, the quality of udaga should be improved as there are now problems with the drying quality (fermentation and smells occur due to insufficient drying) and cleanliness (because drying is done on mats laying on the ground causing contamination with dust and stones). Therefore, these aspects should be included in the extension package and when market information is included, producers interest will increase.  
Sweet potato (Ipomoea batatas) is a crop which grows under a very wide range of ecological conditions from sea level up to 2,400 m, in a wide variety of soils, and in areas receiving more than 750 mm rainfall. Little weeding is required since the vines cover the soil very effectively and suppress most weeds (Banda et al., 1997). 

In Tanzania, sweet potatoes are harvested, cut and dried on the roofs of the houses. The product, michembe is stored as emergency food for the family. Only in years with severe food shortage there is some trade in michembe. Fresh sweet potatoes are only traded during a short period of each year after which prices go up as fresh sweet potatoes become rare. To be able to take advantage of this price increase, there is need for research on varieties with a long shelf life and development of cooler storage structures on the farm (van Engelen, 2000).   

Paprika

Paprika is grown for its oleoresin which is used as colorant in food manufacturing, medicine and stock feeds. Traditionally the markets are in the Spanish speaking countries so the major traders can be found in Spain and Mexico. Morocco used to be the biggest producer in the world but Zimbabwe and South Africa have taken over this position. The world demand for oleoresin stands around 500 ton per annum. The price per kg depends on the colour content. 

In Zambia, paprika is grown in outgrowing schemes and there are three buyers/companies competing each other which entails the problem of side-selling. In Tanzania there was a trial with paprika in Arusha, where FAIDA assisted a company to link it with farmers willing to grow the crop but this company went bankrupt. The cultivation of paprika and the problems encountered in outgrowing are described in detail in Annex III. 

Seed Production  

A number of companies give contracts to outgrowers for flower seed production for foreign companies. This seed production is a labour intensive activity as seeds have to be selected thoroughly, the field always has to be clean of weeds, harvesting itself is time-consuming and after harvesting the seeds have to be dried, rubbed, winnowed and all non-seed material and empty seeds removed which again takes a lot of time. Therefore, farmers generally cannot handle more than one or two acres. 

The livestock projects in Tanzania, especially the ones with dairy production, generate a market for grass and legumes seeds. Most of these projects now buy their seeds in Kenya, Zimbabwe or Australia at high cost. 

Dried Fruit and Vegetable

Drying of especially fruit could be an alternative to overcome the transport and marketing problems of fresh vegetables and especially fruits. But then, processing should be performed locally, near the place of production. When food is processed it is very important to guarantee quality standards (hygienic, packaging,…) and a continuous production. In Tanzania, women can be trained at the Small Industries Development Organisation (SIDO) in food processing. The example of SIDO has already been described in Box 3.4. (section 3.3.7.). 

Spices

Vanilla (Vanilla fragrans) is a fleshy herbaceous perennial vine, climbing by means of adventitious roots up trees or other supports to a height of 10 to 15 m, in cultivation it is trained to a height which will facilitate hand-pollination and harvesting. It grows best in hot moist insular climates with frequent, but not excessive rains. The optimum temperature varies from 21 to 32°C and rainfall (2,000 to 2,500 mm per year) should be evenly distributed with two drier months to bring the vines into flower. Gently sloping land with light friable soil, adequate drainage and a thick surface layer of humus or mulch in which the roots van be spread, are most suitable for the crop. Waterlogging or stagnant water is harmful. Partial shade is necessary and is usually provided by shrubs or small trees up which the vines are grown. In Africa, hand-pollination is required to produce fruits as the natural pollinating bees of the genus Melapona only occurs in Mexico and Central America. Hand-pollination is very labour intensive as the flowers are only receptive for about 8 hours (for detailed description of Vanilla cultivation see Annex III) (Purseglove, 1972). 

Cardamom (Eletteria cardamomum) is a tall herbaceous perennial crop that requires an annual rainfall of 1,500 to 5,000 mm, temperatures of 10 to 35°C, medium altitudes, moderate shade and protection from the wind. Soils should be well supplied with humus, natural or applied, and free from waterlogging. They are sometimes grown under coffee or areca palms (Purseglove, 1972). 

Turmeric (Curcuma domestica) is a perennial herb to 1 m tall with a short stem and tufted leaves. It us usually grown in areas with an annual rainfall of 1,000 to 2,000 mm, below 1,000 mm irrigation is required. It can be grown up to an altitude of 2,000 m. It grows best on loamy or alluvial loose friable fertile soils, and cannot stand waterlogging. Shade has a depressing effect on yield. It is often grown in rotation with rice or sugar cane and often in mixed cultivation with vegetable crops (Purseglove, 1972). 

Ginger (Zingiber officinale) is a perennial herb, 30 to 100 cm tall. It is grown from sea level to 1,500 m, but it can be grown successfully over more diverse conditions than most other spices. It requires an adequate rainfall of 1,500 mm or more per year, preferably wit a short dry season and with high temperatures for at least part of the year. It grows best on medium loams wit a good supply of humus, particularly after cutting down forest or bush. It cannot stand waterlogging (Purseglove, 1972). 

In Tanzania and Zambia several spices are grown. Za-Ge is a company active in Zanzibar and contracts small-scale farmers to organically grow cardamom, chillies, turmeric, ginger, pepper, cinnamon, lemongrass, vanilla, etc. (see Chapter 5 for further explanation of Za-Ge). MAYAWA is an NGO supporting cultivation, drying and marketing of vanilla beans in Bukoba. In Zambia, OPPAZ is engaged in organically production of spices (see before, section 3.4.1.1.).   

Arabic Gum

Arabic gum is mainly collected in the bush and the total market in Tanzania is about 1,000 ton per year. The fact that there is little collection in years with a good rainy season (when crops are doing well), probably proofs that prices for Arabic gum are not attractive enough to engage in this collection exercise unless necessary. Germany and India are the major markets. 

Honey and Wax

In Tanzania and Zambia, there is substantial honey production in the forest reserves. Currently, the use of traditional bark hives is the most common method. This is, however, the most destructive to both bees and trees than the use of modern frame hives. Honey hunting of wild bee colonies is another method of harvesting honey, usually from hollow tree trunks. Trees are often felled in order to extract honey which is also very destructive (Banda et al., 1997). 

It is possible for a beekeeper to manipulate the environment to prolong the season during which the bees can produce honey. Melliferous (nectar-producing) tree species can alleviate the problem of shortage of nectar during parts of the dry season when most herbs are not in flower. Most tree species, however, start flowering before the start of the rains.  Water shortages can cause a colony to migrate or make the bees consume their own honey during this period of stress (Banda et al., 1997). 

A major benefit of beekeeping is that it only needs little capital input since bees are free to anyone who can harness them. Neither does beekeeping require highly trained labour force or expensive materials. Local materials such as hollow tree trunks and calabashes can serve as hives. Honey can contribute significantly to the nutritional status of households and honey and beeswax are a source of income. Bees can help in pollination, thereby contributing to the production of crops (sunflower, fruits, etc.). Honey also has medicinal applications (Banda et al., 1997). 

In Tanzania is the major part of honey exported to Rwanda via traders. There is also widespread production of local honey brew. Local prices for honey are between Tsh 6,000 and 7,000 per 20 liter jerry can and in between harvesting (two times per year) seasons it can go up to Tsh 12,000 per jerry can. The honey is coming from Miombo type vegetation and could fill a special niche in the market (i.e. organic honey) as most hives are far from villages thus avoiding contamination from e.g. sprayed cotton. When honey can be certified as being organic, its export value is even increased (van Engelen, 2000). However, the Organic Producers and Processors Association of Zambia witnessed that it is not easy to get honey certified as organic because there are a lot of conditions that have to be fulfilled and that are sometimes difficult to prove or control (personal communication from Susie Burges, Coordinator and Technical Organic Advisor, Zambia 2001). 

Mushrooms

Mushrooms are in huge  demand on the local market. Women are often involved in the collection of mushrooms from the bush which they then sell in the urban markets where they realise reasonable profits from their sales. Seasonality of production which is linked to the rainy season (November to April) not only influences offer but also pricing and benefits. Mushroom farming in Zambia is not developed and virtually unheard of. At present, only one commercial farm grows mushrooms throughout the year in Lusaka. Under natural conditions in Zambia a number of exotic species can be grown (e.g. Agaricus bisporus and Pleurotus ostreatus, known as the oyster mushroom). Research is currently concentrating on developing some of the local species for cultivation (VLIR-UNZA Mushroom Cultivation Project). Apart from the demand from the general public, there also is a market with local hotels, restaurants and supermarkets, whereas the nature of the product allows to sell the (dried or fresh) product on regional and international markets. Different systems for growing mushrooms have been designed and are currently available on and for the local conditions and are suited for application in the small-scale and specialised large-scale commercial sector. Mushroom growing industry can create a new market, and promote the use of agricultural and industrial by-products and wastes which will be recycled back into food products. At present, most of these materials are declared useless and often go to waste without added value; they comprise straw (from wheat, maize, but also bush plants especially grasses), manure, coal, firewood,... but also oil palm regimes after fruit have been processed. The exhausted substrates from the mushroom houses can be recycled and used as organic fertiliser or animal feed. These attributes make the industry economically, socially and environmentally friendly and feasible. Research support is present in Zambia (UNZA) and geared towards providing ad hoc backstopping. Through the above-mentioned VLIR-UNZA project training courses were organised for farmers throughout the country interested in growing mushrooms. 

In Zanzibar Za-Ge (see also 3.5.9.) is growing oyster mushrooms on small scale for sale to hotels and restaurants in Zanzibar.  In Bukoba, MAYAWA (an NGO, IVA funded) initially started a project on oyster mushroom cultivation to provide local farmers with a protein-rich crop to improve their nutritional status. But the crop soon evolved into a cash crop as there was a ready market for it (hotels and restaurants). Currently (April 2001), demand was perceived to be higher than supply, resulting in very profitable prices for farmers. MAYAWA buys mushrooms from farmers in its office in Bukoba where it is again sold. MAYAWA trains farmers how to grow mushrooms and build the required dark and light room in pit houses. Pit houses are the cheapest option: when build with local material (wood, bamboo, straw) it only needs the investment of Tsh 20,000. Some farmers organised themselves in groups using the pit house together. Starter material and spores are produced and sold by MAYAWA. Mushroom production still has to be optimised as yields achieved are far below potential yields (personal communication from Hilde De Beule, Project Coordinator MAYAWA; Stefan Ille, Production Manager Za-Ge, Tanzania 2001). 
Medicinal and Aromatic Plants

In Europe (and the US) there is definitely a market for medicinal and aromatic plants (Traffic Europe, 1998). Although statistics on imports and exports of individual medicinal and aromatic plants into Europe are difficult to obtain because Customs Trade Categories usually lump together a large number of species, recent figures still allow to value the importance of this market in terms of species (at least 2,000 taxa are used on a commercial basis in Europe), volumes (annual European imports average 120,000 ton) and values (European imports are valued at more than USD 335 million annually). European imports of this type of plant material represent about one-quarter of global market volumes and values. Germany is predominant in Europe: it shows high import and export volumes, and acts as a link between African and European suppliers (mainly eastern and south-eastern countries within Europe) and consumers (mainly western and central European countries). Recently, there has been a ‘herbal renaissance’ in Europe, with an increase in consumption of natural remedies together with plant-based cosmetics and household products, demonstrated by an increase of 20 % of trade in medicinal and aromatic plant material in Europe between 1992 and 1996 (last year for which figures were available). The same phenomenon is occurring in the USA, where the herbal market is growing at an annual rate of 15-20 % (Van Damme, 1998). 

According to trade surveys undertaken in eight different European countries (Traffic Europe, 1998), at least 150 medicinal and aromatic plant species collected in Europe are currently threatened as a result of over-collection, destructive harvesting techniques, as well as habitat loss and habitat changes in one or several European countries of their area of distribution. A number of these species are or can/could be cultivated in areas having similar ecological conditions (Van Damme, 1998).

In addition to European species, many other medicinal and aromatic plants are imported from all over the world into Europe. Part of the European market is served by Zambian collectors and/or producers. Some are unsustainably harvested in countries of origin to meet the demand of the European industry. Notable examples are exploitation and trade of two African species, Prunus africana and Harpagophytum procumbens, which typically occur in Southern Africa. Exports of these have increased in recent years, resulting in further overexploitation and depletion of remaining wild stocks in certain parts of their range (Van Damme, 1998).

While cultivation for slower growing species such as Prunus africana can be a viable proposition, industry is often reluctant to commit resources to cultivation on a significant scale as long as wild stocks are still available, even if this means ‘resource mining’ rather than resource management. Despite this, rapid progress can be made. Locally organised farmer/producer groups can be trained in sustainable production through collection, and thus meet present and future demand; in the meantime, research can and should further develop the technology needed to go for sustainable production through cropping of these as yet basically still undomesticated species, so that eventually the same or similar groups can take up active production of these plants/crops/products (Van Damme, 1998).
There is a trend now to advocate that the industry get directly involved in the sustainable production of medicinal and aromatic plant material not only for safety, efficacy and quality reasons, but they have also to take into account the responsible sourcing of their plant-based products. Private companies can contribute to the sustainable use of plants and have to internalise the related costs. If these companies do not get more involved, the supply of raw material on the market will be at risk of diminishing and even disappearing altogether. There exist several examples of industry investing in annual and perennial medicinal plant cultivation, and this approach should be stimulated as much as possible. In the same line of ideas, private companies may become involved in controlled management of (protected) habitats which may be a more effective tool for conservation than total restriction. Ideally, this management approach should involve the maximum number of stakeholders, as there is need and potential for collaboration between the private sector, NGOs and rural farming communities (Van Damme, 1998). 

In order for the sector to achieve better performance, better access to information and technology by private enterprises, including producer groups, at the supplier country level is also required. This would enable local stakeholders to process the raw plant material produced and therefore add a value to it. As repeatedly remarked, market access is as an all-important key to success (Van Damme, 1998).

Conclusion / remarks

Limbu (1999) used Domestic Resource Costs (DRC) ratios to compare different crops in terms of profitability. DRC ratio is used to measure both the product’s international comparative advantage and the domestic comparative advantage. DRC ratio of a particular product is defined as the domestic production costs of that product (expressed in foreign exchange) divided by the foreign exchange earned or saved. When the DRC ratio of a crop is lower than one, the domestic production costs are lower than the foreign exchange earned (or saved), and it is worthwhile to produce the crop in that particular country. In Tanzania indicate DRC ratios (based on 1992 prices) that it is more profitable to produce beans than paddy, which is in turn more profitable than maize with the respective DRC ratios of 0.59, 0.77 and 0.95. In other parts of the country such as the western cotton growing area, paddy is the most profitable crop, and revenues of cotton, maize and chick peas are roughly in the same range. So, to chose a crop on which to embark to help farmers generate an additional income, will differ from region to region and has to be investigated together with farmers.  

