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Foreword

Structural reform of the economies of developing countries has been in the
forefront of development interest since the early 1980s. This interest stems
from a recognition within the development community that the structures
and institutions of these countries are critical to any enhancement of eco-
nomic and social development.

One of the key reforms has been that of primary commodity markets,
especially agricultural commodity markets, because many developing
countries, including the poorest, depend heavily on these for foreign
exchange earnings and employment, and hence for poverty reduction.

This book focuses on the political economy and institutional aspects of
agricultural commodity market reform. In order to explore in detail factors
that are critical to the processes, consequences, and substance of reform, the
authors have focused the analysis and evaluation on five commodities
important in many developing countries, specifically cocoa, coffee, sugar,
cotton, and cereal. In doing so, they highlight important lessons on how
agricultural sector reform can be launched and implemented. Some of the
factors identified in the book as being key to successful reform include the
recognition that commodity markets often affect communities and even pol-
itics, that the initial conditions of markets are critical, and that government
intervention can crowd out private sector initiatives, especially when it
comes to building the institutions necessary for the development of a
healthy agricultural sector.

Xi



xii Commodity Market Reforms

The discussions in the book highlight the importance to the develop-
ment process of polities and institutions. In so doing, they supplement a rich
literature on structural reforms that has tended to focus primarily on eco-
nomic consequences. Through these discussions it is clear that structural
reforms have profound long-term ramifications for the development
processes of developing countries.

The authors come to their analyses and discussions from the perspective
of their own direct and extensive involvement in the market reform process.
We trust that policymakers and others interested this area will find this book
valuable, convincing, and highly relevant to the task of raising living stan-
dards of poor people in developing countries.

NicHOLAS H. STERN
SENIOR VICE PRESIDENT
AND CHIEF ECONOMIST
THE WORLD BANK
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Introduction

SINCE THE 1980s MANY COUNTRIES have redefined the role of government in
their economies. Reforming agricultural commodity markets has been an
important part of this effort. The reforms have revamped market structures
and eliminated or refashioned the mandates of key institutions, changing
the way agricultural markets perform. As a result agricultural commodity
markets are in transition, and their transformation has important ramifica-
tions for market players and supporting institutions.

Commodity market reforms are intended to boost an economy’s effi-
ciency—that is, to enhance the productivity of human talents and physical
assets. In practice these reforms rely heavily on markets to allocate resources
and to direct future investment. In the context of this book, the term market
reform refers to the steps that are taken to reduce the state’s involvement,
open domestic and export markets to competition, and put in place public
and private institutions that support free-market activities. Governments
generally take a number of steps to achieve these goals in commodity mar-
kets. These measures include (but are not limited to) eliminating govern-
ment marketing agencies and statutory monopolies in output and input
markets, replacing prices set by the government with prices determined by
markets, reducing explicit and implicit taxes, and privatizing marketing and
processing assets.

Despite these similarities, commodity market reforms differ in scope
across countries and commodities. The variations are significant, largely
because the natures of the commodities and their markets differ, as do the
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social, political, and economic conditions prevailing at the time of reform.
For this reason the outcomes of these liberalization efforts also differ. For
example interventionist policies tend to tax export crops such as coffee,
cocoa, and cotton. In countries where intervention in these markets has been
heavy, reforms have improved the producer’s share of world prices.
Another example involves cotton and sugar markets, which are particularly
difficult to reform because the production process is fragmented, including
processors, producers, and publicly owned processing facilities. Further,
policies affecting grains and sugar commonly favor urban consumers or
promote food self-sufficiency, increasing the number of groups affected by
reform. And in the sugar market, ongoing preferential trade arrangements
help perpetuate existing interventions.

This book discusses the process of commodity market reform in the spe-
cific context of cocoa, coffee, cotton, grain, and sugar markets, drawing on
experiences in those markets to provide lessons for policymakers. The book
is also designed to provide a more general audience with a discussion of the
issues associated with commodity market reform. The chapters focus on
market-specific conditions that have facilitated or slowed the pace of
reform, including the relationship between changing markets and changing
institutions.

