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The Morketing of Selected Food Crops ia Kenya, Comprising

Vaize, Beans, Enzlish Potatoes, =2nd 3ananas.

The current study oo the marketing of sclected food crops ia Kenya
is part of a wider projzct on the uerketing of staple foods in Africa which
is directed by the Stanford Food Re-.carci Institute. Altogothsr four two-
man teums, one based on Sierra Leone, one on Wegtern digeria, one on Jastern
Higeria and one on Kenya cre involved ia it. A sraduabe sbudent Lrom
Stanford University is also conductinz 2 cimilar study ia Horthera Higeria.

The sasic rese.roh outline ;as thrasned cut wy =11 ths teams workiag
together. The idea is thet each will be askiay about the same questions
and gathering similar data in its cwa eavironment..  Ia this way it is expocted
that some compcorability of results can bo achieved and any interesting
contrasts and similaritieo highliited.

Agreement was reached on the gencral criteria to be followed in chooging
the commodities to be studied and the geographical area to be covered. =ach
team was to choose a central city as a focal point. Four or five ctarchy
staples defined as the wost importaant calorie providers in the local diet
were to be isolated for study. The geographical boundary of the study was o
bc the entire supply hinterland of the ceatral city with raespect to the
commodities in question. Within that area the marketing of each commodity
w-~8 to be studied, tracing the transfers of e.ch one from the producer to the
consumer, A&ll intermediaries, whether or not they take title to the commodity
be they traasporters, processors, distributors, wiolesalers or retailers fall
within the scope of the study.

For Kenya the central ¢ity selected was ZHairobil aad the commodities
shoden were maize, beans, English potatoes and bznanase (Inltially, wheat
and rice had peen included and bananas excluded). ile study has not yet
advanced far enough to yield results and deca so for zathe.ed have yet to
been processed and evalusted., The pur.ose of this paper is tcrefore not
to present findings or to develop hypotheses: it is siuply to define the
scope of the study, our approach ts it and what we hooe to ..calcve.

Scope

Our first task is tc discover for e.ch caumodity the main exchange
levels, defined as the principal points wierae title to tue commodity is
transfered frow one intermediary to another, We nced to krow the precic
geograpinical locations of markets, shops, worchecuses or farmgs where these
transiers toke place, the comparative sizailicance of various levels of
tragefers, when (vefore or after Lorvest) do they occur, iz what for:z is
the comnodity transiered, on whet terms, etc.

Next, the intermediaries at each stage will b= examinel to see il they
exhibit any iateresting choracteristics which could mark then off as & greup
from others in the society, Thus we are ianterested for instince ia the sex,
religion and ethnic ;roup of each type of iirterwcdiary, as well as his
employment history, his type of business organization, aad so on.

Having identified the persoanel iavolvsd ia the m rketinz chain for
ach product we need to know something about tie marxet facilitics used.
or the most part these will be physicil facilities suca 25 narxets, shops
and storage depots, hut they also include credit Zacilities aad 2ny otner
Tacilities of = non-physical nsturc which assist market agents ia their
trading operations. Whatever the Tacility, ecertain key questions will be
asked - eg. where are they loczted, aow accessisle cre they, wao allocates
then and on what criteria, who owns aad wmaiatcins the., what is their capacity
are they adequate for needs, is utilization seasonal or conbinuous, &nd
sinilar guestions.
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Attention will also be givea to the maaner in whileh marketing ageats
o onduct their operations. For exzmple, how is market iafornatlon passed oa
through the entire chain of intermediaries coaccraiag supply aq“ demand
conditions? iow complete or incc.plete is sucah intormation, is it accurate
and current, or relatively uarcliable and out of date? Is there any kiag
of code of b nuviour bindiag moriket Dlrthlp nts? Are thers auy legrl or
social sanctions which cou_d be invaked cgziast murket participants UhOuC

o

conduct was tiaought to be illegal, uastnical or otherwise unaccepbable?

The study will zlso atteupt to zpuraise the erfcct of forces
operatiag on the marketzng systcm and in part*cular to balance tie incentives
againgt the disincentives to the entry of new firms, Once again tie nature
of incentives as well ag barriers tc participation ia the uurket is to be
widely explored to cover the rangs of officicl sanctions, soczal traditions
and the like. Opecial attention is to be paid to the guestion of economic
or monetery incentives and tuae extent o which these ure ecnhanced or reborded
by non-cconomic forces. The purely physical ovstuacles to ofiicient distri-
bution will ulso be taken into zccount, eg. inedeguacy of transport facilities,
physical inaccessibility due to bad weather, lack of commuaications, and bad
topography.

Governmental policies not directly conceraed with merketing ncy never—
theless have an important bearing on market organization and performance with
respect o the commodities under study. It is therefore -inteanded to pinpoiant
official policics in other sectors of the economy which have o major imp;ct
on the marketing of the food staples selected aad to see whether such policies,
if enforced, might facilitate or encumver distribution. Ia this connection
special attention is to be given to the coatent of ths national development
plans, to taxstion zxind fiscal policies which have aa indirect efiect on
marketing, ind to the policy of officizl price control. The effcect of these
measures ox the demand and supply of the commodities in question, on resource
allocation within the marketing sector, on risk and profitability and on
other rzlated matters will be noted.

Approach

In collecting data we have to rely both on secondcory sources cnd on
odginal research based on interviews. Ve have been able to get very litsle
information from published sources. Bven on & counodity like wrize which
has attracted so much public atteation and is marketed tirousi oriicicl
channels, compar.tively lictle is kinowa about tiue merketing _Ad Aicposcl ol
that portion of the crop (which in u norm.l yesr @iy be 90% or morce) not
handled by the Maize und Produce Board, a poiant which is lituls realised.

Of this maize some is consumed by the zsrowers dircetly, soue is burtered

in the rural or vill:zge iirkets, some is moved illeg:lly fror district to
district within Keaya and some is smuggled out cf Zeny. aad s-1d for bes.er
prices acriss the border. By .ad large, what is true of roize is algo true
of beans though these are less striagently controlled. In all casec the
relative magnitudes involved, the yrice structure in m.rkets oubside the
controlled channel and the effect of having two parsliel price structurcs
side by side -~ the of icizl and the uaregulated ~ .re qu~st101u wiich well
merit investigation. For thosc commodities - maize 2nd boans - marketed
through a statutory board reliance hos besn nlaced primerily oa aspta inter-
views with the intermediari.s ianvolved. +‘hese hove iacluded tae warkcbiag
board officials themselves, millers, transporters, wholesalers ..ud ofiicizle
in relevant tanistries. Fairly reliable iaformation can thus be ontaianed
but this is iaformatioa concerned largely with tuat portioa of t'e commodit,
which is handled through the official chanaels.

liass interviews at the retzil level, iavolving shops and rciuil
markets in both rurzl and urban >reas are beiiz corried out oa a sampls besis.
For exanple a 25 sample of beaa aa1d potato tr.ders has alre dy ousn completed
for the Nairobl retail markets, and it is insended to tecizle the village and
oarter markets in the same woye One modificztion will be that beczuse the
latter are so numerous and hetercgsacous it 1ay be necessary to caoose
perhaps a stracifiad simple of mariets in zddition to ianberviewiag a sauple
of traders ia each narket, It will =r that to be able to choose &
meaningful sample, whether of traders or of markebs, it is necessary to know
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approximztel, tae number ol traders ia eac: market, and for each commodity,
and likewise tae total nunoer of markets within the area of study. The

task of eaumerating individual traders and visiting each market individually
is evidently beyond our means but we have found the county council officials
and others very helpful in assistiag us to locate markets in the rural areas,
and in classifying them into useful categories.

One big problem is to find capable iaterviewers who understand both
English and tae local vernacular to conduct interviews in the various places
where they are neceded. A second problem is to overcome the suspicion of
many traders who, despite every assurance to the contrary, still feel that
there is some sinister motive behind our ‘'prying® into their business. The
third is the amount of time spent travelling enormous distances in trying
to cover pratically the entire area from Bungoma to Kitui.

Objectives

You may well ask what we do with the data once we have got it. It is
hoped that information obtained in this aad similar studics will be used to
evaluate marketing performance with respect to different commodities and
different areas. rlore specifically, the study singles out some five major
criteria by which the performance of the marketing function should be tested
and evaluated. These are:- . et et g e e e em

1e Performance in the eyes oi%rticipants - how far the market inter-
mediaries at each level ar&®satisfied or dissatisfied with the marketing
process as tiney see it, and the reasons therefor;

2« How far does the market approximate the economist's model of a perfect
market in whicia price differe.ices reflect cost differences, where price
signals' are effectively communmicated and the price system determines
the economic allocation of resources;

3. are there ways ia which the technical efficiency of marketing could be
increased through a re-allocation of existing uarketing resources;

Le Are there ways in wuaich new net investment could contribute
significantly to marketing efficiency; and

5, Are there extra-economic goals which the mirketing syscem is supposed
to meet, how far are those goals in fact bzing met, and at what cost.