Besides helping farmers to increase yields and improve production methods (trough participatory research methods), it is important to assist them in organising themselves in groups, so production can be bulked and traders attracted and to provide them with market information to become aware of potential markets. When traders/marketing actors are identified, farmers have to adapt the quality of produce to requirements of the market. 
Contract Farming 

This chapter is aimed at describing possibilities, advantages and problems of contract farming for farmers and companies, with special emphasis on the situation in Tanzania and Zambia and at indicating the possible roles donors, NGOs or other professional organisations and governments can play to facilitate contracting and to make it a dynamic partnership where both farmers and companies benefit without sacrificing the rights and interests of either party. Therefore proper safeguards have to be provided to the benefit of individual producers and the economy as a whole. In Box 5.1. a concise overview is given of the visited companies/organisations engaged in contract farming in Tanzania and Zambia. For detailed practical advice, the guide ‘Contract Farming, Partnerships for Growth’ (Eaton and Shepherd, 2001) published by FAO can be recommended as very useful.  

Box 5.1. Overview of companies/organisations engaged in smallholder contract farming visited during the course of the project 

	Namea
	Type
	Products
	Special remarks

	Technoserve (Arusha, T)
	American NGO
	Pigeon peas, specialty coffee, cashew
	Farmers are organised in formally registered businesses. 

In spite of contract, farmers are allowed to sell to a third party if this offers a better price

	FAIDA-SEP (Arusha, T)
	Dutch NGO
	Flower seed, chilli, climbing  (and other) beans, coffee, safflower, sunflower, sea products
	FAIDA promotes production of and fosters the link between farmers interested in contract farming, local processors, and local exporters

	African Artemisia Ltd. (Arusha, T)
	Private company
	Milk, Artemisia, Pyrethrum
	Milk is not bought through a real written contract. 

Half the production of Artemisia will be carried out by small-scale farmers.  Pyrethrum is only cultivated by small-scale farmers.

	Optima of Africa Ltd. (Dar Es Salaam, T)
	Private company
	Moringa oleifera 
	Moringa oil is extracted in own plant, cake is used to extract a water flocculent to purify water.  No expensive fertilisers or pesticides are needed, intercropping with food crops possible. When side selling occurs, farmers is dispelled from contract. 

	Za-Ge (Zanzibar, T)
	Private company
	Spices (organic): cardamom, chillies, turmeric, ginger, pepper, cinnamon, lemongrass, …
	Spices are exported through German sister company who is close to market and its development. Certification is done in Germany as it is not fully reliable in Tanzania. 

	ULT (T), Mali (T), Mayawa (T), VeCo (T), Steadfast (Z)
	NGOs 
	ULT (fresh vegetables), Mali (fruit juices), Mayawa (vanilla, oyster mushrooms), Veco (beans, garlic, spices), Steadfast (paprika)
	NGOs organising market opportunities for small-scale farmers, not always through contracts. 

	Agriflora (Lusaka, Z)
	Private company
	Baby corn, fine beans, okra, peas, gooseberries,…
	Gooseberries are not grown on small-scale. Small-scale farmers are organised in cooperatives and have to produce a whole year so irrigation is needed. 

	Dunovant cotton (Lusaka, Z)
	Private company
	
	

	Cheetah (Lusaka, Z)
	Private company
	Sweet paprika, marigold, chilli peppers, macadamia 
	Production from large-scale and small-scale farmers (only sweet paprika). Main problem for small-scale farmers are financing extension and side-selling.  

	Castor (Lusaka, Z)
	
	
	

	Central Tobacco  Growers Association (Kabwe, Z)
	Official Association
	Tobacco 
	2000 members, 75% of which are small-scale farmers. 


a: T = Tanzania and Z = Zambia 

(Source: own research, field visits to Tanzania in 2000 and 2001, Zambia in 2001) 

Definition 

As mentioned in Chapter 2, contract farming can be defined as a range of initiatives taken by (private) processing and/or marketing firms to secure access to smallholder produce under forward agreements. The bases of these arrangements is a commitment on the part of the farmer to provide a specific commodity in quantities and at quality standards determined by the purchaser and a commitment on the part of the company to purchase the commodity and to support its production through provision of inputs (seed, fertilisers and pesticides) on credit and technical advice (extension), whereas a range of other services such as field preparation and crop spraying can also be included. Costs are recovered when the produce is sold which as a rule makes the contracts non-transferable. In literature, the term ‘outgrower scheme’ is often used interchangeably (as will be the case in this study) with contract farming although Glover and Kusterer (1990) make the distinction between these two types by using contract farming for private schemes and outgrower schemes for those involving public enterprises or parastatals (Coulter et al., 1999; Eaton & Shepherd, 2001; Glover & Kusterer, 1990; Little & Watts, 1994; Stringfellow, 1997). 

Contract farming is characterised by extremely varied institutional and organisational configurations. Growers can be poor peasant households (individually or grouped), capitalised family farms or prosperous capitalised market-oriented enterprises. Equally, contractual arrangements can include plenty of actors. They frequently embrace multiparty arrangements with parastatals, private plantations, and local or transnational agribusinesses and processors/exporters. The heterogeneity of contract production through the diversity of crops, actors, production relations and institutional links, makes it rather impossible (and useless) to describe a general theory of contracting (Little & Watts, 1994; Van der Laan, 1999). 

With effective management, contracting represents a crucial means to develop markets, and transfer technical skills (in a way it is profitable for both companies and farmers) so that   agriculture can become restructured and industrialised. This smallholder agriculture, converted into a dynamic sector, can create a source of effective demand for growth and employment in other sectors (see Annex IV for the example of Tanzania) (Eaton & Shepherd, 2001; Little and Watts, 1994). 

The approach of contracting is widely used, not only for tree and conventional cash crops (tea, coffee, cocoa, cotton) but also for fruits and vegetables, poultry, pigs, dairy produce and even prawns and fish. Also in the United States and Europe contracting has been since the 1930s and still is, one of the important means by which growers, exporters, processors and retailers are organisationally linked. In Africa, contract farming is rooted in the policies and strategies of colonial states. Jaffee (1994) argues that one of the earliest appearances of contract farming in Kenya was correlated with World War II and its accompanying pressure to supply vegetables for British troops in East Africa (Eaton & Shepherd, 2001; Little and Watts, 1994). 

In the most optimistic view, contracting offers: (1) the advantages of technological and productivity enhancement through the delivery of inputs and services; (2) the generation of income associated with (3) the establishment of a prosperous peasant ‘middle class’ with increased purchasing power; (4) the prospect of privatisation of extension services so that these will be more accurate, efficient and linked up with the needs of the farmers and (5) the growth of foreign exchange revenues insofar as contracted crops encourage a shift from import substitution to export-led growth and from mere raw production sale to commerce in processed goods. This made contract farming find a considerable niche in reform programmes in Africa, like structural adjustment programmes, externally imposed by the International Monetary Fund (IMF) and the World Bank, that promoted export diversification, including the expansion of non-traditional exports (flowers and specialty fruits and vegetables for example) (Little and Watts, 1994). 

While many donor organisations and private sector advocates would like to believe that contract farming is free of state involvements, Little and Watts (1994) show that empirical record does not support that image. The state sometimes plays an important role in forming joint ventures and initiating publicly funded schemes, frequently as part of development programmes. Complex linkages between private and public entities, facilitated by donor organisations, are mostly found in larger contract farming schemes growing traditional export crops. Even when investment and management are in private hands, the state is a principal actor in the design and implementation of contract farming in Africa. Less direct ways by which the state supports transnational investment in contract farming are: market policies, price regulations, provision of monopsonistic powers to contract buyers and providing infrastructure and services to contracting firms. As a lot of African countries are liberalising their agricultural export economies, the measures mentioned above become more and more limited.

Types of Contract Farming 

Contracting appears frequently in Africa and in the less developed world more in general, in a wide range of institutional forms as can be seen below. 

One generic form is the large, centralised, and frequently state-owned nucleus-estate scheme, typically having a central processing unit and contracting to thousands of peasant outgrowers. Important economies of scale are characteristically identified with classic export commodities (sugar, palm oil, tea), associated with processing and coordination requirements and labour-intensive maintenance and husbandry of the crop. Under these conditions, smallholders may be little more than contractors for the estates, only ensuring regularised supply to the processing unit. In tea production in Malawi and Zimbabwe, only one third of the production is carried out by outgrowers, the remainder coming from the estates themselves. Growers typically constitute a prosperous middle class peasantry, a fact exemplified and strengthened by the strict entry requirements for sugar production in Kenya, tobacco in Nigeria, and oil palm in Côte d’Ivoire, all of which systematically exclude asset-poor peasants by stipulating the acreage to be under contract among other things. The average tea grower in Kenya possesses almost twice the land of the non-tea producer. Furthermore, evidence on grower turnover within these state enterprises suggests that outgrower schemes advance rural inequality and polarisation within the grower community, as resource-poor and indebted peasants are evicted, fostering land accumulation and socio-economic differentiation (Watts, 1994). 

A second model of contracting is a corporate and transnational one, realised by joint companies and operating on large scale (mostly contracting larger farmers) as described in the above form of contract farming (Watts, 1994). 

A third form of social organisation is smallholder grower contracting with local, and sometimes foreign capital, which acts as a processor-exporter of (mostly) horticultural and livestock products for world markets. An example is Agriflora (see also annex IV) which is a Zambian company based in Lusaka exporting packed fresh vegetables produced by large and small-scale farmers. Since 1999, they have included small-scale farmers in the production scheme to be able to meet the increased demand and not to loose their market share. During the last season (2001) 400 smallholders were already involved and the number is aimed to increase up to 1,000 by the year 2002. Compared to the previous two systems, these companies are less centralised and bureaucratic, contract fewer growers, and employ fewer resources to supervise and regulate production. They are niche players, principally directed to overseas customers (Watts, 1994; personal communication from Jacob Mwale, project manager smallholder cooperative scheme Agriflora, Zambia). 

From what proceeds, it can be seen that the fact that contract farming engages small farmers, cannot be taken for granted, since smallholders may, in some cases, be little more than a rhetorical means to legitimate large-scale, direct foreign investment. Agri-businesses in any case conclude contracts only after a careful selection and screening process that often privileges heavily capitalised growers and small-scale agricultural businesses (Watts, 1994). 

In this regard, NGOs, NGO-like organisations and small companies can accomplish an important task to make sure small-scale farmers are involved in the schemes with arrangements being as advantageous as possible to them (see section 4.6.3.). they can build capacity and provide proper training to strengthen small-scale farmers or farmer groups so that they can be a true party to the contract with rights and duties. 
Composing the Contract

             (Clapp, 1994; Watts, 1994)

To proponents of agri-business, the contract ensures a sort of mutualism between the parties involved. Freely entered into, the contract allows growers to perform better in imperfect markets and to arrive at combinations of income, effort, and risk reflecting their resources and tastes. Contracts are mostly concluded for one year but can be highly diverse in content and legal character. An example of a contract used by ‘Optima of Africa Ltd’, contracting small farmers to grow Moringa oleifera in Tanzania, is attached in Annex III.

In the midst of the heterogeneity of contracts, three central facets are inevitably linked: price, labour process and enforcement. 

First, price is determined in two basic ways, i.e. through fixed price and formula price contracts. The former fixes the price in advance. It generally increases risk for the processor-buyer and guarantees a price floor (income stabilisation) for growers, but possibly at the expense of average income levels. The latter calculates price later as a residual after subtracting processors’ costs from real revenues obtained. The firm therefore cannot make losses, but neither can it make large profits. As a consequence, formula price contracts seem to be more associated with parastatal organisations. Price relations therefore distribute differentially risks for growers and buyer-processors.

A second aspect of any contract is its capacity to shape, regulate, and discipline the production and labour process of the grower. Many contracts specify that growers adhere to quite specific farming practices prescribed by the company. Land preparation, sowing dates, input application, timing of operations such as weeding and harvesting, and the imposition of standards and quality control are often detailed in the contract. They frequently surface as points of friction between growers and buyer-processors. In all forms of contracting in which the household is contracted as the grower (i.e. in which the family enterprise is the unit of production), the contractor exploits a peasant labour market, rather than a class of rural proletarians. While the grower lends to the production process labour power and property, the contractor provides inputs, makes production decisions, and holds title to the product. The contract specifies the degree to which the grower retains some autonomy over work conditions and defines the juridical control by the buyer over many aspects of production and exchange. 

Third, contracting involves, almost by definition, a written agreement between two parties. This raises the problem of whether price, or indeed any contract condition, can ever by fully enforced. Growers regularly break contracts, especially where monopsony conditions are not met. Transaction costs involved in suing smallholders are economically and socially excessive. The only practical recourse, therefore, is discontinuation of the grower contract. In this regard, the use of fixed pricing is typically seen as a way of reducing grower incentive to comply with their contracts. If spot prices rise and local outlets are available (for example, because the crop does not require processing and is relatively non-perishable) farmers will break their contractual obligations leaving the company without crop supply and non-recovered costs from the farmers. Growers can also subvert the terms of the contract by adulterating produce (e.g. stones are added to produce to increase weight) or by diverting inputs intended for the contracted crop, to other (subsistence) crops or by simply selling the inputs. At the same time, the history of contracting is full with company manipulation and abrogation of contracts. The imposition of quality standards provides a lot of opportunities for extension agents and buyers to abuse the grading and pricing procedures. 

Legal and property rights are difficult to police and enforce in many Third World settings, where local autonomy is strong and juridical apparatuses lack power and sanction. It is not unusual for companies to suspend any faith in formal legal institutions and to rely instead on conscientious constructed relations of trust, patronage and traditional reciprocities, rather than the word of law. In the Oxfam work shop ‘Good Practice in Facilitating Linkages Between Farmers and Markets’ (Oxfam 1999), two companies operating in Zimbabwe (Hortico Agrisystems and Olivine Industries) mentioned that loyalty of farmers to the company was an important factor for the success of the scheme. Box 5.2. shows a method used by FAIDA (Finance and Advice in Development Assistance to Small Enterprise Promotion, see also Box 5.6.), an NGO working in Tanzania under the umbrella of SNV (Stichting Nederlandse Vrijwilligers) to strengthen trust between farmers and company. The feasibility of enforcement depends in large measure on the strategic and political circumstances in which contracting is conducted. Authoritarian local states working hand in hand with despotic companies operating under monopsonistic conditions among dispersed and poorly organised farmers, may indeed enforce farmers to comply with contracts. In the case of a farmer’s debt and/or systematic failure to comply with contract specifications, the company can evict and dispossess farmers while the latter often are illiterate and have signed a contract, which is by that widely misunderstood. However, class and juridical capacities of the state fundamentally shape the ability to evict, fine or discipline the legitimacy of company claims, and the political space of grower resistance. The experience of contracting in Africa suggests that land questions in particular are so sensitive, and legitimacy of states so fragile, that litigation or contractual renegotiation by private or state interests is potentially explosive. Strikes and boycotts by sugar growers in Kenya in 1985 are an example that suggest possibilities for collective action triggered by a common grower interest in resisting demands over land and labour.

