Annex 5

Staple Food Marketing: Maize in Lesotho

Introduction

Staple food markets are of fundamental importance for economic development, political stability, and the welfare of the poor.  The poor spend a high proportion of their disposable income on staple foods, whilst the production, processing and marketing of staple foods are (at least potentially) important sources of livelihoods for the poor.  The efficiency of the food marketing system also has implications for the macro-economy, through its effects on the rate at which urbanisation, industrialisation and agricultural specialisation can occur, as well as the level of real wages.

In most parts of southern Africa, white maize is both the most important staple food, as well as being the most important arable crop in terms of area planted.
  The ways in which the region's maize production and marketing systems are organised play a very important role in determining the food security position of the poor, and the livelihoods opportunities available to the poor, both directly, and indirectly through their impact on the different asset bases available to the poor.  This annex first considers the international experience with state involvement in, and (often only partial) withdrawal from, the pricing and marketing of staple foods, with particular reference to southern and eastern Africa.  Then, against this backdrop, a number of important points are illustrated by examining the influence on the poor of government policies and programmes affecting the production and marketing of maize in Lesotho during the first half of the 1990s.  In particular the Lesotho example shows how intervention by the state (especially where the distribution of land is uneven, and where the majority of households are structural net purchasers of maize whether they are producers of maize or not) can, however inadvertently:

· Effect welfare transfers from the poorest households to those with greatest access to land in the name of self sufficiency (through higher maize prices);

· Generate considerable inefficiencies (because of inflated transport costs);

· Weaken the asset base available to the poor (in this case the trading network, and the environment); and

· Disadvantage labour intensive technologies (such as hammer mills and animal draft power).

International experience with government intervention in staple food markets

Many countries have intervened in staple food markets in an effort to achieve one or more of the following: a reduced risk of famine; a reduced level of import dependence; cheap and stable consumer prices; higher and stable producer prices; efficient and non-exploitative marketing systems.  The various instruments employed by governments resulted in high marketing costs, wide margins between producer and consumer prices, significant welfare transfers between producers and consumers, reduced opportunities for labour intensive processing and marketing, and significant costs to the fiscus.  

Widespread liberalisation and deregulation have been driven by Ministries of Finance during the 1980s and 1990s, prompted by conditions imposed by donors because of high fiscal costs in the context of macro-economic stress.  In eastern and southern Africa, reform has been subject to frequent policy reversals and has been partial, with continued significant intervention by the state in trade and through the operation of strategic grain reserves.  The notable exception is South Africa, where the final set of agricultural marketing reforms were comprehensive, and their impetus came from domestic political reform. 

The results of reform to date have included a significant reduction in marketing and processing margins, a wider range of products on the market, and a reduction in the fiscal costs of the system.  The benefits of efficiency gains have generally accrued to consumers and a limited number of well-situated producers, although price instability has increased for both producers and consumers.  Liberalisation does not appear to have boosted grain production.

A number of issues face policy makers throughout sub-Saharan Africa.  First, how to contain the effect of price instability on producers and consumers without inflating marketing margins and incurring fiscal costs.
  Second, how to boost small-holder productivity, especially where smallholder credit and input supply systems have broken down.  Third, how to encourage the growth and deepening of small-scale trading and processing enterprises.  Finally, how to move to greater regional integration whilst governments are unwilling to relinquish their capacity to intervene in domestic food markets.  An emphasis on policy consistency and coherence, infrastructural development, and initiatives to strengthen the capacity of the private sector are likely to be important components of successful agricultural marketing strategies in the future. 

Maize Production and Marketing in Lesotho in the early 1990s

Background

Lesotho is a small country totally land-locked by the Republic of South Africa.  Its lowlands are in the north and west of the country (bordering the Free State) with the land becoming steadily more mountainous as one moves east towards the escarpment that forms the border with Kwazulu-Natal.  Lesotho has for a long time been a labour reserve for the South African economy, with remittances from migrant labour accounting for a significant proportion of income at the national and household levels.  Notwithstanding its quite distinct legal status, Lesotho's socio-economic situation in the early 1990s was in many respects similar to that of a number of the homeland areas of South Africa.

Although in theory Lesotho's traditional land tenure system was meant to guarantee all households access to arable land, in practice land allocation was uneven.  It is estimated that in the early 1990s approximately one third of households were landless.

Lesotho's network of trading stores supplied a wide range of food and other consumer goods, as well as agricultural inputs, sometimes sold on credit, most of which were manufactured in South Africa, and many of which were purchased using remittances from relatives working in Lesotho's urban areas or in South Africa.  This rural trading network was dominated by Lesotho's small non-indigenous population.  Most villages also had one or more increasingly aged hammer mills, often located next to the trading store, providing custom milling services.  Lesotho also had three large industrial mills in the early 1990s, all of which were situated close to the South African border. 

Although susceptible to drought and frost, maize was produced in most areas of Lesotho.  Maize yields and production per household vary by area, and with climatic conditions, but even in the very best years, Lesotho is a net importer of maize from South Africa.  It is estimated that less than 10% of households produced sufficient maize in the early 1990s to meet household requirements
.  