It will be clear that informed opinion on these questions will only be
possible when all aspects of the study as spelt out above have been covered
and the quality of tho results will of coursc depend largely on the qu:lity
of the data.

Apart from these somewhat gqualitative judgements it is hoped that the
study, while not yielding accurate quantitative data, will noae the less
provide rough orders of magnitude on the volume of each commodity passing
tarough each level of intermediary. For example, approximately what
proportion of muize product is marketed and of that marketed approximat aly
what proportion is sold to the agents of the Maize and Prvdvee 3oard and
what proportion outside? How much maize meal do the shops handls
to market places - and so forth,

Some price data are also being gathered which may be useful tg
future policy. It is well known that even for maize and beans which have
a fixed producer price great quantities are in fact sold in the freeLand
uaregulated markets. These channels are perfectly legal and must not be
confused with illegal black market channels which are also, at times, of ,
considerable significance. We are collectiag weekly wholesale _nad retail price
data over a period of 12 months or more both in the town and ig remote
rural end village markets. It may be that some interestiag price be%av1our
especially in the so-called 'barter markets! will be observed. the fact
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that these markets are situated physically close to places where official
agents buy at fixed prices means that the small maize or bean farmer has the
option of selling either to an official ageat at a fixe?d aid kaown price or
in the unregulated markets at the competitive price. -he prices ruling in
the barter markets should tiherefore offer -2 interesting comparison with
those fixed by authority =ad it should be worth pondering whether substantial
discrepancies detween these two nrices, if they occur, could afrect
significantly the volume of produce o..ered for sale to the official agsnts
at different times of the year.

Of the four commodities beiag studied two - maize and beans - are
centrally marketed, the control on mcize oeing far more rigorous than that
o veans; the remaining two, bananas and Znglish potatoes, are not subject
to such control but are sold wholly under competitive conditions. Here again
one may expect our study to shed some light on the merits and demcerits of
controlled marketing or partially controlled narketing on the one nand, and
uncontrolled marketing on the other, subject to the limitation that. results
based on a study of only four products cannot cleim gencral validity.

It is also hoped that it will be possible to test some of the wmore
popular hypotheses which have gained currency in receat years concerning
marketing behaviour in Africa. They ianclude cllegations such as -

1o  that a free market is subject to wide swson.’ fluctuations which could
be reduced by controlled marketing;

2« that the free market has too many intermedi.riss umcking inordianate
profits at the expense of the consumer and the roducer;

3e that prices in different merkets tend to move erratically, suggzesting
ignorance of supply and demand conditions;

that unregulated markets are not soohisticated enough to supply the big
cities and that reliance iust therefore be placed on organized marketings;

5e that many Africans cannot succeed as truoders because of the demands of
the extended fomily; and

6s  that a higher price is not offered for a highsr quality of the product
because somchcw the price system feils to transmit information.

Let us emphasize again that our study iz one with the four West
African studies and too much weight must not be attuched to any one of
them in isolation,



TABLE I.
LFRICAN BUSINZSS PROMOTION TLIMITED -

ANNU:L BLLANCE SHEET (&)

LIABILITIE S 3 ASSETS
1963 1964 1965 i 1963 | .1964 1885
"
1]
Share Capital L Pixed Assets:
it T .
. . Motor Vehicles 548
. . - il
Authorised: iggh0?3;2§§y Shares of Shs.20/ 100 i Furniture and Equipment 2,183 2,615
I
250,000 Ordinary Shares of 20/- i : :
Associated Companies
b 1
each {(1964) 250,000 | 250,000 :; Shere at Cost
Issued: 2 Ordinary Shares of Shs.20/- } Hozz Robinson & Capel-Cure(U)
each fully paid 2 2 Ltd. 3,900 3,900
_ Equatorial Agencies Ltd. 10,000 9,000
249,998 Ordinary Shares of i : ’
: Lssociated Traders(U) Ltd. 10,000 [10,000
- - i ’
Shes, 20/~ eaeh 8As.R/~ paid (1964) 25,000 25,000 i Nyanza Textile Industries Ltd. 700
i Uganda Cement Industries Ltd. 650
Revenue Reserve o Ugenda Crane Industries Ltd. 800
i Uganda Consolidated Properties
Unapproprieted Profits 9,102 45,922 85,104 Ltd. 480

Current Liabilities and Provisions H Current hssets:

i Stock of Umbrellas and Hoes at

Holding Company - UDC. Ltd. 1,639 75 1,179 n Cost 713
Fel idie : o 5 .
Cieé§¥oi:bS;SZ:EZigzszig Accrued 11 11,17 i Debtors, Deposits and Prepayments 1,601 |71,599
charges ? 10 1.257 6. 034 | Current hccount - Fellow
Taxation 5. 460 23 508 21 000 | Subsidiary Company 7,631 |27,060 |22,07 4
’E ’ T i Deposit - Ugadev Bank Ltd.-
o Fellow Subsidiary Company 37,040 8,925
1 Cash at Bank and in hend 8,446 | 5,443 |18,962
1
I
1
“ Intangible Asscts:
H
E Formation expenses 136
t
1l
it
Total 16,215 ©5.775 | 150,598 vetel 16,2153 (95,775 | 150,398

Fuarentcececys Cutstending on behalf
of customcrs 4,275 74,182

Source UDC. Annual Reports










Ti3LE

ABP “RFORMANCE RECORD
January December October
CREDIT - GUARANTEES 1965 1965 1966
No. of Credit - Guarantees 14 194 324
Total Value £10,175 £74,475 £126, 800
Amount Operative 4,375 42,325 72,572
Tea Guaranteces - 110
Default on 8ll Guarantecs Mil 710 1,549
Less recovered from sale of assets - 851 n,a
179
Credit - Guarantee Commission Received 13 117 n, a
Income to date a7 525 1,584
CONFIRMING
No. of Confirming approved 4 11 13
Total Value £ 6,000 £11,750 $£13,750
Amount operative 2,284 3,709 4,752
Commission Received Nil 551 411
Defaults Nil Nil Nil
DISCOUNTING
No. of Traders Discounting operative 1 35 48
Amount operative £ 507 £19,581 £24,839
Commission Received 3 64 n.a
Commission and Interest Received to date 29 669 2,148
HIRE - PURCHASE SCHE!I'E
No. of Guarantees on vehicles - - 22
Total Value - £41,898
Commission Received - - 2,090

Source: Files of ARBRP
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AFRICAN BUSINFSS FINANCING SCHFMZES TN UGANDA

This paper is part of a widsr study on "Financing
Small-scale Enterprise in Uganda', It does not attempt to
argue the case for small businesses or the role they play
in the economic life-especially- of underdeveloped countries,
Its purpose is more narrowly based. For among the many
problems which -zonfront small-scale enterprise in under-
developed - as in developed - countries, few have proved
to be as &ifficult to solve as those of financing. And
where African small businesses are concerned, these
problems are even many, many times fold more intractable.
Until recently. the domination of expatriate banks has
been one of the mnst imnortant features in Uganda as
elsewhere in East Africa. But these banks, having close
connections with Erivish Banking interests and deriving much
of their traditions and attitudes from the British Isles,
have contributed piecious little in the promotion especilally
of African small bisinesses, In Uzanda, various schemes
have been tried in an attempt to overcome this foundamental
constraint in the wromotion of Afri:zans in business and
the purpose of this paper is to review and assess the
successes and failures of some of these schemes,

Establishment of the Small Industries Develop-
ment Fund

One of the first experiments in development financing
in Uganda was the establishment of the Uganda Credit and
Savings Bank as was the establishment of the Uganda Develop-
ment Corporation in the early 1950's. The operations,
successes and failures of the Uganda Credit and Savings Bank
have been the subject of an earlier paper in this study.

While the two institutions were Government owned and were
conceived at avout the same time, their objectives were
radically different, The one was designed to promote small
African enterprise by facilitating loans to African commercial
and industrial- - in addition to agiicultral- enterprise; thec other

was designed to promote large industrial undertakings in
Uganda usually in partnership with outside finance. While
the Uganda Credit and Savings 3ank was capltalized with an
intial fund of over £ million, the Uganda Development
Corporation was capitalized with an initial fund of £5 million
and the latter's activities now run into several million
pounds worth of business per annum,

In 1955, however, after thr:c and a half years of
successful operanion of larg:s undertakings, the Uganda
Development Corporation founda it fit not to be associated in
the public's mind solely with the development of large
projects. This would probably not be good for public
relations. The Uganda Development Corporation therefore
conceived of a small industries project 2nd in 1955, set up a
"Small Industries Fund" by allocating £21,000 from its profits
which amounted to £263,049 in that year.