Box 5.1. Collective savings as a method, used by FAIDA, to build trust between companies and farmers

FAIDA strengthens trust between companies and farmers by organising saving schemes for the farmers. These collective savings are used as collateral for the delivery of inputs (on credit) by the companies involved. In coffee schemes for example, farmers have to save up to 40% of the value of inputs. When side marketing occurs or when harvest fails, collective savings can be used to refund the companies’ inputs. As three signatures, one of FAIDA and two of farmers, are needed to recover money from the collective savings account, farmers have to be persuaded to put their signature and can not be forced to sign which protects them against misuse. This saving scheme allows the company to recover the costs of inputs, but it also allows farmers themselves, as the saving scheme is collective, to filter out the black sheep i.e. farmers who are not loyal and sell their produce to another party than the company. Also on the long term, the savings can be used to make farmers independent of the company for the delivery of inputs as FAIDA motivates the farmers not to recover their savings after having delivered their produce to the company but, instead, to keep on saving more. When savings have reached a sufficient level, they can be used by the farmers themselves for collective purchasing of inputs from a freely chosen company without depending on credit for inputs of the company who will buy the crop after harvesting. Not depending on repaying credit, farmers can sell their produce freely to any company willing to pay a good price for it. When good organised and with a good savings record, farmer groups can become stable, strong, independent groups. The key to success clearly lies with autonomous groups of organised farmers with enough liquidity from saving to become independent parties to the contract. 

(Source: personal communication from Henri Van der Land, project coordinator FAIDA, Tanzania)

Advantages of Contract Farming 

If contracting is carried out in such a way that it is a dynamic partnership between two parties:  farmers on the one hand and companies on the other, it generates benefits for both as summarised in Box 5.3.

Box 5.2. Advantages of contract farming 

For farmers

· Inputs and production services are (often) supplied by the company. Many companies support production by the supply of basic inputs such as seed and fertiliser. But they may also provide free extension, training, land preparation, field cultivation, chemical spraying and harvesting.

· The above services are usually provided on credit through advances of the company. 

· Contract farming often introduces new technology and enables farmers to learn new skills which enhance productivity, not only for the cash crop grown under contract but also for food crops as these new technologies/skills are also applied on the latter.

· Contract farming can open new markets that would otherwise remain unavailable to smallholders. Especially international markets, which are deeper than local ones, are inaccessible to peasant farmers unless specific channels have been established

For companies

· Contract farming with small farmers is more politically more acceptable than for example production on estates. 

· Working with smallholders overcomes land constraints, especially in land-scarce areas.

· Controlled production is more reliable than open-market purchases and the company faces less risk by sharing raw material production risk with many small farmers while it can put more energy in specialising in crop processing and marketing where it has expertise. 

· More consistent quality can be obtained than if purchases were made on the open market and in several cases quality is even better compared to production from large-scale farms. Organic production is also mostly done under contract as its integrated operation facilitates a clear crop identity from farmer to retailer which is often required in this production system (Glover & Kusterer, 1990; personal communication from Jacob Mwale, Project Manager smallholder cooperative scheme Agriflora, Zambia 2001)

(Adapted from Eaton & Shepherd, 2001)

Major Problems Encountered by Companies and Growers

Factors Undermining Sustainability of Contract Farming Schemes 

            (Eaton & Shepherd, 2001; Jaffee, 1994; Poulton et al., 1998; Watts, 1994)

Donors are attracted to contract farming arrangements because they, being private sector ventures, are considered to be financial sustainable. According to this logic, their reliance on private rather than public sector management and resources and on the market makes them more readily sustainable than most other types of agricultural investment. The record of contract farming, however, reveals that market instability and management problems frequently make contracting schemes unsustainable in the long run. In the face of competition, schemes are vulnerable, both in the procurement of the crop and in the sale of the final product. In competitive world markets, contracting is extremely volatile, and crops are subject to wide price swings and periodic market saturation.

Side selling by farmers (i.e. selling outside the contract to another buyer partly to avoid repaying credits) often is the company’s main problem and contributes to the breakdown of many long-term contractual ties between growers and the larger, well-established processors/exporters. Where alternative market outlets exist, leakage of the contracted crop may be significant, particularly when the project is located in a central and easily accessible area. The problem of this well-considered default has been worsened where failure to recover credit has created a lax atmosphere, as is the case for Tanzania and Zambia. The absence of strong legal systems, the lack of collateral held by smallholders, and weak insurance services, create considerable risk for companies entering into contracts.  

Contrary to crop leakage, there is also a possibility of produce from outside being channelled into the buying system when non-contracted farmers want to take advantage of the higher prices paid by an established company and filter their produce into the buying system through friends and family who have crop contracts. Such practices make it difficult for the sponsor to regulate production targets, chemical residues and other quality aspects. 

Another practise frequently occurring is input diversion. Farmers are tempted to use inputs supplied under contract for purposes other than those for which they were intended. They may choose to use the inputs on other cash and subsistence crops or even to sell them. This practise is not acceptable for the company as the contracted crop’s yields will be reduced and the quality affected. 

Social and cultural constraints can arise in communities where custom, tradition and/or religion play an important role which can override contractual responsibilities. Easter for example, can be a very inappropriate time for some Christians for sowing, and harvesting activities should not be programmed to take place during festivals where these are strongly attended. 

Problems can also arise when farmers have minimal or no security of land tenure because there is a danger of the sponsor’s investment being wasted as a result of farmer-landlord disputes (Eaton & Shepherd, 2001). 

Unstable or depressed markets for final products may also undermine the viability of contract farming schemes. Many crops produced under contract occupy special market niches that are subject to strong international forces. If market conditions for the contracted commodity change rapidly, well-organised schemes can quickly become infeasible. The increasing emphasis in Africa’s contracting enterprises on high-value horticultural products, which depend on competitive European and Middle Eastern markets, increases the volatility of the schemes. 

The organisation or management of the scheme is another factor significantly influencing the sustainability of contract farming. Schemes with top-down management structures and limited participation by farmers may face formidable difficulties over time. In some cases of autocratic control, outgrowers have withdrawn from schemes and/or sought alternative markets, jeopardizing the enterprise’s viability. Illegal grazing of cattle on contracted crops, withdrawal of labour at harvest time, and diversion of irrigated water from contracted crops to domestic food crops are all effective forms of peasant protest. Deficiencies within the scheme, such as staff shortages, and mismanagement of input distribution can also cause major problems. 

Problems and Risks for Growers

Farmers entering new contract farming ventures should balance the prospect of higher returns with the possibility of greater risk. Such risk is more likely when the contracted crop is new to the area. There may be production risks, particularly where prior field tests are inadequate, resulting in lower yields than expected. Cultivation on rain-fed marginal lands will also induce higher production risks compared to cultivation under irrigation. Market risks may occur when the company’s forecasts on market size or price levels are not accurate. Considerable problems can occur when the company is unwilling to share any of the risk, even when it is partly responsible for production losses like for example by delivering low quality seed or fertiliser to the farmers. In practice, the distribution of risk between company and farmers will depend heavily on such factors as bargaining power of the farmers (to make the company pay for the farmers’ risk-bearing), availability of alternatives, and access to information (Eaton & Shepherd, 2001; Glover & Kusterer, 1990).

Another criticism to contract farming is that contracts may endanger the free character of farmers’ labour and by that it is not a representation of an equal partnership. In some cases contract farming deskills the farmer as the contract specifies in advance each operation the farmer is to perform, leaving little discretion in the design of the task: the farmer is required to work, not to think. In the same way, sometimes, it can be said that the contract does not provide the grower with access to technological, managerial, and marketing assistance. It rather imposes technological, managerial, and marketing direction to the grower (Clapp, 1994). However, there is evidence that in other cases there is a transfer of knowledge from contract growing towards day-to-day farming practices. 

The introduction of a new crop to be grown under conditions rigorously controlled by a company can cause disruption of the existing farming system. Managers may for example identify land traditionally reserved for food crops as the most suitable for the contracted crop or the contracted crop might not fit in the existing crop rotation. Harvesting time may be the same for the contracted crop and other food crops, thus causing competition for scarce labour resources (Eaton & Shepherd, 2001).

Contract farming may act as a catalyst for gender and generational conflicts within farm households which can affect both productivity and farmer moral. In many developing countries contracts are automatically made with male family heads while in many cases females do the bulk of the work. When the contract nominee does not do the work, the actual workers may not receive a right reward for their efforts and may refuse to work. But not only use of labour and distribution of economic returns are causing conflicts, also land use and different priorities in relation to subsistence food crops and contracted crops can be a source of intense household disharmony. There are examples of conflict cases where the contracted household heads experienced difficulty meeting the rigid work routines stipulated in the contract because their wife or other dependents like children withdrew their labour from the contracted crop with concomitant reductions in plot productivity and wastage of resources (Eaton & Shepherd, 2001; Porter & Phillips-Howard, 1997; Watts, 1994). 

Although farmers are free to withdraw from the contract whenever they choose, for many farmers, withdrawal is not a realistic option. Particularly in economically stagnant regions and remote areas where there are no real alternatives for peasant smallholders, no farmer is likely to sacrifice access to credit, technology, and a secure market. In such conditions, peasants are induced to sign a contract, at whatever price the buyer offers. It is in such conditions of impoverishment and marginality that contract farming is most eagerly accepted and has the greatest potential to transform peasants’ lives, but it is also in such cases that the representation of the contract as a free and independent bargain between two equal parties, is most clearly inaccurate and the chances of farmers getting exploited increase (Watts, 1994).

Contractual relations further reduce growers’ freedom through ties of credit and debt. Farmers can face considerable indebtedness if they are confronted with production problems, if the company provides poor technical advice or fails to honour the contract. This is of particular concern with long-term investments, either for tree crops or on-farm processing facilities. If advances are given uncontrolled (for farmers’ school fees, weddings, etc.), the indebtedness of farmers can even increase to uneconomic levels (Clapp, 1994; Eaton & Shepherd, 2001; Watts, 1994). 

Intermediary organisations, such as farmer cooperatives or organisations, have been generally weak or absent (in contracting schemes) in Africa (and in Latin America). This is one reason why grower-management tensions are frequently high and growers easily are put in a position of subjection. Without an institutional means for venting problems, peasants communicate with management through subtle and non-subtle forms of protest (Eaton & Shepherd, 2001; Watts, 1994).

Contract farming has frequently been associated with increases in farmer incomes, at least in the short term, but in most cases, revenues from contract farming are insufficient to meet household subsistence costs. In the comparative study of Little (1994), that included Kenya, Zimbabwe, the Gambia, Côte d’Ivoire, Ghana and Peru, incomes from contract farming increased for a moderate (30-40%) to a high (50-60%) proportion of participants. The visited contract farming schemes (or facilitating NGOs) in Tanzania and Zambia did not collect income and production data for individual farmers/farm household as this collection is time-consuming and expensive. But the staff pointed out that farmers would cease from farming under contract if it would not be profitable enough or there would not be an increase each year of new farmers wanting to enter the contract scheme because they got persuaded by the performances of neighbouring farmers. They also noticed that shops, pubs, little restaurants etc. were arising slowly by slowly after establishing the schemes which shows that money starts to circulate (personal communication from Lucas Chitekwele, Extension and Procurement Supervisor for small scale farmers, Cheetah Zambia 2001; Stefan Ille, Production Manager, Za-Ge, Tanzania 2001). But Little (1994) stated that in many cases, farmers still need supplemental income in order to participate in contract farming, as net revenue from contract production is rarely enough to allow them to specialise in the contracted crop. Since many schemes also limit the amount of land that a peasant can allocate to commodity production, the projects themselves exert additional pressures for diversification. Regulations on plot size usually are meant to regulate supply and to ensure intensive management and adequate labour for production. Therefore, like most African peasants, contract farmers combine both farm and non-farm sectors. For example in a study of Daddieh (1994), almost 20% of contract oil palm growers in Côte d’Ivoire are engaged in full-time urban employment, while according to Jackson and Cheater (1994) in Zimbabwe, 25% of contract tea growers list non-farm income as their major source of income, and almost half claim such activities as their second main source. 

Contract farming is, in many cases, associated with social differentiation and inequality. First, accumulation that occurs in contracting schemes typically involves wealthier farmers, who already have significant amounts of capital and non-farm investments. As Daddieh (1994) and Watts (1994) point out, the poorest farmers in a region are rarely recruited as contract growers. In the Agriflora scheme in Zambia for example, the small-scale farmers are typically retired civil servants and only two of the ten contracted cooperatives exist of ‘real small-scale farmers’. Second, contract farming frequently occurs in regions where commercial agriculture is already established, in part because these areas ordinarily have reliable infrastructure and access to markets. Income from contract farming has contributed to inequality among households, although, it may not be the original or only cause of it. Most studies show a segmented pattern of income distribution, where small groups of contract farmers prosper while substantial numbers earn very low incomes. The low-income groups, which can be as large as 75% of total growers, could not survive without income from other activities, on- and off-farm. Careful examination of landholdings shows that most contract growers are middle- or upper-income peasants rather than from the poorer strata of society. A case study of smallholder tea contracting in Malawi shows that 10% of tea growers earned 41% of the total income from contract farming, while the bottom 25% earned only 3.5% of the revenue. From 1982 to 1986, the gap between the average incomes of the richest group of tea farmers (the top 4% of growers) and the poorest (the bottom 40%) increased from US$ 249 to 1,435. 

Many families affected by contract farming schemes are not themselves growers under  contract. Large schemes often occupy lands that were appropriated from local farmers and communities (see Daddieh (1994) for Ghana and Carney (1994) for the Gambia). As a result of particular contract farming projects, thousands of families have lost land, without either adequate compensation or the opportunity to participate in the activity. Those who lost land to the scheme were pushed further into dependence on wage employment, often working as agricultural labourers on the project itself. Data from elsewhere in Africa indicate that welfare and income for wage labourers on contract farming schemes – though perhaps better than on non-contracting schemes – are barely at subsistence level (Little, 1994).

Employment is often cited as a major benefit of contract farming investments, but as shown above, many positions on schemes are for low-paid farm workers earning subsistence or below-subsistence wages. Contracting schemes however, do generate considerable demand for unskilled labourers, in part because of the labour intensity of the crops themselves. The hiring of labour by contract growers is therefore widespread: in Malawi for example, 80% of contracted tea growers hire labour. Farmers on the Agriflora scheme (Zambia) also hired labour. Employment opportunities created by contract farming have influenced labour markets in many regions of Africa and in some cases, they have appeared attractive enough to dissuade rural labourers from migrating to urban areas in search of employment. Off-farm employment associated with contract farming schemes is more difficult to assess than on-farm employment. There are two forms of employment: (1) jobs that are directly created by enterprises in their management structures and (field) staff; and (2) indirect employment generated among the various firms that provide inputs, supporting services to the venture. The development of such secondary activities, also called multipliers, has been lacking in many contract farming schemes because they rely on external inputs and markets and do not maintain strong linkages to the regional economy, except with labour markets. Creation of non-farm employment is closely related to the type of commodity produced and whether it requires processing or other value-added activities. The need to process tea, sugar and other contracted commodities soon after harvest, together with the need to keep transport costs to the factory low, means that processing facilities often are located near production zones (Little, 1994; Watts, 1994).