The examples illustrate the ramifications of market reform for the insti-
tutions that produce, market, and process the specific commodities as well
as for the political economy. Many of the chapters look at African countries
where agricultural commodities account for a significant share of GDP,
export revenues, and employment and where reforms of agricultural com-
modity markets have become common in recent years.

This book supplements a rich literature on structural adjustment in com-
modity markets. The particular markets covered in this book warrant spe-
cial attention, for several reasons. First, these commodities play an
especially important role in many developing countries. Reforms—and the
process of reform—in these markets can affect communities, entire
economies, and even political power structures in significant ways. In these
cases lessons from experiences with similar reforms can smooth the process
of reform and help limit the costs of adjustment.

Second, these markets demonstrate the importance of taking initial con-
ditions into account when designing reforms. They also show how a com-
modity’s special features (derived in part from the production
characteristics of the commodities and in part from historical developments)
can affect the reform process. Consequently the experiences reported in this
book can assist policymakers as they adapt general approaches to reform to
the specific needs of key commodity subsectors.

Third, experience from these commodity markets illustrates how long-
standing interventions like marketing boards and public ownership of pro-
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cessing facilities can crowd out private sector activities. The history of these
markets shows how policymakers and the private sector cope with missing
markets and institutions. And finally a close examination of policies in dif-
ferent commodity subsectors illustrates the practical ways that changes in
marketing systems can shift political power away from the government to
the private sector. This shift is significant, since it provides players in com-
modity markets with the autonomy they need to adapt to future events.

The first chapter of the book places the reforms in context by discussing
the background against which they took place, including the political events
and the economic thinking that drove them. In many cases reforms to agri-
cultural commodity markets were undertaken only after state-run systems
had become dysfunctional and international donors made further aid con-
ditional on reform. In other cases new regimes were the agents of change. In
still other instances external shocks made existing polices unsustainable.

Chapter 2 evaluates in detail the effects of reform on the marketing sys-
tems of four major cocoa-producing countries—Cameroon, Céte d’Ivoire,
Ghana, and Nigeria. An examination of producer prices before and after lib-
eralization in these countries (especially Cameroon and Nigeria) convinc-
ingly reveals that liberalization benefits producers. And while liberalization
in these two countries has had some negative effects, these problems are
arguably specific to the country itself and not to the cocoa subsector in gen-
eral. Reforms in Céte d'Ivoire and Ghana have been gradual, focusing on
promoting competition in the internal marketing system while maintaining
controls on exports. The experience of these countries demonstrates how
systems designed to provide stable incomes and orderly markets can evolve
into systems that reduce smallholder incomes.

Chapter 3 examines coffee market liberalization in India, Uganda, and
Togo. The chapter argues that the collapse of the export quota system under
the International Coffee Agreement, along with conditions attached to
World Bank financing, were instrumental in initiating the liberalization
process. It also shows that liberalization has affected political institutions as
well as institutions in the coffee markets themselves, considerably expand-
ing the power of the private sector in designing and implementing policy.

Chapter 4 illustrates how the physical characteristics of a product affect
market structure. For instance, sugar cane is difficult to store, so determin-
ing quality is not easy. Milling capacity is fixed, and scheduling deliveries
requires cooperative action. The chapter argues that those managing
reforms of the sugar subsector must understand these characteristics, which
often explain past interventions and suggest potential approaches to reform.
Governments have often been required to intervene in sugar markets when
the necessary cooperative agreements between sugar growers and mills
break down and to maintain the special access to protected markets on
which some countries depend. Thus policymakers considering sugar mar-
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ket reform may also need to address the institutional and economic conse-
quences of long-standing government interventions. The chapter also exam-
ines policies that affect domestic policy regimes and international trade in
sugar and discusses approaches to problems such as trade-related distor-
tions, cane pricing, privatization, and the sequencing of reforms in domes-
tic sugar markets.