1 . 3. .-
See G.R. Bosa, Uganda Crecdit and ®avings Bank, EZDRP, No,98
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This special reserve fund was increased by a further
appropriestion of £50,000 in 1957. The purpose of the fund
was to provide assistance to individuals or groups of
individuals in setting up new enterprise or in expanding
exisiting enterprise in conditions where normal sources

of industiral finance were not available and entreprenerical
ability was lacking. It was thus not intended to assist
well developed businesses which had access to other sources
of finance. Rather, its object was to assist the small man
with technical knowledge, business experience and capital.

Though in many ways a forerunner of the African
Business Promotion Limited, the Small Industries Scheme was
not geared solely to the promoticn of Africans in business.
For instance, '"the first £20,000 loan to which no conditions
had been attached, was rather quickly taken up by two loans -
one to a Furopean firm which might well have found other

gources of funds and which did not need technical knowledge." 2
The sum of £20,000 could, obviously, have served more people

or firms, or served persons or firms in greater need. It
was probably because of this thas in 1957 conditions suech as
"the Corporation should only enter into schemes where
technical knowledge and guidance are essential features"

and that "full publicity should be given by the Corporation
to the existence end purpose of the fund throughout the
Territory" were attached by Governor-in-Council. Still the thinking
which led to the formation of ABP was partly a result of ‘the
acdumlated experience from the operations of the Small Industries
Development Scheme.

Bstablishment of African Business Promotion Limited

During the course of administering the Small Industries
Scheme, the Uganda Development Corporation incidentally made
some contribution in teaching African applicants for loans
some of the elementary principles of conducting their businesses,
But by 1962 these training facilities had not been set up in
an organised way though the need for a much greater effort
in this field had been fully recognised. In addition, the
need to encourage the participation of Africans in the
country's distributive trades was also fully recognised, The
Uganda Development Corporation therefore proposed the formation
of a new subsidiary to be known as African Business Promotion
Limited, with a broad objective of training Africans in all
aspects of business at all levels of business employment, It
would also offer services to small businesses. The World
Bank had recommended that the Uganda Development Corporation
organisation should have as its main objective the training
and development of entrepreneurs. It recommended that the
Uganda Development Corporation organisation should work closely
with the various loan funds; expand business training schemes;
help in the interpretation arnd simplification of business
regulations; and create a business advisory bureau and
commercial services agency. ° with regard to the latter
function, the A,B,P, would be the means of providing
commercial services to African traders. The A.B.P. would
achieve this by the employment of supervisory staff to assist

C.T. Richardson, Final Report Small Industries Development,
April 1961,

I.B.R.D., The Fconomic Development of Uganda (Baltimore:
John Hopkins Press, 1962), pp.o¥l - £9%2,




individual African businessmen; it would institute a credit
guarantee scheme to gusrantee their credit with importers and
ranufacturers, or with shippers asnd merchants oversess; 1t
would give assistance in assessinz the market, in the submission
of indents, on insurance, on freight and clearance, =2nd on

how to organise storasge, sales and costing. Thesz then were
the considerations which led to the formulsticn of a scheme
which would meet the recommendations of the ¥orld 3=ank, as

well as the primary objective of =ssisting in the training of

=0

Africans at all levels of tusiness employment,

By 1963, discussion had reached fin~cl stages and on
17th July, 1963, African Business Promotion Limited as
incorporated as a new suhsidiary company of the Uganda Nevelop-
ment Corporation,

Pinances of the Afric=n Rusiness Pranotion - The

liabilities and assets distribution of ARP is shown in Tahle 1.
The ABP was originally financed by an initial issue of 2 shares
of £1 each which were fully paid. The commany did not become
fully operative until 1964 when its authorised share canitnl
was raised from £100 to £250,000 snd fully p=2id up capital
raised from £2 to £25,002, However, in the period 17th July
to 3lst December 1953, the company still m=dle = trading

profit of £14,562 from which £5,460 taxntion was deducted
leaving a balance of £2,102 ynappropristed profits to he
carried forward. The ARP was initially opernted as =a
subsidiary of the Small Industries Mevelopment tund and had

no personnel and over-heads of its own. Since the compnny
was appointed distributing ~gent of many of the UDC pro’ucts,
notably cerent, it was possible for the ABP to make a
substantial profit during this formative period,.

Apart from increasing *the authorised as well as peid up
share capital in 1964, retained profits have been the biggest
source of funds for the ARP, The Company made 2 trading
profit of £62,804 in 1964 and after providing for taxzcticn, a
balance of £39,296 was added to the unappropriatsd profit of
£9,102 brought forward from 1963, making a total of £48,398,
Of this, £1,476 formation exvenses was written off ond 5%
interim dividend-accounting for £1000 - was declared, leaving
an unappropriated profit balance of £45,922 to be carried
forward. The trading profit for the year 196f£ wsrs £E7,549
and after taxation of £23,467 and an interim dividend
amounting to £5,000 which wrs declared during the year, left
a consolidated balance of £85,104 to be ecarried forwnrd,

The assets structure of the Company shows a very high
liquidity ratio. In 1963 virtually 100~ cf th: comnany's
funds was in the form of cash and current account with a fellow
subsidiary company. In 19684 and 1965 liquid assets nn
current account or in the form of cash, time Adeposits =nd
current debts, accounteg for 727% ~nd 81%, resncctively of the
total assets. These liouid assets were considerably more
than adequate to back up credit gunrantees of £4,275 and
£74,182 outstanding on behalf of customers 1in 1964 =nd 1965,



- 4 -

OPER"TIONS OF THF SIDF & ARP

Appraisal of Loan “pplicaticns (SID®), - In general, any
individual or group of individuzls in industry or who are
wanting to set up business in industry, could apply for
a loan in writing to the SIDF executive setting out the
purpose for which the loan was being applied. In =ddition
to the provisions laid dotm in 1957 by Governor-in-Council
previously mentioned, four other provisicns were imrposed
by the UDC itself in order to safeguard Government's
intentions in allowing tke Fund to be set up =nd for
internal guidance. These were: "(a) that the application
falls properly within the title of the fund -
Development of Small Industries;

(b) that the applicsnt knows what he wants to
do exactly end has a definite scheme which
he is qualified to cerry out;

(¢) thst the anplicant has a record of proven
performance in husiness life;

(&) thrt the apnlication is not for the development
of retail trade." ©

"Small Industries'" was defined by the UNC 2s "aAny nrojzct
which will operate within a loan limit of 75,0 with the
possibility of a further £2,50N for exnansion," 4 In the
light of experience these conditions were subsequently
amplified in order to ensure, =mon; other things:

(a) " That there is adequate evidence of

(i) necessary technical skills, whether by
previous experience or by training.

(ii) sufficient commesrcial knowledge and
experience tc manage and operate the
business and to maintain nroner rccords
and books of account; or altern=tivaly
of the ability to learn, given reasonable
assistance,

(iii) Character and integrity of the spplicant.

(b) That a full investigation is made of each
application, th~t detailed capital and trading
estimates are prepared and thet these reflect
reasonable prospects ¢f succcss.,

(e) That reasonatle security is furnished in
addition to = charge on the assets to be
created hy the loan."

Also, in 1957, the Board of Yirectors agreced to cstablish
a Small Industries Committee made up of three memtcrs of the
Board, in order to ease administretive mrotlems and ensure
speedy processing of aepplications, "s expcrience was zalned
the standard procedure for dealinz with annlications +hich
finally evolved, involved the followin~ routine.

3

Quoted from Henry B nones

EX C"
Develorment Corporatio-n,

’
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Files of the Develonment Divisicnof ™C.,

Ibid.
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All new gpnlications are scrutinised by the Senior
Executive in charge of the Small Industries Scheme.
Applications which are clearly inadmissible are rejected
and the applicant accordingly informed. Applications
which are consicered as potentially sultable for Small
Industries Loans are processed by a Small Industries Section.
Fach application is investigated by a member of this Section's
staff in accordence with the princinles laid down in "Guide to
Project Investigation'" - the Bible" as this document is
popularly krown [ It lays down the detailed procedure to be
followed in making feasibility and viability studies of
a project and as3essing <the merit of applications.

On completion of each investigation, a full report
is submitted to the Senior Executive in charge. It includes
such things as: description of the project, summary of the
investigation with conclusions, amount of loan and specific
purposes for which the loan is r=guired, period of grace
considered necessary, period of loan and method and amount
of repayments, security offered and form of security, method
of advancing the loan, an estimate of follow-up service
considered necessary, recommendation, and appendices giving
factual, financial and costing dsta, If the application is
considered to be unsatisfactory, it is either referred back
for further information or amendment, or is rejected and the
applicant informed. Applications considered satisfactory
and endorsed by thz Senior Fxecutive in charge are forwarded
to the General lManager of the UNC for the necessary investment
authority.

The Chairman of the UNC has suthority to approve loans
not exceeding £1,000. Loans of over £1,000 but not exceeding
*5,000 have to be approved by a committee of three Nirectors
and loans of over £5,000 are approved by the UDC Board.