Contract farming also influences food security. A topic as complex as this requires a careful distinction between household-level (local) and non-household level (regional variables). It is clear, however, that participation in contract farming does not necessarily lead to household nutrition or food problems. In fact, when farmers’ incomes, especially those of women producers, are raised because of contracting activities, nutritional status and food security are likely to improve if additional foods are available and can be purchased at reasonable prices. According to Govereh et al. (1999) there is even a growing body of evidence that food crop productivity can be increased as a spin-off of well-conceived cash crop development (through for example contract farming). But what is the effect of contract farming on labourers, neighbouring farmers, or regional food markets? There is enough evidence available from the Kenyan South Nyanza Sugar Company scheme (Little, 1994; Watts, 1994) to conclude that food security is problematic for regional farmers who have not earned high incomes from contract farming and who are net purchasers of grain during the year. In this specific case, most of the expansion of contracting was at the expense of maize farms so that there occurred an aggregate decline in supply of maize for local sale which could affect local and national food availability. Before the implementation of the scheme, the area under contract had been a surplus grain-producing area, supplying regularly maize to other (grain-deficit) areas of Kenya. Evidence from elsewhere in Africa also shows that contracting expansion is associated with rapid inflation of food prices, especially where there is large-scale contract farming. While this may not significantly harm contract growers who earn adequate incomes, it is detrimental to others in the region. In sum, contract farming can reduce local surpluses of grain, force up the price of food in local and regional markets, and negatively affect those net buyers of grain who do not earn adequate incomes. 

How to Make Contract Farming Succeed 

       Issues and recommendations

Although Little (1994), in his book on contract farming, concludes that enough lessons are available worldwide to warrant considerable caution in promoting contract agriculture, we think that, when taking into account these and other lessons, there are still possibilities to convert contract farming into an effective means of making agricultural production profitable (for small farmers) so that it can contribute to poverty alleviation in rural Africa.

First of all, contract farming must be seen in the light of the relative position of the (small) farmer to the company as critics of contract farming tend to emphasise the inequality of the relationship and the stronger position of sponsors with respect to that of growers. Contract farming is only justified and recommended as a means to alleviate rural poverty and promote rural development when it contributes to the improvement of the position of small farmers. Although it is mostly the other way round and big companies are only interested in making large profits on the back of small farmers instead of creating valuable employment or a living basis and subsequent development. So, as already said, proper safeguards have to be provided to prevent exploitation of small farmers. This can be done through (1) legislative regulations although these are difficult to enforce when it comes to trial; (2) organisation of farmers in groups/associations so they have more bargaining power; (3) training of farmers to increase general knowledge (literacy included) but also business awareness, leadership skills, basic bookkeeping knowledge or technical skills in crop production; and (4) NGOs that can promote links between farmers and companies mediating in the design and follow-up of the contract, organise farmers in groups and train and monitor them, so as to increase local capacity. 

We advise promotion of the third type of contract farming which was called smallholder grower contracting in section 4.2. Although these schemes are called niche players and do not have a large-scale impact as the large, centralised nucleus-estate schemes do, they have the advantage that they are less associated with problems and risks for farmers as described in section 4.5.2. Just because they operate on a smaller scale, there is no need for land resettlement/reallocation with the accompanying problems: farmers loosing their land without proper compensation or possibilities to participate in the scheme, or participating farmers risking to loose their land when not carrying out production as agreed in the contract or without having the possibility to produce food crops on their plot. Smaller schemes also contain less risk to influence food security on a regional level and are easier to manage in a non-autocratic way with room for farmers to discuss problems with the scheme’s staff. More recommendations to make contract farming succeed are described below. 

Issues Concerning Companies

As leakage of crops/side-selling (especially when growers are located close to urban markets), is one of the major problems for companies, solutions have to be found. When it occurs, one of the most important functions of scheme extension staff becomes the monitoring of harvests and the policing of post-harvest crop movements. To overcome crop leakage, operations could be relocated to isolated growing regions in which commodity markets are underdeveloped and side marketing has very little chance to occur because of lack of opportunities. The advantage for farmers in remote areas is to have a secure to unique market outlet for their produce, but remoteness brings with it the danger of farmers becoming exploited by the company and it increases costs for the company. When operating in areas where competition exists, it is important to build a good relationship with farmers and make them loyal to the company by training them and organising efficient/timely service delivery. In this way farmers will stay loyal to a company because they do not want to lose these advantages. Loyalty increases also when farmers have a stake in the company like for example through payments in two times (see pricing systems in Box 5.4. below). Another possibility to minimise side-selling is cooperation between companies/ buyers, which is not common, but can provide potentially mutual benefits, either through establishing a register of contracted farmers and commitment not to purchase from farmers under contract with other companies/buyers. Sharing information on defaulters is a further activity which would ultimately benefit all companies involved in contract farming, both within and across sectors (Eaton & Shepherd, 2001; Watts, 1994; personal communication from Dave Clements, Agricultural Director, Dunavant (cotton), Zambia). 

Steps to overcome problems of input diversion include improved monitoring by extension staff, farmer training and providing realistic quantities of inputs. However, the knowledge that a contract has the advantages of technical inputs, cash advances and a guaranteed market usually makes the majority of farmers conform to the agreement. The same arguments as used above to increase loyalty are applicable. Yet, in case of poor management, input diversion may become a serious problem (Eaton & Shepherd, 2001). 

A critical factor in the long-term sustainability of a contract farming scheme is its management. Concerning this management, the following issues should be taken into account:

· appropriate scheme staffing and a degree of decentralisation in management structures and proper communication between company and farmers, and consultation with farmers are essential if contract schemes are to work well with avoidance of top-down models and autocratic management style. This cannot be achieved without the appointment of well-trained liaison and extension officers who speak the local languages and possess appropriate interpersonal skills. The potential role of indigenous staff in senior positions appears to be very effective. 

· To maintain a positive relationship with farmers, it is essential to establish forums that promote farmer-management dialogue on matters such as contract specifications, agronomic requirements and rectification of misunderstandings and conflict (for example when farmers’ quotas are reduced or quality standards are manipulated when production is exceeding original targets). Without an institutional means for venting problems, peasants communicate with management through subtle and non-subtle forms of protest. Farmers' organisations could also play this role but as these are mostly absent or not well-developed, they cannot fulfil this function (yet). 

· Providing logistical support (i.e. input distribution, container deliveries like bags, boxes, etc., and transport at harvesting time) on strict timing and prompt payments are vital for the management because logistical problems may jeopardise both the company’s profitability and the relationship between company and farmer. 

· When purchasing the product, efforts must be made to avoid corruption. Farmers must be able to verify the weights of the products they sell to the company and where produce is rejected without the farmer being present, suspicion will rise inevitably. Good managers ensure that farmers or their representatives are present when produce is purchased and quality standards are interpreted and judged (Eaton & Shepherd, 2001; Porter & Phillips-Howard, 1997).  

Deforestation, depletion of water resources and soil degradation are major concerns that accompany any agricultural development. However, agribusiness management is usually interested in just one crop while it should recognise the farmers’ concern to protect their entire farming system. There must be a willingness on the part of managers to learn from local experience. Full consultation between farmers, extension staff and management is essential in selecting suitable land (for intense cultivation) in order to avoid environmental degradation. 

To guarantee an equal relationship between farmers and company, farmers’ control of land and irrigation water (mostly absent in government schemes) is very important as exploitation in contract farming is mostly based on an undefended and unequal distribution of property rights. Where farmers have no legal authority over their land, the company can claim the land back when inspection reveals that the farmers do not implement recommended practices. The power of farmers can also be weakened by fear that the company could/would shut off their water supply if the latter is not farmer-controlled (Porter & Phillips-Howard, 1997).

It is preferable to imperative to initiate farmers’ associations or production groups (see also Chapter 5) to execute contract schemes as it is easier to communicate and cheaper to deliver services (input delivery, group lending schemes, extension) to a group than to individual farmers. Moreover, farmers organised in groups can achieve economies of scale and can thus become more reliable in delivering the quantity of raw material required by the company (Eaton & Shepherd, 2001; FAIDA, 1999; Watts, 1994). 

To avoid that contracts act as a catalyst for gender and generational conflicts, it is vital to acknowledge adequate rights for both men and women as the latter in many cases perform the bulk of the labour. Therefore attention should be given to allocating contracts and making payments to the people actually performing the contract’s tasks rather than to the household heads. It should be recognised, however, that this might be difficult to put onto practise where traditional customs predominate. So, it is important when designing contracts to take into account the social context and patterns of households and communities. When contracting in communities where farming units are conjugal families, marked by their relatively small size and a sharp division in labour by gender, more tensions will be created compared to contracting in communities where households are two-generational, extended families that have a more flexible division of tasks by gender and age, and a strong ideology of joint interests (Eaton & Shepherd, 2001; Porter & Phillips-Howard, 1997; Watts, 1994). According to Glover and Kusterer (1990) expenditure and incentive effects are likely to be superior when contracts are signed with and payment made to women, in those frequent cases where women are responsible for crop production. By modifying agribusiness schemes to more explicitly recognise and reward women’s participation, these schemes can make a very significant contribution to women’s income.

As many crops produced under contract are subject to strong international market forces and unpredictable price swings, it could be recommended to contract farmers to grow annual crops. If the crop turns out not to be profitable, it is easier to switch over to another crop because annuals do not require large investments like for example purchase of seedlings and major field preparations, nor do they require fixed field arrangements. They are also productive within the year and follow common production patterns. Other possibilities are real niche crops (e.g. early fruits or vegetables, or new products) can also be recommended because market (prices) can be influenced by farmers/companies. 
When selecting the location of new enterprises, the following issues should be taken into account: (1) the area chosen must be suitable for growing the crop, and sufficient additional land for the new crop must be available next to land for food production and other vital needs; (2) the area must be suitable for processing and marketing the final product and other raw material and services which might be required for processing should be available and;         (3) access to both market outlet and production and processing locations should be feasible. Before introducing new cropping schedules, companies should also consider social attitudes and the traditional farming practices of the communities they want to involve, and assess how the new crop could be introduced. Cultural attitudes and practices should not conflict with farmers’ obligations under the contract and managers should develop a full understanding of local practices (Eaton & Shepherd, 2001; FAIDA, 1999; Watts, 1994).

The selection of farmers should be based on suitability of the farmers’ land and confirmation of their tenure security together with the farmers’ past farming experience, past production record, desire to cooperate and the extent of the farmer’s family labour inputs. Community leaders and local government officials are, in general, dependable sources of knowledge on the capabilities and attitudes of farmers. But as petty rivalries and extended family obligations are characteristics of some rural societies, farmers’ selection should also be judged on the manager’s own intuition and available independent assessments. Criteria for farmer selection are likely to vary according to the type of crop under contract. Less rigorous standards can be adopted for short-term seasonal crops because farmers who fail to perform can be excluded from subsequent contracts. Companies should avoid selecting farmers only on the basis of size of their farms and resources as this practise would widen pre-existing economic disparities and lead to resentment on the part of those excluded endangering the long-term success of the scheme (Eaton & & Shepherd, 2001). 

Pricing systems must be made attractive to farmers. Most companies define the price that they will pay to contracted farmers according to the current open market price to maximise benefits, i.e. the minimum that they need to pay in order to procure the crop thereby satisfying the producer and maximise profit. From the farmers’ viewpoint this practise has two disadvantages: (1) it gives farmers no financial incentive to sell to the contracting company rather than to any other company; (2) farmers actually have a disincentive to sell to the contracting company since any loans they have taken will be deducted whereas if they sell elsewhere, they will receive the full purchase price. It is preferable that the purchase price is determined in a way that gives the contracted farmers a stake in the contracting company (see Box 5.4.) and hence an incentive to sell to that company rather than to another buyer. The aim should be to build trust and loyalty between buyers and sellers. This can be done in a number of ways as seen in Box 5.4.  

 Box 5.3. Guidelines for raw material pricing systems

	Essential conditions for prices:

· with regard to farmers: (1) price paid must cover the farmer’s production costs; and (2) farmer’s profit obtained through contracting firm must be competitive with profit when selling through other enterprises;

· with regard to companies: remaining revenue must cover the company’s processing and marketing costs.

Desirable conditions:

· farmer’s price should be linked to end market value of finished product like for example through payment in foreign currency or payment in two times: a first payment linked to the average production cost and open market price of the raw material, followed by a second payment linked to the price received by the company when the end product is sold. The latter implies that 

· farmers have a stake in profitability of company and are shareholders (through profit sharing, share distribution, etc.);

· bonus payments for quantity and quality of raw material delivered (practised by e.g. Cheetah, Zambia); and

· bonus for early repayment or discount for debts.

Optional possibilities:

· stabilisation scheme to iron out price fluctuations (like for milk for example where milk producers and dairy companies processing the milk agree to sell/buy the milk for a  uniform price for a guaranteed minimum milk quantity through the year);

· insurance scheme against crop failure or price collapse. As insurance against production loss and income loss are expensive and complex, it is important, before advising farmers to consider insurance, to make a qualified risk analysis to determine the economic advantages of insurance against the specific risks applicable to the particular crop. 


(Source: FAIDA, 1999)

Farmer to company linking arrangements lend themselves well to the ‘Training and Visit’ method of agricultural extension in which farmers and company choose contact farmers who become the focal point for extension activities, as well as for distribution of inputs and collection of produce. Extension should be provided by the company through extension officers who arrange their visits to the growing areas at each stage of the production cycle. On selected farms of the contracted farmers they have to demonstrate to farmer groups the particular operation that needs to be performed at that time and extension leaflets (in local language) should be distributed to all contracted farmers to back up field training, and guide and instruct farmers on each operation. Field extension services must also always ensure that the contracted crop fits in with the farmer’s overall cropping regime, particularly in the areas of pest control and field rotation practices (Eaton & & Shepherd, 2001; FAIDA, 1999). 

Technical and business awareness training is in most cases organised by an NGO and its cost should be shared by farmers and NGO(s). Nevertheless it is reasonable to expect the contracting company to contribute (substantially) to the training cost because the latter benefits indirectly from having its contracted farmers well trained (FAIDA, 1999). 

It is generally the responsibility of the contracting company to supply farmers with seed, and to ensure that they are able to obtain the other inputs that are needed for achieving normal/high yields. Some companies distribute seeds without charge, but it is better that farmers pay at least part of the cost to ensure that only those who are serious about growing the crop take the seed. Cheetah for example supplies paprika seed to its farmers on credit of which the price is halved when farmers sell their crop to the company (as some sort of incentive to reduce side-selling). As late planting is a major reason for poor yields, companies must organise timely delivery of seeds well before the planting season starts. Other inputs such as fertilisers and pesticides are normally available only against cash payment especially when companies or credit institutions find it difficult to recover loans when farmers have different outlets for selling their crop. In situations where this greatly restricts input use, methods of securing loans by farmers must be found. Several methods have been tried, as can be seen in Box 5.5.  

Box 5.4. Examples of methods to secure loans

	· Savings and credit schemes: farmers deposit 25% of the value of the loan that they need in a savings account, either with the contracting company or in a Savings And Credit Cooperative (SACCO) which should have an informal link with the company. The company or the SACCO then extends credit for the remaining 75%.

· Group liability schemes: small groups of farmers who have confidence in each other accept collective liability for each other’s loan repayments. If any one member of the group fails to repay his or her loan, the whole group becomes ineligible for further loans until the debt is repaid (Grameen philosophy).

· Stockists: some companies supply inputs on credit to appointed stockists in the growing areas. These then take responsibility for distribution of inputs to growers on whatever terms they consider appropriate. Knowing the farmers personally, they are better able than company representatives to judge which borrowers are a good or a bad risk. 

· Contract as collateral: the guaranteed market outlet and agreed price which the company commits itself to pay to contracted farmers can sometimes be used as collateral for securing loans from official credit institutions.