If Lesotho's rural households were unable to grow sufficient maize to meet their own consumption requirements, they either had to buy maize from a neighbour and process it at home or at a hammer mill, or they had to buy whole maize or maize meal in the local store.  Given Lesotho's position as a structural importer of maize, and given that the majority of households were net purchasers of maize, the value of maize to the household was closely related to the cost of buying imported South African maize (import parity) in whatever form it was available. 

South African maize marketing policy

In the early 1990s all producers in the main South African commercial production areas were obliged to sell their surplus maize to the Maize Board, and received the same price where ever they were located.  The Maize Board's administrative costs, and the costs of storing and financing the maize crop were covered by a levy on sales into the domestic market and to the BNLS countries.
  In years of maize surpluses a stabilisation levy was also collected on such sales, and used to subsidise maize exports.  The result was that the higher the South African harvest (and therefore the exportable surplus of maize), the bigger was the gap between the Maize Board's domestic buying and selling prices, and the higher that local prices were above export parity.  

In determining its net exportable surplus, the Maize Board took account of Lesotho's likely import requirements.  However, as with the other members of SACU, the Maize Board only issued permits for the exportation of maize to Lesotho when the applicant could produce an import permit issued by the Lesotho Government.  The Maize Board often allocated maize from South Africa's more remote production areas for export to Lesotho.  This implied significant additional transport costs compared to the situation that would have prevailed if Lesotho importers had been allowed to buy some of the significant quantities of maize that was produced close to Lesotho's northern and eastern borders.  

Hence South African maize marketing policy inflated the cost of importing maize into Lesotho in two ways: through the collection of a stabilisation levy to subsidise exports out of the region; and because of the way it allocated maize to Lesotho buyers.

Lesotho Government policy and maize

The Government of Lesotho intervened in the production and marketing of maize and maize meal in a number of ways.

· Until the early 1990s a parastatal (Co-op Lesotho) had a monopoly on the sale of seed and fertiliser in Lesotho.

· The Ministry of Agriculture operated the Food Self Sufficiency Programme (FSSP) until 1993.  Under the FSSP the government organised the ploughing and planting of arable land (mainly to maize) using tractors.  The provision of tractor services, seed and fertiliser were funded by loans from the Lesotho Agricultural Development Bank (LADB) and Lesotho Bank, which the farmers were supposed to repay after harvest.  However, the repayment rates for FSSP loans were very low.  For example, Lesotho Bank reported in 1992 that in the 1990/91 production season only 7.8% of the money it lent under the FSSP was repaid
.

· The Ministry of Agriculture controlled the importation of maize and maize products into Lesotho through the restrictive issuing of import permits
.  In the 1992/93 marketing year, 97% of maize imports were authorised by permits issued to the big three industrial mills
.

· The government gazetted official mill-gate selling prices of maize products, and mill-gate purchase prices for maize delivered by Basotho farmers to the industrial mills
.

The impact of Lesotho Government Policy.

Lesotho government policy in respect of maize production and marketing benefited the better-off sections of Lesotho society, particularly those with access to significant areas of land.  First, any benefit from the implicit maize production subsidy (to the extent that farmers did not repay their loans) available under the FSSP was proportionate to the amount of a household's land serviced by the FSSP.  Second, as a result of the import restrictions on maize and maize meal, any maize surplus produced by a household could be sold for a significantly higher price than would otherwise have been the case.  Third, the large mills (one of which was owned by the government), benefited from guaranteed markets for their products and guaranteed margins.  

By contrast, the effect on Lesotho's poorest citizens was both substantial and negative.  In short, policies weakened the asset base available to the poor, made it more difficult for the poor to generate livelihoods from their asset base, and reduced the real value of income streams otherwise generated by the poor by unnecessarily inflating nominal maize meal prices.

· Although poor households whose land was cultivated under the FSSP would have benefited from a welfare transfer (to the extent that they did not repay their loan), FSSP was not a targeted anti-poverty programme.  Indeed, its operating procedures favoured those whose fields were more than 1.5 acres and who were recommended as being creditworthy by the village chief.

· Lesotho's maize policies added another layer of costs to households which were net purchasers of maize.  Over and above the higher cost of maize imports resulting from the South African Maize Board's policies, maize meal prices were inflated because government managed maize imports in such a way that transport and processing costs within Lesotho were inflated.  Virtually all (97%) imported maize was processed with an unnecessarily expensive technology (compared, for example, to hammer milling) and had to make its way to the final consumer via towns on the northern border with South Africa, even if the consumer lived on the border with South Africa on the other side of the country.  The FSSP did increase the availability of maize inside Lesotho.  However, it merely served to delay the point at which the majority of the country was dependent on maize imported via the industrial mills (arguably by little more than a matter of weeks in most marketing years).