Chapter 5 focuses on the liberalization of the cotton subsectors in
Uganda, Tanzania, and Zimbabwe. It discusses recent efforts by West
African cotton-producing countries to reform their cotton subsectors and
looks briefly at reforms in the Arab Republic of Egypt, Mexico, Pakistan,
and the United States. In Uganda and Zimbabwe, where liberalization has
been completed, it has not only raised producer prices but also generated a
considerable supply response. In Tanzania producer prices have risen, but
the supply response has been minimal. Reforms in West Africa have also
been designed to raise producer prices in a sector that is already performing
well in terms of production and yields. Reforms in Egypt and Pakistan have
been less ambitious, mainly because of the governments’ unwillingness to
delink reforms in the cotton and textile industries—a move that is essential
to successful reform. In the United States and Mexico, where the govern-
ments have traditionally subsidized the subsector, reforms have taken a dif-
ferent path and are intended to compensate producers.

Chapter 6 presents grain market reforms experience for Ghana, Mali,
Tanzania, and Zimbabwe. It discusses the approaches to market liberaliza-
tion various countries have adopted in light of past government involve-
ment. Grains are particularly important, as they affect economic
development, political stability, and the welfare of the poorest groups (who
also happen to be net buyers). For this reason many countries—including
Mali, Tanzania, and Zimbabwe—have had statutory monopolies in the pro-
curement and distribution of grains, either a marketing board or a stabiliza-
tion fund. In some countries, like Ghana, the grain-marketing system has
always been relatively open, with the majority of the trade in private hands.

Together the chapters illustrate that the positive and negative lessons
from reform are both heterogeneous. Economic theory remains the best
guide to reform but will not fully illuminate the most successful approaches.
Theory tempered by a careful understanding of the markets, informed by
lessons from earlier experience and blessed by good fortune, fosters the
most successful reforms.



Market Reforms:
Lessons from Country and
Commodity Experiences

Takamasa Akiyama, John Baffes, Donald Larson,
and Panos Varangis

DURING MOST OF THE 20TH CENTURY, most governments intervened in pri-
mary commodity markets. In fact such interventions were an accepted
part of the development policy framework. While the instruments of
intervention varied across both countries and crops, a dominant architec-
ture emerged. Designed to stabilize producer incomes, this architecture
was based on a marketing board that provided a single channel for exports
and imports, state ownership of processing centers such as cotton gins and
sugar mills, and administered domestic prices that were normally pansea-
sonal, panterritorial, and detached from international prices. International
institutions took on the challenge of finding collective instruments to sta-
bilize prices and reverse declining terms of trade.

The prevailing policy recommendations of development economists and
institutions encouraged these interventions. But the policies, which had
only limited success, soon generated a new set of problems. International
commodity agreements failed, and the commodity parastatals found them-
selves financially strained. At the same time steady productivity gains in
agriculture, transportation, and communication began eroding the efficacy
of intervention instruments. Economists and policymakers turned increas-
ingly to market-based approaches, which took on institutional form when
the World Bank and other international organizations began a series of
structural adjustment loans and credits conditional on certain policy
reforms. At the same time, a series of political and economic events made
reform inevitable.
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The pace and consequences of reform varied across commodities and
countries. The goals of reform were generally not sector specific; rather, the
reforms were intended to boost general economic growth. Nonetheless
commodity exports were generally taxed, and for this reason reform gener-
ally brought immediate income gains to producers (primarily smallholders)
in the sectors covered in this volume. Frequently, the reform process also
brought unintended consequences and often initially left public and private
institutions poorly equipped to support private markets.

This volume draws lessons from experiences with agricultural commod-
ity market reform. Reform efforts have produced outcomes ranging from
success to failure. The chapters that follow address the specific market
reform experiences for the following commodities: coffee, cocoa, cotton,
sugar, and food grains. These commodities differ in their production
processes and market organization, and these differences have directly
influenced the rationale for and the pace and consequences of reform. Yet
the reforms also share common features, and the outcomes provide us with
common lessons. The remainder of this chapter covers these shared themes.