(FAIDA, 1999)

An important question is whether the contracting company should itself extend and manage credit to farmers or whether it should leave this function to specialist lending institutions. Although most companies find it troublesome to extend (and recover) loans to large numbers of individual smallholders and prefer to leave this task to banks, there seems little alternative at present if contracted farmers are to use inputs correctly. At the moment, banks (except for some exceptions, e.g. Agricultural Bank of Tanzania as already mentioned in Section 3.3.8.) refuse to lend to small farmers in Tanzania and Zambia because of the high risk and administrative burden involved, and micro-finance institutions (like for example PRIDE-Tanzania, Meeda (Tanzania)) operate mainly in or close to urban areas where supervision and regular contact between borrower and lender is possible but where administrative costs for rural lending are still too high for such institutions (see also section 3.3.8.). Companies could start extending loans to their contracted farmers and gradually involve a SACCO that can eventually take over the whole credit operation once it is well established (FAIDA, 1999). 

A performance monitoring system should be built into the linkage operation at planning stage because it is important that both farmers and company learn from each year’s experience, particularly in the early years of establishing such a partnership, so that weaknesses in the system are ironed out and the performance of each partner in future years is improved. A precondition for a good quality monitoring system is good communication between farmers and company and it should at least have the following components:

· farmers should be encouraged to keep records of their crop production activities, including costs of each operation (purchased inputs, capital depreciation, value of labour used) and the value of their sales. This exercise helps farmers to learn lessons of each year’s experience; it enables them to see where costs can be reduced and efficiency raised, and it provides a baseline for monitoring impact of the linkage in future years.

· Companies must also keep records of farmers contracted, inputs distributed, loans extended, raw materials purchased, processing and marketing costs, quantities and value of products sold (Coulter et al., 1999; FAIDA, 1999). 

Sub-sectoral industry forums for collaboration are also recommended as through coordinated efforts stakeholders can mobilise attention and resources to address critical bottlenecks and opportunities. Private sector should initiate such forums, inviting key stakeholders such as processing companies, farmers’ organisations, relevant government departments, research organisations, donors and NGOs. 
Issues Concerning Farmers

Farmers should organise themselves in groups/associations to strengthen their bargaining position against companies, to achieve economies of scale and to learn from each other and exchange information. Scale economies are important as they reduce costs in storage and transport of inputs from and produce to companies, which is often the responsibility of the farmers themselves. Extension is also more cost-effective when provided to groups instead of individuals (see also Chapter 5). 

Farmers should be careful not to over-concentrate on producing the specific raw material for a company, especially when the price offered by the company is very attractive, as they risk both neglecting their food crops and ignoring environmental conservation. They have to maintain a right balance between food and cash crops (FAIDA, 1999; Porter & Phillips-Howard, 1997). 

To strengthen the position of farmers, it is important that they maintain/create alternative opportunities for production and income in addition to the contracted crop (FAIDA, 1999; Phillips-Howard, 1997). Glover and Kusterer (1990) stated that ‘the availability of alternatives is one of the most important preconditions for a contract farming situation that benefits small farmers’ and that the contracted crop should be a second or third cash crop (i.e. not the only supplement to subsistence) and preferably one that can be added to existing activities rather than requiring specialisation. Although this may reduce participation of the poorest farmers, non-scheme farmers may benefit from a larger market for basic crops if the regional economy grows as a result of contract farming. Farmers who have had prior experience of multinationals and other large companies may also be better able to negotiate and maintain their independence. 

To help farmers decide whether or not to embark on a new enterprise, and to ensure that they are successful once they have decided to grow a particular crop, it is important that they become fully aware of: (1) the agricultural production techniques that they will have to follow to grow the crop successfully; (2) the costs of production and the potential returns that they can expect to earn; and (3) the risks as well as the benefits that they may encounter through the new enterprise. This information should be based on realistic yields as in most cases yields from research plots are far higher than those obtained on farmers’ fields. All of these require advisory and training services, which the contracting company with assistance from a facilitating NGO has an obligation to provide (FAIDA 1999, Eaton & Shepherd, 2001). 

Role for NGOs and Official Donor Organisations

To what extent should public resources be used to promote market integration if beneficiaries are not just smallholders but (large) companies as well? 

According to Stringfellow et al. (1997), there is one area where assistance might be justified which is developing and piloting new institutional arrangements between companies, banks and smallholders that are acceptable both in terms of risk-sharing and distribution of benefits. Liberalisation in Africa has created many new export opportunities for private companies but in many countries agribusiness is finding it difficult to develop supply networks involving smallholders. Zambia and Zimbabwe’s burgeoning horticultural industries are almost entirely supplied by large-scale (often non-black) commercial farmers. If smallholders are to be(come) important suppliers, they need working capital or input loans, but agribusiness is reluctant to provide such support because of poor credit discipline.

So, an impartial intermediary organisation (i.e. an NGO, official donor organisation or other organisation) can play a critical role in facilitating linkages between farmers and companies and in mediating between farmers and companies to ensure that the requirements of each are satisfied and their rights respected. As companies often distrust contracting small farmers as these are resource poor and have no collateral to ensure recovering the company’s investment in them (through input and service delivery), facilitating organisations can be important to make sure ‘real small-scale farmers’ are involved in the schemes. Facilitating may be especially required for remote small-scale farmers because it is not cost-efficient for companies to include them in their schemes as: (1) remote farmers often do not produce enough volume; (2) infrastructure is very poor in remote areas; and (3) there are no good communication possibilities with remote farmers. When companies only want to operate in a certain radius around the location of their processing/exporting unit, this kind of organisations can help farmers in outlaying areas to be linked to the operational area of these companies by for example organising the farmers in groups to bulk production and providing transport up to the point from where it becomes economically feasible for the company to take over (FAIDA, 1999; Oxfam GB, 1999; personal communication from Henri Van der land, project coordinator FAIDA, Tanzania; personal communication from Katrien Holvoet, VECO, Tanzania).

Box 5.5. Presentation of FAIDA, facilitating linkages between small-scale farmers and private companies

FAIDA-SEP promotes production of and fosters the link between farmers interested in contract farming, local processors, and local exporters. Their target group are small-scale farmers and agro-processing entrepreneurs who cater for the needs of rural communities. Actually, they are directly involved in the production of flower and chilli seed, coffee, beans, pigeon peas, various oil seeds for extraction (sunflower/safflower) through contract farming. Indirectly, FAIDA supports activities dealing with oil presses, water pumps, solar driers, biogas and improved stoves. As FAIDA experienced shortcomings of the private sector, it operates complementary to that sector by, for example, trying to reach (remote) small farmers with little access to services like input supply, marketing and credit facilities.  

FAIDA’s methodology consists of (1) screening companies on their capability to enter into contract farming (as the situation of farmers can worsen if the linkage fails); (2) awareness creation in farmer communities, once the involved company got a good judgement, by advising them about possible options, risks, returns on investments to help farmers make the right decision; and (3) designing the contract, after consulting the company on the basis of a checklist of important aspects concerning farmers and the involved company. 

(Source: FAIDA, 1999; personal communication from Henri Van der Land, project coordinator FAIDA) 

Besides the role of broker, an NGO can assist with fair distribution of the profit and screening the trustworthiness of companies. Examples of such NGOs are FAIDA-SEP (Finance and Advice in Development Assistance to Small Enterprise Promotion), working in Tanzania under the umbrella of SNV (Stichting Nederlandse Vrijwilligers), presented in Box 5.6., CLUSA (Cooperative League of the USA), and Technoserve (an American NGO). In Box 5.7. examples are given of different models to facilitate/establish market linkages between small farmers and companies. 

The key to establishing a sustainable market linkage is to make sure, before embarking on a new enterprise, that it has the potential to be profitable both for the company and for the farmers. NGOs taking up the role of broker (between farmers and companies) should check the trustworthiness of companies. To attract farmers, the price that the company is ready to pay for the raw material or yields farmers can expect to achieve, should not be too low; the risk of crop failure or debt should not be too high; and farmers should be able to grow the crop without harming food production, women’s position and the environment. On the side of the company, a good price should be received for the finished products to cover both the cost of purchasing the raw material and the company’s processing, packaging, transport and marketing costs, while leaving a sufficient margin of profit at each stage, or else the company will become disenchanted with the scheme and/or even go bankrupt. The company should be trustworthy and have sufficient experience to run the enterprise profitably. By providing information about the company, expected yields and benefits, risks, etc. NGOs can help farmers decide whether or not to embark on a new enterprise (FAIDA, 1999).  

Box 5.6. Different models of facilitating market linkages between farmers and companies

	     Model I
	Model II
	Model III
	Model IV
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	1. NGO assists farmers to access the market through linking them to companies.

2. Basically consisting of  backward linkages.

3. The focus of the NGO is to enable farmers to gain greater returns on their investment and labour by producing more and better quality products based on better understanding of the market.

Note: *NGOs FAIDA (Tanzania) and CLUSA (Zambia) are basically applying this approach.

          *The white arrows were not present in the original document but can be added because requests to the NGO to look for a market, can originate at the basis. 
	1. NGO undertakes market intelligence.

2. Basically forward linkages and up front contracts.

3. The focus of the NGO is to identify new markets and to assist companies serving these markets by promoting outgrower schemes in order to increase production and redistribute profits. 

Note: NGO Technoserve (Tanzania) is following this approach.


	1. NGO assists farmers to have access to inputs, by enabling wholesalers/retailers to procure such inputs.

2. The farmers have to find their own way to the market.

3. The focus of the NGO is to make the input supply cost effective and sustainable.


	1. Company reacts effectively on demand of the market.

2. All investment costs are borne by company.

3. Farmers are able to link up with buyers, on beneficial terms.

4. No role for the NGO. Only workable when different parties are strong enough, well organised and have access to market information.




(Modified from Oxfam, 1999)

It is very important when a company and a group of farmers have decided to enter into a contractual agreement and a facilitating NGO has agreed to assist them in building a sustainable partnership, that the respective roles of each party are clearly defined and understood by all from the outset. If this is not done, (1) farmers will expect companies to give them assistance or services which the company has neither the intention nor the capacity to provide; (2) companies will expect farmers to take on roles which the farmers are unable or unwilling to perform; (3) both farmers and companies will expect the NGO to fill the gaps and to perform roles which are or should basically be the responsibility of either the farmers or the company. According to FAIDA (1999), the following division of functions is recommended:

· farmers grow the raw material on their land, sell it to the company, communicate with the company and the NGO through producers’ groups;

· companies recruit the farmers, finance and support their production (directly or through a financing institution), and purchase, process, and market their produce;

· facilitators promote the farmer-company linkage, assist in producer group formation, train farmers and company representatives (FAIDA, 1999).

Sometimes the facilitator finds himself obliged, in order to get the partnership going, to take on roles in the early stages of the contract, which should rightly be performed by the company or by the farmers (e.g. provision of extension services, distribution of seed, purchase or delivery of crop, etc.). The temptation to do this should be avoided as much as possible as it is often difficult to transfer the role back to the company or the farmers once the precedent has been set. If the NGO does take over some of the company’s or the farmers’ roles, it should always pass at least part of the cost of the service on to the company or the farmers to give them the incentive to take on the role themselves. Roles of each party are summarised in Box 5.8. Additionally, NGOs could facilitate group formation, assist in reducing transaction costs, and adding value at producers’ level through promoting quality control and/or processing, and promote savings (by farmers) and understanding of the role and use of credit. NGOs can limit themselves to these latter functions if companies have a clear mission and thus operate complementary to the functions undertaken by the private sector. Unfortunately, very often companies contracting small-scale farmers do not have a clear strategy and/or the willingness to avail the necessary resources. In such circumstances, NGOs can again be tempted to take up additional roles which may not be sustainable, particularly if these can not be transferred to the private sector in a later stage (FAIDA, 1999; Oxfam, 1999).

The role of NGOs or other professional organisations as trainer, educator and facilitator is very important because basically the ‘partner’ relationship between a private company and individual farmers even when organised in (in)formal producer groups is a skewed and unequal one. Therefore the farmers’ side needs to be re-enforced and/or built ex nihilo, so as to strengthen this side of the partnership and make them strong contenders or real stakeholders capable of securing fair deals. NGOs are important to make farmers’ organisations stand up for themselves/their members and (partially) take over roles now being performed by companies. To strengthen the position of farmers, NGOs could also assist farmers in maintaining/creating alternative income possibilities to contract farming. 

Another field where facilitation of donors can be very helpful is creation of contacts between markets from the North and farmers’ (organisations) and companies from the South. An example of such an organisation is the Dutch Centre for Promotion of Imports from Developing Countries that undertakes surveys of the Netherlands and other markets of the EU for several products (mushrooms, spices, herbs,…).

Box 5.7. Roles and responsibilities of farmers, companies and facilitators in contract farming 

	Farmer’s role:

· Grow the crop

· Sell to the company 

· Repay company loans

· Contribute to costs of NGO facilitation

· Join producers groups for consultation, negotiation, training, economics of scale in input and output distribution


	Company’s role

· Demonstrate the production opportunity

· Organise extension

· Recruit and contract farmers

· Supply production inputs

· Appoint agents in growing areas

· Purchase farmers’ crop at an agreed price

· Process and market the end product
	Facilitator’s role

· Identify production and market opportunities

· Ensure project viability

· Identify suitable companies and farmers

· Facilitate farmers to collaborate in groups

· Introduce partners to each other

· Advise and train farmers and company 

· Facilitate negotiation on contract and price

· Mediate between partners where necessary

· Monitor progress

· Withdraw…


(Source: FAIDA, 1999)

The roles of the linkage partners, as described above, should be spelled out in a formal written contract, which is signed by the farmers and by a representative of the company. The contract is not a legally binding document as given the existing legislation, it is unlikely that a case brought by either party against the other for breach of contract would be successful. Nevertheless, one should strive to make contracts enforceable. Meanwhile the greatest value of the contract lies in clarifying what the farmers can expect from the company and what the company expects from the farmers: its purpose is to reduce misunderstanding and to build confidence and trust between the partners. The facilitating NGO may act as a witness to the contract between company and farmers. A separate contract between company and NGO may be needed if the NGO is contracted by the company to perform certain services (FAIDA, 1999).  

Donors and NGOs have also a role in collecting and exchanging experiences, and developing best practice guidelines (Coulter et al., 1999).

Together with government, donors should stimulate chambers of commerce to be formed/expanded and farmers’ organisations to aggregate in associations (see also Chapter 3 and 5). 

Role for Governments

 (Eaton & Shepherd, 2001)

Governments have an enabling/regulating and developmental role to play. Apart from their responsibilities in agriculture in general (see section 3.3.9.) some recommendations can be specified for contract farming. 

Regarding the creation of an enabling environment, governments should provide the proper and ad hoc legal framework and establish an efficient legal system based on adapted laws. They need to be aware of the possible unintended consequences of regulations and should avoid the tendency to over-regulate. Governments could also play an arbitration or dispute resolution role by establishing dispute resolution guidelines for agricultural contracts and/or offering for example the services of a department (e.g. Ministry of Labour) to mediate. This is only possible if these departments are not seen as having vested interests in the matter so that their advice or resolutions are recognised by the communities. Other enabling activities to sustain contract farming may include provision of training in technological and managerial skills at all levels (in cooperation with NGOs) if companies do not provide those services, and initiation and facilitation of research studies into the products under contract, in collaboration and consultation with companies. State research institutes can particularly maintain smaller ventures, especially those managed by individual developers who do not have the means to execute their own plant breeding programmes. Efficient government extension services may by particular beneficial for small-scale developers who cannot afford their own extension services. 