The period between submission of application and final
grant of the loan, may vary between one or two months to
several months. If the amount involved exceeds £5,000
there might be considerable delay penrding a full meeting of
the UDC Board.

Appraisal of Assistance to Traders Applications (ABP) -

The ABP proceduare of assessing the merits of applicationd is
essentially similar to the basic standard procedure of the
SIDEF except that the ABP's procedure is modified to suit its
special conditions and the kind of facilities it offers. 1In
the first place, ABP does not give any loans but only offers
facilities out.ined below, In the second place, ABP assists
only going concerns in trade o»nd it dozs not deal with anyone
wishing to set up in business for the first time. Hence
application for assistance takes the form of answering a
fairly lengthy and comprehensive, printed questionaire, It
includes such particulars as name and address of the applicant,
type of business engaged in, type of legal orgsnisation of
the business, detailed present velue of the business, purpose
and detailed expected costings and revenues of the proposed
expansion, the security to be offered, the stand=rd of books
of account, experience, ownership composition, size of family,
ete, As the AR? has four Tield officers - one in each
Region-plus one field accountant for accounting services,

it is possible for the, ABP to guickly visit the premises of
the applicant for an initial on-the-spot investigetion »nd to
check up on the statements given in the guestionsire. tuch
of the original sifting of epplicetions is done at this stage.
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fpplications which are clearly inadmissible are rejected at
this stage and the applicant informed. any applications
considered as potentially suitahle are forwarded together
#7ith full reports, analyses, conclusions and recommendations,
etc. tn the ABP Board »f directors for considersztion. Very
few applications are rejected at this stage since much of
the basic groundwork will have teen done in the field.
However, approval of applications is heavily influenced by
three things namely, the record of nast nerformence and
experience, the presence of security - usuelly in the form
of stock-in-trade - whose value should be greater than the
reqguested amount of assistance, and the standard of books

of account.

Facilities nffered by the ABP. - The ABP at present
operates five main schemes and three main services, The
schemes include credit-guarantees, discounting, confirming.
hire-purchase guarantee and comnercial bank loans; the
services include Aauditing/accourting, wholesaling and
distribution.

The philosophy behind the ABP Credit-Guarantee Scheme
is that most traders operating efficiently and in good
localities could increase their sales if they carried more
stocks. But many are unable to obtain credit from their
suppliers as the lack of integrity in others has resulted in
a reluctance to dzvelop credit-trading in ®ast Africa.
Of'ten the suppliers who do give cradit only do so in order
to off-load dead-stock. However, a good wholsaler will
neither cheat nor refuse to give credit if he has some
assurance that in gaining sales he is not risking bad
debts. ©Nor will he charge more for his services.,

If the ABP therefore finds = good retailer buying
from a good wholesaler, it is nrepared to guarantee 30 or
60 days credit supply of stocks against a 1% commission.
This enables the retailer to sell all or most of the goods
before payment, thus promoting his sales and profits. His
normal capital would still be available for low-sale lines -
the credit-guarantee apnlying only to his main lines, i.e.
those items which he can buy in wholesale gqu~=ntities from
one or two seclected and bone-fide wholesalers. (A wholesaler/
retailer who competes against his own custoners is not
considered to be a bona-fide wholesaler).

Normally, the ABP does not permit the credit-guarantee
to exceed 25% of a trader's independent stocks. However, it
can allow the guarantee to operate as often as desired,
providing the total credit outstending at any time does not
exceed the amount guaranteed. Tut as sales and stocks
increase, it can increcase tre ceiling of the guarantee,

The argument for the .\BP's Discounting Scheme is that
many African traders degirc to compete in tendering for
supplies to Hospitals, “chcols, Prisons and other institutions
but, too frequently, they find that the period between supply
and payment is too long for* them to lay out their precious
capital. The business therefore passes to the traders with
more capital tc spare.

The ABP can pay 90% of any account to those traders
who have successfuly tendered and supplied
goods to their resnective buyers, on presentation to the
ABP offices of invoices or delivery notes certified by
whoever is in-charge. The remaining 10% less 1#% commission
is then paid after collecting the payment from the buyer.
This scheme thus brings tendering down to almost "cash"
business.
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There are hsrdly any conditicns for traders who are
interested in utilising this cheme, 211 they have to do
is to either aprly person=lly or in writing to ASD, Then
ABP will write to the institutions asking them to pay the
accounts to ABP instead of the trader when due for settlement.
However, the husiness men's accounts have to be submitted
to the ABP Executive Committee =s in the case of the Credit~
Guarantee and Confirming Schemes,

Bigger traders who wish to enjoy direct-imports and
conse~uently low prices may ask ABF to "confirm" their
indents. This is mainly in cases where the traders are
unknown to the exporters or where the exporters heave no
guarantee of payment. The order is passed through A3P who
gusrantee payment on delivery. ABP releases the goods
to the traders on 60 day credit terms. This enables the
trader again to sell his goods before nayment. The ARP
charges a commission of 23, plus the bank rate of interest on
the capital emnloyed, The ABP's argument behind this
scheme is that the trader should n=sturally galn a considera-
ble increase of profit as an importer unless, of course,
he buys more than he can sell vithin a recasonnhle period
thus tying down his own capital. The ARBP therefore ~dvises
in every case where it is consulted whether importing
is preferable to dealing through a local manufr~cturcr's
representative #nd whether the qusntities sbrond would
attract a lower price,

The case for the Wire-Purchase Guarantee Scheme is
that where an ’fpricen Company rcqguires a vehicle to under-
toake essential deliverics or remove expcensive hire charges
on collecting goods, the ABP can consider nacting as guarantor
in a Hire-Purchase Agreement. The Finance Company or dealer
will then usually agree to a low rate of interest on the
payment of instalments, However, the buyer must produce at
least 25% of the vehicle cost in cash or a vehicle in pert-
exchange., Detalls of various vehicle nrices and repayment
schedules are shown in Table 2,

In connection with Commercial Brnk Toans, it is only
in extremely exceptional circumstances that ARP will act as
guarantor on loans made by the Uganda “Yommercisl Bank to
African traders recommended by ABP. These would be at
a reasonable interest rate but would never bhe grantcd where
credit facilities could egqually suffice,

In addition to these schemes, the ARP nrovides the
services of an Auditor/Account=nt to Africsan traders who
request him, He is able to advise nn methods of boock-keeping,
to audit the accounts of privnte traters and n~rtnerships,
and to prepare for audit the accounts of Lirited Liability
Companies. ABP charges nothing for advisory services but
nominal charges are asked for audits and audit prevarations,

ABP is =21so at present doing every thing pcssible to
establish and strengthen “frican "hcles<le Compaonics especially
in rural areas where “*frican trade cannot satisfactorily develop
whilst Asian retailer/wholesalers are the mein sources of
supply.



AEP itself has started importing for direct sale to African
traders particularly goods which have hitherto zone through many
non-African hands in an extenied chair from Miombasa to the rural
villages. It has imported rice, croxery, cutlery, hardware, and
clothing to the value of £18C,00C. TIhese goods will o direcP to
African Corpanies at true wrolesale »rices. AZP is also itselfl a
main distributor for cement, chiliinston hoes ana other locally
produced products. It distridbutes through African Tholesale
Companies and where not possitle through its depots in differant
regions.,

ABP is also assisting African exporters to get established
in European markets, particularly for fruit and vegetables, and
building up a national Export Company operating through the proposed
National Trading Corporation.

ANATYSTS AND APPx~ISAL OF OPERATIONS
OF THE SIDF AND ABP

The performance record of the -IDF is shown in Table 2. In
2ll, 64 small industries have teen assisted involving a total sum of
£98,081 in loans advanced. This represents an arithmetical average
of £1,532 per project assisted. However, the individual anounts
of loans advanced range from as low as £25 to £10,500. The iist of
projects which have been assisted ranges from agriculture, forcstry
end mining through miscellaneous manufacturing industries to tertiary
services such as transportation and hair dressing. Of the 64 small
projects assisted, 52 were owned and operated by Africans and tie
remaining 12 were owned by Africans and the remaining 12 were owned
and operated by non-Africans. Again, out of these 64 smaell firms, 46
firms (72%) were individual proprietorships and the remaining 18 firms
(28%) were either co-operatives, partnerships or private ccmpanies.

Out of the 64 loans granted, € loans (95) involving a total
amount of £11,775 - accounting for 120 of the total volume of losns
granted - have been paid in full. Of these 6 firms, 2 were reristered
companies accounting for £11,000 of the £11,775 - the remaininz 4
firms being individual proprietorships accounting for £775 of the
total £11,775 fully paid., Twenty eight or 44 of the total projscts
have been failures partly as a result of which £16,838 or 17 . of the
total volume of loans granted has been written off. Of these 28
failures, 24 were owned and run by individual proprietcrs; the
remaining 4 firms were registered companies. Among, the failures,
construction and mining carried the preatest weicht by volume accounting
for £7,671 or 46% of the total amount of loans written off. Tailoring
and carpentry were the biggest culprits bty number 8 out of 28 or 295
of the total failures - accounting for 167 of the tot~l awcint -f loans
written off. Thirty six projects (56%) arc still in existence and are
partly responsible for the total amount of £43,387 of loaus still
outstanding=~-zceountirgfor 445 of the total volume of loans granted.