The Rise of Commodity Market Interventions

An examination of the specific factors that contributed to government inter-
vention in commodity markets during the second half of the 20th century
shows that governments had a variety of reasons for undertaking these
strong measures. Experiences with famine and shortages convinced many
governments in Asia and in newly independent Sub-Saharan Africa that
control of the food crop sector was necessary in order to maintain food secu-
rity."! Controls were frequently extended to cash crops, which had a strategic
value as a source of foreign exchange and tax revenues.

Colonialism had also left unanticipated legacies that postindependence
governments sometimes addressed through intervention. In some
instances—Kenya’s tea and coffee markets, for instance—governments
allowed parastatals to continue operating. These governments argued that
the parastatals were necessary to encourage smallholder participation in
cash crop markets that had been closed to small farmers under colonial rule.
Similarly shortly after independence the Indonesian government converted
plantations established under Dutch rule into government-owned “people’s
plantations” in order to ensure that plantation resources would be used to
promote national goals. In Latin America many government interventions
in the coffee and sugar industries date to the 1930s and were in part a reac-
tion to the uneven distribution of land and wealth that prevailed at that
time. Trade relationships established during colonial times were later insti-
tutionalized in bilateral and multilateral trade arrangements—for example,
the agreements that provide preferential access to protected U.S. and
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European Union (EU) domestic sugar markets. These arrangements in turn
gave rise to domestic controls and institutions in favored producer countries
designed to allocate and administer the benefits of preferential trade.

Development theory and practical political considerations also encour-
aged continued intervention. Many developing countries in Africa, Asia,
Latin America, and the Middle East, influenced by the example of the Soviet
Union, believed strongly in state-dominated economic development.?
Moreover governments frequently pursued policies that taxed agriculture
in order to promote industrial development. These approaches received
support from many development economists in the 1950s.

In countries where one or two commodities were especially important to
employment and export revenue, control of the rest of the commodity mar-
kets was linked to the larger goal of economic and sometimes social plan-
ning. Gunnar Myrdal (1956) argued for government control in economic
management as a means of responding to poorly functioning markets or fill-
ing gaps where no markets existed. Arthur Lewis (1954) postulated that the
transfer of labor from the farming sector to the industrial sector facilitated
economic growth when agricultural labor was always abundant.
Policymakers used Lewis’s argument to justify policies that favor industri-
alization and implicitly or explicitly taxed agriculture. Hirschman (1958)
reinforced this policy, theorizing that investing in industry rather than agri-
culture would lead to rapid and broad-based economic growth. Moreover,
misguided interpretations of immiserizing growth arguments put forward
by Johnson (1953) and Bhagwati (1958)—the so-called adding-up problem—
also provided theoretical justification for the practice of taxing commodity
exports.’ Some analysts argued that the terms of trade of export commodi-
ties had been declining and would continue to fall (Prebisch 1950; Singer
1950). Together these arguments encouraged a development strategy that
encouraged resource transfers through policies that discriminated against
agriculture.

Practical and political considerations often provided a further rationale
for intervening in commodity markets. Commodities were often useful rev-
enue sources, and some policymakers saw taxing commodity exports as the
most convenient and practical way to finance state activities (Bates 1981).
Government-controlled systems provided a source of political patronage—
for example, politicians could reward supporters with trading licenses or
high-level appointments to marketing boards. Further, state management
often provided politicians and government officials with funding for discre-
tionary expenditures. Government control of key commodity markets cre-
ated opportunities for corruption. Indirect taxes on export commodities
(including overvalued currencies and parallel exchange rates, which gener-
ated a black market in foreign exchange) provided financial benefits to the
urban elite, who were important political allies (Lipton 1977; Bates 1981). As