At national level, it is a precondition that specialised services are available to provide institutional support to production, processing and marketing (see section 3.3.9.). Government services such as quarantine controls, certification institutes, plant pathology clinics and research stations are important for contract farming. Such services are especially necessary for companies that invest in high-value crops for export or in organic farming. Za-Ge, a company in Zanzibar exporting organic spices to Europe for example, encounters many difficulties in getting its products certificated because the Tanzanian certification body is very expensive and not reliable. It therefore prefers to send samples to Germany for certification (personal communication from Stefan Ille, production manager Za-Ge, Zanzibar; Hilde De Beule, project coordinator MAYAWA, Tanzania 2001; Susie Burges, coordinator Organic Producers and Processors Organisation of Zambia, Zambia 2001).  

As already mentioned in section 3.3.9., the following topics are critical and should be provided through or with support of public investment: collection of market/statistical information, strengthening of marketing actors i.e. farmers associations and chambers of commerce. 

In most countries there is no legislation that specifically regulates contract farming. If legislation is introduced it should ideally be based on the industry’s ability to regulate itself. Governments should also enact legislation to protect farmers as the weaker of the contracting parties. This is particularly the case on big estates where farmers involved in the scheme are tenants and have little security. Farmers should therefore have good access to the legal system. 

Businessmen, particularly those involved in exports, frequently complain about the bureaucracy and the costs involved in complying with excessive bureaucratic regulations and procedures. A simplification of official documentation for example could have a positive impact on the outlook of potential investors. The burden of taxes (see also section 9.9.3.), especially in Tanzania and Zambia makes it difficult for agribusiness to be competitive and discourages potential investors.  

In addition to NGOs, governments can also play a developmental role by taking steps to bring together agribusiness and suitable and interested farmers. By ensuring the financial and managerial reliability of potential companies interested to engage in contract farming, government can protect farmers. Where farmers are organised into cooperatives or other forms of (in)formal groups, governments can play an important role by carrying out activities to strengthen the managerial skills of these organisations. Although the performance of agricultural cooperatives in developing countries has been marginal at best, improving a cooperative’s managerial capability should, in theory, greatly enhance its business performance, the transfer of technology to farmers and its marketing skills. 

Farmers’ Organisations  

Group approaches to farmer organisation helps poor farmers to improve their livelihood and household food security by increasing their collective self-help capacities, and their negotiating and market power. Organising farmers means also reaching economies of scale and thus reducing transaction costs, which is beneficial for both farmers and companies. By working through farmers’ organisations, companies can reduce their cost on delivery of services, whereas farmers can reduce transport costs to bring their produce to the company buying their crop. As potentially high transaction costs in, for example, service delivery and monitoring tend to result in the exclusion of small and/or remote farmers from contracts with companies, it is important to look for opportunities to lower these costs. Apart from the private sector, government and several donors also use farmer groups as the main channel for their agricultural support programmes because support services delivered in bulk, reduce costs and broaden the impact of development assistance.

Groups can and do perform also other (than economic) roles, based on the social dimension of group solidarity such as promotion of good neighbourhood, organizing funerals, marriages and festivals besides mutual assistance in more economic activities e.g. harvesting and food processing. Groups also help empower the rural poor so they can participate in local decision-making and exert pressure where necessary. 

 Definition

According to Smith (1989), an organisation is defined as a collection of people joined together to discharge some formally defined function. 

In this study, we will define Farmers’ Organisations (FOs) as self help groups which may or may not be registered and which can be formal cooperatives registered under specific cooperative legislation, traditional existing grass root organisations or groups initiated through a NGO or a development project. 

At global level, there are two major international apex organisations. The International Federation of 
Agricultural Producers (IFAP), based in France, represents all agricultural producers both commercial and non-commercial, and the International Cooperative Alliance (ICA), largely represents commercial cooperative-based (also non-commercial specialised cooperative interests) organisations. In addition to these two major organisations, there are other specialised organisations representing commodity or enterprise specific interests of farmers. However, most of these organisations are in turn affiliated to one of the two major organisations, i.e. IFAP and ICA (Chabala, 2000). 

At national level, National Farmers Associations or Unions are usually a federation of regional, district or lower level association. In some cases, a national apex may attract direct individual membership. If all its members are individuals, strictly spoken, it should be called a national association and not a union. The term union generally refers to the fact that the particular organisation is a union of lower level or specialised associations. Federated or union type organisations are common in countries which are large and thus divided into regions, or in cases where there is too much specialisation. Associations and unions usually focus on lobbying, information dissemination, spokesman and representation (Chabala, 2000). 

Cooperative organisations trace their origin from a small town in Britain called Rochdale in the 1840s. Motivated by extreme exploitation of the working class, a group of workers came together to form a consumer cooperative mostly selling flour, tea, sugar and small household goods to themselves. This pioneering effort became extremely successful and the Rochdale pioneers designed and adopted the Cooperative Principles, which are still very much in use up to today although in a refined version. It is worth noting that the origin of cooperatives is traced back to a capitalist mode of production and not a communist one as is commonly believed. Cooperatives are essentially business organisations for serving the commercial needs of their members (Chabala, 2000). 

There is growing evidence that projects, promoting farmer cooperation, do not always lead to the emergence of viable farmer groups. Project evaluations indicate that groups are often formed hastily and with little reference to underlying patterns of social and economic organisation or commitment to cooperative action. As a result many do not survive long and in the worst situation, members’ negative experiences contribute to undermining future self-help initiatives (Stringfellow et al., 1997). 

Coulter et al. (1999) found cooperation to be generally most successful with small, cohesive groups involved in simple activities in liaison with agribusiness and lenders. He defined two types of successful FOs: 

1) the linkage-independent group, which can stand alone in the market, and provide smallholders with sufficient market presence to seek out independent relationships with other market intermediaries; and

2) the linkage-dependent group, having a long-term commitment to a particular service provider. 

Linkage-independent FOs are able to negotiate on behalf of their members to get the most competitive deal and are quite independent of any buyer or supplier. The advantages of this type of FOs are independence and autonomy. Alternatively, linkage-dependent groups have the advantage of a commercial partner being very interested in the survival of the FO and which therefore may provide assistance and support to the group, although the linkage places the group in a weaker bargaining position.

Negative findings relate mainly to cases where FOs were being formed on an ad hoc basis and on a large scale as part of development projects. Farmers were typically required to join a group in order to receive inputs that were donated or highly subsidised, thus attracting to the group those primarily interested in the subsidy. Many programmes have promoted linkage-independent FOs e.g. the use of cooperative farmer groups in Tanzania and Zambia by government and donors (see section 5.6. and 5.7.) whereas better results might often have been obtained by supporting linkage-dependent groups working in outgrower relationships with traders or processors. The advantage of the outgrower relationship is that it can enhance the FOs’ sustainability, give it a strong business rationale and entail a start that motivates them.

Features of Successful Farmers’ Organisations  

(Agricultural Consultative Forum Secretariat, 2000; Chabala 2000, Coulter et al., 1999; FOSUP, 2000; Robb, 1999; Stringfellow et al., 1997; Wilson, 2000; personal communication from Musonda Kunda, Sociologist Keepers, Zambia 2001). 

 Range of Agricultural Activities Undertaken

The type of activity to be undertaken will have a major bearing on the management demands made on the group. These may range from coordinating marketing or procurement activities to operating jointly owned assets. 

Successful FOs 

· are generally involved in relatively simple marketing, input supply and saving/credit operations involving liaison with market intermediaries higher up the marketing chain;

· have a close match between the activity and services on the one hand and the group’s experience, and financial and managerial capacity on the other hand;

· tend to begin with a single activity as more complex operations, for example involving the operation of jointly owned fixed assets or processing facilities often fail with some significant exceptions in the case of women’s groups;

· tend to concentrate on relatively high value produce (e.g. seed-maize, dried fruit, oil palm, cotton, horticultural products) rather than low-value staples; or they concentrate on produce with an added value component through grading and/or processing and/or storing over seasons. 

Internal Features

Successful FOs are generally built upon pre-existing organisations and/or social groups, where members already share considerable trust and familiarity and have a strong sense of local ownership. They tend to have a small membership, between 10 and 30 members, of relatively homogeneous characteristics. Women groups seem to perform better than mixed groups (as mentioned under 5.2.1.), especially when it comes to financial honesty. It seems that women groups have a different dynamic to groups dominated by men. The latter often go into groups for purely individual needs, while many women do so because they have a need to be part of a group and enjoy the sharing of ideas as it is part of their social make-up.

The agenda of the organisation should be member-driven and show internal cohesion, which tends to occur more in groups of small size. These features are facilitated by small size, homogeneity and face-to-face contact, as well as accountability among members. Small size and homogeneity are most important where the group activity requires a commitment of financial resources to a shared enterprise. On the other hand, where the group’s primary function is to keep contact and to bargain on behalf of its members with a buyer or supplier, larger and more heterogeneous groups may be less of a disadvantage. The organisations are built up following strong democratic processes and have written constitutions and rules, and record keeping, which all assist in clarifying roles and enhancing transparency. Taking into account former misuse of funds by formal cooperatives, transparency will be very important to re-establish farmers’ trust in each other and the organisation itself. 

Keeping primary groups or clubs small, they can be federated upwards into local, regional and national associations, which is in most cases only possible if the groups are formally registered. In this way the movement seeks to gain maximum economics of scale in hiring transport, in dealing at auctions and in other areas. It is also easier for larger, federated organisations to gain respect and be recognised by politicians, local leaders and service providers. It is possible that the small primary level groups can give this movement sufficient coherence to ensure long-term survival. But then, they should not be created with high speed and mechanisms should be built in to keep the agenda of the associations member-driven. From an example in Togo (personal communication from Counet, M., Vredeseilanden Belgium) it can also be concluded that it is important to provide training modules to make people realising themselves that it is important to federate into a higher level and to provide guidance in this federation processes.  

In the relationship of successful FOs to external agents, there should be absence of political patronage and a high degree of self-financing. Successful cases were never associated with interest rate subsidies, but always with viable business objectives, which made subsidies unnecessary. They need external training inputs, however, particularly when aimed at integrating the group into the wider economy through development of links with financial and market intermediaries. This is where NGOs and other professional organisations may come in (see section 5.4.). 

 Contract Farming and Farmers’ Organisations 

As already said before, research results of Coulter et al. (1999) suggested that contract farming and farmer cooperation approaches often work best together, with strong grassroots linkage-dependent FOs contracting with agribusinesses which supply them with a range of services, within a linkage-dependent outgrower framework.

For companies contracting small-scale farmers, FOs entail more advantages than only reaching economies of scale. FOs can reduce farmer default in contract schemes. For example: lending through groups has several advantages. Peer pressure within the group screens out potential defaulters and can reduce the risk of default. According to De Souter (1988) repaying rates in normal climatologically circumstances seem to be better for groups based on mandatory joint liability achieve than for those based on voluntary joint liability  and where the group has to put up some sort of joint collateral/savings (see also section 3.3.8.). Good communication and close monitoring are particularly critical issues, amongst others, for export involving European and northern American markets, where there is a need to ensure quality and traceability of produce. As communication between agribusiness and farmers is often weak, group members can monitor each other. More generally, good communications help to foster good company-farmer relations and a sense of trust, which has a positive effect by reducing strategic farmer default (e.g. farmers selling their produce to another company to avoid repayment of inputs). The better and broader the range of services offered, the closer the relationship between farmer and business, and the more the farmer will lose by breaking the relationship. Delivering timely services, which respond to farmers’ needs, creates incentives for farmers to honour contracts, which is also controlled by moral pressure from other group members (Coulter et al., 1999; Eaton & Shepherd, 2001; FAIDA, 1999). 

Farmers engaged in contract farming also benefit from organising themselves in groups. Although group formation is in most cases a requirement from the company, it strengthens the farmers’ bargaining and marketing position and it creates economies of scale for bulk production. Groups can also be seen as ‘learning laboratories’ where farmers learn a lot from each other as members share ideas, problems encountered and solutions found. Legally registered groups can even get access to credit from financial institutions if they have collateral. Strong, well-trained groups can look for alternative markets, which make them more independent from the company and put them in an even stronger bargaining position (Chabala, 2000; personal communication from Robinson Manase, general manager of Central Tobacco Growers Association, Zambia, 2001).

Role of Donors

(Chabala, 2000, Coulter et al., 1999; Stringfellow et al., 1997) 

When trying to involve smallholders in contract farming schemes, companies face several obstacles and public assistance may be called for to reduce associated risks and initial costs (for example through extension services, training in literacy or book-keeping, or specific infrastructural investments i.e. creation of collection points for produce, see example of Agriflora in Annex IV). 

NGOs are often mobilised to take up certain activities like extension or training, although, as said in section 4.5.3., their role should be restricted to advisory functions which allows them to withdraw once the link between the farmers and companies is stable and functioning well. It is important to minimise any long-term dependency on such kind of ‘subsidies’ or inputs.

On the other hand, NGOs may focus on longer-term capacity-building issues such as: training farmers on organisational and business skills in order to improve their ability to function well, become good organisations and bargain more effectively with contracting companies; training farmers about cyclical nature of product lifecycles, and the need this generates for savings and back-stopping strategies; training in book-keeping, leadership and membership (what it means to be a member, advantages, engagements,…); help them organising themselves in sustainable producer groups or FOs. NGOs can also play an important role in remote areas where companies/markets are rarely present (see also section 4.2.). 

Responsibility for the provision of training services needs careful considerations. If a donor does this directly, through its own staff, then when the intervention finishes, the institutional capacity to continue training disappears with it. A more sustainable approach is likely to involve an established local, public or private institution. In some countries this might be the farmers’ union where this has a wide membership. In some cases the government might be involved, but inappropriate motivation of their extensionists may present problems, like mentioned by several organisations in Zambia and Tanzania (Felix Chizuba, Project Manager NFU-Agri-Business-Forum, Zambia 2001; Katrien Holvoet, VECO Tanzania 2000; Hilde De Beule, Mayawa, Tanzania 2001, Mjunguli et al., 2000). Another alternative might be to work through local NGOs with an established presence in the project area. An example of such support is the Farmer Organisation Support Programme (FOSUP, 2000) of Harvest Help (Zambia). The project aims to (1) enable farmer groups and organisations to witness and exchange ideas and different ways of collaborating through visiting one another; and (2) build the capacity of support institutions for enhanced services to farmers through sustainable farmer organisations. 

The long-term financing of training services is another issue. To be sustainable along the life of any donor-assisted project, cost recovery needs to be considered from the outset. The degree to which any programme of this kind can or should become self-financing is a closely related issue. Although, in a liberalised world it should be considered as normal that extension and training is paying itself. Therefore, it is important that from the onset of training or extension activities, people are made familiar with these services and with the fact that they are not for free. If people feel the need of such services and they have the money to pay for them, they will do so as can be seen from the example of tobacco cultivation in Tabora (Zambia) where extension services are fully bore by be farmers themselves (personal communication from Mr. Manase, Deputy Director Central Tobacco Growers Association, Zambia 2001). To make people capable of paying this kind of services, their financial capacity has to be increased and mechanisms to pay developed. 
Good Practises for Group Formation

In group formation, donors should (1) refrain from rushing the process of group formation (‘slow is beautiful’) or (2) from overburdening groups with too many or too complex functions; (3) avoid providing subsidised credit or grants, especially in the initial stages of group development so they can be self-managed and self-reliant; (4) encourage farmers to develop their own forms of group organisation working closely with already existing traditional structures and based on analysis of their own situation and the resources at their disposal; (5) establish links with banks, input suppliers and markets; and (6) encourage farmers to implement the options they find most necessary and invest their own resources in the enterprise (modified from Stringfellow et al., 1997; ACFS/Harvest Help, 2000).