There is no doubt that theSID scheme of the UDC has peri iicd a
positive function in the economy of Usanda. It hos played
role in stimulating and assistin~ African enterprise in the field of
small industries. It has mae it rossitle tc launch a2 nurber of
industrial projects with African neriici-aticn tuit wrich proajests
would never have been successful. It has thus played a valuable
educational function in addition to offering credit facilities to
Africans upon whose enterprise the eccnomic fuiure of the country is
ultimately to depend. To that extent therefcrec, the SIDF scheme of
UDC has been en instrument of eccnomic <development in Uranda,



t would seem, however, that there is still considerable room
for improvement. Ferhaps the whole ccrcept of small industries needs
to be revised. Trere probably have been too many small loans lent
out to individuals who never were full-time industrial businessmen
but who took to smell one-men show manufacturing industries as a
sideline to supplement their income from a full-time job elsewhere,

As would be expected, the consequent lack of full-time supervision and
attention would but result in high proportion of failures of those
projects.

Though emal. »usinesses in Uganda are really very small, the
standard of grwll incdustries in Uganda will perheps have to be raised.
The UDC will perhsps have to raise its investment in smell industries.
For only then is it possible to acquire some qualified people on
functional bases. To suzcessfully launch and operate a vegetable
canning project, for instance, one vou'd neecd to have a chemist, a
marketing and perlaps a rescarch oificer. This kind of project
would of cotvrse involve bigger laons aiid possibly UDC equity
participaticn to begin with. But peonle who take bigger loans are
perhaps bettzr ri:l e 12y can afford o hire competent and
responsible assistants. Assisting this kind of industrial project
would be in oharp, coitrast to assisting say a carpenter (or a
fisherman, whosc only equipment would be one or two saws (or one or two
boats) anc on whom UDS wculd have no control whatever. If the UDC
with all its vast exporicnce in big industries, should find a
small industiy nrojec* viable, a good procedure would be that the
UDC should look acround for how much private indigenous equity capital
was likely to be Corttcoming, and the UDC should invest the balance
with a view to sellinc out its share capital to Africans when the
project had heen run {irmly into the grounl, say af'ter five years.

If o. small industriel proJject shows good signs of promise, then the
UDC should actively participate in it and have active management in
it at least in the project's formative y=ars.

Table 4 shows the performance record of ABP. There would seem
to be no doubt that the ABP has started off on the right foot. For
in the short space of three years of its existance, the ABP has managed
to bring £500,000 of business through its Credit Guarantee Scheme
alone. This figure is calculated from the commission ABP receives
from suppliers based on the credit sales involvecd.Though there has been some
amount of defaul®:s this has =learly been minimal. Only about one third
of the commission income has been lost to ABP on the honouring of their .
guarantees following defaults.

However, Bill Discounting is perhaps ABP's best scheme so far.
For ABP has now paid out £500,000 for supplies to Hospitals, Schools
Prisons and other Government institutions and later recovered thc same
amount from Government Departments. Previously this kind of volume
of business was virtually complctely closed to Africans as they could
not raise sufficieal capital to make several large purchases whilst
awaiting payments. The scheme is uwnderstood to be gathering momentum
rapidly and it is hcped that in the -~oming vear more tLemdars will
pass through indigenous hands.

The Gonfirming Scheme, on the other hand, has had a rather
limited use mainly bezause few African traders are big enough yet to
import directly. Nevertherless goods worth over £10,000 have been
imported by a few prozressive merchants around Kampala.

Throvgh its Hire Purchase Guarantee scheme AZP has assisted some
22 African Companies to =2cquire lorries in crder to enable them
to undertake essential deliveries or to remove expensive hire charges
on collection of gocds.
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CONCLUSIQNS

In a survey cf finance for small-scale enterprise carried out
recently in Uganda,® one finding stood out very clearly. This was
that small business in Uganda - as in other parts of the world -
depended very heavily on self-finance. In Uganda, in particular,
this was true both in regard to lon;-term finance as in short - and
medium-term finance. The highly successful Asian small businesses
depended very heavily on self-finance - vhich was also inter-locking
family finance. In other words, family finance was the largest
source of the highly successful businesses in Uganda. However, where
African businesses are concerned, this fundamental source of finance
for small businesses would seem to be a closed avenue. In the
first place, in meny African families, there usually are hardly any
funds to start off with. In the second place, the cultural fabric
of African society does not seem to be conducive to capital
accunulation especially in small distributive trade businesses.

For as soon as a Musoke is seen to be successful in trade, every Tom,
Dick and Mukasa begin to feel that they should demand their social
rights in sharing their relative's prosperity. Misoke usually can
resist frittering away his precious capital only at the expense of
becoming very unpopular or a social outcast.

Be that as it may, it seems doubtful that family funds are going
to play as fundamental a role in developing African small businesses
as it has played in those of non-ifricans. And if it is desirable
that the great imbalance in industrial and commercial activities
should be redressed, then it seems that, no matter how formidable
the difficulties are, development financing simply has to be made
successful in one form or another.

If a Uganda Credit and Savings Bank, for instance, finds the
costs and default rates of lending to small African businesses very
high, the solution would seem to be not so much in turning into a fully
fledged commercial bank and doing all the things that the expatriate
banks do - and profitably too - as in tackling more vigourously the
fundamental problems of lack of business knowledge, skills, experience,
teachability and financial integrity. All these things would, of course,
take time, more imagination and money. But perhaps they would be
well worth trying. And having started on this course of action, the
SIDF and ABP will perhaps render rreat contricution to the cause of
African enterprise, if they redouble their efforts in this direction.

See G.R.Bosa, "Results of a Survey of Financial Demand by Small-
Scale Enterprise in Uganda", EDRP.111.
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AGRICJULTURAL EXPORT PRICIL:G STR.TEGY 17 TANZANIA,

1. TI"TROUUCTIO:.

It is a commonplace that the Zast African economy is based primarily
upcn agriculture. About 605 of gross domestic product is earned in the
agricultural sector, 8Cc cf totel employment is found there, and 801 cf
total export earnings criginate there. The development plans seek tc move
the economies away from this extreme degree of dependence upon agriculture
but, even sc, substantial proportions of their carnital programmes are ear-
marked fcr agriculture. At the same time, a large proportion of the reve-
nues drawn from thc economy for the use of the sovernment originates in the
agricultural sector. It is essential for governments, in these circum—
stances, to have a clear, consistent overview of their policies in the

agricultural scctor.

The greates ermhasis, in this respect, has conventionally been placed
upon the problem of allocating government efforts =nd expenditure upon agri-
cultural development — as between various approaches, various crops, and
various regions. The overview has usually taken the form of an attempt to
arrive at an agricultural development plan. This is an important aspect of
governmental efforts in the field of agriculture - one of which we still
know too little and in which our techniques are still sadly deficient. But
the planning and execution of government agricultural development schemes
and services is not the whole picture. Regardless of whether it is a plan-
ned, free, or nixed economy the outcome in the rural sector is also bound
to be greatly effected by the level and structure of agricultural prices.
In most underdevoloved areas, and Hast Africa is no exception, the govern-

ment exerts considerable influence upon these prices.

At the very least, agricultural price policy must be consistent with
the rest of the agricultural programme of the govcrnment. Stated more
positively, pricing policy can be a useful instrument in the pursuit of
agricultural policy targets. ZEvidence continues to accumulate to the effect
that peasant producers in Asia and Africa are, contrary to the earlier views
normally price-responsive. -In certain circumstances, the responses are
muted as a result of socio-cultural forces, middlemen's operations, trans-
port difficulties, etc. but the responses are there. One cannot ignore
them in the formulation and implementation of agricultural plans; indeed,

one should seck to crrly them.

It is an interesting feature of the East ifrican arrangements that the
three member countries have consideratle freedorm of <=ction in this sphere.
Expert duties zre 1€vied by each govermment indepeniently. Local authority

casses are established on a national or sut-naticnzl basis. sgricultural
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larketing Boards, vith <= without price-setting powers, are national, not
East African, institutions., This permits flexikility, experimentation, and
innovation in policy-making on the national level in the sphere of agri-
cultural pricing. This paper will examine the recent Tanzanian experience
with agricultural pricing policy. The discussion will be confined to the
pricing of agricultural exportables, since the problems of domestic fond-
stuff (particularly meize and rice) price policy involve a variety ef extra
issues which I would prefer to avoid. Since the establishment of domestic
producer prices for exports 1am essentially a matter of deciding as to the
amount by which they should differ from werld prices, this discussion might

equally be described as one of agricultural taxation policy.
The goverznmental decisions with respect to agricultural prices (or

taxes) must be taken at three levels:

1. The share of totel product which the government apovropriates for
its own uses - part of which must come from agriculture - must be
established.