· To the extent that policy inflated maize meal prices, the incentive for net purchasing households to grow their own maize, rather than purchase whole maize or maize meal, was increased.  This increased the vulnerability of households to drought and frost, and encouraged them to grow maize on poor soils and slopes that were vulnerable to erosion.  This problem increased the further one went into the foothills and mountains and away from the northern lowlands where the industrial mills were situated, even as one approached the South African border, the other side of which maize meal was on sale for significantly lower prices.

· Given Lesotho's dependence on imported products, and the relative geographical isolation of many communities, the network of trading stores was a valuable part of the infrastructure, especially to the extent that credit was advanced.  Coop Lesotho was an attempt to provide a substitute for non-indigenous trading networks.  However, to the extent that it enjoyed a legal monopoly on goods such as agricultural inputs, it threatened to undermine the viability of the rest of the network, even though it became renowned for failing to supply seeds and fertiliser in time for planting.

· Government policy reduced the opportunities for the poor to generate their livelihoods from agriculture and related activities.  Because almost all imported maize went to the industrial mills, the demand for custom milling at the hammer mills dried up with the supply of locally produced maize, so reducing employment possibilities for the rural poor.  The FSSP substituted for sharecropping arrangements that might otherwise have provided the poor with opportunities to generate a livelihood.  Although some privately owned Lesotho tractors were used by the FSSP, the majority of tractors and tractor drivers used by the Ministry of Agriculture were either owned and employed by the Ministry itself, or by South African farmers.  All of these factors reduced the investment opportunities for potential local entrepreneurs (e.g. men who had returned from the mines or farms of SA with improved skills and possibly some savings), and the employment opportunities that would otherwise have emerged.

· Poor credit discipline under the FSSP merely served to reinforce the poor repayment record of government sponsored agricultural credit schemes, which in turn undermined the development of rural financial markets.

Implications of South Africa's agricultural marketing reforms.

Subsequent changes in South Africa have changed the policy choices facing the Government of Lesotho.  The Maize Board has been closed down, export subsidies have been terminated, and restrictions on who is able to buy and sell maize, and the price at which they may do so, have been removed.  Vibrant markets in maize futures and maize options have emerged in response to the significant inter- and intra-seasonal price variability.

This has a number of implications for Lesotho.

· Although the price of maize varies with its location, and will tend to be more expensive in the eastern Free State than in North West Province, Lesotho importers are now free to buy maize from those areas of South Africa which imply the lowest landed price of maize at mill-gate.

· Mill-gate prices for Lesotho producers of maize would have to vary every day if they were to reflect import parity from South Africa.

· Any attempt to control maize imports and smuggling into Lesotho is that much more difficult in the absence of the South African Maize Board.

In spite of the changes in South Africa's marketing system, the Government of Lesotho's policy will still be a very significant influence on the price at which maize meal reaches Basotho households.  

Conclusion.

Although a government may commit itself to an anti-poverty strategy, local elites may have very significant interests in opposing the very initiatives which are most likely to have a sustainable impact on poverty.  Lesotho government policy in respect of maize production and marketing, in the early 1990s, shows how domestic government policy may combine with exogenous factors to erode the asset base of the poor, and to reduce the scope for the poor to generate livelihoods from the asset base to which they do have access.  It also shows how the risks faced by the poor may be increased, whilst the real value of the livelihood strategies that the poor pursue is reduced.

� For ease of exposition, all references to maize in this paper mean white maize, unless otherwise specified.


� Only in South Africa, with its highly developed financial system, a large-scale private sector, and the complete withdrawal of the state from marketing, have new institutions that provide for the management of price risk emerged.  Such developments have potentially positive implications for other countries in the region provided that appropriate policies are adopted.


� Other staple crops included sorghum (especially in the drier south and west) and wheat (grown as a staple in some foothill and mountain areas).  Marijuana was grown as a cash crop, particularly in the more remote foothill and mountain areas.  Although its production was illegal, and accurate figures were hard to come by, anecdotal evidence suggested that the production and marketing of marijuana was an important source of income for a significant number of households.


� Botswana, Namibia, Lesotho, and Swaziland, all of which were, together with South Africa, members of the Southern African Customs Union (SACU).


� Government officials placed significant emphasis on the need for Lesotho to be as economically independent of South Africa as possible as a justification for the FSSP.  However, the degree to which the Lesotho economy was integrated with the South African economy meant that any such benefit was marginal.  Lesotho was dependent on a consistent flow of remittances and a whole range of imported South African products (such as petrol, electricity, all basic foodstuffs etc).





� As was also the case with wheat, wheat products, eggs, milk and sugar.





� Although the Ministry of Agriculture claimed that it had relaxed its longstanding policy of restricting the issue of import permits, this decision was not publicised and traders were highly sceptical that any policy change had in fact occurred.





� There was considerable emphasis on the desirability of Lesotho having its own modern industrial mills as a market for Lesotho maize.  However, in reality, the large mills considered deliveries of local maize to be something of a nuisance because of the relatively high unit transaction costs implied in grading and paying for small batches, and arguments over quality.  In reality the industrial mills were most profitable when the Lesotho harvest was small, deliveries by Basotho farmers low, and the residual domestic demand for maize meal relatively high.