To mobilise farmers in groups, they must see the need and benefit of it. If a group is initiated by a company (as an outgrower group), it will need time for the farmers to find themselves in the group, and to give the group its own reasons of existence, ideals, ideology… Only when there are additional benefits (next to the obligation to form a group to get a contract with a company or services from a development organisation) the group can be sustainable (personal communication from Felix Chizhuka, Project Manager NFU-Agri-Business-Forum, Zambia 2001).

Donors need to adapt their direct intervention planning strategy and specific procedures to the nature of cooperative enterprises. At least in the early stages, traditional quantitative measures of intervention achievement, for example the number of groups established or the number of farmers who benefited will not be appropriate. Instead, there may be a need for a pilot or even research phase in which different approaches to cooperation can be tested and validated. Where this leads to effective forms of farmer cooperation, other farmers may well emulate what they see, making dissemination to a large extent spontaneous. Subsequent project activities can support this process and encourage long-term sustainability (Stringfellow et al., 1997; ACFS/Harvest Help, 2000). 

To create sustainable and autonomous FOs, Chabala (2000) suggests to legally register them because if and when left informal, it is difficult to fully integrate them into the economic life of the particular country and groups are then forced to perpetually remain dependent on donor or government programmes and funding. To continue working with groups through a parallel informal economic system, while using instruments that are essentially legal by nature and (have to be) formal (to function properly) such as marketing and credit is simply to support an unsustainable system of operations. However, a constraint with legalising groups, as noticed in Zambia, is associated with lack of information and publicity on the range of available laws. Most NGOs or international development agencies have neither time nor capacity to study existing laws and thus shortcuts are pursued. So it could be useful to invest in an organisation or institution which should make a database consisting useful and relevant laws for organisations and agriculture in general. Once this database exists, it would have to be updated on a continuous basis, and its contents made available on a regular basis to all potential interested parties. At the same time it could be very helpful if governments of developing countries would decentralise much further the official bodies in charge of registering groups. 

In several reports about farmers’ organisations in Zambia (ACFS/Harvest Help, 2000; FOSUP, 2000; Wilson, 2000), the issue was raised that external agencies/organisations promoting FOs compete for the same farmers to be included in their groups/programmes with a bias towards more business-oriented farmers. More coordination between agencies operating in the same area and on the same subject matter is needed. In this respect, FOSUP’s initiative (2000) to create a forum for networking and sharing of experiences between farmer groups and facilitating agencies so that different agencies can compliment each other and duplication of effort and resources are minimised, needs to be considered with proper attention. Initiatives like this should be promoted and supported whenever possible and their results monitored.

Apart from all this, the question is raised if small-scale farmers really like to undertake economic activities in group and if groupings are their natural choice for undertaking economic activities. Little information on this topic exists and further research is needed to provide technical reasons and arguments for working through groups based on farmers own views (Chabala, 2000). 

Situation for Zambia

(Chabala, 2000; FOSUP, 2000; Wilson, 2000; personal communication from Felix Chizhuka, Projects Manager of NFU-Agri-Business-Forum, Zambia 2001; personal communication form Charles Chabala, Deputy Regional Representative at SCC, Zambia 2001; personal communication from Chris Beckett, Managing Director of Farmers Friend Farmers Finance, Zambia 2001)

Zambia, like most developing countries has had its own share of externally promoted farmer groupings. Cooperatives (registered and pre-cooperatives) were the most important, next to farmer production groups/clubs (formal and informal), farmers associations, people’s participation groups, women farmers groups and youth farmers groups/clubs. Some of these groups were formed as a result of genuine member needs, but the bulk of them were government, donor or NGO driven. 

From 1974 to the end of the 80’s, cooperatives were the favourite (group) arrangement as every donor or NGO wanted to work with them. Cooperatives were seen as the best channel for development support and for bringing about widespread development. As long as these cooperatives enjoyed government and donor support, they operated and reached many people in rural areas. In 1991, when MMD (the Multi-Party for Democracy) came into power, the approach was changed and direct support was withdrawn from the cooperative movement which collapsed. But the idea of working with groups is still alive and thus the current search for terminologies that avoid the term cooperative as it still has the perception of forced organisations without benefits for the individual farmers and where a lot of funds were abused or disappeared. 

Generally speaking there are two major forms of farmer organisations at national level in Zambia: the Zambian National Farmers Union (ZNFU) and until the collapse of the cooperative movement, the Zambia Cooperative Federation (ZCF). ZCF claimed to play both a representative and commercial role (with disastrous consequences), while ZNFU, until 1992, largely represented interests of commercial farmers only. 

In 1992, ZNFU developed a new strategy to expand its membership base by attracting small-scale farmers through assisting the development of strong District Farmers Associations. ZNFU took up the role of mobilising farmers’ associations and linking them up with service organisations. Its main role, however, stays that of lobbying and advocacy for all farmers. It does not compete with primary cooperatives or other business-oriented farmers groups. ZNFU is affiliated to IFAP (at global level) and is organised in a semi-federated structure, i.e. it attracts membership from lower level associations, partnerships, companies, corporations and cooperative societies (all engaged in the business of farming) but also encourages direct individual membership, particularly of bigger farmers. Currently affiliated to ZNFU are 32 farmers associations, 7 commodity committees, and 9 specialised associations. In addition, representatives of large corporate farmers also sit on the council. In order to encourage membership of small-scale farmers, ZNFU has a category for accepting farmers’ clubs into membership. They pay a group membership fee, which is fixed and not based on turn-over as is the case for large-scale farmers. As small-scale farmers do not see tangible benefits of being member of ZNFU and membership fee is still very costly for them, their membership is very low: 45 to 50,000 small-scale farmers out of the total 600,000 small-scale farmers (next to 750 large-scale farmers. It is estimated that 150,000 small-scale farmers (of the 600,000) have commercial potential (as they traditionally receive credit and are able to use fertiliser so a marketable surplus can be produced) and are seen as the target group of ZNFU.  

The Zambian Cooperative Federation (ZCF) was the national umbrella created for the cooperatives. It has been described as a parastatal set-up. It is generally looked upon as having been a top-down organisation that did not take farmers’ needs into account. Cooperatives dominated the agricultural scene in Zambia to the extent that they were the only recognised and officially accepted form of FOs in existence until 1991. They had to cater for all types of economic and social ventures and were also used as channels to supply (usually subsidised) farm inputs to farmers and to market produce quickly through a network of depots. Cooperatives at this time were largely seen as a mechanism for stimulating rural development and not necessarily as autonomous economic institutions for fulfilling member needs and with a set of objectives of their own. The view of cooperatives as social organisations led to their incorporation in government’s national development plans. As a result, they became used by government and donors as instruments for general and social development in rural areas rather than for providing services for their members. This undermined their cooperative identity and they became perceived, both by their members and the general public, as part of the government sector. With economic liberalisation in the 1990s and setting in of multiparty democracy, the cooperative situation was changed: the government would not recognise the previous cooperatives because government had forced the creation and managing of the former cooperatives. Thus, the withdrawal of preferential treatment, lack of government support and high loan default rates resulting from political patronage led to the collapse of the cooperative movement. The culture of non-repayment of loans, developed with the cooperative movement, is still being very much felt today and hampers its present development.

At the same time, state policies became more accommodating to non-governmental initiatives to supplement provision of services. Formation of community-based farmer groups to complement the private sector in the provision of services was especially encouraged. Currently, there are a number of intermediary organisations, including government, NGOs and private sector working with farmer groups. It is estimated, however, that among all of them, they are reaching no more than 35% of the estimated 850,000 small-scale farmers in Zambia.  

Government has since 1997 revived primary cooperatives with the main objective of facilitating the extension of seasonal (subsidised) credit through the Food Reserve Agency (FRA). Other aims are to facilitate marketing and delivery of services of the Ministry of Agriculture, Food and Fishery (MAFF) services. There are about 20,000 of such cooperatives registered with a total membership of about 250,000 farmers. But loan coverage has been around 150,000 farmers. The cooperatives are largely seen as being top-down and with a high level of political influence in their formation and operations. MAFF continues to use informal village groups and special interest groups (women and youth groups) to provide research and extension services but it had been mentioned several times that at present government’s field service is demoralised and not very effective. Although government revived primary cooperatives, it sees its long-term role as being more and more a regulatory and co-ordinating one and less as an active player out in the field and finds some hope in working more closely with ZNFU. 

At donor level, the Swedish Cooperative Centre (SCC) has been providing support to ZNFU to implement the Small-Scale Farmer Outreach Programme whose focus is on information provision. Recently the Norway and Zambian governments have supported ZNFU/ABF (Agribusiness Forum) to implement the Support to Farmer Association Project (SFAP) which aims at enhancing the relationship between agribusiness and farmer groups that already have linkages with agribusiness. Through SFAP, extension staff working in agribusiness will be trained to train farmers at classroom level and with experimental plots (away from the classic approach). SFAP also gives technological assistance to agribusinesses for supporting/ enhancing their processing capacities and the set up of certain new crop activities. Another output of this project is a database with 3 levels of information: the first level exists of information about the agribusiness companies (who they are, their size, sales in the past, prospected sales, number of engaged labour units, etc.). Secondly, information about farmer groups is collected and the last level exists of information about individual farmers (who they are, gender, what is grown, sales performances, profits, credit access, outstanding loans, effectiveness of outgrower schemes (like timely delivery of inputs), etc.). Through this database, SFAP wants to prevent farmers to enter into contracts that do not bring in any profits to them. The database will be used to advise farmers and companies about the best way of producing under contract. Some criticism about this project was perceived by other donors/NGOs because donor money is used here to more or less support agribusiness which is seen, by some, as the wrong way to assist farmers. Another project, Farmer Organisation SUpport Project (FOSUP), to be hosted within the institutional framework of Harvest Help (UK), was in its preparatory phase (February 2001) and has the aim to raise the capacity of FOs to do viable business through both (1) enabling farmers groups and supporting organisations to exchange ideas and witness different ways of collaborating through visits to each other and the establishment of an exchange forum (for farmer support organisations) and (2) to build the capacity of support institutions for enhanced services to farmers through sustainable farmer organisations. In the programme, the main issues that need resolving were summarised as follows: (1) in many rural areas, farmers are not organised; (2) lack of capacity of existing farmers groups; (3) lack of an independent identity (with farmers groups formed according to the objectives of external agencies); (4) lack of linkages between both farmer groups and organisations they are supported by; (5) lack of attention to addressing the needs of disadvantaged groups, especially women and youth; (6) bias by the few existing farmers groups towards more commercialised, accessible and male farmers; and (7) lack of a forum for farmer support organisations to share lessons learnt. FOSUP summarised difficulties faced by a lot of farmer organisations through workshops with members from FOs. These problems are shown in Box 6.1. because, we think, (based on discussions with resource persons, literature and contacts with people of the field), they can be generalised to the majority of FOs.

Box 6.1. Difficulties faced by FOs in Zambia 

Poor monitoring mechanisms: mechanisms for client identification, appraisal, monitoring and repayment enforcement through peer pressure need to be improved. Groups need to be equipped with the skills to monitor themselves through training. Most NGOs and service organisations also need assistance in designing and implementing participatory monitoring and evaluation systems and how ‘day to day results’ from such systems can guide and improve project management.

High dependency and low sustainability: there are widespread lessons to be learnt about group sustainability after withdrawal of funding agencies. Mechanisms to avoid dependency and build self-confidence will need to be imparted by the proposed project. Mechanisms to determine and accelerate the progression to farmer group maturity should be addressed.

Group dynamics: apparently simple management issues such as how to encourage members to attend meetings, how to encourage members to be active participants, how translate group successes into individual benefits, how to avoid dominance by men, how to diplomatically criticise dictatorial tendencies can be very important to prevent groups from collapsing.

Opportunism: because of low literacy levels in rural areas, opportunism by the elite is a real threat to group operations. Groups become infiltrated by people with purely individual motives. It is common to find the same recycled leadership dominating all initiatives from external agencies in an area, driving other people away. 

(Source: FOSUP, 2000)

The American NGO Cooperative League of the USA (CLUSA) came to work in Zambia in 1995 and it’s approach is carried out on the basis that a farmer need to be thought how to farm and how to run a business. They have a twelve-step group development process and require that the farmers they work with use the techniques being promoted by the Conservation Farming Unit of ZNFU (conservation farming has been promoted quite successfully in Zambia). CLUSA is very clear that their aim is to develop a model that will effectively link smallholders with agribusiness. Over the years they have given more focus to careful selection of members of their groups and by doing this, they have introduced collective responsibility on the repayment of loans (personal communication from George Allison, Programme Coordinator of Rural Group Business Programme, CLUSA Zambia).

The Economic Expansion in Outlying Areas (EEOA) programme is funded by SIDA (Sweden) under an initiative of MAFF. The programme’s goal is to enable farmers and business enterprises to exploit the current economic environment to improve their standard of living. The target group includes individuals, organisations or companies currently and potentially engaged in commercial activities related to agricultural production, marketing and processing. Their basic approach is facilitation process which goes to several stages: building trust, forming loose interest groups, doing a needs assessment, drawing up action plans, providing input such as training or exposure and managing the action plans (personal communication from Olle Otteby, National Coordinator EEOA Zambia).  

The new IFAD funded programme (18 million US$): Smallholder Enterprise and Marketing Programme (SHEMP) supports the commercialisations of smallholder farming through improved linkages with private sector processing and marketing intermediaries. To obtain this objective, farmers will be brought together in groups to develop smallholder group enterprises along sound business lines and large elements of project implementation will be outsourced to contracted (service) organisations to be able to build upon experiences gained and lessons already learned under ongoing projects (personal communication from Prof. V.R.N. Chinene, SHEMP Coordinator Zambia). 

The Institute of Cultural Affairs Zambia (ICAZ), a local NGO, operates in outlying areas and works with a cross-section within the communities where they have programmes to build clubs on the grassroots level which are recognised by district offices. Their main focus is on sustainable agriculture to increase food security and produce a surplus to sell so income is generated. But they are a small organisation. The actual numbers of farmers being reached is not that many when weighed against the total. 

Private companies, such as LONHRO (cotton), Cheetah (paprika) and Agriflora (vegetables) have made substantial investments in outgrower schemes as a way to maximise profits for themselves and their farmers (see also Chapter 4). The main services provided (have) include(d) inputs, marketing and extension (mostly through NGOs or with donor support) but mostly they have done very little to strengthen group cohesion as such. In essence, they have informed farmers that if they form themselves into groups then the company will provide them with the earlier mentioned services. In one way it is understandable that companies do not give time and effort to strengthening groups as this costs money and companies are in the business of making money. They do not receive grant money like NGOs to do this sort of thing. At the same time it is not surprisingly that groups formed in this way have not been successful. Therefore, most companies seek support from NGOs to organise group formation and extension for the small-scale farmers. 