2. The agricultural sector's share of the total tax burden on the
economy nust be decided. This may also be phrased as the questi-m

of urban-rural income distribution.

3. The allocation within the agricultural sector of its contribution

to the aggregate must be decided.

2. THE AGGREGATE TAX BURDEN AND AGRICULTURE'S ROLE THEREIN.

It is not the purpose of this paper to discuss the appropriate
aggregate tax burden to be placed upon the Tanzanian people for the sake of
the current needs of the government and the public development effort. Thig
will be taken as given-established at the highest level on the basis of
primarily political criteria. Scane background data placing this issue in

wrapective may, howvever, be useful.
- P v 9 H

The Tanzanian gevernment extracts a small proportioen of gross domestic
product in the form of tazes and other revenues by the "normal" standards
of other underdeveloped areas.l Recurrent revenuea amount, accerding to
official data, to roughly 18 per cent of gross domestic product, and 25 per
cent of monetary GDP ( See Table I). According to a recent study by
Hinrichs, a country at Tanzania's stage of development and with its degree

of "open-ness' would he "expected” to have government revenues amounting to

1. So do the gcvernments of Xenya and Ugenda.






raising. (These proportions and trends are not affected by the conversion
to constent prices of government and GDP). There is, of course, uothing
correct or proper about the '"normzl" proportion but the fact thet Tenzenia,
with its heavy emphasis on socialism, should be well under the average
indicates that more attention might profitably be given to raising further

tax revenues,

Implicit in his results is the possibility that Tanzonia night fairly
easily meke 2 once-for-all jump (or, alternatively a graduz rise) to a
higher government share of GDP, after which government revenues would, for
the foreseeable future, be expected to increase at the szme rate as the
national income (i.e., the normel income-elasticity of government revenues
is unity at Tanzania's level of income, but Tenzania is beginning from a
below-normal base). In fact, just such a junp has been made during the
1963~65 period, during which constant-price GDP remained unchanged but the

government's share thereof rose from about 15 to 18 per cent.>

The most obvious objective of the government's tax and pricing pelicy
in the agricultural sector is the raising of the revenue necessary for the
financing of its own activities. (Viewed in the context of macroeconomics
this constitutes the reduction of the effective demand emanating from the
rural sector in order to free resources for the use of governmerit. Under-
lying this approach is the assumption that the economy is in a state of

quasi-full employment). As long as the requirements of government remain

modest and there is no particularly aggregSive public development policy,

there may be no need for svecial emphasis wpen taxation of agriculture.

The traditional British colonial fiscal pattern was one hsavily based for

central government purposes, upon customs duties - especially iuport duties.

In a fiscel system employing import dutied &S the principal tax instrument,

. . . . . 1 )
there is ne a priori reason for expecting the source of the revenues to be

urban or rural. The frequeni role of agric@lture as the major foreign

exchange ezrner and source of cash income ensured that a large share of the

revenues originated from this sector; but this share was proportional, in

a rough sense, to its place in the econozj &nd involved no inequity cnd ne
special burden.
ted development

As soon as the government embarks updl an eccelera

e aa )
programne, however, pressures for the incr€ased revenue which 1t requires

. . 3 3 sl 7 ™ 7 ol 1 b4
3. O0fficial constant price data show conegiderabie growth in GDP during
this period since they necasure volume charges. ‘hen an adjustoent 1s made
for the terms of trade-deflating export vaiue b¥ 15P°?t prices rather than
export prices - as is appropirete for thig considerztion of tax reve.wes,
this growth vanishes. The data are as foliOFs:

TARTE ITI

Alternative Heasures of Jonsiant Price Tanizaiion GDP ot Fector

(Z . :1lions =t 1940 prices)

1962 1993 1964 1962
Qfficial 169,0 165.5 210.4 215.5
Revised 194.6 2034 212.8 203.4
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Table IV shows indices of money and real wage rates in Tanzania in
recent yea: 3. With independence (1962) there occurred a large sharp increa
increase ef from 30 to 40 per cent. There was then 2 year's pause, before
the real wage rose again., This time, however, the increases were held down
to slightly more reasonable rates. Between 1964 and 1965, money wage rates
rese by 9 the public sector, and 8.7% in private commerce. In real
terms, as far as can be established, these increases were only 3.8 and 2.9

per cent respectively.

What was transpiring in the rural areas at this time is somewhat more
difficult to establish. Table V employs the national accounts data to
obtain the relevant measures of real incomes and prices. One cannot, of
course, place much confidence in these data but it is nevertheless worth
milking them to the maximum to extract their implications. These price data
based on the national accounts do not take account of the vaerious taxes on

agricultural produce; these will be introduced later.
TABLE IV

Incdices of "lage Rates, lloney and ileal

1962~65
1 1962 1963 1964 1965

Public Sechor-money wage' 100 131 132 145
Private Comnmerce-noney wage1 100 135 137 149
Agricultural money wage1 100 127 126 145
Wage-earners Retail Price Index,

Dar es Salaam? 100 98 99 105
Public Sector-real wage3 100 134 133 138
Private Commerce-real Wage3 100 138 138 142
Agricultural real Wage3 100 130 127 138

Tcalculated from Background to the Rudget

20alculated from Monthly Bulletin of Statistics Original base year was
19K1.,

“Money wage index deflated by wage earners retail price index,
Dar es Salaamn.

On average, it seems inat the rural peasauts, even before taxes, has *
not fared as well as the wage-earner. Between 1962. ond 1965, assuming
growth in the labour force of only 1.5% wer year,,a conservative guess,
total real per worker smallholder income betfore tuxes rose only 8 Even
if the 1964-65 decline is taken as an aberration, it :5%ill rose at less than
half the rate of real wage rates., If we could ignore the 1964-65 difficul-
ties and the upward 1lift to wage rates in 1962-63%, the rates of growth of
real smallhelder income and real wage rotes are net gquite so divergent. The
former, if it had remained in 1965 at its 1964, level, would have growm
since 1962 at an annual rate of 4.5%. In actusl fact it grew 2t a rate of
2.6%. Real wage rates, it will be remenbered have grown in the last twe

years at 2.9 to >.o% per annun.

Cash crop production, ei course, fared considerably better ihan tetzal
(USRS S :






Indices of After-tax Smallholder Agricultural Prices and Incomes, 196265

1960-62 1963 1964

Index of real per worker (smallholder) cesh

output-after--tax 100 107 120 110
Index of real per worker (smallholder) total

output-after tax 100¢ 104 110 100
Index of rezal smzllholders' average cash

crop price-after taz 100 96 95 81
Index of real smallholders' average total )

price-after tax 100 99 98 9%

1The methods employed in the construction of this table are identical to
those enployed in Table V. TFrom net smallholder oash output at current
prices has, however, been substracted rough estimates - they are nothing
more-of total agricultural commodity taxes en smallholder output. These

totalled:

1960-62 - £650,000  (subsidy)
1963 - £450,000

1964 - £2,000,000

1965 - £3%,600,000

annually in the 1962-64 period. Real wage rates have grown over the
196265 period at 11-12% annually; over the 1962-64 period, at 13-17%.
Clearly, the income distribution policy implicit in Tanzania's wage and
agricultural price policies, has worked to the increasing disadvantage of

the smallholder agricultural sector. Is this purposeful? Is it desirable?

In view of the impending foreign exchange problems and the growth of urban

unempleyment, one must at least have some doubts.

It is worth highlighting the figures on productivity which are
implicit in the national accounts data. (See Table V) Total physical pre-~
ductivity per man has increased by 8 per cent between 1960-62 and 1965; if
the bad 1965 year is regorded as abuormal, it increased by 15 per cent,
These productivity figures overstate actual technological progrcss in that
they include the output effects of increased inputs such &a labour per man,
land, and capital; if the growth rate of agricultural lzbour is under=-

stated, this alse imparts an upward bias to the productivity data.

These biasses are increased in the case of the productivity date on
cash crops by the bias caused by shifts from subsistence %o cash crop
farming which distort the productiviiy data in the latter's favour. Still
the measured productivity g2ins in Tanzaonia cash cro,s have been considera-
ble. Between 1252 and 1967 it rose by 36% - at an annual rate of 10.8 per
cent. Even cilcuing for i.: voarious upward biscses this is 2 zubstantial

rete of progress in agrici’tural productivity.