Most farmers’ groups, particularly those being targeted and/or established by some development interventions, are informal and not registered because the legal framework in Zambia does not support formation and easy operation of small farmers groups whereas sometimes the legal requirements are simply too cumbersome and bureaucratic. The main advantage of legally registering farmers groups is that it gives a legal identity and encourages prudent operations and compliance to provisions of the law. The legal identity is very important in ensuring that a group can easily access other economic facilities essential for business growth like for example loans, insurance and ownership of property. Chabala (2000) suggests that the solution does not lie in circumventing the legal framework but rather in adjustment to the law (which is basically British by origin) to reflect realities of Zambian society. A good example of the kind of legal reforms needed to address the current realities is the recent proposal being advanced by some outgrower scheme operators of establishing a ‘small claims court’ to obtain a legal way to sue farmers who broke the contract.

When taking a closer look at all initiatives summarised above, it is clear that the targeted groups are small-scale farmers with economic potential, estimated at some 150,000 farmers out of a total of 850,000 small-scale farmers (CLUSA, EEOA, SHEMP, ZNFU, private companies). To upgrade small-scale farmers to be able to take advantage of the liberalised economy, programmes are concentrating on areas that are close to a way track, so areas that, given the poor existing state of infrastructure, give access to the market (for example SHEMP’s focal areas for the first years are Lusaka, Southern and Central Province and a substantial part of Eastern Province and small parts of adjoining provinces like Copperbelt where there is a heavy concentration of trading/agricultural activities). Within these areas, a great part of the farmers who become most involved in the programmes linking small-scale farmers to agri-business, are retired or retrenched workers from towns like for example in Agriflora as already described in Chapter 4 (section 4.5.2.). It also seems clear that wherever cash cropping is concerned, men step in to take a primary role (though CLUSA said that 30% of the membership of their groups is made up by women). Although these projects do not seem to work with the majority of small-scale (subsistence) farmers, their value lies in creating a locomotive effect, by establishing market linkages, creating business awareness and generating income in rural areas. As progressively the situation will improve in the rural areas, there will be a trickle down effect and benefits will also flow to the non-economic-potential smallholders. This logic is fine but only in a context where the aim is to develop viable/economic outgrower schemes. The ‘excluded’ farmers should not be left behind, as they need strengthening in various ways so that they can improve their livelihoods (where production and income generation are terribly important). A lot of smaller (local and international) NGOs have an important role to play in this field by reaching out to farmers in a more general and development-oriented way and where a community development approach makes more sense than setting up structured organisations. It should, however, not be excluded that these smaller NGOs can help farmers willing to participate in outgrower schemes or marketing opportunities created by the bigger programmes/organisations, through organising for example collection and transport of produce up to the catchment area of the bigger programmes. 
 Situation for Tanzania

(Van Engelen, 2000, personal communication from resource persons in Tanzania during field visit August, 2000: Dr. Jörg Amend, GTZ; Daniel Kobb, Kconsult)

In Tanzania, the formation of cooperatives seems to be a very sore point. In the first 25 years after Tanzania’s independence, the government has kept a strong control of the productive sector through its state companies, boards and parastatals (see Annex VI Tanzanian Agricultural Situation ). External driven, formal cooperatives were created and they, and only they could and had to buy and sell crops and supply services to farmers. As they were artificially constructed, they did not function properly and a lot of abuse took place. Many farmers felt cheated as cooperative-chairmen often misappropriated the members’ funds. After 1985, an approach for a more open economy with room for private enterprise was chosen. But only in 1999, the Ministry of Agriculture transferred a lot of functions and responsibilities to local governments. This central approach over a long period resulted in many blanket recommendations and little scope for experimentation and adaptation to local characteristics through the official system. There was no open membership, the level of democracy was low and the members are not genuine shareholders. The primary society saw itself as dependent of the Cooperative Union (which is the apex organisation of the formal cooperatives) and followed its rules and decisions. There was no training of members and the flow of information was low. Although the power of the leadership of the Cooperative Unions seems presently to have been broken by the Central Government, not much changed and the existing structure still seems too politicised and serves too few people to be redeemable.

There is little leadership left among farmers and most try to fend for themselves. After years of mismanagement of the cooperatives, there is no trust left in these institutions, which explain the extremely low membership. Resulting from the past experiences, a negative perception about working in groups or cooperatives lives among farmers and the majority of them therefore distrust any form of group-cooperation.

In order for the cooperative movement to be important in improving the lives of the people once again, its role will have to be reconsidered. A new set of rules and regulations should be formulated and a new membership campaign will have to be made. The bias towards the trade in one cash crop should be abandoned and genuine ways to improve the income of farmers developed. Only when people believe that the cooperative societies will improve their lives, they will pay their registration fee and share capital. The current leadership will have to be changed into a democratically elected one, without political interference and with strong rules and regulations enforced. There should come again a yearly balance sheet that is audited and discussed in a general meeting. Only in such a way there is hope that a true cooperative movement will grow again. 

Blueprint for Action

To create a blueprint for action, recommendations already indicated in previous chapters are summarised and arranged in a logical way in Table 7.1. There is also indicated which actors (along different priorities) are meant to be responsible for the implementation of the recommendations made. To keep the table clear and not over-loaded, recommendations are not fully explained as this has already been done in previous chapters but it is indicated where in this study they are described. So that it is easy to trace them if more information is required about the topic. Only when new recommendations are proposed, they are explained more in detail after Table 7.1., which  is indicated in the table as well. 

Table 7.1. Suggested interventions to improve linking small-scale farmers to commercial sector activities according to priorities along different actors

	Suggested 

Actions/Interventionsa
	Government/ Public resources
	Private Sector
	International Official Organisations
	Bilateral Donors
	International NGOs
	Local NGOs
	Community-based organisations/ Traditional Structures

	Infrastructure 
	
	
	
	
	
	
	

	 - Roads (+ rail transport) S 3.3.3.2. p25
	+++b
	
	++
	+
	
	
	

	 - Storage facilities S3.3.3.1.p24
	
	++
	+
	+
	++
	++
	+++

	 - Creation of physical markets/ market facilities S3.3.3.2.    p25
	+++
	+
	++
	++
	+
	+
	+

	 - Information (prices, markets) dissemination S3.3.2.2. p23
	++++
	+++
	+++
	+++
	+++
	+++
	++

	 - Communication facilities S3.3.3.2. p25
	+++
	
	
	
	
	
	

	 - Offices for Cargo grouping  S3.3.3.2. p25
	
	
	
	
	
	
	+++

	  -Rural electrification, sanitation facilities
	+++
	
	
	
	
	
	

	Information (prices, markets) dissemination S3.3.2.2. p23
	++++
	+++
	+++
	+++
	+++
	+++
	++

	Training farmers 
	+++
	+++
	++
	++
	++
	++
	+

	 - crop management/extension S3.2. p19; S3.3.6. p28, S4.2.4. p49 c
	
	
	
	
	
	
	

	 - financial management skills S33.2. p19
	
	
	
	
	
	
	

	Research (examples)
	+++
	+++
	+
	+
	++
	++
	+

	 - adaptation of upland rice S4.2.2.1. p43
	
	
	
	
	
	
	

	 - oil extraction methods  S4.2.3. p44
	
	
	
	
	
	
	

	 - sweet potato varieties with long shelf life S4.2.5. p51
	
	
	
	
	
	
	

	 - domestication of medicinal plants S4.2.13. p55
	
	
	
	
	
	
	

	Organisation of business and trade organisations  S3.3.1.2. p20
	
	+++
	+
	+
	+
	+
	

	Support structures/services for private sector S3.3.1.2. p21
	
	
	++
	++
	++
	++
	+

	Developing actively marketing structures S3.3.2.2. p23
	++
	++
	++
	++
	++
	++
	++++


a: S= section, P= page where to find the information

b: ++++ = institution most appropriate to implement intervention, += institution with less priority for intervention

c: see below

	Suggested 

Actions/Interventionsa
	Government/ Public resources
	Private Sector
	International Official Organisations
	Bilateral Donors
	International NGOs
	Local NGOs
	Community-based organisations/ Traditional Structures

	Policy, control mechanisms S3.3.9. p34
	+++
	
	
	
	
	
	

	 - tax collection (timing) S3.3.2.2. p23
	+++
	
	
	
	
	
	

	 - control and certification institutions S3.3.9. p34
	+++
	
	
	
	
	
	

	 - enabling environment, attracting investors, boost   confidence of private sector S3.3.9. p34
	+++
	
	
	
	
	
	

	 - avoidance of bureaucracy and corruption S3.3.9. p34
	+++
	
	
	
	
	
	

	 - policy protecting contract farming  S3.3.9. p34
	
	
	
	
	
	
	

	Financial services S3.3.8. p31
	+++
	+++++
	++
	++
	++
	++
	+

	Gathering statistics S3.3.9. p34
	+++
	
	
	
	
	
	

	Setting up organisation for seed  production /exchange S3.3.5. p27
	++
	+++
	+
	+
	++
	++
	+++

	Technology and processing S3.3.7. p33)
	+++
	++
	++
	++
	++
	++
	+

	 - information dissemination
	
	
	
	
	
	
	

	 - support to set up micro enterprises
	
	
	
	
	
	
	

	Setting up grain banks/inventory credit S3.3.8. p31
	
	
	
	
	++
	+++
	+++

	Organic farming
	
	
	
	
	
	
	

	 - programme for alternative biological control       measures (S4.2.1.1. p41)
	++
	++
	++
	++
	++
	++
	+

	 - certification bodies (S4.2.1.1. p41)
	+++
	++
	+
	+
	+
	
	

	Marketing studies 
	
	
	
	
	
	
	

	 - vegetable oil (where to produce and sell) S4.2.3. p44
	
	
	
	
	
	
	

	 - pulses (where to sell which variety and quality) S4.2.4. p49
	
	
	
	
	
	
	

	Promotion of contract farming (along guidelines Chapter 5)
	
	
	
	
	
	
	

	 - facilitating linkages
	+++
	++
	++
	++
	++
	++
	+

	 - include remote farmers 
	
	
	++
	++
	++
	++
	+

	 - institutional support (incl. Legislation)
	+++
	
	
	
	
	
	


a: S= section, P= page where to find the information

b: ++++ = institution most appropriate to implement intervention, += institution with less priority for intervention

c: see below

	Suggested 

Actions/Interventionsa
	Government/ Public resources
	Private Sector
	International Official Organisations
	Bilateral Donors
	International NGOs
	Local NGOs
	Community-based organisations/ Traditional Structures

	Promotion of farmers' organisations (along guidelines Chapter 6)
	++
	++
	++
	+++
	+++
	+++
	++++

	 - Capacity building
	++
	+++
	+++
	+++
	++++
	++++
	++++

	Sharing of information and lessons learned c
	
	
	++++
	++++
	++++
	++++
	++++


a: S= section, P= page where to find the information

b: ++++ = institution most appropriate to implement intervention, += institution with less priority for intervention

c: see below

Form a study carried out by Gabre-Madhin & Haggblade (2001) on successes in African agriculture, it became clear that few (African) countries have accorded agriculture the necessary priority, in either policy debates or investment allocations, to sustain agricultural support institutions capable of generating a steady stream innovations and growth. This persistent under-investment in frontline agricultural research and related support institutions appears puzzling at first. But after spending some time in African ministries of finance, it quickly becomes clear that narrow tax bases coupled with enormous debt loads and donor-imposed priorities on social spending leave little room for manoeuvre or debate over the relative role of productive investments in agriculture. An opening up of these budget debates will require a renewed commitment to agriculture by both African governments as well as donors. 

Governments wishing to intensify smallholder agriculture under circumstances where the necessary markets were/are absent or weakly developed should leave market activities to the private sector and try to foster market entry, investment and technological progress via interventions that promote institutional development (such as appropriate legislation, improved transport and social infrastructure, and administrative and legal services). 

Public policy and developmental initiatives to encourage linkages between farmers and agribusiness include both direct and indirect support to smallholder market linkages and more general support to the smallholder sector. Direct support measures include the promotion of grassroots cooperation and facilitation by a specialised non-governmental organisation (NGO) increasing the business and technical skills of groups and developing good working relationships between groups and agribusiness.

Major donors have an important role to play to help farmers’ organisations enter the policy dialogue with governments and other stakeholders so that an enabling environment (legal context for cooperatives and associations, taxes, regulations, and input quality control, level playing field for all suppliers) can be created. Donors could support farmers’ organisations and governments establishing forums for policy dialogue between government, FOs and donors. It can also facilitate the linkages/interactions between producers and other stakeholders, such as input suppliers. 

Donors should ensure that funding for FOs’ capacity building, advisory services, communication, networking, etc. is available at decentralised levels and that decisions to allocate funding be in the hands of FOs. Funding should be available not only for services but also for improving local infrastructure in support of input supply and marketing, such as storage facilities. 

Amongst the strong feelings that FOs are the key to future agricultural development were some warning voices against placing too much emphasis on FOs. These warnings came from different angles. Some companies expressed disillusionment with working with groups. They felt that it is wasting effort to do so and that it is forcing something onto rural areas that is not appropriate at this stage in their development. They believe that the focus should be more on individuals than on groups, the need is to strengthen the entrepreneurial base in the rural areas. That will have more impact than trying to force groups into existence. Therefore, the establishment of associations should only be promoted if that is the way that people in that particular area want to go. 

Gabre-Madhin & Haggblade (2001) state that although some observers remain sceptical that NGOs can replace government extension services, many respondents in their survey cite cases in which NGO projects provide extension support to understaffed and under-funded government extension services. Ultimately, the thorny issues of public salary levels, recurrent transport budgets and adequate staffing for government extension services remain closely linked to the debate over the relative role of NGOs in African agriculture.

NGOs often mandate themselves to concentrate substantial resources on a small number of villages, often in difficult areas. This favours the development of innovative, empowering approaches, but at levels of unit cost beyond the reach of the public sector. Wide-scale reliability should be a key design criterion for any future approaches developed by NGOs or 'special projects'. 

During our field survey it was also found that there was a lack of information sharing between (international and local) (non-governmental) organisations implementing projects to enhance rural development, marketing strategies for small-scale farmers, organisation of farmers in groups, etc. It could be of great value to look for mechanisms of information sharing between such organisations as much could be learnt from each others’ experiences and the impact of certain activities could be improved. 

To conclude, it can be said that donors and NGOs together with governments, have an important role to play in linking small-scale farmers to commercial sector activities. By being a broker, NGOs can ensure that small-scale farmers’ rights are protected in relations (e.g. in contract farming) with private agribusinesses that are in the early stages of privatisation. Guidelines for the best way to intervene are given in Chapter 5. Contract farming often requires organisation of farmers in groups. Promotion of such groups should only be taken up if it is felt necessary by farmers themselves and in a way farmers feel confident with it (see Chapter 6). Through contract farming, farmers' organisations can grow and learn to undertake marketing activities by themselves. The final objective should always be to create independent farmers' organisations that are free to take their own marketing decisions, without being tied to an agribusiness company that has power to violate farmers’ rights. There are different crops or commodities which can be developed to become an important cash crop for farmers, but choices should be made only after carefully marketing studies as it will differ for each situation.  
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