These trends are iliustrative of *hose wailh can ite expected in the
coming years. The galins in per capite income which the nztion achieves

are likely te be distribtuted in broesdly the sane mazner 2s in the recent
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past. Urban wage rates will rise steadily with per cepita income; they
must not in future, however, be permitted to rise mcre rapidly than per
capite income. Agricultural producer prices (after taxes) will remain
unchanged or will even continue to fall. The farmers will therefore
share in rising per capita income through increases in productivity or not

<o

at all, It must therefore be part of a nationzl "incomes policy"
encourage agricultural improvement as much as to regulate agricultural

prices and urban wage rates.

4. SOME ASPECTS OF AGRICULTURAL TAX~-PRICE STRUCTURZ.

Taxes upon the sales of cash crops have generally not found favour
with the economics profession because of their tendency to encourage move-
ment into leisure, untaxed agricultural (primarily subsistence) production,
urban unenployment, services, petty trade, etc. and their frequenrt inequsaty.
Still, because of the difficulty of cellecting direct taxes from the rural
sector, and the fear that there are limits to the increases in import duties
which are pessible without setting off urban wage pressures and price
inflation, levies on agricultural exports will contirte to be an important

source of government revenucs,

Given this fact, it becomes the task of the economist to devise a tax-
price system which minimizes the cconomic costs of tax~induced resource
misallocation. Iore positively, his task is to ensure that the incentives
in the structure, as opposed to the level, of thege taxes are working in
the appropriate direction. Since elasticities are undoubtedly greater as
between alternative crops than they are between agricultural cash crop pro=-
duction and *the other pursuits mentiomed above, the structure of taxes and

prices may well be more important than their levels.

6

The most important conziderations in such poiicies are:
1. effects upon netional income

2. effects upon ioreign c¢xchange earnings

5. effects upan. export processing possibilities

4. equity or neutrality

(i) _An Illustrative Digression:-

It may be worth illustrating the fact that differiang objectives may
give the policy maker very different pricinsg poliey conclusious with a
simple example drawn from the recent Jiterature on ccumodity scheues. In
Harry Johnson's recent study of coumcdity issues he criticisec the cimnliste
approach o cwmnodity policy whicl. seeks as its objective the maximization
of foreign exchange ecrnings feor its nuglect of the rescurce costs of the

commodity's production.? *7. offcers recomnmend.tions based arstead upon the

. have consciously ~mitted ctabilis-ticwn 2s an objective of pricing policy
in this liscussion.

7Har:y Johr=o~ U.S, scon. 1~ Polizcy Towarls the Less Developed Countriecs:
R Surrey os .ajor Issues.(.z.ckings: 1966).
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objective of income maximization. It is pessible, however, despite his
strictures, for a government gquite consciously to pursue the objective of
foreign exchange earnings maximisation, I have elsewhere suggested the
possibility of a third commodity policy objective - that of the maximiszation
of government revenues.® One can e.3ily think of others. But let us, for

the sake of illustration, stick with only these three.

In diagram I, AR is the world demand curve facing the country which
is to make}commodity (domestic) sricing decision. The marginal revenue curve
based on this world demend is s.own as iiR. The supply curve :hich is also
the economy's marginal cost curve, is labelled S (=IiC). In order to
maximize foreign exchange earnings one would want to produce to that level . |
at which marginel revenue folls to zero. Clearly, the producer price should
be set at OA (=CD), This involves a subsily to the producer; he is paid a
price higher than that which his output will earn on the world market, OB

(=CE), because of the high velue imputed by the government to the foreign

exchange which his produce earns.

If, however, income maximization is the objective, the marginal revenue
must be equated with the marginel cost to the economy, as shown by thc
supply curve. The domestic produca price should then be set at a lower level,
OF (=KT). The world price earncd per unit when this price is vaid is OG(=KH).
This is higher as e result of the reduced output coupled with the country's
market power.

DIAGRAIL T

Pric \

5

G.X. Helleiner; "The Fiscul “-ie of ! ~rx:ting Ponrds in HigerZen Ecogomic
Levelopment, 1947-6" Tcomomic cfourr 1 Vou.lwrIV, 10.205, 3entsuber,1954,

L. 604=605
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Now st .pose that the policy objective is to maximize government revenues,
Then the marginal revenue to the government (=2R) must be equated with the

marginal cost to the government yhich nor notc os o —monepsonied

&g well oo o nonorolist.

The curve labelled IMC is a curve
marginal to the supply curve which shows the marginal cost to the
government at each price and output. Tax revenues will be maximized,
through the exertion of maximum monopsony power, by paying 2 still lower
price, OP (=IQ), to the producer. it this producer price, the nation will
earn & still higher price, ON(:LM), on the world market.

Thus the pursuit of thrice different palicy objectives, based on the
needs for foreign exchange, income, and tax revenues, clearly results in
three quite different pricing policies. In our case, the need for tax
revenues is assumed to have alreacy dotermined the aggregate. tax . burden to
be borne by agriculture. Thus it is foreign exchange and income effects
upon which we should focus in determining tax-price structure. And

Johnson's case for using the latter rather than the former seems to me

correct for East Africa today.

(ii) Input Prices and Processing Possibilities.

The effects of apricultural tax and pricing policies upon processing
possibilities may not be so cb-ious. Policies which result in lower
domestic prices for agricultural inputs to processing establishmemts than
would be paid upcn world markets for these inputs constitute subsidies to
domestic processing. Taxes on raw material exports can therefore be
industrial subsidies.’? Thus the development levy which is applied to
Tanzanian sisal exports provides an implicit subsidy to Tanzanian twine
manufacturers since it is not applied to the sisal content of the final
processed product. The effective protection offered to processing is the
amount of the subsidy divided by the velue added in the process.lO In this
example, taking an f.o.b. sisal price of £70 per ton and using the value
added data from the 1963 Indw:trial Survey,ll Tanzanian sisal processing
receives effective protection from this {evelopment levy to the extent of
9.5% of value added. These implicit subsidies may partially offset the
heavy effective protection offered to processing industries in the
industrial nations th»ough the"esc lotion™ in their tariffs, (i.e., the
increase in rates with higher stages of processing and pruduction). In
the case of sisal processing. European processcry, receive effective

protection (using their data) =t - rate of 32% of value added. Table VII

9Taxes on imported or non~&xpo:teble inputs to incuastr;s, of course, are
disincentives to industry.

10See, for example, W.i. Corden, -Ihe Structure of z Tariff System and the

Effective Pretection Rate," Zournal of FPoliticzl Economy, Vol.LXXIV,
No.3, June 1966, pr.221-237.

LMymich shoved thnt sisal inpuss comstituted 85% of the value of gross
output of the sisel »rocussing industr»y ih Tanzanla.
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processors
roughly estimates the effective protection offered to developed country/

of gome of Tanzania's exports, and those levels of export tax upon
the primary products.which would be reguired to provide incentives for
Tanzanian processing sufficient exactly to offset the Eurovean protection of
processors. These es*imates can be improved tut it is clear that fairly: ==~
modest taxes on some materials can overcome substantial protective barriers
in the developed nations. For example, British protection of 80 per cent
for its groundnut crushers cah be offset by an export tax on groundnuts of
11 per cent. The same factor which +tends to produce higher effective
protection rates in the developed countries,a high material ianput component
in the total value of outpggmn?lso increases the ease with which raw -
material exporters can offset/ . (It is worth noting <that as the prices

of exports rise, in those cases in whiclk prbgressive export duties are
applied fo agricultural products, the effective (percentage) protection for
domestic processing also rises. When tazes are specific, however, this

perfentage effective protection falls with price increases).

TABLE VII.
Export Duties and Effective Protection for Processing Activities

Value Added _in I

Export Duty Required

Processing Per Unit E‘gg §gg°iﬁr°- to offset effective
Value of Final Output protection in*

U.K. EEC U.X. EEC

%

Rope, cordage, twine .40 22,5 32 15 21
Processed coffee =40 3 45 2 30
Groundnut oil 012 65-80 140 9-11 19
Castor oil .10 32.5 80 9
Sogabean oil .06 88 160 6 10
Cottonseed oil 30 34 34 15 15

*¥The difference between c.i.f. Huropean and f.o.b. East African prices has
been ignored. These figures are therefore slightly understated. The
possibility that the exchange rate of the East African currency is over-
valued is also ignored.

Sources: 1)
1) Value added data come from different sources. Processed coffee and
castor oil are outright guesses. The remainder are derived from

Harry G, dohnson, U,S. Ecenomic Policy Towards the Less Developed

Countries: A Survey of Major Issues (Brookings, 1966), Rope,

cordage, twine is cited dirzctly therein. The remainder are impli-
cit in the tariff rates and Johnson's effective protection figures.

2) U.K. and EEC tariffs were applied to the v%lue)added daete to obtain
't_*n l-—V

v

effective proetection, as follows: £ -

whore. £ is the Huropean effesctive protecticn en processing, v is
the value a2dded in processirnrg per unit velue of final output, t is
the Buropean tariff on the processed »nroduct, and m is the Buropean

tariff ou the reov mase izl irnut.
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Eg,ExDort Duty_Requir»d dnto-were-obtained from the UK, -and-EECT
effective protection and the value zdded data, as follows:

x =1V _ , where x is the necessory offsetting export
cuty.

(i1i) Bquity or Neutrnlity

If the desire is to raise goverrment revenues with a ainimum ov dis-
tortion of the incent:ves which would result in the z2bsence of such taxes
and ¢ minimun of discriminetion (inecuity), on cttempt should be made to
achieve equi--proporticnate taxes on each crop. Vhot is o neutral tax systen
in this sense? This is by no mcans self~2vident. It is best defined I
helinve, as one in wkih equal »roportions of value adied by the agricultural
gectsr are deducted in taxes from each., "Voluc added” cos employed in this
centext is the valuc of output less the value of all iitermediate (non-
foetor) inputs; thir is the sane thing as btotal factor earnings in pro-
duction - whetlier they are woages, intere=t, rent or prolit.
5. THE STRUCTLRE Or AGRICULTURAL PXICES AND TAXBS IN TLNZANIA.

n

“upori Cropec.

(1) Tax Retecg on Tenzarir: o I jor

Figures on growcr prices and grower zosts of production are notoriously
hard to come by in most 1 cerdeveloped economies. Tonzania is no exception.
The figures vhich follow mi.st therefore b> *reated with -extreme caution. It
follows that mony or the conclusions conceriing relative tax burdens and so

forth must remain quite tentative.

Table VIII presente the rates ot which gross producer incomes earned
frem the major export cwops have been taxed in recent years by the Central
Government, the Marketing Boards and Local autherities combined, Some of
the gross prodicer income is required to zover the costs of various purchased
irputs. This —able also, therefore, attenpts to take account of these non-
factor inputs by colculating the total tax as a percentage of value added
(i.e., of tota’ factor earnings). The latter data mus® be less reliable than

the former,

Those familiar with the Tenzanian agricultural sc3ne will realize that
there are also private or scmi-nffiei:l bodies which influence agricultural
prices. The most important of these cre the cc-operntives which are, to some

.

extent, subjeet to the authority of the Ministry of Ccamerce and Co-opera-
tives. But co~operctives are, after 211, inderendent organizations ~ albeit
receiving considerahle ofiicial suppcrt. It is & nice question as to how
much they sheuld be regaorded as or mrde an avnm of the ¢overnment, rather

than formulating their own independeat policies. The cther private growers
essociaticns ~ notably those cssecicted with estate production are more
clearly unofficial in thet they do ot receive governmental assistance in any
form. Decisions to withhold part ¢l the price for the sake of the growers'
associatiers work are presuiably mr.de by the growers themselves in their own
self interest. The discussien here will in any case, confine itself to

governnent price ard sax policy which is not musked below the lev . of the

Marketing Beards and the local auttoriiies.

Of the mnjer export crops. it is clear that cotion is taxed bty far the

least. BSiscl is 2lso toxed at = ralaiively low rate, whereas coffee
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(especiall, rotnsta) and cashew nuts pey relatively high taxes. Some rough
sork-of ‘case can be constructed for the relative rates of taxation for every
crop except cotton. Sisal prices are in a disastrous slump, and wages and
profits earned on the estates are, in any case,taxed in addition to the
amount shewn. The tax on sisal should therefore be relatively light.

Coffee production is already far in excess of Tanzania's quota under the
International Coffee igreement and its fvrther production should be
discouraxed by high taxes; coffee taxes are relative high. Quality improve-
ment is the sole hope for raising the value of coffee ::2les under the
Agreement so that the heavier tax on robusta is also Jjustified. (In view

of the rapid increases in yields, the considerable overproduction with
respect to the ICO quota, and the low morginal revenue from further
production vhich must be sold on non-quota markets, there is indeed a strong
case for raising taxes on coffee (see below). There was actually a tax
reductien last year). The high tax rates on cashew nuts can be defended on
the basis of the governmert's need for revenues and the fact that prices
apparently remain sufficiently attractive tk stimulate continued rapid
growth in precduction (su»ply elasticity appears to be low). t what can
Justify the relatively low tax on cotton? Production is increasing rapidly,
yields are rising, and the world price prospnects are bleak. There would

seem to be a strong a »nriori case for increasing the tax on cotton.

ABGREGATE TAX RATES (CENTRAL, LOCAL, AND MARKETING BOARDS) ON GROSS POTENe
TIAL INCOMES AND NET VALUE ADDED, MAJOR EXPORT CROPS, TANZANIA, 1964-65 TO

196667,
I 1964-65 196566 1966-67
o0n On. On On On On
Gross Net Gross M=t Gross Net
Potential Value Pdtential Value PotentiallValue
Income Added Incone Added Income Added
% R 7 %
sisall 5.0 n.a. 3.4 8.7 3.4 10.4
Coffee - arabical  n,a, n.a. 19.1 22,8 14.6 17.4
Coffee -~ rodusta? n.a. 27.1 35,0 20.2 26.1
Cotton 2,0 3.2 3.4 2.5 4.3
Caghew nuts 29.6 29.6 17.6 17.6 23.3 23.3

1 . e L
Taxes on estate profits are adaiticnal to tlis.

2Arabica and robusta deta are not s:rict1¥ codpariole since the former are
based en KHCU data, tie latter on BCL date,

Sources:

Data were-obizined frem a variety of official and unofficiz2l seurces
and were suprlemented, where zecessary, by guesses. Thc veule edded figures
are especially weak since there exist ncy fivm dete s costs of production.
The tax rate data o:x gross potentiel ircomes a»> fairly reliable except in
the case of cashew nute, herc he size of ine Mrketing Boards trading

surplus has been gucosed.



(iv) DISTRIBUTION OF RFVENWUE BET"ZEN CENTRAL GOVERMITNT AND ILOCAL AUTHORI-
TIES.

Taxes upon agricultural produce are, of course, only one facet of the
tax relations between the Government of Tanzonia and the local governments »
It is still important to consider the distribution of the revenues earned
from this type of tax as between the centre and the local authorities. This

is shown in Table IX.

The highest local shares are those for the products in which the total
tax burden is lightest (cotton and sisal). This suggests that it is the
central government's revenue which is more variable from crop to crep. Locai
government produce cesses are fairly stable in their incidence. The
introduction of sliding scale export duties and the price -~ setting power of

the Central Marketing Boards emplasize this point,

Vhat does the present system imply for the future distribution of
revenues? If export prices rise, the centr: 1 government's export duties
rise more than proportionatyly. If, S ¢ the other hand, as is more likely,
volume increases with prices unchanged or neduced the present provortions

are unchanged - or turned in the local government's favour. Is this desired?

TABLL IX
LOCAL TAXES AS A PERCENTAGE OF TOTAL TAX TAKE, MAJOR EXPORT CROPS. TANZANTA,
1964=65 TO 196667

196465 1965-66 1966-67
% % %

Sisal A 22.5 52.8 52.8
Coffea-arabica n.a. 22.7 6.0
Coffee~robugta n.a. 19.1 5.1
Cotton 100.0 58.8 83.3
Cashew Nuts 12.5 26.0 18.5
Sources: Same as Table VIII.

(v} The Special Case af Coffee.

The world demand schedule facing an individual coffee proeducer like
Tanzanis today is & discontinuous one, a sharp break occurring once sales
volume (or produstien) reaches the country's ICO quota. The marginal
revenue curve, shown in diagram II is also discontinuous. The domestic
producer price, shown by pp, is unaffected by this discontinuity. So, of

course, is the economy's supply curve.

The Tanzanian situation is represented by the point A, at which eutput
is OB although the quota is only OC. Domestic producers are paid OD. Sales
on quota markets earn OR, on nonquotas nmarkets OF. Clearly, marginal costs
to the society are equated with merginal revenue at the ICO quota eutput;

if national income maximization is the objective it is not being attzined,
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If foreign-exchange earnings are the objective, higher than quota sales are
called for.

H

Can this policy be rationalised? If the land at present under coffee
has no or limited alternative uses the society's marginal cost curve (the -

supply curve) will be much lower than the one shown - say S1, If the true

supply curve is st OB is the appropriate level of production. But then, of
course, the producer price should only be 0G, much less than the actual
producer price. Only if the marginal cost to society shown by st is lower
than the private supply curvs of the producer, S, can the present

producer price nolicy achieve the pc- lated income maximization.  There

is no reason of which I am aware for believing this to be the case.

Subsidies tgoencourage total sales volume greater than the ICO quota
might be justified by the desire to raise (even maximize) foreign exchange
earnings. But this does not seem to be consistent with the taxes which are
everywhere else imsuwred on export production. Nor can one easily find
alternative ratio.wnlizations of the present pricing policy. The producer
price ought to be set at that level which'results in the gquota output, OH.
This has the added advantage of producing healthy ghvernment revenues,

perhaps even o